CXBAJIEHO
posnopsikeHHssM Kadinety MinicTpiB Ykpainu
Big 18 Gepesns 2024 p. Ne 244-p

UKRAINE PLAN



2

THE TITLE
ABBREVIATIONS AND ACRONYMS ..ot 3
SECTION L.t E bRt bbb e st R e e bt e s et e bt e bt st b e e bt e e b e nnes 6
CHAPTER 1. UKRAINE PLAN ..ot 6
CHAPTER 2. IMPACT OF THE PLAN ...t 14
CHAPTER 3. INVESTMENT AND RECOVERY ARCHITECTURE .......c.ccooiiiiiiiiiiicce, 30
SECTION 2.t bbb bbbt e b e bt b e s bt e bt e et R e e b e e bt b e bt e been e 41
CHAPTER 1. PUBLIC ADMINISTRATION REFORM ......ccoiiiiiiiiee e 41
CHAPTER 2. PUBLIC FINANCIAL MANAGEMENT ..ot 51
CHAPTER 3. JUDICIAL SYSTEM ... 65
CHAPTER 4. FIGHT AGAINST CORRUPTION AND MONEY LAUNDERING .........cccccovennenn. 82
CHAPTER 5. FINANCIAL MARKETS ...t 94
CHAPTER 6. MANAGEMENT OF PUBLIC ASSETS ... 106
CHAPTER 7. HUMAN CAPITAL ...t 119
CHAPTER 8. BUSINESS ENVIRONMENT .....cooiiiiiiii s 155
CHAPTER 9. DECENTRALISATION AND REGIONAL POLICY ....ccooiiiiiiiiiiiieei e, 184
CHAPTER 10. ENERGY SECTOR.......oiiiii s 195
CHAPTER 11. TRANSPORT ..ot 225
CHAPTER 12. AGRI-FOOD SECTOR .....ccciiiiiiiiiiiiiiei e 244
CHAPTER 13. MANAGEMENT OF CRITICAL RAW MATERIALS ..o, 263
CHAPTER 14. DIGITAL TRANSFORMATION .....coiiiiiiiiiiiieiii e 272
CHAPTER 15. GREEN TRANSITION AND ENVIRONMENTAL PROTECTION .........cccoc..e. 290
SECTION Gt E bbbt bbb e b e b e sb e nb e nennes 314
CHAPTER 1. MONITORING AND CONTROL IN THE UKRAINE PLAN ......ccccooviiiiiiiiicn, 314

CHAPTER 2. CONSULTATION PROGCESS ..ottt 324



ABBREVIATIONS AND ACRONYMS

ACAA Agreement on Conformity Assessment and Acceptance of Industrial Products
Acquis European Union rules, standards, policies and practices

Al Artificial Intelligence

Association Association Agreement between the European Union and its Member States, of
Agreement the one part, and Ukraine, of the other part

AQR Asset Quality Review from the National Bank of Ukraine

ARMA National Agency for Finding, Tracing and Management of Assets

BDF Business Development Fund

COVID-19 Coronavirus infection COVID-19

DCFTA Deep and Comprehensive Free Trade Area

DREAM Digital Restoration EcoSystem for Accountable Management

ECA European Court of Auditors

EIA Environmental Impact Assessment

EIB European Investment Bank

Enlargement report  European Commission Staff Working Document on EU Enlargement. Ukraine
2023 Report

ENTSO-E European Network of Transmission System Operators for Electricity
EPPO European Public Prosecutor's Office

ESBU Economic Security Bureau of Ukraine

ESG Environmental, Social and Governance Reporting

EU European Union

EUR Currency euro (€)

FDI Foreign Direct Investments

FSDN Initiatives EU Conversion to a Farm Sustainability Data Network
G20 Group of Twenty

G7 Group of Seven

GDP Gross Domestic Product

GouU Government of Ukraine

HACC High Anti-Corruption Court

HCJ High Council of Justice

HQCJ High Qualification Commission of Judges

HR Human Resources

IDP Internally Displaced Persons

IFIs International Financial Institutions

IMF International Monetary Fund



INECP
IOM

I0SCO
IT

UJITS
LGBTIQ+

LLC

MCTID
MOEs
MONEYVAL

MSMEs
NABU
NACP
NBU

NEURC
NGO

NPL
NRS
OECD

OLAF
PE

Platform
PPP

PSA
PSO

Q, g-0-q
RDNA
RDNA2

RDNA3

REMIT

4
Integrated National Energy and Climate Plan
International Organisation for Migration

International Organization of Securities Commissions
Information Technologies

Unified Judicial Information and Telecommunication System

Lesbian, gay, bisexual, transgender, intersex, queer, and other minority gender
identities

Limited Liability Company

Ministry for Communities, Territories and Infrastructure Development of Ukraine
Municipally owned enterprises

Committee of Experts on the Evaluation of Anti-Money Laundering Measures
and the Financing of Terrorism

Micro, Small, and Medium Enterprises

National Anti-Corruption Bureau of Ukraine

National Agency on Corruption Prevention

National Bank of Ukraine

National Energy and Utilities Regulatory Commission
Non-Governmental Organisation

Non-Performing Loans

National Revenue Strategy

Organisation for Economic Co-operation and Development Organization for
Economic Cooperation and Development

European Anti-Fraud Office

Private entrepreneurship

Multi-Agency Donor Coordination Platform for Ukraine
Public-private partnerships

Production Sharing Agreement

Public service obligations

Quarter, quarter-on-quarter
Rapid Damage and Needs Assessment Reports

Second Ukraine Rapid Damage and Needs Assessment February 24, 2022 —
February 24, 2023 prepared by the World Bank Group, the Government of
Ukraine, the European Union services and the United Nations

Third Ukraine Rapid Damage and Needs Assessment, covering period between
February 24, 2022, and December 31, 2023 prepared by the World Bank, the
Government of Ukraine, the European Union services and the United Nations

Regulation on Wholesale Energy Market Integrity and Transparency



s/a
SAPO
SDG
SME/SMEs
SOB
SOE
SOP
SPF
TEN-T
Treasury
UAH
UN
USA
usD
VAT
WB

y-0-y

Seasonally adjusted

Specialised Anti-Corruption Prosecutor's Office
Sustainable Development Goals
Small and Medium Enterprises
State-owned banks

State-owned enterprise

State Ownership Policy

State Property Fund
Trans-European Transport Network
State Treasury Service of Ukraine
Ukrainian hryvnia (2)

United Nations

United States of America

United States Dollar ($)

Value Added Tax

World Bank

Year-on-year



SECTION 1.

CHAPTER 1. UKRAINE PLAN
Executive Summary
Socio-economic context

On 24 February 2022, Russia invaded Ukraine, starting the largest war in Europe since the Balkan conflicts
in the 1990s. It is a war of aggression that has been condemned worldwide and continues to take its toll on
Ukraine’s human and physical capital. The United Nations estimates that as of October 2023, there are 3.7
million internally displaced people, and about 14.6 million need health and protection assistance and
services. Many people have been forced to leave for other countries, and approximately 6.3 million
individuals (around 16% of the population) still remain abroad. The large-scale destruction of infrastructure
has affected the ability of people to access basic needs, such as electricity, water, food, healthcare, and
education. The third Rapid Damage and Needs Assessment (RDNA3) estimated that the direct damages
due to the war of aggression amount to around EUR 138.2 billion, with the total reconstruction and recovery
needs at EUR 440.5 billion. Housing, transport, energy, commerce, and industry are the most affected
sectors. The scale of destruction continues to increase.

The war has had a devastating impact on Ukraine’s productive capacity and economic activity. Real GDP
contracted by 29% in 2022, the largest contraction in Ukraine’s contemporary history. Although the
construction sector suffered the most with a 68% decline in output, the hardest blows came from the major
contractions in industry (38%), trade (31%), agriculture (28%), and transport (44%). 75% of the population
reported a decrease in their income in 2023 compared to before the war. The economy has somewhat
recovered in 2023 due to stronger fiscal stimulus, slowing inflation and continued international aid, but
much more effort is required to return to even the pre-war levels.

Defence, security, and social care remain top priority spending areas on the back of limited revenue
mobilisation, considering the baseline economic situation.

Vision, strategy, and impact

The Ukraine Plan (the Plan) is one of the key instruments for Ukraine’s recovery, reconstruction, and
modernisation, potentially accelerating the EU accession path in parallel.

The Plan outlines Ukraine's vision for medium-term socio-economic growth that will bring it closer to the
single market through increased compliance with EU values and alignment with EU rules, standards,
policies and practices (‘EU acquis’), and further integration with the EU countries. To achieve this
ambitious goal, the Plan includes a set of targeted reforms across key sectors that promote growth and
attract priority investments. These reforms and investments were selected, designed, and sequenced
throughout the four-year timeframe of the Plan based on the needs, priorities and capacity of the Ukrainian
state and its vision of a future European Ukraine. The Plans are developed to facilitate Ukraine's accession
to the EU and gradually align Ukrainian legislation with EU standards. Approximately 45% of the reforms
included are recommended for implementation by other international programs, such as the Ukraine 2023
Report of the European Commission on EU Enlargement policy (Enlargement Report), International
Monetary Fund Extended Fund Facility (IMF EFF), International Bank for Reconstruction and
Development Development Policy Loan (IBRD DPL), and others. Key guiding principles for the recovery,
reconstruction, and modernisation process, such as ‘build back better’, financial sustainability,
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inclusiveness, transparency, and accountability, are guiding the implementation of the Plan throughout the
entire timeframe. Ultimately, the Plan will also foster the political, institutional, legal, administrative, social
and economic reforms required to comply with European Union values.

Ukraine continues actively implementing the Association Agreement, including the comprehensive and
deep free trade area. The Ukraine Plan includes reforms that align with the commitments under the
Association Agreement, promoting growth, job creation, and economic stability. The funding from the plan
will be utilised, in particular, to implement the following government priorities:

- completion of the implementation of the seven recommendations of the European Commission
necessary for the opening of accession negotiations with the EU;

- gradual integration of Ukraine into the single market of the EU through the Deep and
Comprehensive Free Trade Area (DCFTA) and participation in Union sectoral programs, including
access to their funds;

- further improvement of Ukraine's communication and interaction with neighbouring EU member
states and other EU members in the transportation, energy, and digital sectors through the
‘Connecting Europe Facility’ Fund, Transport Community, and Energy Community;

- support for trade liberalisation by addressing non-tariff barriers in trade;

- strengthening Ukraine's institutional capacity for effective dialogue within the enlargement policy
framework;

- as part of accession negotiations, participate in screening Ukrainian policies for compliance with
EU law to understand the scope of tasks for EU membership preparation and subsequent planning
for the timely implementation of the acquis communautaire.

The Ukraine Plan builds on a coherent strategy grouping four categories of sectors and exploring the
synergies between them, as follows:

- stimulating the highest growth enabling sectors of the economy identified to have the largest
potential to foster economic growth;

- embedding most relevant cross-cutting areas across the entire Plan, representing societal values as
well as means for stimulating economic development and productivity growth;

- strengthening foundational sectors, which are essential elements supporting the broader economic
and societal development;

- ensuring core values and good governance which will help deliver the Plan and protect the financial
interest of the EU.

Assuming a successful implementation of the Plan, cessation of hostilities?, and continuous support from
the other Donors, Ukraine’s economy is expected to experience strong growth in the next decade. In the
upside scenario, real GDP will return to 2021 levels by 2028; by 2033, boosted by the structural impact of
the reforms and the contribution of investments, the economy may be 40% larger compared to 2021. Due
to the Plan's multifaceted effects, Ukraine will attain growth rates comparable to those seen in Eastern
European countries in the pre-accession phase in the early 2000s, reaching the EU’s standard of living and
income convergence in less than a generation. For this to happen, it is critical to stop the erosion of the
human capital and bring it back on the growth path, including by creating conditions for Internally
Displaced Persons and persons under temporary protection to return, which is fully recognised in the Plan.

1 In developing the Plan and analysing its impact, it was assumed that the cessation of hostilities in Ukraine would occur by the
end of 2024.
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With the Ukraine Plan, the Government sets out its short to medium-term priorities for economic reforms
and investments over the course of the next four years. The scope of the Plan goes beyond the requirements
of Regulation (EU) 2024/792 of the European Parliament and of the Council of 29 February 2024,
establishing the Ukraine Facility (Ukraine Facility) and outlines a wider and more ambitious reform agenda.
The agenda is part of the Ukraine Reforms Matrix, consolidating Ukraine's ongoing conditions and
recommendations of partners and presenting priority areas of economic growth.

The Government aims to leverage the Ukraine Plan as an instrument for careful prioritisation and
sequencing of key reforms supporting the country's recovery and future economic growth and laying out
areas of investments that will enable economic and social growth and resilience. Equally important, the
Ukraine Plan sets out key reform efforts to be undertaken in the years to come, including facilitating
coordination with the donors, fostering alignment and transparency of joint recovery efforts in Ukraine, as
well as mobilising and optimising donors and private investors towards the recovery, reconstruction and
modernisation.

Uniting around the Ukraine Plan as a reference document would simplify administration, facilitate effective
coordination and promote Ukraine European integration efforts. Finally, the Multi-Agency Donor
Coordination Platform for Ukraine serves as an effective coordination tool in close cooperation with the
Government to mobilise resources for projects and areas of priority within the Plan.

The need to finance the state budget expenditures for 2024 is about EUR 36 billion, with an average monthly
deficit of EUR 3 billion. The launch of the Ukraine Facility will allow to receive the first disbursement to
the state budget of Ukraine in March and April 2024 as part of the bridge financing, which will help to
maintain the macro-financial stability of the country. To overcome the challenges of the upcoming periods
of 2024, the Government is requesting the European Union, within the framework of the Plan, according
to Article 24 of the Regulation (EU) 2024/792 of 29 February 2024, to provide pre-financing payment of
an amount of up to 7 % of the loan support provided under Pillar I of Ukraine Facility.

The reforms and investments of the Ukraine Plan
Growth-enabling sectors

The five sectors assessed to have the largest potential for unleashing economic growth are energy,
agriculture, transport, critical raw materials (as well as developing process industries capacities), and IT.
Improved management of state-owned enterprises is also expected to contribute to the economic growth
potential. These sectors are both of immediate strategic importance for the country as well as potential
catalysts of accelerated post-war economic growth. The Plan identifies clear initiatives aimed at unlocking
their growth potential.

The reforms and investments in energy will lead to a transformation of the sector and contribute to a
decarbonised future for Ukraine. The measures will also ensure further integration into the EU energy
market. Approximately 85% of the reforms in the energy sector align with the requirements outlined in the
Enlargement Report, IBRD DPL, and EU Macro-Financial Assistance Plus (MFA+). Apart from
prioritising and facilitating conditions for the development and use of renewable energy, including
streamlining permitting procedures in line with new EU rules and introducing competitive auctions, it will
promote efficient energy consumption in buildings and district heating and ensure the regulator's
independence. The Plan also includes a roadmap for gradually moving towards gas and electricity market
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liberalisation and reforming the public service obligations in the gas and electricity market while ensuring
vulnerable consumers are adequately protected and considering martial law.

The measures in agriculture will ensure this sector capitalises on its strategic and growth potential while
bringing it closer to EU policies and principles. The Plan brings forward regulatory alignment with the EU
acquis, creates a functional land market, increases food safety, and improves capacity for managing
investments for each of the sectors identified in this Plan. It also includes measures that are crucial for the
demining process. Half of the implemented measures in agriculture align with the Enlargement Report and
IBRD DPL recommendations.

The Plan ensures that the transport sector is reconstructed, improves connections between people and
businesses and enables trade. To promote better connectivity with the EU, the reforms and investments will
restore and modernise Ukraine’s logistic systems, develop the Trans-European Transport Network (TEN-
T networks) across all transport modes, align the railway sector with EU standards and establish open and
fair competition for port services.

Critical raw materials are a vital sector for Ukraine’s trade specialisation. The Plan proposes reforms that
promote good governance, predictability, and transparency for investors, as well as roll out internationally
accepted best practices to create a sustainable raw material extraction sector and climb up the value chain
across the clusters of products.

The development of Ukraine's processing industries and integration into global value chains is pivotal for
several reasons. Firstly, embracing the green transition in areas like renewable energy, hydrogen,
electrification, and energy-saving technologies positions Ukraine in alignment with global sustainability
trends. Additionally, the concepts of nearshoring, friendshoring, and diversifying supply chains contribute
to reducing dependence on dominant suppliers enhancing economic resilience. To bolster its trade balance,
Ukraine must shift focus from importing critical goods to domestically producing and competitively
exporting items like food, petroleum, building materials, and more. The full-scale war emphasised the
necessity of building a robust processing industry, enabling Ukraine to meet domestic demands during
hostilities and reconstruction, thereby reducing reliance on imports and improving the overall trade balance.

The Plan aims to embed a level playing field based on the ongoing reforms. Based on a new state ownership
policy, the Ukrainian SOE sector will be transformed with enterprises embarking on a major corporatisation
and restructuring process while integrating the G20/OECD corporate governance and ESG principles.
Following the size optimisation of the portfolio, the management of state assets will be modernised.
Crucially, the largest SOEs will ensure the separation of accounts between public service obligations (PSO)
and non-PSO activities, ensuring transparency in financial relations with the State and clarifying the scope
of its participation in the market. The state aid control framework will be improved. An identified strategy
will also be to gradually reduce state ownership in the banking sector to ensure financial stability and
mitigate fiscal risks. Implementing these reforms and their compliance with EU rules will be overseen by
a task force that will include European Commission and Ukrainian experts.

Cross-cutting areas

The Ukraine Plan is a driver for Ukraine’s transition to a green, digital, and inclusive economy, and these
objectives are echoed across the board. While the Plan envisages specific chapters on green transition and
digital transformation, all other reforms and investments in the Plan should consider and, to the greatest
extent possible, integrate these principles into implementation. For instance, the energy reforms broadly
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reflect the goals of the European Green Deal, while those managing critical raw materials also integrate
decarbonisation commitments. More than half of the developed measures for green transformation align
with the recommendations of the Enlargement Report.

The Plan recognises the central role of rebuilding the social fabric and strengthening the social cohesion
needed to heal and rebuild the country. This requires a holistic and multidimensional approach rooted in
people-centric measures. The principles of inclusivity, gender equality and social cohesion are visible
across the Plan, beyond the specific commitments under human capital and business environment.

A dedicated chapter on the business environment puts forward measures for deregulation, alignment to the
single market standards and regulations, improving access to finance, and improving the functions of the
regulatory agency in countering economic crimes.

Additional attention is dedicated to the reform of state procurement with a focus on adhering to the
principles of gender equality (including, in accordance with the Regulation of the European Parliament and
Council 2018/1046) and ensuring the procurement of goods, services, and works with a reduced
environmental impact.

Supporting small and medium enterprises is at the core of the Plan. Apart from dedicated funding, various
reforms will help firms operate in a more effective and productive market. These reforms include
deregulation, improvement of insolvency management, digitisation of public services, development of the
State Agrarian Register, and ensuring a level playing in the market via the reforms undertaken in the state-
owned enterprises.

The adherence to green objectives is important in the reconstruction and recovery architecture and will
broadly guide the future reforms and investments triggered by the Ukraine Plan. The Plan aims to uphold
the principles of ‘do no significant harm’ and help Ukrainians foster climate change mitigation and
adaptation measures, protect the environment, including biodiversity protection, sustainable waste
management, and the circular economy, and, ultimately, drive the green transition and address the
challenges resulting therefrom. The transition to climate neutrality and adherence to the Paris Agreement,
as well as environmental convergence with EU standards, are thereby key aspects and are, therefore, an
important part of the Plan.

The digital transformation agenda will enhance productivity growth by enabling Ukraine to capitalise on
its competitive advantages in this sector. It includes measures supporting the digitalisation of institutions,
regulatory convergence with the EU, and bolstering cybersecurity standards.

Foundational sectors

The areas of the foundational economy, seen as platforms for providing essentials for all citizens, are
education, healthcare, and social services. The Ukraine Plan recognises that the accessibility and quality of
services in these sectors are important to build up the labour force, incentivise the return of Ukrainians
abroad, and improve the general quality of life. It identifies reforms and investments aimed at strengthening
these sectors.

The identified reform initiatives are complementary to already ongoing reforms, such as the Health Reform
and the New Ukrainian School Reform. A crucial example is the Plan to improve access to and quality of
early childhood education and care for the long-term benefit of children. The Plan also includes actions to
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build a stronger system for vocational education and address the growing need for assistance to people who
have suffered mental and physical traumas, including ways of helping people with disabilities stay active.

Improving social care for those in need is a major part of the reform package. Specifically, reforms
identified in the Plan will help address the needs of the most vulnerable categories of people, including war
widows and widowers, children, especially those without parental care, persons with disabilities, minorities,
young and elderly people, and other persons in vulnerable situations. This involves the deinstitutionalisation
of care and the improvement of Ukraine’s housing sector, including social housing. There are also important
measures to improve access to utilities, like district heating or waste management. Finally, the Plan
proposes relevant measures to protect and stimulate Ukrainian culture, not least to foster social healing and
cohesion.

Core values and good governance

The pursuit of a swift recovery and attraction of investments hinges on the foundation of an effective and
trust-worthy justice system and well-functioning administration, which upholds the rule of law, safeguards
human rights, and ensures good management of public resources. Building on the strong progress obtained
since the Revolution of Dignity, through the Plan, the Ukrainian Government commits to strengthening the
rule of law, enhancing anti-corruption mechanisms, and ensuring a more efficient and effective public
administration.

The Plan proposes a comprehensive rule-of-law reform agenda, addressing all judicial, prosecution and
anti-corruption system layers. Crucially, the proposed amendments to the Criminal Code and the Code of
Criminal Procedure, such as the cancellation of the pre-trial investigation period from the time of the
registration of the criminal proceedings until the notification of the suspicion, will help Ukraine build a
convincing track record in fighting corruption at all levels. The system's capacity will significantly improve
via additional staffing, digitalisation, and new equipment. This will significantly reduce the backlog in the
system, improve enforcement of court decisions and increase accountability and integrity. The Plan will
ensure that the capacity and independence of all specialised law enforcement bodies will be increased. At
the same time, asset recovery and management at the institutional and procedural levels will be prioritised.
The majority of the proposed measures to strengthen the judicial system take into account the requirements
outlined in the Enlargement Report.

To ensure an efficient market economy and a conducive business environment, the Plan includes measures
to improve the insolvency proceedings and resolve non-performing loans. The fight against money
laundering and economic crimes is also prioritised by creating a unified registry of bank accounts and
empowering the Economic Security Bureau.

The aim to improve the capacity and efficiency of the Ukrainian public administration is another core
feature of the Plan. The Government is committed to restoring merit-based recruitment in the public sector,
improving the public wage system, and digitising the sector. An essential requirement of the Plan is
ensuring macro-financial stability and there are key measures proposed to ensure improved revenue and
debt management to reduce dependency on concessional lending gradually. There are also measures to
enhance public investment management to help authorities manage the funds made available for
reconstruction via a single project pipeline, a clearly defined prioritisation, and within a public investment
management framework. Finally, the Plan will ensure improved budget oversight by increasing the capacity
and independence of the responsible institutions.
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The Plan also has a special emphasis on advancing decentralisation and regional development. Authorities
committed to reforming the local state administrations, ensuring a better distribution of powers between
local self-governments and executive authorities. There is also a commitment to develop a multi-level
governance. The Plan anticipates the allocation of at least 20% of the non-repayable financial support under
Pillar 1 of Ukraine Facility to the recovery, reconstruction and modernisation needs of sub-national
authorities.

Consistency with the objectives, general and financing principles of the Ukraine Facility

The Ukraine Plan aligns with the strategic goals of Regulation (EU) 2024/792 of the European Parliament
and of the Council of 29 February 2024, establishing the Ukraine Facility.

The Ukraine Plan has been prepared with a focus on meeting Ukraine’s peaceful recovery, reconstruction,
and modernisation needs. At the same time, it is intended to serve as an overarching framework for ensuring
steady progress towards the general and specific objectives set out in Article 3 of the Regulation on the
Ukraine Facility. This is particularly true regarding the aim of ensuring an upward trajectory in Ukraine’s
social and economic conditions as well as the progressive integration into the EU by successfully addressing
the challenges outlined in the Commission Opinion and Analytical Report. In that sense, the reforms laid
out in the Ukraine Plan complement the Commission's enlargement report recommendations. The Plan is
also aligned with the Association Agreement and the Deep and Comprehensive Free Trade Agreement as
deeper alignment with the EU acquis would create necessary conditions and opportunities for Ukraine’s
integration into the EU single market. These objectives have guided Ukraine during the identification,
consultations, and prioritisation of sectors as well as during the formulation of the specific objectives and
reform initiatives presented in these sectors.

Ukraine subscribes to the general principles outlined in Article 4 of the Regulation. Specifically, reform
initiatives have been guided by the principles of a needs-based and geographically balanced approach,
ownership, participation, inclusion, gender aspects, and the pursuit of development effectiveness, which
are seen as integral parts of Ukraine’s efforts to recover, reconstruct, and modernise. They are accompanied
by principles such as ‘do no significant harm’, ‘build back better’, pursuing energy efficiency, and
increasing compliance with climate and environmental standards of the EU, which sets the tone for our
reconstruction efforts. The principle of ‘leaving no one behind’ has guided initiatives to widen and deepen
social services and put in place measures to help people recover from the war and improve their livelihoods
and lives.

Ukraine will continue to honour its commitment to international Conventions, Treaties and Conferences,
including those related to human rights, the elimination of discrimination against women and children's
rights, and the Conventions on Climate Change, Biodiversity and Forestry. Ukraine remains committed to
the traditional principles of good governance, including responsiveness, transparency, accountability,
efficiency, and fair legal frameworks that are enforced impartially.

The measures of the Ukraine Plan will take place along three key directions, as defined by the Ukraine
Facility - through budgetary support, investments, and funds for subsidising interest rates and technical
assistance.

The Ukraine Plan anticipates the utilisation of funds received under the Ukraine Facility following
principles of financial management and in a manner that is transparent and accountable to the European
Union and the Commission. The implementation of the Ukraine Plan will adhere to Ukraine's commitment
to the principles of financial cooperation between the Commission and Ukraine, as defined in the



13
Framework Agreement, as well as the undertaking of specific measures regarding the control, reporting,
monitoring, and auditing of each measure implemented using funds from the Ukraine Facility. Measures
will be taken to comply with EU sanctions legislation. As per the Framework Agreement, no operation
falling under the scope of EU economic and other restrictive measures will be conducted under the Ukraine
Plan. Ukraine will monitor and prevent such occurrences.

Implementing the Ukraine Plan will comply with the rules protecting the financial interests of the EU.
Implementation arrangements

The Ukraine Plan presents the reforms and investments that the Ukrainian Government will pursue over
the 2024-2027 period and their implantation timeline. The Plan is divided into 15 sectoral chapters, each
with reforms and, if relevant, investments. The reform agenda under each chapter is divided into measures
that are directly linked to funding under the Ukraine Facility and measures that go beyond the Facility,
which the Ukrainian authorities commit doing in parallel as part of the reconstruction, recovery, and
modernisation process. The investments proposed under each chapter also guide Pillar Il of the Ukraine
Facility, the Ukraine Investment Framework, and other donors that will provide financial support in the
next four years.

The expected investments under Pillar Il are aimed at ‘build back better’ principle, placing a strong
emphasis on green and digital technologies to foster resilient businesses with products and processes
aligned to EU standards. Significant attention is dedicated to providing financial support, especially for
small and medium enterprises, and with a focus on larger investments in key industries such as green
metallurgy, machine building, and pharmaceuticals. De-risking instruments and co-financing facilities,
particularly for high-value manufacturing and agroindustry, are recommended as crucial mechanisms to
stimulate investments. The development of financial instruments includes improving interest rate
affordability, supporting war-risk insurance, assisting businesses in war-affected regions, and promoting
project finance. Special consideration in the investment mechanisms should be given to SMEs owned by
women, internally displaced persons, and veterans. Rebuilding logistics infrastructure, enhancing technical
assistance capacity, and ensuring private sector participation in reconstruction efforts are also vital for
sustained growth.

The Ukraine Plan complements and reinforces Ukraine’s efforts in the enlargement track. The proposed
conditionalities in the Ukraine Plan are well-aligned with the assessment and recommendations presented
in the Enlargement report. Many of the reforms covered under the Plan will help Ukraine fast-track its
alignment with the EU acquis when completed.

The overall responsibility for coordinating and ensuring the Ukraine Plan's effective implementation lies
with the National Coordinator, namely the Ministry of Economy, which will also be the single point of
contact for supporting international development partners.

To implement the Plan, Ukraine proposes robust mechanisms for monitoring and control. Additionally, an
independent Audit Board will assist the Commission in ensuring the protection of the financial interests of
the Union.
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CHAPTER 2. IMPACT OF THE PLAN

1. Macroeconomic impact of the Ukraine Plan
1.1. Economic developments in 2022-2023

On top of the severe impact on the lives of Ukrainians, Russia's occupation of the territory, destruction of
productive capacity and infrastructure, and broken supply and export chains led to a 28.8% drop in the GDP
of Ukraine in 2022. This is the largest annual drop in Ukrainian contemporary history. Military actions,
magnified by the obstructions at seaports and electricity shortages, led to a 35.2% decrease in exports of
goods, reducing foreign exchange earnings. Imports also experienced a significant decline, but less so due
to the rapid growth in the imports of military equipment. Hence imports of goods only decreased by 20.4%,
resulting in an increase in goods trade deficit from EUR 5.6 billion to EUR 13.9 billion. Inflation soared to
26.6% in 2022, driven by supply chain disruptions and rising food and energy costs. The deficit ballooned
to UAH 914.9 billion in 2022, financed by the National Bank, international grants and concessional lending
totalling about EUR 30.5 billion.

Despite these challenges, judicious policies (like temporary suspension of selected burdensome regulations
or direct assistance with business relocation, energy equipment procurements etc.) staved off a complete
economic collapse. Early signs of recovery are emerging, GDP growth in 2023 was about 5%, supported
by some reconstruction efforts and a gradual increase in exports and investment? (for example, in March-
August 2023 exports of goods increased by 3% compared to the same months of 2022). However, the risks
remain extraordinarily high due to the uncertain duration of Russia's war of aggression against Ukraine.

Figure 1. GDP growth in Ukraine
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Impact of the war on economic growth

Demonstrating remarkable resilience, the Ukrainian economy surpassed initial expectations. Exports of
agricultural products via three Ukrainian Black Sea ports resumed in August 2022 thanks to the UN-backed
Black Sea Grain Initiative, helping drive initial economic recovery during the third quarter of 2022.
However, Russian attacks on the domestic energy infrastructure starting in October 2022 caused widespread
blackouts and dampened economic activity again. Despite the escalation of aggressive activities, the
recorded GDP contraction of 28.8% in 2022 was notably lower than the 40-50% decline forecasted at the
onset of the invasion.

The reduction in GDP in 2022 was primarily linked to the incapacitation of productive resources within
territories either occupied or adjacent to the frontlines as well as to the large-scale displacement of people.
Construction, industry, trade, agriculture and transportation suffered the largest decline in economic output
sector-wise. The industrial sector experienced a year-on-year contraction of 37.5%, accounting for a
substantial 7.6 percentage points of the overall GDP decline in 2022. Trade suffered a decline by 32.2%
year-on-year, leading to an additional 4.4 percentage points loss in GDP. Meanwhile, the drop in gross
value added produced by the agricultural sector, at 25.2%, contributed to a reduction of 2.7 percentage
points. The transport sector suffered a 40.5% year-on-year decrease, primarily attributed to infrastructure
destruction, the blockade of seaports and flight hazards, resulting in a 2.2 percentage point decline in GDP.
The construction sector suffered the most with a decline of 66.9% year-on-year, primarily due to a sharp
decrease in investment demand, adding a 1.8 percentage point decline in GDP.

The most significant impact on final demand components (13.4 percentage points) of the GDP contraction
in 2022 was attributed to the sharp decrease in final consumer expenditures, which contracted by 15.5%
compared to the previous year. The considerable reduction in foreign trade activities contributed an
additional 9.8 percentage points to the GDP decline in 2022. While the decline in gross fixed capital
formation by 33.9% year-on-year accounted for another 4.5 percentage points of the GDP contraction.

Economic activity turned on a sequential upward trend in early 2023 as nationwide power supplies
stabilised thanks to quick partial repairs on the damaged energy equipment, favourable weather, and
restoration of electricity imports. Also, the external environment for steel and iron ore improved, while
domestic inflation and devaluation expectations stabilised, triggering a recovery in household consumption.
Real GDP rose by 2,4% g-0-g s/a during the first quarter of 2023 following a 4.7% drop during the fourth
quarter of 2022. The year-on-year decline narrowed to 10.5% from 31.4% year-on-year during the fourth
quarter of 2022, including due to a comparison base effect. In the second quarter of 2023, real GDP grew
by 0.8% g-0-q s/a, and the annual dynamics changed to a positive one — an increase of 19.5% compared to
the second quarter of 2022. In the third quarter of 2023, real GDP grew by 0.7% g-0-q s/a, and on an annual
basis, there was a growth of 9.3% compared to the third quarter of 2022. Positive trends have led the
Ministry of Economy to revise the 2023 outlook to 5%. The National Bank estimates growth in 2023 at
5.7%.

The key factor driving the GDP decline in 2022 was the one-time drop in output, which partially faded
away in 2023 (like one-time losses of the inventories, a drop in consumption). Other factors will have a
more lasting impact on productive capacities. This includes the complete destruction of industrial
enterprises such as Azovstal and MMK lllicha in Mariupol, which represented 40% of total base metal
production capacity, or Kremenchug oil refinery, the only large operating one in Ukraine, among 130 more
damaged or destroyed large/medium industrial enterprises. Areas that are currently occupied, or have been
occupied in the past, have experienced extensive destruction and human rights violations, exacerbating
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long-standing regional disparities. Territories close to the frontlines in general have been facing a much
larger decline in economic activity than the rest of Ukraine, further adding to regional disparities.

Therefore, recovery of the absolute real value of pre-war GDP and the setting of Ukraine on a path to long-
term sustainable prosperity will require tackling both the immediate effects of Russia’s aggression
(recovery of the lost industrial capacities or replacing them with similarly large revenue streams for the
economy, rebound in agriculture and other key sectors, repair of critical infrastructure, return of the refugees
and veterans to the labour force), as well as the underlying structural weaknesses that have hindered growth
for many years.

Figure 2. Contributions of major economic Figure 3. Contributions of demand components
sectors to GDP, in percentage points to GDP growth, in percentage points
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Ukraine suffered huge damages as a result of the full-scale invasion. According to the RDNAS3 as of the
beginning of 2024, the direct damage inflicted on buildings and infrastructure is estimated at almost EUR
140 billion. According to another assessment made by KSE Institute, together with occupation of territories,
damages led to a decrease in capital stock by almost 20%.

Table 1. Total damage, loss, and needs by sector, EUR billion

Sector Damage Loss Needs
Social sectors
Housing 50.6 15.8 72.8
Education and science 51 6.3 12.6
Health 1.3 16.1 12.9
Social protection and livelihoods 0.2 8.6 40.3
Culture and tourism 3.2 17.8 8.1

Infrastructure sectors
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Energy and extractives 9.6 48.9 42.7
Transport 30.4 36.9 66.8
Telecommunications and digital 1.9 2.1 4.3
Water supply and sanitation 3.6 10.5 10.1
Municipal services 4.4 6.2 10.3

Productive sectors

Agriculture 9.3 63.2 50.8
Commerce and industry 141 156.9 61.2
Irrigation and water resource management 0.6 0.6 9.7
Finance and banking 0.0 5.2 2.1

Cross-cutting sectors

Environment, natural resource management, and forestry 3.0 24.0 2.1
Emergency response and civil protection 0.4 0.5 2.1
Justice and public administration 0.3 1.5 0.6
Explosive hazard management - 31.3 31.3
Total 138.2 452.4 440.5

Source: RDNA3

Business expectations are returning to a neutral level now, after a long period of negative sentiments. The
NBU’s business activity expectations index peaked at 51.5 in April 2023, the highest wartime level, and
hovered around the neutral level of 50 in May-November. During the first two winter months, the index
fell below the neutral level, but almost recovered in February 2024. Expectations are very volatile and
dependent on external factors. Most problems of entrepreneurs are of external nature (demand, input prices,
logistics, labour) and cannot easily be resolved by their own efforts or with policy instruments, at least in
the short term. Capital inflows can help alleviate some problems (such as issues with logistics, supply chain
breaks, lack of personnel, electricity shortages and general insecurity).

The financial sector proved resilient to the economic shock with no bank runs occurring. Most banks
continued to operate (except Russian-owned banks, which were deliberately withdrawn from the market,
and a few small banks that had problems before the full-scale invasion). Deposit outflows in February 2022
were short-lived, deposits quickly recovered and started to grow. Overall, total deposits increased by 22.9%
in 2022 and by 57.6% in 2022-2023.

The recovery of lending took more time. Total loans to corporates and households decreased by 10% in
2022 and started recovering only in Q2 2023. Losses of banks due to invasion were moderate. According
to the NBU’s estimates, the banks' cumulative war-related losses will amount to around 20% of their pre-
war performing loan portfolio.
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The labour market remains weak and inefficient in matching demand and supply. A lot of workers left
Ukraine and the deficit of skilled labour has become one of the most acute problems for Ukrainian
businesses. At the same time, unemployment is estimated to have risen to 18.4% in 2022; from an already
high level of 10% in 2021. There are no updated official statistics so far, but according to a forecast from
the Ministry of Economy in 2023 the unemployment rate is expected to increase to 18.9%, which will be
affected by the loss of jobs due to further destruction of production facilities, especially in those regions
where hostilities are taking place.

Monetary and fiscal policy

The financial support provided by IFIs and Ukraine’s other foreign partners provided a lifeline for the
government. It helped finance a large budget deficit and support the external position. Ukraine received
about EUR 29.6 billion of budgetary support in 2022, including EUR 13.5 billion or 45.8% of the total in
grants and the rest in loans provided on highly concessional terms. In 2023, foreign partners and IFIs
provided EUR 39.3 billion of budget support, with 27% of this sum being in the form of grants.

The IMF was instrumental in soliciting the necessary amount of financial aid and ensuing its regular
disbursements. As the Ukrainian government remained fully functional and successful in navigating the
economy through the challenges, the IMF approved in March 2023 a 11.6 billion SDR (USD 15.6 billion,
or about EUR 14.4 billion) four-year Extended Fund Facility (EFF) program for Ukraine. The EFF program
forms part of a four-year financial support package amounting to USD 122 billion (about EUR 112 billion)
in a baseline scenario and USD 140 billion (about EUR 129 billion) in a downside scenario.

The official exchange rate of the hryvnia to the U.S. dollar has been fixed since day one of the Russian
invasion, supported by tight controls on capital and current account transactions, including a ban on
repatriating dividends and restrictions on principal and interest payments on external debt. After the
correction of the official rate of the Ukrainian hryvnia by 25% in July 2022, to 36.6 UAH/USD, in response
to mounting currency pressures, the NBU has since successfully maintained the peg thanks to intensified
foreign aid inflows (substantial receipts from international partners) and additional measures intended to
curb foreign exchange demand, including a 15 percentage point hike in the key rate, to 25%, and fine-
tuning of capital controls. Responding to these measures and supported by positive seasonality, the spread
between the official and cash market exchange rates almost disappeared during the first half of 2023, and
capital outflows subsided. This enabled the NBU to cut net foreign exchange sales to about EUR 1.8 billion
in May-July, from the earlier average of EUR 2.8 billion during the winter months.

In the meantime, foreign aid inflows to the budget averaged EUR 3.6 billion per month during the first half
of 2023 and about EUR 3.7 billion in the second half of 2022, much higher than EUR 2.2 billion in the first
four months of the war. Overall, Ukraine received nearly EUR 40 billion in foreign budgetary budget
support in 2023, while the net NBU foreign exchange sale interventions totalled EUR 26.4 billion. As a
result, the National Bank’s international reserves surged by 37% in 2023, reaching a new all-time high of
EUR 36.7 billion by the end of 2023.

Consumer inflation started to slow rapidly in 2023 following the sharp acceleration in 2022 caused by the
war. By the end of 2023, headline CPI slowed down to 5.1% y-0-y from 26.6% in 2022. Sequential
slowdown in inflation was determined: supported by the preservation of restrained demand in the conditions
of the war; the relative stability of the hryvnia exchange rate (even after the transition from a fixed to a
managed flexibility regime); constant control over the price situation by the state, as well as efforts to
maximally reduce the price pressure on the population by keeping the vast majority of housing and
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communal tariffs stable; the decrease in world energy prices. Also, stabilisation in centralised electric power
supplies since mid-February cut power costs due to less intensive use of autonomous power generators.
Additional disinflationary factors included stabilisation of inflation and devaluation expectations, and a
bumper harvest of selected crops last year. These factors helped moderate underlying inflationary pressures
and offset almost a 70% hike in residential electricity tariffs in June.

Ukraine’s budgetary performance deteriorated sharply as the war progressed. The state budget deficit
increased to UAH 1,395.5 billion in 2022 (net of grant financing) or 26.6% of GDP, up from 3.7% on
average per year before the war (for the period 2019-2021). The deficit expansion was fuelled by military
spending, which grew by 425% y-o0-y to UAH 1,586 billion (30% of GDP) in 2022, leading to an increase
in total central budget spending by 81% y-0-y to UAH 2,705.7 billion. At the same time, tax revenues
decreased by 14.2% y-0-y to UAH 949.8 billion in 2022, covering less than half of central budget
expenditures. The dynamics of the state budget deficit slightly improved in the first half of 2023 due to the
slowdown in non-military spending, higher tax collection in response to recovering economic activity, and
several one-offs (such as a transfer from the NBU worth UAH 71.9 billion).

Foreign aid inflows were the key source of budget deficit financing in 2022 and the first half of 2023. As
disbursements of foreign aid became more predictable and the government intensified domestic
borrowings, the NBU stopped monetary financing of the budget deficit in 2023 after providing the
equivalent of EUR 11.7 billion for the purpose in 2022.

Despite a substantial budget deficit, Ukraine's state and state-guaranteed debt in 2022 increased moderately
by 21.1% compared to 2021, reaching EUR 104.6 billion, supported by grant financing from foreign
partners. The debt-to-GDP ratio still rose to 78% in 2022 from 49% in 2021 due to a sharp decline in real
GDP. In the first half of 2023, the state and state-guaranteed debt continued to increase, reaching EUR
117.9 billion by the end of June. The pace of debt growth in 2023 somewhat accelerated due to a lower
share of grant financing in foreign aid inflows (31% of the total volume). However, the debt growth, as
before, was driven by loans being provided on highly concessional terms, with long maturities and low or
subsidised interest rates, meaning they will not overly burden Ukraine's financing needs in the coming
years.

Economic performance before 2022

Ukraine’s recent economic history is full of contradictions. With economic growth only beginning in 2000,
Ukraine has already experienced three recessions, all linked to external factors. These include the global
financial crisis in 2007-2008, hostile actions by Russia in the Eastern part of Ukraine and Crimea
annexation in 2014, and the COVID-19 pandemic in 2020. While the first and the third cases were mostly
stories about demand and pricing, the second one was about supply, with events fundamentally comparable
to the invasion but on much a smaller scale. The situation was further aggravated by high dependence on
raw material exports and particular markets, oligarchic asset ownership, a high share of the shadow
economy, ageing and shrinking population, among other issues.

Just before the full-scale invasion, the Ukrainian economy was recovering from one of such a crisis. In
2020, the economy was hit by COVID-19, which decreased global demand (except for some sectors such
as agricultural products and IT services), disrupted global supply chains, especially related to China, and
created a burden for both the population and businesses due to strict healthcare related domestic policies.
GDP dropped by 3.8% that year. However, in 2021, the economy grew by 3.4%. As of October 2021, the
IMF expected similar or slightly higher growth rates, 3.4-4.0%, for the next five years.



1.2. Macroeconomic framework conditions

Table 2. Key macroeconomic indicators of economic and social develo
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pment of Ukraine

2023 2024
assessment | forecast as
. 3 3 3 of the of
Indicators 2020 2021 2022 Ministry of | 24.10.2023¢
Economy
as of
27.02.2024

Gross Domestic Product:
nominal, UAH bn 4,222.0 | 5,450.8 | 5,239.1 6,486.1 7,643.0
% to the previous year 96.2 103.4 71.2 105.0 104.6
GDP deflator, % 110.3 124.8 134.9 117.9 113.0
Consumer Price Index:

on average to the previous year. % 102.7 109.4 120.2 112.93 108.5

December to December of the previous year. % 105.0 110.0 126.6 105.13 109.7
Producer Price Index of industrial products:

on average to the previous year. % 98.4 140.8 147.3 124.2 118.9

December to December of the previous year. % 114.5 162.2 138.2 116.2 111.4
Average monthly salary of employees, gross:
nominal, UAH 11,591 14,014 14,847 17,4423 21,809
Labour force aged 15-70 years, min persons 17.6 17.3 15.2 15.1 15.1
Number of people employed in economic activity aged 15- 15.9 15.6 124 129 123
70 years, mln persons
Unemployment rate of the population aged 15-70 years
according to the methodology of the International Labour
Organization, % to the labour force of the corresponding age 95 9.9 18.4 18.9 187
group
Balance of goods and services (according to the balance of 2,022 12,320 24,867 -34,585° 36,855
payments methodology), million EUR
Balance of goods and services, % of GDP -1.5 -1.4 -16.3 -21.0 -21.4
Export of goods and services (according to the balance of 53,154 69.106 54,444 47,2508 51 626°
payments methodology), million EUR
Export of goods and services, % to the previous year 93.6 130.0 78.8 86.8° 109.0

3 Reported data from the State Statistics Service and the National Bank of Ukraine.
% Correspond to the indicators approved by the resolution of the Cabinet of Ministers of Ukraine dated 15 December 2023 No

1315.

> Calculated based on volumes expressed in million US dollars, as approved by the resolution of the Cabinet of Ministers of
Ukraine dated 15 December 2023 Ne 1315, and the EUR/US dollar exchange rate, averaging 1.09 US dollars per EUR in 2024,

as specified in the assumptions for the forecast calculations.
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Import of goods and services (according to the balance of

3 5
payments methodology). million EUR 55176 | 71,426 | 79,311 | 81,844 88,481

Import of goods and services, % to the previous year 81.1 129.5 111.0 103.28 105.9

Provided that the war ends by the end of 2024, and assuming a stable macro-financial situation, the Ministry
of Economy forecasts a gradual recovery of the economy. In 2024, GDP growth is forecasted at 4.6%
compared to 2023. The Ministry of Economy's macroeconomic forecast, which forms the basis of the State
Budget for 2024, provides for a gradual increase in tax revenues as well. However, due to the ongoing war,
defence spending will remain quite high in 2024, and the overall need for financing budget expenditures
through international financial assistance and borrowing will amount to about EUR 36 billion (Law on the
State Budget for 2024). The revenues of the state budget (excluding grants) approved by the Law on the
State Budget for 2024 amount to 1,762.0 billion UAH, which is 21.3% less than the actual revenues of the
state budget (excluding grants) in 2023.

Table 3. General indicators of state budget revenues in 2022 — 2024

deviation
2022 2023 2024 2024 (plan) relative to
Indicators 2022 (actual) 2023 (actual)
share share share
actual actual forecast - -
UAH b | 0FGDP. | Sai. | of GDP, | (TS | of GDP, changes in changes in
N o "% "% GDP GDP
UAH bn ! UAH bn !
percentage percentage
points points
GDP 5,239.1 6,466.15 7,643.0 2,403.9 1,176.9
State budget (excluding
interbudgetary transfers) 1,7782 | 33.9 2,629.6 40.7 1,768.5 23.1 -9.8 -10.8 861.1 175
general fund: 1,489.6 28.4 1,646.9 255 1,596.6 20.9 107.0 -7.5 -50.3 -4.6

excluding grants and
assistance from 1,008.9 | 19.3 1,221.4 18.9 1,596.6 20.9 587.7 1.6 375.3 2.0
international partners

special fund 288.7 55 982.7 15.2 171.8 22 -116.9 -3.3 -810.9 -12.9

excluding grants and
assistance from 974.3 15.1 165.4 2.2 165.4 2.2 -808.8 -12.9
international partners

Source: Law of Ukraine Ne 3460-7X dated 9 November 2023 ‘On the State Budget of Ukraine for 2024,

Thus, the increase in financial aid will accelerate the economy's return to pre-war levels. Thanks to rapid
economic growth and integration with the European Union, Ukraine will be able to accelerate the
convergence with EU countries in terms of income level by 2030-2050. A more ambitious scenario of
economic growth, thus, should rely on such a strategy: reconstruction of the war-torn regions of the country,
strengthening defence capability to withstand future Russian challenges, as well as laying the groundwork
for progress through well-planned economic policy, sound macroeconomic policy, and reforms aimed at
growth.

6 Included in the forecast calculations for the year 2024, as considered during the development of the budget for the year 2024
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1.3. Macroeconomic impact of the Ukraine Plan

The EU funding, as part of the Ukraine Plan, will mitigate macro-financial risks for Ukraine by partially
reducing the state budget deficit, especially during the war. This reduction is expected to support the
capacity of Ukraine to maintain the defence and war-related expenditures through taxes, which will
alleviate inflationary and devaluation pressures, ultimately supporting the welfare of the population.
Additionally, funds directed to the state budget, particularly through the SME support programs and
recovery programs and investment programs under Pillar I1, are anticipated to bolster capital investment of
businesses, stimulate the overall business environment to generate higher tax revenues, improve the current
account balance, and improve debt sustainability. This injection of funds is seen as an additional stimulus
for economic activity in Ukraine.

Allocating funds for the reconstruction and modernization of infrastructure damaged or destroyed by the
war is expected to have several positive impacts on the macroeconomic situation. This includes the
restoration of economic activity in some of the most affected regions, facilitation of the movement of goods
and people, and a reduction in costs for businesses conducting production and logistics operations. These
efforts are anticipated to stimulate demand for labour, contribute to the revival of economic activity in the
country, and restore the export capacity of the economy.

The Ukraine Plan is coordinated with the IMF Extended Fund Facility for Ukraine and so both programs
will reinforce each other in terms of restoration of fiscal and debt sustainability, external viability and
promoting long-term growth.

To achieve the vision outlined in the plan, with a focus on recovery, resilience, and economic growth,
Ukraine will require substantial public and private investments. Therefore, the four sectors of the economy
which have the largest potential to unleash the growth potential of Ukraine were identified: energy,
agriculture and food production, transport and logistics for exports, and the manufacture of critical
materials. There are also three cross-cutting areas: digital transformation, green transition/environmental
protection, development of small and medium enterprises.

Forecast scenarios anticipate’ that these sectors have the potential to attract investment for the following
reasons. These sectors are already big contributors to the economy of Ukraine. They have global growth
potential and an existing EU market for these products/services. Competitive costs are based on resources,
energy, and logistics. Finally, there is a need to substitute some of the destroyed industrial capacities.

In addition, Ukraine has a big potential to significantly develop the private sector within the traditional
sectors like education (including military education, attracting international students), healthcare (including
medical tourism that was already developing before the full-scale invasion), social services (including foster
care), cultural heritage (which will facilitate tourism, including foreign tourists).

The increased role of the private sector in Ukraine is important not only as a goal of reforms but also as a
means of recovery, making it one of the investment priorities. ldentifying viable business models in
traditionally publicly owned sectors, such as social services mentioned above, will accelerate and enhance
the efficiency of the recovery.

1.3.1. Macroeconomic forecast scenarios

7 Scenario development of the National Bank of Ukraine, Ministry of Economy, Kyiv School of Economics; Modelling of the
National Bank of Ukraine with DSGE model (further - model assumptions)
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The macroeconomic consequences of the Russian full-scale invasion will be long-lasting due to a lot of
destroyed capital and displaced labour. The real capital stock is estimated to be 20% lower in 2022 than in
2021, attributed to destructions on government-controlled territories, losses on occupied territories, and
underinvestment due to security risks and macroeconomic uncertainty. Many people were forced to leave
for other countries, and about 6.5 million people (about 16% of the population) still stay abroad. Scores of
people remain in occupied territories, and the demographic situation has worsened. Productivity declined
due to supply chain disruptions and labour market mismatches. The share of occupied land rose from 7%
in 2021 to 18% in 2023.

The assumption is made that 2024 marks the end of active hostilities in Ukraine, and three recovery
scenarios for 2024-2034 are modelled. These scenarios vary in terms of productivity growth, levels of
foreign aid (comprising budget support and concessional investments from donors), and the return of
migrants. Sustainable economic recovery requires high physical capital investments and technological
catch-up with more advanced peers. Both may be attracted by reforms and facilitated by European
integration.

Ukrainian real GDP is projected to recover to its 2021 level by 2027-2031, depending on the scenario. GDP
per capita will reach 10.1-14.9 thousand in current EUR by the end of the forecast horizon in 2033. It makes
74-109% of the level in Romania in 2021. Technological catch-up will be the primary driver of economic
growth. Ukraine can be set on the path of convergence with EU countries in case of fast European
integration with corresponding reforms and inflows of FDlIs.

Figure 4. Population, min people Figure 5. Real capital, 2021=1
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The Baseline scenario models partial reforms necessary on the path to EU accession. The reforms spur
productivity growth as Ukraine gets enhanced access to the EU single market and attracts FDIs. In this
scenario, Ukraine receives official financing from international donors, which helps cover the state budget.
Externally displaced people start coming back in 2025, up to a total amount of 4 min people in 2025-2034,
with the majority returning in 2025-2026. Yet, the dire demographic situation takes its toll. The real capital
stock stabilises and gradually grows thanks to internal investment demand.

The Moderate scenario models additional policies that ensure transparent and efficient use of foreign
financial assistance. Better economic perspectives encourage the return of externally displaced people, up
to a total of 5.1 mIn people. Ukraine managed to secure EUR 92 billion in official foreign capital inflows
in 2024-2034, coming on top of the budget financing from donors from the Baseline scenario. 20% of the



24
money is added to the budget financing; 80% comes in the form of investments that facilitate physical
capital accumulation; 60% of all investments are directed to export-oriented sectors (including export-
oriented infrastructure and logistics). Public investments crowd in further FDIs that bring technology
transfers and lead to higher productivity growth.

The Positive scenario is the most optimistic and assumes that there are enough reforms to increase economic
growth to the levels of high-performing Eastern European countries around their EU accessions. In this
scenario, Ukraine attracts EUR 266 billion in official foreign capital inflows distributed the same way as in
the second scenario. Population growth is consistent with all externally displaced people (6.3 min) returning
home or the inflow of labour migrants from other countries. Most migrants return in 2025-2026, but the
inflow persists at least until the end of the forecasting horizon. Due to the demographic situation, keeping
the population constant takes positive net migration. The real capital stock grows the fastest of all scenarios
but reaches its 2021 level only in 2033. However, it is much more productive than the soviet legacy capital
that was abundant in Ukraine in 2021.

Table 4. Forecast scenarios

Baseline scenario Moderate scenario Positive scenario
(EUR 92 billion) (EUR 266 billion)
Reforms enhanced market additionally strengthen additionally legal system

competitiveness, access to anti-corruption agencies overhaul
the EU market, price

stability
Total factor 25% average annual 3.2%  average annual 4.0%  average  annual
productivity growth in 2024-2034 growth in 2024-2034 growth in 2024-2034

Financial aid EUR 73 billion of official Additional EUR 92 billion Additional EUR 266 billion
budget financing from from donors in 2024-2034  from donors in 2024-2034
donors in 2024-2034

Population partial return of externally partial return of externally return of all externally
displaced people (4 min)  displaced people (5.1 miIn) displaced people (6.3 min)
or inflows from other

countries

Source: model assumptions

Figure 6. Total factor productivity, 2021=1 Figure 7. Real GDP, 2021=1
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Productivity growth in Ukraine could stem from reforms and convergence with more advanced economies.
It would also benefit from general macroeconomic stability. Overall, productivity growth is positively
related to institutional quality and the rule of law. Ari and Pula (2021)8 identify the weak judiciary system
as the most important factor holding back productivity growth in Ukraine. Dieppe (2021)° emphasises the
crucial role of the rule of law and secure property rights. Foreign investors cite corruption, lack of trust in
the judiciary system, and market monopolisation by oligarchs in Ukraine as the top three impediments to
investment. These are the issues that must be addressed first. Reducing corruption and strengthening the
rule of law would produce positive spillovers to other reform areas.

Generally, long-term economic growth in emerging markets relies on real convergence with more advanced
peers. Emerging markets can benefit from technology diffusion stemming from trade and FDIs. Relatively
open economies become more productive thanks to exploiting comparative advantages, participating in
global supply chains, and importing advanced technologies and machinery. Market participation can be
increased with regional trade agreements. Convergence is promoted by producing more complex goods but
can be slow in economies with high agricultural employment. Workers that are healthier and more educated
are better placed to absorb new technologies.

The EU integration process is essential for enhancing economic recovery. First, the mere process of
integration, even before formal accession, will bolster external trade and bring FDIs. Second, access to the
European educational system will provide a more productive labour force. Third, alignment with European
laws will reduce corruption and encourage market competition. Ukrainian recovery should be intertwined
with its European integration. The common purpose will help transform Ukraine into a modern economy
in line with the rules and standards of the EU.

Innovation and investment by the private sector require policies that promote macroeconomic stability.
Dieppe (2021) links stability with low inflation and low black market exchange rate spread. Stable
macroeconomic environments accelerate real convergence and increase positive effects from other factors
promoting productivity growth. On the other hand, macroeconomic uncertainty defers investments and
causes capital outflows.

& Ari, Anil and Pula, Gabor (2021) Assessing the Macroeconomic Impact of Structural Reforms in Ukraine (April 2021). IMF
Working Paper Ne 2021/100, https://www.elibrary.imf.org/downloadpdf/journals/001/2021/100/article-A001-en.xml

% Dieppe, Alistair, ed. (2021) Global Productivity: Trends, Drivers, and Policies. Washington, DC: World Bank,
https://openknowledge.worldbank.org/bitstream/handle/10986/34015/9781464816086.pdf


https://dragon-capital.com/media/press-releases/nedovira-do-sudovoi-sistemi-posila-1-mistse-sered-pereshkod-dlya-inozemnikh-investitsiy/
https://documents1.worldbank.org/curated/en/099184503212328877/pdf/P1801740d1177f03c0ab180057556615497.pdf
https://www.worldbank.org/en/research/publication/global-productivity
https://www.worldbank.org/en/research/publication/global-productivity
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Table 5. Contributions to real GDP growth

. . Moderate scenario  Positive scenario (EUR
Baseline scenario

(EUR 92 billion) 266 billion)
?(;/;fir;al GDP growth in 38 5.0 6.2
Labour, percentage point 0.8 1.0 1.1
Capital, percentage point 0.4 0.7 1.1

Source: model calculations

Under the Baseline scenario, which involves partial reforms, the attainment of the 2021 level of real GDP
is projected no earlier than 2031. The Positive scenario, which envisions full reforms, brings this goal closer
to 2027. Ukraine must implement bold reforms and attract massive investments to generate robust economic
growth. In their absence, long-term growth will likely stagnate, making recovery difficult.

Productivity will be the biggest driver of economic growth in Ukraine. Long-term improvement in living
standards is achievable only through technological progress, most likely driven by convergence with more
advanced EU economies. Productivity growth attracts investments and leads to capital accumulation.
Financial aid will be instrumental in increasing productivity if it encourages reforms. Moreover,
productivity is increased by the financial aid directed into infrastructure investments, particularly
transportation and energy.

Figure 8. Real exchange rate, 2021=1 Figure 9. GDP per capita, thousand EUR*
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Source: IMF World Economic Outlook, model calculations, * logarithmic scale

Convergence with income levels of EU economies will happen through real GDP growth and real exchange
rate appreciation. The latter will be driven by productivity growth and capital inflows.
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Priority of price stability in the NBU mandate is a vital precondition for successful European integration.
The inflation target will have to be higher than in EU countries to absorb real appreciation with the inflation
differential. Still, nominal appreciation will be needed to ensure low inflation in case of fast real
convergence. Moreover, monetary policy might have to be relatively tight amid loose fiscal policy and
budget deficit financed by foreign aid.

Under the Positive scenario, it will take until 2033 for GDP per capita in EUR to reach the level seen in
Romania in 2021. The speed of economic growth depends on the extent to which Ukraine can attract FDIs.
In turn, investment attractiveness is conditional on reforms. Narrowing the income gap with EU economies
requires long-term political resolve.

1.3.2. Reconstruction and recovery scenarios

Reconstruction means the restoration of destroyed or partially damaged assets, recovery means the
restoration of activities, but for the sake of simplicity, it will refer to both as recovery. Figures are the results
of the aggregation of data received from two sources. The first one is the Multi-Agency Donor Coordination
Platform for Ukraine (total needs are EUR 60.7 billion), while the second one is RDNAS3 issued in February
2024 by the World Bank (total needs are EUR 440.5 billion).

The Moderate scenario assumes meeting the demand for only critical needs. It included all projects from
the Multi-Agency Donor Coordination Platform for Ukraine and the most critical components of RDNAS3,
not covered by the Platform projects. The largest components of RDNA3 (housing, transportation and
energy infrastructure, and demining) were taken with the 50% coefficient. For both sources, only needs for
government-controlled territories (never occupied or de-occupied) were considered (see Table 8 for the
sectoral decomposition of this scenario).

Table 6. Recovery components of the Moderate scenario, million EUR

Remaining budget

Included financing need
Moderate scenario 2023  2023-2033 2024-2033 in EUR g
I (above EUR 73
92 billion . )
billion baseline)
Budget Financing Need
Baseline estimate 41,923 144,413 102,490 29,237
with larger defence budget financing and 42,578 279,186 236,607 163,354
conservative tax revenues
Budget-financed Recovery 1,831 19,218 17,387 17,387
Partners + Private 916 75,919 75,003 75,003
Foreigninvestment/Grants
Local business & people self- - 54,793 54,793
recovery/investment
Total Recovery 2,747 149,930 147,183 92,389

Source: model calculations based on RDNA2, RDNA3, IMF EFF, List of recovery projects of the G7 platform

The Positive scenario assumes meeting the demand of all needs mentioned in RDNAS3, but again for
unoccupied territories only, totalling almost EUR 266 billion. The only exception is industry and
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commerce. It is assumed that the reconstruction of most destroyed assets could (and in some cases even
more feasible) occur elsewhere. Please see Table 9 for the sectoral decomposition of this scenario.

Table 7. Recovery components of the Positive scenario, million EUR

Remaining budget

. . I_ncluded financing need (above
Positive Scenario 2023 2023-2033 2024-2033 in EUR .
266 billion EUR 73 -b|II|on
baseline)
Budget Financing Need
Baseline estimate 41,923 144,413 102,490 29,237
with larger defence budget 42,578 279,186 236,607 163,354
financing and conservative tax
revenues
Budget-financed Recovery 1,831 45,892 44,061 44,061
Partners + Private Foreign 916 208,937 222,214 222,214
Investment/Grants
Local business and people self- - 17,974 17,974
recovery/investment
Total Recovery 2,747 272 803 270,056 266,275

Source: model calculations based on RDNA2, RDNA3, IMF EFF, List of recovery projects of the G7 platform

Depending on the scenario, recovery would lead to additional EUR 97-176 billion of capital investments.
In the best case, annual recovery-related capex would be approximately equal to average capital
investments during the last ten years. That would lead to additional value added of EUR 27.5 to 49.5 billion.
The largest beneficiaries would be construction, manufacturing, and commerce. This alone means 1.8-3.0
percentage points annual GDP boost for the next ten years. Even more value added would be generated as
a result of related wages and consumption, and not capex related expenditures for the recovery.

Table 8. Sectoral recovery decomposition of the Moderate scenario, million EUR

Foreign Total, all
2023-2033 Partners/IFls (1) investors (2) Total (1)+(2) ?(_)urce_s of
inancing
Agriculture - 1,143 1,143 4,570
Commerce and Industry - - - 0
Culture and tourism - - - 0
Education 4,698 - 4,698 6,264
Emergency Response and Civil Protection 766 326 1,092 2,326
Energy and Extractives 3,908 4,500 8,408 23,208
Environment - - - 0
Explosive Hazards Management 9,574 - 9,574 12,766
Finance and Banking 1,272 730 2,002 4,615
Healthcare 10,499 - 10,499 13,999
Housing - 4,479 4,479 17,914
Irrigation and Water Resources - - - 0

Justice and Public Administration 330 - 330 440
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Municipal Services 1,680 - 1,680 2,241
Social protection 21,286 - 21,286 28,382
Telecommunications and Digital - 791 791 3,165
Transport - 6,297 6,297 25,190
Water Supply and Sanitation 3,640 - 3,640 4,854
ALL RECOVERY 57,654 18,265 75,919 149,930
Source: model calculations based on RDNA2, RDNAS3, List of recovery projects of the G7 platform
Table 9. Sectoral recovery decomposition of the Positive scenario, million EUR
Pl RO s sureco
financing
Agriculture - 13,942 13,942 16,402
Commerce and Industry - 18,044 18,044 21,228
Culture and tourism 3,258 - 3,258 4,654
Education 4,385 - 4,385 6,264
Emergency Response and Civil Protection 716 - 716 1,023
Energy and Extractives 3,647 30,597 34,244 41,207
Environment 691 - 691 987
Explosive Hazards Management 17,872 - 17,872 25,531
Finance and Banking 1,188 2,481 3,668 4,615
Healthcare 9,799 - 9,799 13,999
Housing - 30,454 30,454 35,828
Irrigation and Water Resources 4,834 209 5,042 7,149
Justice and Public Administration 308 - 308 440
Municipal Services 1,569 - 1,569 2,241
Social protection 19,867 - 19,867 28,382
Telecommunications and Digital 51 2,666 2,718 3,209
Transport 35,502 3,463 38,965 54,791
Water Supply and Sanitation 3,397 - 3,397 4,854
ALL RECOVERY 107,083 101,857 208,938 272,803

Source: model calculations based on RDNA2, RDNAS, List of recovery projects of the G7 platform
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CHAPTER 3. INVESTMENT AND RECOVERY ARCHITECTURE

1. Investment and Recovery Organisational Structure

Effective coordination of recovery processes in Ukraine requires a clear definition of the powers and
responsibilities of various authorities and institutions of Ukraine in the process of reconstruction, recovery,
and modernization, cooperation with international partners, the definition of key principles, procedures,
and financial framework for the reconstruction, recovery, modernization and economic growth, and taking
into account the volume of restoration projects that need to be implemented, should be built on the principle
of a single project pipeline.

Recovery, reconstruction, modernisation, and economic growth of Ukraine are the main priorities of the
state policy for the years ahead, which will require the implementation of reforms and investments in all
sectors. A good starting point for the effective implementation of these priorities would be a single
architecture of planning documents in a multi-level public administration system, focused on the wartime
priorities, as well as a reasonably determined framework for the post-war recovery and development of
Ukraine.

2. State investment and recovery coordination system

The recovery, reconstruction and modernisation are led and determined by Ukraine in cooperation with its
international partners.

The Cabinet of Ministers as the highest body in the system of executive authorities, determines the priority
areas for the recovery of Ukraine on an annual basis, mobilises appropriate financial resources, and ensures
the involvement of international partners in the recovery process. The Strategic Investment Council chaired
by the Prime Minister, made up of members of the Cabinet of Ministers, will ensure coordination of
strategic priorities for public investments and approval of a single project pipeline. The Ministry of
Economy will provide information, methodological and analytical support for the Council’s activities.

The Government engages relevant public authorities, including ministries, agencies, services and
inspections, state (military) administrations, in the decision-making process in the field of recovery, through
consultations and collection of proposals. In addition, the Government organises consultations with local
self-government bodies and their associations to consider the interests and needs of territorial communities.

The Ministry of Economy is responsible for developing the system of strategic planning for economic and
social development on a national level, preparation of a medium-term plan of priority public investments,
and methodological support for the preparation, prioritisation, appraisal, selection and implementation of
public investment projects. The Ministry conducts monitoring of the implementation of a single project
portfolio and ensures the functioning of the Prozorro electronic procurement system.

The Ministry of Economy conducts an analysis of the application of business activity stimulus in the real
sector of the economy and develops proposals to enhance their efficiency for achieving economic growth.
The Ministry identifies areas of activity and develops measures to increase the competitiveness of the
national economy and to structurally reform the economy. The Ministry carries out work related to state
forecasting of economic and social development in Ukraine and the preparation of corresponding programs.
The Ministry closely cooperates with representatives of the real sector of the economy to attract direct
investments into the economy, create a favourable investment climate, prepare proposals for state regulation
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in the field of investment activity, attract foreign investments and loans to Ukraine, and create favourable
conditions for the development of concession activities.

The Ministry of Finance determines the fiscal framework for public investment and provides
methodological support for budget planning of public investments aligned with the strategic goals and
objectives and fiscal framework. The Ministry undertakes assessment of the feasibility of attracting public
investment and assessment of fiscal risks related to public investments, primarily regarding PPPs and
concessions, as well as ensuring inclusion in the budget or provision of state support only for those projects
that have passed established appraisal and selection procedures.

The Ministry for Communities, Territories and Infrastructure Development (Ministry for Infrastructure) is
responsible for coordination of strategic planning of regional development on the basis of which public
investments at the local level should be planned and preparation of sectoral strategies in the fields of
transport and transport infrastructure, housing policy, housing and communal services and energy
efficiency, determination of sectoral prioritisation criteria based on them, preparation of sectoral project
pipelines and proposals for the medium-term plan of priority public investments and coordination of the
implementation of projects in the said sectors.

The Ministry for Infrastructure ensures overall coordination of recovery policies in close cooperation with
line ministries, in particular the Ministry of Economy, to engage the private sector, as well as with the
Ministry of Finance to ensure macroeconomic stability and effective mobilisation and administration of
public funds.

The State Agency for Infrastructure Restoration and Development, through its territorial offices, is
responsible for the largest infrastructure projects at the national level, support, and implementation of
regional and local recovery projects based on the requests of the relevant project customers. The activities
of the Restoration Agency are directed and coordinated by the Cabinet of Ministers through the Deputy
Prime Minister for Restoration - Minister for Communities, Territories and Infrastructure Development.

The line ministries are responsible for the relevant sectors (education, health, energy, waste recycling, law
enforcement, etc.) preparation of sectoral strategies, determination of sectoral prioritisation criteria based
on them, preparation of sectoral project pipelines, coordination and monitoring of project implementation
in the relevant spheres of state policy. Eight ministries have deputy ministerial positions responsible for
restoration.

The Government Office for the Coordination of European and Euro-Atlantic Integration of the Secretariat
of the Cabinet of Ministers is responsible for coordinating the process of approximation to the EU in close
cooperation with public authorities.

Regional state (military) administrations (RSA/RMA) can act as customers of projects for the construction
of critical and social infrastructure facilities, authorised to implement recovery projects on behalf of
territorial communities.

Territorial communities are the key recipients of the results of the recovery; therefore, they will be assigned
a leading role in the processes. Territorial communities are responsible for developing planning documents,
establishing communication with international partners, and implementing restoration projects in the
respective territories based on an inclusive approach which entails engaging and consulting with local civil
society. To strengthen the capacity of territorial communities, the Government, together with development
partners, will work on creating mechanisms to strengthen the competencies of representatives of local self-
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government bodies in strategic planning, public investment management, anti-corruption, project
management, urban planning, digitalization, investment activities and work with donors.

To ensure the availability of funding for the reconstruction effort on the local level, a transparent mechanism
to finance the recovery, reconstruction, and modernization needs of subnational authorities, and in
particular local self-government bodies, will be applied. This mechanism will allow to provide financial
support to subnational authorities, in particular to local self-government bodies, in the implementation of
priorities in the field of restoration, reconstruction, and modernization, which are defined in their local and
regional development strategies and correspond to the priorities of the State Regional Development
Strategy and relevant sectoral strategies. This mechanism will ensure compliance with the Ukraine Facility
regulation.

Effectiveness and transparency of financing measures for restoration, reconstruction, and modernization at
the local level will be ensured by implementing measures to reform the management of state investments.
These measures will include, in particular, the formalisation of procedures for planning, prioritisation,
selection, and monitoring of public investments at the local level in accordance with uniform approaches
established for all funding sources and mechanisms. In accordance with these approaches, the existing
mechanism of capital transfers from the state budget to local budgets will be revised.

3. Recovery Planning

According to the RDNAS3 report prepared by the World Bank together with the Government, the European
Commission, and the UN, direct damage to Ukraine has reached almost EUR 138.2 billion considering
almost two years of the war. The total needs for reconstruction and recovery are estimated at almost EUR
440.5 billion.

For the formation of an effective recovery policy, the starting point is a unified architecture of strategic
planning documents in a multi-level management system, focused on wartime priorities, as well as defining
the basis for the post-war reconstruction of Ukraine.

Crucial to creating the foundation of a recovery architecture is to reconcile:

— sectoral strategic planning documents (national sectoral strategies, action plans for their
implementation, state target programs) developed by ministries, and;

— intersectoral documents, for example, the State Strategy for Regional Development for 2021-2027
and action plans for its implementation, the Plan for the Recovery and Development of the Regions
of Ukraine.

The Government ensures the preparation of a coherent system of strategic planning documents at the
national, regional and local levels, which includes, inter alia:

1) at the national level: the revised State Regional Development Strategy for 2021 2027 and the
Action Plan for its implementation for 2024-2027, sectoral strategies. The documentary framework
of the State Strategy for Regional Development has the formal and de facto status of a key strategic
planning document for the regional and local levels, in particular in the implementation of the
territorial restoration policy. This State Strategy for Regional Development will capture the
recovery, restoration, reconstruction and modernization needs of subnational authorities, in
particular local self-government. Sectoral strategies should be harmonised with the State Strategy
for Regional Development.
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2) at the regional level: regional development strategies and action plans for their implementation,
and comprehensive oblast (regional) recovery programmes;

3) at the local level: community development strategies, comprehensive plans for the spatial
development of the territorial communities, comprehensive territorial community recovery
programmes, and community recovery and development plans.

The synchronisation of planning documents with the Ukraine Plan will help to ensure the synergy of efforts,
establish conditions to properly account for the needs of regions and territorial communities in accordance
with the principle of subsidiarity, and determine priorities at the state, regional and local levels.

Clearly formulated strategic goals and priorities of the recovery, reconstruction and modernisation process
will serve as a basis for medium-term budget planning and will ensure strategic allocation of the available
financial resources both at the central and local levels, which will be determined in the Budget Declaration
and medium-term estimates of the local budgets. This will require reflection, to the greatest extent possible,
in the respective budgets of all available funding from various sources and through different mechanisms,
including international financial and technical assistance funds.

Prioritisation, financial sustainability and efficiency of public investments for recovery, reconstruction and
modernisation will require the introduction of strategic planning for public investments in close connection
with the medium-term budget planning, as well as the integration of investment management into the budget
process. To this end, the Government has embarked on the review of the existing public investment
management procedures and approved the reform roadmap. In particular, this roadmap focuses on:

— taking decisions on public investments within a framework of strategic and medium-term budget
planning;

— unifying approaches to the assessment and selection of public investment projects, regardless of
the sources and mechanisms of funding, and creation of a single project pipeline to obtain access to
the funding;

— using digital solutions when planning and managing public investments to increase the
transparency and accountability of their implementation.

The integration of documents digitised with the help of IT platforms such as DREAM, E-Construction, a
unified geographic information system for monitoring and evaluating the development of regions and
territorial communities, will be an important step in ensuring transparency, accountability and efficiency in
the use of financial resources.

4. Improving the institutional environment for investment and recovery

Ukraine is working on a number of legislative initiatives aimed at strengthening the administrative capacity
to implement public investment projects aimed at recovery, reconstruction and modernization in
cooperation with stakeholders.

5. Principles of recovery, reconstruction and modernization.

All aspects of the recovery, reconstruction and modernisation of Ukraine should be based on the priority
needs and principles of integrity, accountability, sustainability, subsidiarity, efficiency and transparency,
as well as building trust between the Government, citizens, private sector and financial institutions:
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1. Build back better approach to ensure resilient, sustainable, inclusive, and effective solutions for
the recovery of communities affected by the war.

Build back better covers multiple dimensions and many specific policy areas. The motivation behind
applying the build back better approach to all investments under the Ukraine Plan and in the Ukraine’s
recovery is to reduce well-being losses caused by the war and to rebuild with a focus on a sustainable,
inclusive, competitive and future-ready economy. Key dimensions of building back better will be enshrined
into the overall framework for mobilisation of resources, including to help meet critical infrastructure needs
to support economic growth, while ensuring that such infrastructure is sustainable and resilient. This
approach largely integrates the principles of the New European Bauhaus, where appropriate. The build back
better approach will be also reflected in sectoral and regional policies, in particular to make the territorial
communities stronger and more resilient.

Ensuring compatibility with the EU standards and delivering on key reforms on the path towards the EU
accession will further improve the sustainability of the recovery, reconstruction and modernisation process
and contribute to Ukraine’s approximation with the EU.

The build back better approach will be further elaborated by the Government accounting for EU regulatory
framework and reconstruction needs in Ukraine as identified by the rapid assessment of damage from the
invasion and needs for recovery (RDNA). This includes but is not limited to integration of the build back
better approach in the Public Investment Management system that will take into account best practices of
the EU, recommendations of the World Bank, the IMF as well as Ukraine’s specific needs of rapid recovery
and post-war reconstruction across various sectors of the economy.

The new procedures will integrate the build back better approach into various sectors of the economy. They
will be designed to ensure:

— prioritisation: directing resources to the most important needs for the Ukrainian society, as
reflected in strategic documents;

— efficiency: choosing the most rational mechanisms for the implementation of investment projects
from the point of view of costs and benefits and achieving the planned results;

— timeliness: synchronisation of decisions to implement public investment projects with the budget
process;

— climate and environmental sustainability, in line with the ‘do no significant harm’ principle as
defined in the Ukraine Facility Regulation (compliance to the extent possible in a context of war or
post-war recovery and reconstruction), diversity, inclusivity and accessibility;

— fair recovery: tackling poverty and mobilising support to ‘leave no one behind’;

— transparency of the decision-making process and accountability, including clear assignment of
responsibilities to ensure the implementation of projects on time, within the budget and in
accordance with established goals.

Implementation of the building back better principle should be considered in connection with the
considerable backlog of the reconstruction projects that can be seen from all RDNA assessments, their
selection and prioritisation for funding.

2. Financial sustainability implies that the state can afford its investments, both from the perspective
of them being fully funded and from the perspective of the maintenance of created assets throughout
their entire life cycle.
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The challenges posed to public finances by the armed aggression, in particular, the rapid reduction of fiscal
space and growing risks to debt sustainability, require more effective attraction and use of financial
resources for recovery, reconstruction and modernisation. This will require, inter alia, the development of
criteria and guidelines for the selection of the most effective financial instruments and mechanisms for the
implementation of public investment projects in terms of costs, benefits and risks, including fiscal ones,
both at the central and local levels. The mechanisms used to finance the recovery, reconstruction and
modernisation of Ukraine should be consistent with the principles of integrated management of public
investments and ensure compliance of the priority projects with the medium-term budget framework while
maintaining fiscal and debt sustainability.

The Government intends to assess the potential of mobilisation of private sector capital and work on
enabling business environment via adopting policy decisions in line with macrofinancial stability
considerations, as reflected in this Plan. The aim will be to optimise the use of scarce public resources in
cases where there is no alternative to mobilise. The Government will also continue engaging with the
development partners to facilitate the development of appropriate de-risking mechanisms, including
insurance and improved access to financial instruments.

3. Transparency and accountability of recovery, reconstruction and modernisation processes,
including transparency of decision-making and accountability for the funds used and progress
achieved.

The ‘everyone sees everything’ principle has become fundamental for the management of public projects
since the launch of Prozorro digital procurement system in Ukraine. The monitoring process of investment
projects and defined roles in governance in all stages of the public investment cycle is an integral part of
the public investment framework to be implemented by the Government based on the adopted Public
investment management Roadmap as described in the dedicated chapter on management of public finance.

The Government strives to introduce digital solutions to ensure a unified approach to managing all recovery
and reconstruction processes (including registering damages and the compensation mechanism),
comprehensive planning of investment projects and monitoring of their implementation, as well as the real-
time access to information by the general public. In addition, the expanded use of digital solutions that are
based on the methodologies and guidelines approved by the Government will contribute to better informed
decision-making at all levels and will help, at least partially, to compensate for the limited capacity to
manage the investment projects.

Proper recording and verification of the damaged and destroyed property is an integral part of the recovery
planning process to ensure further assessment of and compensation for losses to citizens and businesses.
To this end, the Government developed the State Register of Property Damaged and Destroyed As a Result
of Hostilities, Terrorist Acts, Sabotage Caused by the Armed Aggression of the Russian Federation. As of
January 2024, the Register contains verified information on more than 270 000 damaged and destroyed
facilities.

Further systematisation of this information, development of projects and building of a single project
pipeline will take place on the basis of the reviewed methodology for public investment management and
will provide for an interface between the aforementioned State Register, the DREAM ecosystem, the
Unified Geographic Information System for Monitoring and Evaluating the Development of Regions and
Territorial Communities, Diia, the Unified State Register, the Unified State Electronic System in the Field
of Construction, Prozorro, Spending.gov.ua, Open Budget, LOGICA, which is the information and



36

analytical system used to manage the planning and implementation of local budgets, as well as other digital
solutions developed by the Government to ensure transparency and accountability of the public spending.

A sound public investment management with clear roles and responsibilities for the main stakeholders will
play into attracting development partners, encouraging competitive and transparent project selection.
Clearly stipulated strategic priorities for public investment and a pipeline of appraised investment projects
will provide guidance to development partners and ensure more efficient use of resources during the
reconstruction. A robust project monitoring framework with a high degree of digitalisation, including using
new budget planning and monitoring IT system and DREAM, will be implemented to provide real-time
information on project implementation, allowing for transparency, timely identification of bottlenecks and
making of necessary adjustments.

The use of the ProZorro system will be mandatory for all procurements within the framework of the
implementation of public investment projects and the legislation in the field of public procurement will be
brought in accordance with the relevant EU directives with appropriate changes introduced to the Prozorro
system.

Arrangements on the control over recovery, reconstruction and modernisation processes in Ukraine include
respective authorities with audit powers within the public investment framework. At the same time, the
State audit service will be responsible for analysis and verification of legality and effectiveness of
implementation of investment projects using funds from state and local budgets, state support, state and/or
local guarantees.

6. Participatory democracy and stakeholder engagement

Participatory democracy and stakeholder engagement provide the mechanisms and methods for stakeholder
engagement in general planning, Government accountability to society, and private sector involvement in
the recovery, reconstruction and modernisation processes.

eDem module of the DREAM ecosystem is designed to ensure a transparent, efficient and democratic
recovery process. The module is designed on four levels of public participation in accordance with the
recommendations of the Council of Europe and includes notifications about events, interactive information
submission, and public presentations of project ideas, which are pivotal for citizen activation. It also allows
for proposal submissions, enabling organised citizen teams to contribute their ideas, enhancing the diversity
and quality of recovery projects.

An innovative aspect of the eDem module is the facilitation of project team formation, allowing
stakeholders to create or join teams, share ideas, and coordinate efforts. This not only fosters collaboration
but also promotes a sense of community and collective responsibility, focuses on education and the
exchange of best practices.

Further, the eDem module provides public oversight mechanisms, such as monitoring project progress and
addressing any discrepancies, ensuring accountability and transparency. E-voting and surveys are integral
parts of this module, facilitating wider participation in decision-making on critical issues related to recovery
projects and budgets.

Complementing the multi-level coordination mechanism outlined in the chapter on Regional Policy and
Decentralization, the eDem module ensures continued and substantial involvement of stakeholders in the
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Plan. This is achieved through its various functions like public control, proposal submissions, and e-voting,
engaging different stakeholders in the decision-making and implementation processes.

Regarding the participation of Ukrainian businesses and business associations, the eDem module facilitates
their involvement through transparency and trust enhancement. They can participate as investors or
contractors in recovery projects, providing a platform for equal engagement opportunities and contributing
their expertise. This involvement not only strengthens the recovery projects but also enhances the
competitiveness of these businesses by adapting products and services to meet market needs.

Territorial Community participation in the management of local affairs, openness of the local self-
government bodies and transparency of their work are important elements of good democratic governance,
which is the main objective of local self-government reform. Decentralisation involves not only the transfer
of powers and resources to sub-national level, but also strengthening the accountability of local self-
government bodies to the members of local communities for the implementation thereof. The trust of local
community members in the authorities can be ensured, first of all, by establishing effective communication,
introducing effective mechanisms for holding public consultations on the development of programme
documents and on taking decisions that are of importance to the community, 