
Document of 
The World Bank 

 
FOR OFFICIAL USE ONLY 

 
 

Report No.  54089-UA 
 
 
 
 
 
 
 
 

INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT 
 

INTERNATIONAL FINANCE CORPORATION 
 
 

COUNTRY PARTNERSHIP STRATEGY PROGRESS REPORT 
 

FOR 
 

UKRAINE 
 
 
 

FY08-FY11 
 
 
 

April 19, 2010 
 
 
 
 
 
Ukraine, Belarus, Moldova Country Management Unit 
Europe and Central Asia Region 
 
 
International Finance Corporation 
Central and Eastern Europe Region 

 
 

This document has a restricted distribution and may be used by recipients only in the performance of their 
official duties.  Its contents may not otherwise be disclosed without World Bank authorization. 

P
ub

lic
 D

is
cl

os
ur

e 
A

ut
ho

riz
ed

P
ub

lic
 D

is
cl

os
ur

e 
A

ut
ho

riz
ed

P
ub

lic
 D

is
cl

os
ur

e 
A

ut
ho

riz
ed

P
ub

lic
 D

is
cl

os
ur

e 
A

ut
ho

riz
ed

P
ub

lic
 D

is
cl

os
ur

e 
A

ut
ho

riz
ed

P
ub

lic
 D

is
cl

os
ur

e 
A

ut
ho

riz
ed

P
ub

lic
 D

is
cl

os
ur

e 
A

ut
ho

riz
ed

P
ub

lic
 D

is
cl

os
ur

e 
A

ut
ho

riz
ed



The date of the last Country Partnership Strategy was November 7, 2007 
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UKRAINE 
 

COUNTRY PARTNERSHIP STRATEGY PROGRESS REPORT 

A. Introduction 

1. This Ukraine Country Partnership Strategy Progress Report (CPS PR) assesses implementation of 
the Bank’s 2008-2011 Country Partnership Strategy at mid-term.  The CPS encompasses two pillars: 
Sustaining Economic Growth and Improving Competitiveness and Public Finance and Public Sector Reform and 
Improved Service Delivery.  Macroeconomic stability and Governance and Anti-Corruption efforts are addressed 
as cross-cutting programs.  IFC’s investments and advisory services are fully incorporated into the design of the 
CPS.  The CPS advocates flexibility and selectivity, with volumes, blend, and timing of lending to be adjusted 
according to shifts in the macroeconomic environment, evolution in government’s priorities, and the status of 
portfolio performance. 

2. The global economic and financial crisis has hit Ukraine particularly hard, requiring a 
realignment of activities.  In the wake of the crisis and associated budgetary needs, the programmatic 
Development Policy Loan series was scaled up and completed within twelve months of CPS approval.  
Furthermore, at the government’s request, the Bank launched a programmatic policy loan series to mitigate the 
impact of the crisis on the financial sector; the first Programmatic Financial Rehabilitation Development Policy 
Loan (PFRL DPL-1) was approved in September 2009.  The focus on crisis mitigation led to some delays in the 
delivery of important diagnostic AAA (CEM, HD AAA, gas sector note).  The investment lending program 
continued to face implementation difficulties and was focused on core infrastructure investments in transport and 
energy.  IFC’s strategy and operations were also affected by the crisis, as portfolio clients required greater 
support, expansion projects were put on hold, and financing needs changed.  The product mix for IFC 
investments was changed to more short-term finance and guarantees, while IFC’s advisory programs were 
reoriented to address the private sector’s most pressing needs that emerged during the crisis.  

3. Going forward, the CPS PR outlines a program that refocuses activities around the core elements 
of the two revised pillars.  The first pillar is Restoring Economic Growth and Improving Competitiveness.  
The second pillar is Public Finance and Public Sector Reform and Improved Service Delivery.  
Development policy lending will be gradually scaled back but will remain around half of total commitments 
until the end of the CPS.  The financial sector will become a core area for both IBRD and IFC, with significant 
financial and advisory support.  IBRD and IFC investments will be concentrated in support of the first pillar, 
with the aim of supporting private sector led economic recovery.  Activities under the second pillar will focus on 
the challenge of fiscal reforms, improving the efficiency of public spending, and strengthening governance and 
accountability of public sector institutions.  The original CPS design provided room for AAA in areas with 
limited government ownership through advocacy as well as in areas where the Bank needed to invest in its own 
capacity.  The needs of the crisis response will require a reduction in these activities. 

4. Governance as a cross-cutting theme will be strengthened.  Ukraine was one of the first C-GAC 
strategies in ECA.  The GAC strategy in the CPS contained activities both on the demand and the supply side.  
However, there was limited government ownership of the GAC agenda and progress to date has been mixed.  
Joint IBRD and IFC work in the context of development policy lending has leveraged some core reforms (joint 
stock company law, inspections reform).  However, procurement reform was delayed as was the implementation 
of the PFM project, and given the lack of progress, support for legal and judicial reforms was dropped from the 
lending program.  Going forward, the approach to GAC in the CPS will be strengthened.   

5. Improving portfolio performance will remain a key challenge.  Portfolio performance throughout the 
CPS period has been one of the weakest in the region, with high commitments at risk, low disbursements, and 
lengthy preparation times.  To address these challenges, the Bank will set and monitor performance targets for 
projects under preparation and portfolio operations, particularly for problem projects, and strengthen portfolio 
monitoring practices so that early follow up actions can be taken. Additionally, the government and the Bank 
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have agreed to jointly monitor the investment portfolio and take necessary actions to accelerate its 
implementation and increase disbursements. 

6. There are considerable risks that may adversely affect delivery of Ukraine CPSPR.  The downside 
risks to the economy remain considerable, in particular on the fiscal side and in the banking sector.  The WBG 
will aim to partly mitigate these risks by supporting the government in managing fiscal and financial sector 
challenges. Governance risks to the reform agenda are high and the CPS PR assumes that reforms will continue 
to be modest and uneven.  Moreover, there are a number of areas in the implementation of the present program 
that are prone to governance risks, including lack of government commitment, weak capacity of implementing 
agencies, and poor government coordination and decision-making mechanisms.  The CPSPR will address these 
risks by shifting the focus to the core of the program.  Risks to program delivery will be mitigated by greater 
focus on resolving obstacles to portfolio implementation on the Bank side, improved assessments of 
implementation capacity for investment loans, measures to operationalize governance and close partnership with 
development partners to maximize policy leverage.  

B. Country Context  

7. Ukraine has a vibrant democracy but faces severe governance weaknesses that are at the root of 
many reform challenges in the country.  In February 2010, Viktor Yanukovich was elected as the fourth 
President of Ukraine and in early March a new coalition government was formed. The formation of the new 
coalition has been challenged in the constitutional court by the opposition, but the new government has 
nonetheless moved quickly to make key appointments and develop a new reform and growth strategy, including 
re-engagement with the International Financial Institutions. The media is lively and civil society is vibrant if 
disorganized.  However, the accountability of public officials remains low and the elite’s vested interests remain 
secured.  Moreover, frequent elections and contradictions in the constitution have led to political volatility and 
diverted the attention of leadership away from burning economic and social challenges.  Ownership of the 
governance agenda has been limited due to strong vested interests within government and key business groups.  
Poor governance has caused deep discontent with state performance, lack of trust in government, and low social 
mobilization for governance building initiatives.  

8. Ukraine is a lower-middle income country with an open but undiversified economy.  Ukraine’s per 
capita income in purchasing power parity was around 21 percent of the European Monetary Union (EMU) 
average in 2008.  Poverty declined to just 4.6 percent in 2007 from 19.3 percent in 2003, thanks to a pre-crisis 
real wage growth outstripping the productivity growth and social transfers increases.  However, following the 
crisis there has been some reversal in poverty reduction that is discussed below.  The ratio of merchandise 
imports and exports to GDP is high at some 80 percent, but exports are highly concentrated in metals, chemicals 
and machinery (the latter mostly sold to Russia).  Ukraine is highly energy inefficient and has significant 
unrealized potential as an agricultural producer and exporter.  Ukraine is recognized as one of the few countries 
world-wide that have considerable potential to increase grain yields and exports. While the removal of grain 
export restrictions in May 2008 was an important step in the right direction, further public and private 
investments are needed, for example in transport and storage infrastructure, for the country to benefit from this 
potential. 

9. Ukraine has lagged behind most eastern European countries in structural reforms, despite 
deepening efforts to integrate with the European Union (EU).  Ukraine’s reform path has been gradual and 
often inconsistent since independence.  Nonetheless, key milestones were reached, with membership in the 
World Trade Organization (WTO) in May 2008 and the subsequent start of negotiations over an enhanced 
agreement, including a comprehensive Free Trade Agreement (FTA) with the EU.  Additional pressures for 
structural reforms have come from the increase in energy import prices.  In the pre-crisis period, the government 
made some strides towards maintaining financial solvency of the energy sector.  It has also made advances 
towards harmonization with the European energy market; and in December 2009, the ministerial council of the 
Energy Community decided to accept Ukraine to the European Energy Community.   
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10. Moreover, Ukraine performs poorly on many dimensions of the life quality, facing major health 
and demographic challenges1.  It has the highest population decline in Europe — since independence, 
Ukraine’s population has decreased by 12 percent: from 52 million to an estimated 46 million in October 2009.  
Life expectancy in Ukraine is 11 years below the EU average, with high mortality rates driven by mortality 
among working age males.  The incidence of AIDS in Ukraine is among the highest in Europe.  Ukraine’s health 
system is not equipped to deal with these challenges.  Health care delivery has changed very little since 
independence and the system is complex, inefficient, highly inequitable and of low quality.  More generally, the 
quality of public services, including municipal services is deteriorating and despite high expectations, the 
public’s trust in the government is low.2   

11. The social impact of the crisis has not yet been fully assessed, but Bank staff simulations suggest a 
significant increase in poverty and large income losses among the middle class.  These simulations show 
that as a result of the aggregate effect of the economic downturn up to 4.7 million people may have fallen into, 
or not have gotten out of, poverty in 20093.  The transmission channels of the crisis to the population were 
multiple.  They included adverse labor market outcomes and movements in real wages as a result of the 
contraction as well as increased household debt service costs due to the high level of liabilities held in foreign 
currency following the exchange rate adjustment.  The income and labor effects represent the largest share of the 
poverty effect of the crisis accounting for around 90 percent of the overall effect, although the increased debt 
service (due to the exchange rate) effect is also significant at 12 percent.   

12. The pending reform agenda looms large.  Ukraine will have to improve its business climate, become 
more competitive, increase export sophistication and diversification, and build up its physical and social 
infrastructure.  As fiscal pressures continue to mount, rationalization and improved allocation of fiscal spending 
and broadening of the tax base have become a priority.  Strengthening banking sector regulation and supervision 
will be key to safeguarding financial stability and ensuring a sustainable recovery. 

C. Recent Economic Developments  

13. Until mid-2008, Ukraine recorded high rates of economic growth, but signs of overheating became 
increasingly apparent.  Growth over 2001-2008 averaged 7 percent, among the highest in Europe.  Greater 
amounts of investment, both foreign direct investment and bank lending, flowed into the country, which together 
with strong improvements in the external terms of trade due to high steel prices sustained double digit growth in 
domestic demand.  However, with a pre-crisis fixed exchange rate and pro-cyclical fiscal policy, buoyant 
international liquidity translated into increasing domestic overheating and high inflation (over 30 percent y/y by 
mid-2008), with the current account deteriorating from a surplus of 10.6 percent of GDP in 2004 to a deficit of 7 
percent of GDP in 2008.  

14. The global economic and financial crisis hit Ukraine particularly hard given pre-existing 
macroeconomic imbalances, structural weaknesses, and policy shortcomings.4  By the fourth quarter of 
2008, capital inflows came to an abrupt stop, the terms of trade reversed as steel prices tanked and export 
markets shut down.  The crisis also accentuated the vulnerabilities of the banking sector, leading to a systemic 
liquidity and solvency crisis, including the leakage of deposits.  GDP contracted by 15.1 percent in 2009, with 
private consumption and fixed investments falling by 14 and 48.2 percent, respectively.  Since October 2008, the 
national currency has lost 40 percent of its value against the US dollar.   

                                                 
1 In United Nations Human Development Index 2009, Ukraine (0.796) ranked in the category “Medium Human 
Development”, lower than OECD countries (0.932) and the CEE and CIS countries (0.821).  
2 See Life in Transition Survey (2007) that will be updated in 2010. 
3 These estimations are based on Household Budget Surveys (including the latest available for 2008), using the poverty and 
vulnerability line of USD 5 a day in PPP terms.   
4 See, for instance, World Bank, 2007, Program Document for the Second Development Policy Loan, Report No. 41572-
UA, and World Bank, 2008, Program Document for the Third Development Policy Loan. 
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15. Against this background, the Ukrainian authorities requested IMF support in late October 2008.  
Incomes policies, the introduction of exchange rate flexibility, a commitment to prudent fiscal policy and 
measures to stabilize the banking system were at the core of the government’s macroeconomic response 
supported by a two-year Stand By Arrangement (SBA) amounting to SDR 11 billion (USD 16.6 billion)5.  The 
IMF Board approved the first and second reviews under the SBA in May and June 2009.  However, in the pre-
election period, the political consensus supporting the program unraveled, and the authorities failed to take 
measures to stabilize the fiscal situation in line with commitments under the program.  As a result, the third 
review has yet to be completed, with around USD 6 billion outstanding under the SBA. At the end of March, an 
IMF mission returned to Kyiv to relaunch the engagement with the newly appointed government. 

16. The economy has rebalanced and industrial production has started to gradually pick-up.  With 
exchange rate realignment, the current account deficit shrank from over 7 percent GDP in 2008 to 1.5 percent in 
2009, and inflation came down to 12.3 percent by year end.  The financial sector has stabilized and deposit 
outflows have stopped since April 2009 as the exchange rate has settled around a new parity of roughly 
UAH8/USD.  With the global recovery well under way by the second half of 2009, industrial production has 
started to increase again. 

17. Ukraine faces three interrelated and critical challenges to achieve a more stable growth path in the 
period ahead.  First, Ukraine will need to launch long overdue fiscal reforms.  In the context of constrained 
external financing, delayed spending adjustments, growing public debt, and significant investment needs, fiscal 
pressures have come to the fore.  Ukraine’s general government deficit in 2009 reached 9 percent of GDP.  
Additionally, the costs of bank recapitalization were as high as 2.5 percent of GDP.  The unreformed pension 
system and Ukraine’s aging population threatens short term fiscal viability (with growing deficits that are 
becoming non-financeable) and long term sustainability (by 2055 there will be 1.43 pensioners for each 
contributor worker in the system).  Domestic household utility tariffs (for gas, heating, and electricity) are well 
below cost recovery.  In the absence of tariff increase, the quasi-fiscal deficit generated just by under-pricing of 
domestic gas sales may reach up to 5.3 percent of GDP in 20106.  A lack of fiscal reforms in 2010 and beyond 
may compromise debt sustainability and keep borrowing costs for the economy high.  The roll-over of debts for 
banks remains at the core of the stabilization process, and may be affected by the prospect of necessary fiscal 
measures being taken and the IMF program continuing.  Fiscal savings through pension and tariff reforms and 
the curtailment of tax exemptions and subsidies would not only enable a financeable deficit but also greater 
investments in public infrastructure, which would support jobs in the short run and growth over the medium-
term. 

18. Second, Ukraine will need to ensure the stability and increased resilience of its financial sector.  
The banking system of Ukraine was seriously damaged in 2009, with an outflow of around 25 percent of hryvnia 
denominated deposits in September 2008 – April 2009, rapid growth of NPLs, and a considerable depletion of 
capital.  Overall, 25 banks were taken into temporary administration by the National Bank of Ukraine (NBU), of 
which 14 went into liquidation.  The authorities tried to restore trust in the system and preserve its core, 
primarily through public and private recapitalization at over USD 6 billion (close to 5 percent of GDP).  
However, there are still several systemic banks with deficient capital.  Furthermore, the NPLs at the level of 30 – 
40 percent are very high and not sustainable.  Ukraine, with around 180 banks, is still largely overbanked and 
medium and small banks are likely to face significant constraints and many will have to undergo a resolution 
process.  Resolution of insolvent banks, restructuring or work-out of NPLs and rapid and comprehensive 
recapitalization are vital to resume bank lending to the real sector during the recovery.  The authorities will also 
need to ensure longer-term financial system stability through capital base strengthening commensurate with 

                                                 
5 The policy actions supported by the IMF SBA are detailed in the Memorandum of Economic and Financial Policies 
(MEFP) 
6 This estimate is based on the weighted average cost of cheap (well below import price) domestically produced gas and 
imports from Russia. It also assumes unchanged (from 2009) demand structure and payment levels.  This estimate also 
includes assumptions on the expected collection levels, but does not account for the full potential capital costs. 
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country risks, improved financial and ownership disclosure in financial institutions, stronger risk management 
and supervision, and the institutional strengthening of the NBU. 

19. Third, structural reforms will need to be accelerated to increase productivity growth.  In the 
context of a more competitive and demanding outlook for emerging markets, Ukraine will need to compete for 
risk capital and upgrade product quality to increase its share in export markets.  Critical reforms in this respect 
are those that increase competition through business entry/exit, reduce inefficient and distortive sector subsidies 
and provide for supportive investments in public infrastructure.  The costs of entry and operation in Ukraine are 
high and there are barriers to exit as well.  Ukraine is one of the two most business unfriendly countries in the 
region and among the worst compared to other emerging economies.  A particular challenge and opportunity is 
the need to invest in increasing Ukraine’s energy efficiency.  While Ukraine’s energy efficiency improved by 
around 5 percent a year, Ukraine remains three times more energy intensive than the EU average and performs 
worse than energy-rich Russia, with price signals and public and private investment inadequate to achieve the 
necessary modernization and restructuring. 

D. Progress towards CPS Outcomes 

20. Progress towards CPS outcomes has been mixed.  Regarding policy reforms, there have been 
achievements such as WTO accession and long awaited improvements in corporate governance as well as 
disappointments in areas such as public procurement, energy tariff increases and rationalization of social sector 
spending.  Progress towards development objectives in investment projects under implementation has been 
modest due to slow preparation and a poor performance record.  AAA had some impact on government policies 
and helped generate public debate around important areas such as health and demography, removal of export 
quotas for grain, and the impact of increased energy prices on poverty.  IFC has provided advisory services that 
target both immediate crisis response needs and longer term objectives.  IFC investments since FY07 total USD 
566 million in 17 projects for IFC’s own account and an additional USD 339 million in syndications.  Ukraine is 
the second largest MIGA client in ECA, providing guarantees in finance and manufacturing, with outstanding 
gross exposure in Ukraine at USD1.2 billion.  Details of progress to date and updated outcomes are provided in 
the results matrix (Annex 1) and summarized below.  

Pillar I— Restoring Economic Growth and Improving Competitiveness  

21. The Bank’s support to build the basis for sustainable growth through improvements in 
competition, WTO accession, business environment, financial sector, management of state-owned 
enterprises (SOEs), and energy efficiency and transport infrastructure were at the center of Pillar I.  One 
of the notable results supported by the DPL-2 included WTO accession in May 2008, following several years of 
progressive trade liberalization.  Enactment of the Joint Stock Company Law in fall 2008, also supported in a 
series of developments policy operations, was a major reform in corporate governance, bringing Ukraine closer 
to OECD corporate governance standards in terms of transparency, corporate responsibilities, and protection of 
minority shareholders.   

22. The WBG response to the financial crisis was quick and timely and delivered critical support in 
implementation of the government’s anti-crisis strategy7.  Through the PFRL-1 and associated TA, the Bank 
helped to stabilize the core of the financial system and to stop the leakage of deposits in the spring of 2009.  A 
framework was established for recapitalization of systemic problem banks (systemic banks being about 85 
percent of assets) and the least-cost resolution of non-systemic problem banks.  The Deposit Insurance Fund was 
also strengthened.  These activities built on ongoing TA to the NBU and earlier efforts in the context of the DPL 
program.  Given the importance and scope of crisis management in the financial sector, the PFRL series will 
provide a platform to address the many remaining challenges going forward.  Additionally, the Second Export 
Development project (EDP-2), by providing medium- and long-term financing to eligible exporting enterprises, 
enabled some to nearly double their export revenues in the last two years, thus helping mitigate the effect of the 

                                                 
7 The “Anti-crisis” Law was passed by parliament on October 31, 2008. 
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economic crisis.  IFC supported IBRD’s PFRL program through its Financial Markets Crisis Management 
Program.  To date, the project completed a review of legislation for distressed assets transfer, delivered seminars 
to almost 200 participants on distressed assets and debt workouts, carried out in-depth bank diagnostics, and 
established joint working groups with the NBU and the Parliament to develop the asset transfer market in 
Ukraine.  In addition to key measures in the anti-crisis legislation passed at the onset of the economic downturn, 
the DPL 3 also supported milestone reforms in corporate governance such as the Joint Stock Company Law that 
will be key in enabling the FDI needed for the recovery.  On the investment side, IFC has supported its portfolio 
clients and provided USD 82 million in trade finance lines to banks during the crisis to help maintain trade 
flows.  More than half of the trade finance guarantees provided for imports and 76percent of guarantees provided 
for exports have been for SMEs.  IFC supported a regional bank in resuming lending to SMEs and provided 
working capital to export-oriented agribusiness clients.  IFC also recently launched a Corporate Sector Crisis 
Management Advisory Program to provide practical information, strategies and tools to SMEs.   

23. The WBG delivered support on the competitiveness agenda during the first year of the CPS, but 
in the wake of the crisis, the Country Economic Memorandum (CEM) was delayed.  Some progress has 
been made in business regulation, including through improvements in the inspection regime, further reductions 
in entry barriers for SMEs, improvements in the licensing regime and the abolition of mandatory food 
certification requirements, all supported by the IFC and the DPL program.  Also, the introduction of electronic 
filing was supported by the State Tax Service Modernization project (STSMP), thus achieving simplification of 
tax administration and reduction in tax compliance costs.  Still, Ukraine remains one of the two most business-
unfriendly countries in the region.  A knowledge economy assessment, a labor demand study, and TA work on 
the skills and competitiveness agenda were delivered in FY08 to feed into a core diagnostic on improving 
Ukraine’s competitiveness in the CEM.  However, the CEM was delayed to free resources for crisis response 
work and provide an opportunity to incorporate the lessons from the crisis.  IFC investments in general 
manufacturing and services, agribusiness, oil and gas, and financial markets supported improved 
competitiveness of Ukrainian producers.  IFC portfolio clients in the real sectors employ over 73,000 people, 
reach 29,000 farmers and 6,500 SMEs through linkages.  IFC portfolio client banks provided almost 135,000 of 
MSME loans and held an outstanding MSME portfolio of almost USD 2 billion as of the end of 2008.   

24. The WBG has made a contribution to improving the security of energy.  Energy infrastructure 
investments under the Hydropower Rehabilitation project helped increase reliability and reduce the cost of 
hydropower generation.  During the first three years of project implementation, rehabilitation of 15 hydropower 
units in four hydroelectric plants was completed and the installed capacity of rehabilitated hydroelectric plants 
increased by about 37 MW in 2009.  Initial steps have been made to help Ukraine meet the technical 
requirements of the EU power grid.  Improvements in energy security under the Power Transmission project are 
expected to accrue towards the completion of the CPS as the project became effective only in December 2008, 
after a delay of 16 months.   

25. The Bank has achieved limited results in ensuring financial sustainability in the energy sector.  
The situation has significantly deteriorated as a result of the crisis and the reluctance of the authorities to pass 
higher import prices on to households.  During 2006-2008, hikes in the quasi fiscal deficits in the energy sector 
were contained as domestic prices were increased and consumption dropped to help offset rising import prices.  
However, in 2009 household and municipal gas prices were not increased despite the significant devaluation and 
the further increase in import prices at the start of the year, which together with declining collection rates in the 
municipal sector led to a substantial widening of the quasi fiscal deficit and growing concern over the financial 
sustainability of the state-owned oil and gas company Naftogaz.  The Bank is trying to address this issue through 
a joint IFI initiative, launched under the EU’s leadership in March 2009, supporting policy measures to restore 
financial sustainability and pledging investment to modernize Ukraine’s gas transport system. In its effort to 
ensure financial sustainability in the energy sector the Bank is becoming increasingly involved in improving 
poor sector governance through focusing on enhancing transparency and improving corporate governance in the 
poorly performing state-owned electricity, gas and district heating utilities. 
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26. Energy efficiency improvements have remained limited.  Prices of energy products and services do 
not reflect the total costs of efficient provision, thus keeping Ukraine’s energy intensity among the highest in the 
region and limiting availability of funding for capital investments.   The Bank is addressing this problem through 
assigning a high priority to the design and implementation of a gradual reduction of energy subsidies 
complemented by investments in end-use energy efficiency and improving effectiveness of targeted subsidies to 
the poor.  The Bank is also is in the process of facilitating access to financing for industrial and municipal 
sectors’ energy efficiency investments.  In February 2010, the government finalized its Clean Technology Fund 
investment plan designed to reduce greenhouse gas emissions with a strong focus on energy efficiency. 

27. Activities to support Ukraine’s transit potential and improve transport infrastructure have been 
ramped up, but results are likely to accrue only beyond the current CPS period.  A draft PPP law, 
supported under DPL 4, was prepared and has been in Parliament since October 2009.  A Trade and Transit 
Facilitation (TTF) study conducted under a Dutch grant identified key measures in the area of simplification of 
border crossing (exports) procedures that could feed into future DPLs.  Multi-donor work is underway to bring 
the draft Customs Code in compliance with the Kyoto convention.  The Road and Safety Improvement project 
was approved in May 2009 and will modernize the core transport route from Kyiv to Kharkiv and improve 
safety in traffic black spots throughout the country.  While key results of the project are expected beyond the 
present CPS, the operation should generate around 8,000 man-months of jobs during the construction period thus 
making an important contribution to crisis mitigation.   

28. Despite limited progress in land reform, agricultural performance has been strong even during the 
crisis.  Land market reform in Ukraine, in particular, the removal of the moratorium on land sales is stalled.  
Results achieved in land titling can only partially be attributed to the Bank supported Rural Land Titling project, 
which remained suspended for over two years and significantly lagged in implementation.  An Agriculture 
Policy Note completed in the wake of the global food crisis contributed to the removal of export restrictions on 
grain that had been a key policy constraint for the development of Ukraine’s considerable potential to supply 
world markets with this commodity.  Private investment in agriculture has increased significantly, and IFC has 
made agriculture and agri-business one of its focus sectors with USD73 million committed since FY07.  IFC 
provided advisory services through its agribusiness linkages projects while the Agri-Insurance Development 
Project made notable progress in developing a proper legal base for agricultural insurance, creating an adequate 
actuarial system and an appropriate supervisory body. 

Pillar II — Public Finance and Public Sector Reform and Improved Service Delivery 

29. Results in achieving more effective public finance management have been modest so far.  
Deficiencies in the existing treasury system and delays in implementation of the integrated information systems 
across the PFM sector (expected to cover MoF, treasury, tax administration and customs service) mean that 
Ukraine would not score any improvements in PEFA ratings (no PEFA update is available since the baseline 
study of 2007).  A significant technical assistance program is under implementation, giving advice on the 
medium-term expenditure framework, debt management, and strategic planning as well as capital budgeting, but 
the results of the program are still uncertain and the policy agenda has suffered from the absence of strong 
leadership in the Ministry of Finance over the course of 2009. 

30. The tax burden remains high, and progress in tax policy and administration has been very limited.  
The Bank has been providing extensive advice to the government in the preparation of a recently completed tax 
reform strategy.  At the same time, in the wake of the crisis-induced collapse in revenues, planned reforms, such 
as the reduction in marginal rates in the corporate income tax and payroll taxes, are likely to be postponed until 
they become fiscally manageable, perhaps beyond the scope of this CPS.  The reduction of administrative costs 
in social insurance, which was to be supported by the Social Insurance Administration Project (SIAP) did not 
materialize as the project was dropped in May 2009 after the government failed to adopt the required legal 
framework. 

31. Little progress has been made to improve the targeting accuracy of overall social assistance 
spending.  The poorest 10 percent of the population receive about a quarter of overall social assistance spending.  
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The Social Assistance System Modernization project (SASMP) and the DPL program have supported an active 
policy dialogue on targeting accuracy, but pre-election politics have prevented implementation.  At the same 
time, important outcomes were achieved under SASMP, such as a reduction in the time required for client in-
take in local welfare offices and an increase in the number of benefits processed by staff in local welfare offices.  
The objective of reducing the cost of administering social assistance programs is likely to be met by project 
closure in 2010.   

32. The dialogue on pensions focused on the fiscal sustainability of the pension system but progress 
was limited and fundamental reforms have been postponed.  Expenditures on public pensions have increased 
steadily from 12 percent of GDP in 2004 to 17 percent in 2009.  The Bank provided detailed advice to the 
authorities to begin a consolidation of the system without creating social dislocations and gradually restore its 
fairness and efficiency.  However, corresponding draft amendments to the 2009 budget were refused several 
times by Parliament, despite the joint support of the Bank and the IMF. 

33. The TB/AIDS Control project faced major implementation challenges and closed in September 
2009 with unsatisfactory ratings.  Like several other projects in Ukraine, the project suffered from insufficient 
readiness at entry, limited ownership and institutional capacity, and excessive complexity of project design.  
Important activities, such as national information campaigns and prevention targeted at high-risk groups, were 
never implemented under the project.  However, the project has had some positive impact, and contributed to set 
up the institutional and legal framework for HIV/AIDS prevention and control activities in Ukraine.  Critical 
initiatives launched under the project have been continued and scaled up after the project closed, including the 
establishment of an HIV/ AIDS and Other Socially Hazardous Disease Control Committee under the Ministry of 
Health, which is the national government agency responsible for coordination of activities of all the relevant 
national and regional stakeholders, and the approval of a new National Program for the Prevention of HIV-
Infection, Treatment, Care and Support of People Living with HIV and AIDS Patients 2009 – 2013.  The 
engagement of nongovernmental organizations in prevention and control activities -initiated under the project- 
has also continued to grow, and some successes are already surfacing, such as testing and coverage with anti-
retroviral drugs (ART) of HIV/AIDS positive pregnant women, which is now almost universal (95 percent 
coverage), and effectively prevents mother to child transmission.  Moving forward, key challenges are to 
increase testing (it is estimated by WHO that up to 70 percent of estimated number of people living with 
HIV/AIDS remains undetected), and to increase coverage of the population with ART (only approximately 
15,871 are presently covered, which is less than 50 percent of the population in need). 

34. However, Bank advocacy work to increase awareness of the unfolding health crisis in Ukraine was 
helpful in creating a public debate around the need for systemic changes in health care.  Health financing 
and organizational reforms are areas where the Bank is seen as having knowledge leadership.  The Public 
Finance Review Volume 2 (2008) laid out a reform strategy, but political buy-in was initially limited.  The 
programmatic AAA on health and demography has since invigorated public debate around health reform issues.  
The combination of sound empirically based analysis, with innovative dissemination and advocacy tools, has 
been critical in this regard. 

35. Limited results have been achieved in improving the quality of education both at the country level 
and through the investment project supported by the Bank.  Budget spending on education is relatively high 
at 6.3 percent of GDP but service delivery is inefficient and the sector is performing below expectations.  
Ukraine has very low student/teacher ratios (16 and 11 students per teacher respectively in primary and 
secondary schools, one of the lowest ratios in the world), extremely small class sizes, and an oversized network 
of facilities combined with a low teaching load.  The Bank’s assistance in the sector through the Equal Access to 
Quality Education (EAQE) project aimed to improve student learning and enhance efficiency and management 
in the education system, with special emphasis on rural schools.  Moreover, the Bank supported Ukraine’s 
participation in independent external assessments, and domestic testing was launched nationwide in 2008.  The 
EAQE project has supported training of school directors and teachers, the provision of laboratory equipment to 
select schools in 6 oblasts of the country and the provision of school buses for pilot rayons undergoing school 
optimization.  However, whether the experience in these pilots will be replicated after the project closes in 2010 
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remains uncertain, while the underlying challenge of achieving greater spending efficiency in the education 
sector has remained largely unaddressed. 

E. Implementation Progress and Adjustments to the CPS   

36. While the objectives of the CPS remain relevant, adjustments to the strategy have been made to 
respond to the economic crisis and the mixed implementation track-record.  The major adjustment made 
during CPS implementation was the strengthening of work in the financial sector, in response to the economic 
and financial crisis through the launch of a dedicated PFRL DPL series and significant associated TA from both 
the Bank and IFC.  The crisis has also lent further urgency to the Bank’s work on fiscal reform.  Overall volumes 
of financial assistance have remained below the originally agreed envelope despite the crisis, as policy reforms 
have lagged.  The Bank has signaled continued support to the authorities for a comprehensive reform program 
with increased lending volumes subject to IBRD’s financial capacity. 

37. Other adjustments reflect difficulties in implementation of the original program or changes in 
government commitment.  Notably, the Social Insurance Administration Project planned for FY09 was 
discontinued due to Parliament’s failure to adopt the Single Social Contribution law that provided the rationale 
for Bank supported investments.  The Judicial Reform Project planned as part of the governance agenda was 
dropped in December 2007, following a lack of consensus around the judicial reform program.  Support for the 
preparation for the EURO 2012 championship at the municipal level did not materialize, given uncertainty over 
the final UEFA decision on specific cities to be included in the championship and the absence of a clear 
framework for prioritizing investments. 

38. Going forward, the CPS advocates a lending program concentrated in core areas with strong 
government ownership and demonstrated capacity to implement.8  These core programs include protecting 
the banking sector, strengthening public finance management, ensuring energy security and increasing energy 
efficiency and improvements in infrastructure.  While the focus of the Bank support on the core of the strategy is 
based on activities that are urgent development priorities and have had consistent ownership across several 
governments, the risk to delivery of these activities is still high due to present economic and political 
uncertainty.  To date under the CPS, eight projects have been approved by the Board: three DPLs (DPL 2 and 3 
and PFRL-1), two projects in the energy sector (FY08 Power Transmission and additional financing to 
Hydropower Rehabilitation in FY10), two projects financing investments in municipal and transport 
infrastructure (Urban Infrastructure and Roads and Safety Improvement) and the Public Finance Modernization 
project.  Adjustments to the lending program are presented in Table 1. 

39. Structural and fiscal reform DPLs will carry forward critical reforms to free up fiscal space in the 
areas of pensions, subsidies (particularly in the energy sector), social programs and tax expenditures.  
While there is strong client demand for a larger share of DPL lending in the overall envelope of Bank support, 
the scope and timing of future budget support will depend on macroeconomic conditions, the status of the IMF 
SBA program as well as progress on measures related to key structural and fiscal reforms. Development policy 
lending will also support core reforms in improved governance and public finance management, such as in 
public procurement. 

40. In FY10-11, the Bank’s financial and technical support to the financial sector will be critical.  A 
PFRL II is planned in FY10 (or early FY11) aiming at restructuring the banking sector post-crisis and enhancing 
the legal and regulatory framework in the financial sector to make it more resilient.  Further TA and financial 
support may be required in FY11-12 to ensure that the banking sector plays a supportive role during the recovery 
and contributes to more sustainable growth going forward.  Bank partnerships with the IMF and other IFIs will 
be important in supporting further rehabilitation and consolidation of the financial system, as well as stronger 
regulation and supervision.   
                                                 
8 Annex 5 of the CPS outlines an analytical framework for selectivity of the Bank’s activities, where the “core” is defined as 
the intersection of issues benefiting from strong government ownership, high development urgency and value added on the 
Bank’s side to effectively support the authorities. 
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41. IFC will continue to implement its crisis response strategy in Ukraine, complementing the relevant 
IBRD programs.  In the financial sector, IFC will work in the context of the Joint IFI Initiative for Eastern 
European Banks.  The Global Trade Finance Program in Ukraine will remain a substantial portion of financial 
sector investments in the short term, helping to improve liquidity and facilitate trade flows.  The work on 
distressed assets and non-performing loans is expected to expand in order to help clean up banks’ balance sheets 
and resume lending to the real sector.  In the real sector, IFC will implement its Corporate Sector Crisis 
Management Advisory Program and selectively invest in companies with viable business models.  The 
Investment Climate work in Ukraine will aim to improve insolvency and bankruptcy procedures and finalize the 
permits, licensing, and technical regulations reform. Moreover, IFC will continue to focus on MSME lending, to 
support the recovery by absorbing the unemployed and stimulating domestic demand. 

42. IBRD investment projects will also continue activities to strengthen the competitiveness of 
Ukraine’s economy.  Three investment projects are under preparation for approval during the remainder of the 
CPS, namely Railway Modernization, Energy Efficiency and additional financing for the second Export 
Development project9.  All three are supporting activities under the first pillar of the CPS and in sectors that 
pertain to the core of the strategy.  The Railway Modernization project (FY11) would aim to strengthen 
Ukraine’s transit potential by relieving congestion on the Kharkiv-Zaporizhya-Simferopol line, which carries 
considerable traffic from Russia, as well as increasing the capacity of the network to handle traffic from Russia 
to Odessa10.  The Energy Efficiency project will address Ukraine’s energy efficiency problems by opening a 
credit line in UkrEximBank for energy efficiency sub-projects in industry and the municipal sector.  A special 
guarantee facility is also planned under the project, using Clean Technology Fund (CTF) financing, enabling 
municipal entities to borrow for energy efficiency improvements.  The Gas Network Rehabilitation project 
targeting efficiency improvements of the gas transport network in the context of the joint IFI initiative is also 
under preparation but is likely to be delivered in the next CPS.  Finally, the successful EDP-2 project will be 
scaled up to continue to support investment and working capital requirements of Ukrainian exporters through 
wholesale and direct lending arrangements.   

43. IFC will complement these initiatives to improve competitiveness by supporting the agribusiness 
sector and energy efficiency improvements.  In agribusiness, IFC will focus on investments throughout the 
supply chain as well as carrying out accompanying investments in rural infrastructure and improving access to 
agro-finance in order to address the main bottlenecks and generate broad sector impact.  IFC is planning to 
invest up to USD 200 million in FY10 and approximately USD 70 million in FY11 in the sector.  These efforts 
will be complemented by ongoing advisory work of its Agri-Insurance Project, Fresh Fruit and Vegetable 
Supply Chain Development Project, and Food Safety Improvement Project.  IFC’s energy efficiency work will 
emphasize energy efficiency as a cross-cutting technology in all its investments, explore energy efficiency credit 
lines through financial intermediaries, and make cleaner production investments across a number of sectors.  
Planned energy efficiency investments are estimated to amount to USD 100 million in FY11.  On the advisory 
side, IFC will launch a Cleaner Production Program. IFC will also assess and help improve the energy efficiency 
of residential buildings and facilitate renovations and work on the policy side to remove regulatory barriers to 
energy efficiency investments by the private sector.      

44. New investment operations will be with counterparts who have proven capacity in project 
management and implementation and will build on delivery platforms that are tested in Ukraine’s 
challenging portfolio environment.  This reflects a more general move by the Bank to place greater emphasis 
on implementation capacity prior to committing investment loans, as the experience with building such capacity 
during implementation has been mixed at best.  Future programs may be delivered using only a handful of 
established platforms with demonstrated implementation capacity, such as wholesaling funding through 
UkrEximBank, using a simple competitive allocation mechanism such as in the UIP, or working with large 
                                                 
9 While the basic priorities and principles identified for investment projects will remain unchanged, individual operations in 
the lending pipeline and their sequence may be subject to change. 
10 Preparation of the Railway Modernization project may be discontinued if conditions for negotiations are not met in a 
timely manner. 
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established SOEs such as Ukravtodor, Ukrzalisnitsa or Naftogaz.  Implementation risk assessments, including a 
detailed analysis of governance risks, will be enhanced and high risk projects reviewed by the strengthened 
ECCU2 Governance Committee. 

45. The Bank’s AAA program will remain central to crisis response and deriving priorities for the 
next strategy.  The Country Economic Memorandum (CEM) under preparation will be the key diagnostic report 
to help prioritize policies to enable a sustainable economic recovery.  AAA efforts will continue in capital 
market reform and corporate and financial sector restructuring.  Also, through its TA, the Bank will help the 
authorities to better understand the economic implications of a free trade agreement with the EU, with separate 
pieces on agriculture and financial services.  AAA activities in support of the Pillar II will continue to focus on 
the challenge of fiscal consolidation and improved PFM.  Fiscal consolidation will serve as an entry point into 
the dialogue on systemic health and education reforms, although the Bank will stand ready to re-engage in a 
broader dialogue on health reform if government interest is confirmed.  In addition, work is under way to 
analyze the impact of the crisis on social conditions and living standards in the country, with a focus on 
recommendations regarding labor market adjustment and the strengthening of automatic stabilizers.  

Table 1: Changes in the Indicative IBRD Lending Program for FY08-11 (USD million) 

 CPS  CPS PR 
Operations FY08 FY09 FY10 FY11  FY08 FY09 FY10* FY11** 
Pillar 1 
Development Policy Loan 2 300     300    
Development Policy Loan 3  400     500   
Development Policy Loan 4   500      500 
Development Policy Loan 5    400      
Programmatic Financial Rehabilitation Loan 
1 

       400  

Programmatic Financial Rehabilitation Loan 
2 

        350 

Power Transmission project 200     200    
Road and Safety Improvement project 400      400   
Power Transmission 2  250        
Hydropower Rehabilitation additional 
financing 

  60     60  

Railway Modernization Reform project   500      500 
Second Export Development project 
additional financing 

  120      120 

Energy Efficiency project    250     250 
Pillar 2 
Urban Infrastructure project 140     140    
Public Finance Modernization project 50     50    
Judicial System Reform  40     Dropped    
Social Insurance Administration 110      Dropped   

*Lending is indicative, depending on the International Bank for Reconstruction and Development (IBRD) lending capacity, instrument mix 
(investment lending only or development policy and investment lending), and progress on structural reforms. 
 

46. Advocacy activities will be refocused to support interventions at the core of the program, such as 
improving public finance management and reforming targeted social assistance.  Public procurement reform, 
strengthening public finance policy and management, capital budgeting, and financial oversight of SOEs will be 
at the core of the public finance efficiency and transparency agenda.  Some room for advocacy in areas of 
urgency with limited government ownership will remain, such as in health and demography, environmental 
protection and climate change. 

47. Governance as a cross-cutting theme will be strengthened.  As one of the first C-GAC strategies in 
ECA, governance is at the core of the present CPS and cuts across all areas and programs of the Bank’s support 
by: (i) leveraging critical policy changes through DPLs, (ii) deepening engagement in areas such as PFM and 
judicial reform; (iii) strengthening advocacy for governance improvements; and (iv) supporting anti-corruption 
work in infrastructure.  However, progress to date has been mixed, with some notable advances made through 
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the DPL program (joint stock company law, inspections reform) and in advocacy (Health and Demography 
AAA) and lack of progress in core governance areas such as public procurement and judicial reform.  An 
important weakness of the approach has been the lack of strong links between demand side interventions and the 
core operational program.  Core activities in PFM or in the energy sector were not flanked with corresponding 
diagnostic work or outreach activities to assess and mitigate governance risks from the demand side.  Going 
forward, the approach to GAC in the CPS will be strengthened.  The existing ECCU2 GAC committee will be 
upgraded and screen high risk projects for implementation capacity of counterparts and associated governance 
risks.  Sector governance diagnostics will be prepared for the health and gas/district heating sectors in 
preparation for possible future lending activities.  Advocacy work will be re-focused to better complement core 
activities.  External affairs and community outreach capacity in the country office have been strengthened to 
support these changes. 

48. The importance of partnerships has increased over the CPS and will be progressively more 
important moving forward.  The IMF and European institutions (EBRD, EC, and EIB) have become the 
largest sources of assistance to Ukraine and are supporting a framework for reform in many areas of interest for 
the Bank.  Financial crisis response and solvency of the gas sector have become two areas in which the Bank has 
been working in close collaboration with other IFIs.  To deliver the program in an environment of funding 
constraints, the Bank will have to create synergies through strategic partnerships and leverage resources through 
trust funds to support technical assistance and capacity-building.   

49. Improving portfolio performance will remain a key challenge.  Over the past decade, Ukraine 
investment lending portfolio has consistently been one of the weakest in the ECA region.  During the CPS 
implementation period, the Bank has been proactive on problem projects, cancelling one (Access to Financial 
Services), restructuring others (Rural Land Titling and State Tax Modernization), and carrying out a learning 
ICR on a third operation (Tuberculosis and HIV/AIDS Control).  Improving implementation of the investment 
portfolio and increasing disbursements have been at the center of the portfolio monitoring efforts launched 
jointly with the government.  During CPS implementation, the structure of the Bank’s investment lending 
portfolio has been realigned to better reflect the government’s priorities. A regular portfolio review process has 
been established and has become an important tool for addressing the most critical project issues and 
implementing project action plans.  Additionally, the government made progress towards simplifying Ukrainian 
procedures for preparation of the Bank financed projects.  Nonetheless, systematic problems persist across the 
investment lending portfolio as reflected in long preparation periods, procurement delays and resulting low 
disbursements.  Findings of the QAG internal analysis of disbursements in the ECA region indicate that 
insufficient readiness at entry, limited ownership and decision-making capacity, excessive complexity of project 
design, and lack of borrower capacity to implement are the factors that have caused especially long delays in 
disbursements.  Both the Bank and the Government recognize the need for increased focus on remedial measures 
so that commitments can be sustainably matched with disbursements.   

50. In response to these challenges, the Bank will set and monitor performance targets for projects 
under preparation and portfolio operations.  It will aim to improve the existing monitoring practices, 
particularly for problem projects, so that early follow up actions can be taken.  Together with the government, 
the Bank will review projects under preparation to effectively determine if a project is ready to go or should be 
delayed.  The Bank will place greater emphasis on capacity of implementation agencies early in the preparation 
process to ensure quality at entry and readiness for implementation.  In parallel, the Bank will stay actively 
engaged in the dialogue with the government to address weak technical capacity of implementing agencies 
through the technical assistance under the Dutch Grant to strengthen budget execution practices and improve the 
capacity of the government to select and implement investment projects.  The CMU will take an active hand in 
monitoring the slowest disbursing projects and pursue improvements in portfolio management to accelerate 
disbursements. In addition, the CMU will aim to strengthen implementation and monitoring practices in project 
supervision and strictly impose internal business standards, including in reporting. 

51. IFC investment portfolio in Ukraine has been affected by the crisis but close work with clients is 
generating positive results.  Ukraine is the third largest IFC exposure in ECA after Russia and Turkey and is 
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eleventh largest IFC exposure globally, accounting for 2.6 percent of IFC’s total outstanding portfolio.  IFC has 
a committed portfolio of $774 million to 23 clients in Ukraine, of which $676 million has been disbursed as of 
March 2010.  At the peak of the crisis, IFC loans to one of the clients (accounting for almost 30 percent of the 
Ukraine portfolio) required restructuring as the company was particularly affected by the decline of commodity 
prices and low global and domestic demand.  IFC has taken proactive steps to address the deteriorating quality of 
its portfolio and the situation has since stabilized, the staff continues to monitor the situation and is working 
closely with relevant departments. 

52. The CPS results framework has been revised, updated and streamlined to reflect the changes in 
Ukraine’s strategic priorities and respective adjustments in the World Bank programs, as well as 
implementation progress.  Some indicators have been removed or revised, taking into account the program 
adjustments discussed above.  The devastating impact of the crisis in Ukraine and the severe political infighting 
during the CPS derailed achievements of a number of outcomes.  Given the strengthened focus on governance, a 
new Governance and Accountability strategic goal has been added.  

F. Risks  

53. The CPS will continue to be implemented under considerable risks that may adversely influence 
commitment to ongoing and planned programs and undermine their delivery.   

54. For the remainder of the CPS period, economic conditions will remain strained.  The risk of 
deteriorating macroeconomic environment identified in the CPS has materialized although the size of the 
external shock and the resulting macroeconomic correction has exceeded the level foreseen in the original CPS.  
Although the economy has recently started to show some signs of tepid economic recovery, the downside risks 
to the economy remain considerable, in particular on the fiscal side and in the banking sector.  Exacerbated by 
pending fiscal reforms, growing public debt, limited access to external financing, and unaddressed investment 
needs these vulnerabilities may undermine medium-term growth.  The WBG will aim to partly mitigate these 
risks by supporting the government in managing fiscal and financial sector risks through DPLs, policy advice 
and monitoring of economic and social developments.  

55. Governance risks to the reform agenda will feature prominently and reforms will continue to be 
modest and uneven. In the past, political tensions have limited the government’s ability to tackle the crisis and 
pursue the needed economic reforms.  The formation of a parliamentary coalition reduces the risk of early 
parliamentary elections and a protracted political vacuum. More significantly, establishment of a new 
government with a parliamentary majority increases the likelihood of passing a cost-cutting 2010 budget and 
getting an SBA program back on track. At the same time, the risk that the government will not be able to 
implement effective economic policy is still high as an acceleration of economic reforms would require 
determined political leadership and the full cooperation of Ukraine’s business elite.  The most likely base case 
will see Ukraine return to moderate and sometimes inconsistent reforms, which will provide a basis for gradual 
recovery and commensurate improvement in macroeconomic conditions.  The support of the IMF will remain a 
key anchor to macroeconomic stability, while the EU association process will guide structural reforms.   

56. As a result, the country strategy will continue to be implemented under significant downside risks 
to delivery of the program.  The track record of program implementation to date has been difficult.  The 
lending activities have not been fully implemented, in some cases due to demonstrated lack of political 
ownership or consensus over the underlying reforms (social insurance modernization, judicial reform) or the 
resistance by well organized vested interests (procurement reform).  The Bank’s AAA continues to be highly 
respected but its effectiveness in achieving desired reforms has been mixed.  There are a number of areas in the 
implementation of the present program that are prone to governance risks stemming from a lack of government 
commitment, weak capacity of implementing agencies, poor government coordination and decision-making 
mechanisms for implementation of the Bank financed projects.  

57. The CPS will address these risks by narrowing the focus to the core of the program and using 
implementation mechanisms that work.  One of the risk mitigation tools includes greater selectivity, through a 
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concentration of Bank support around the core of the strategy based on activities that are urgent to achieve 
Ukraine's development priorities and have had consistent ownership across several governments.  At the same 
time, the Bank recognizes that present economic and political uncertainty may augment the risks that informed 
the formulation of the core program and undermine its delivery.  Risks to program delivery will be mitigated by 
greater focus on resolving obstacles to portfolio implementation on the Bank side, improved assessments of 
implementation capacity for investment loans on the borrower side, measures to operationalize governance and 
close partnership with development partners to maximize policy leverage.   Ukraine's inability to make better use 
of committed resources and the delay in preparing new projects continue to be key factors constraining Ukraine's 
access to higher levels of financial support.  The Bank may consider increasing the available financial resources 
beyond the current envelope only after the government is able to improve performance of the lending portfolio.  
Additionally, the government would need to make sufficient progress on critical reform priorities before 
additional budget support can be provided.  Drastic changes in the country’s environment and priorities would 
require a new country engagement in Ukraine.   
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ANNEX 1:  CAS FY08-11 REVISED RESULTS MATRIX AND PROGRESS TO DATE 

 
Country Strategic Goals/ 

Outcomes 
Issues and Obstacles Outcomes that the Bank 

expects to influence in the 
CPS period 

Intermediate 
Indicators/milestones to 

track expected CPS 
outcomes 

Progress to Date IBRD/IFC Interventions 

Pillar 1: Restoring Economic Growth and Improving Competitiveness 

Strategic Goal 1: Improving business climate and invigorating private investment and trade
Increased private investment 
due to reduced cost of doing 
business: 
 
Doing Business ranking 
improves from 128/175 to 
below 100 
 
Rural land market is 
established (number of trades 
in registered land titles) 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Critical bottlenecks in the 
agriculture value chain 
hinders Ukraine’s capacity 
to profit from its agricultural 
potential 
 
Lack of tradable land titles 
hampers rural land market 
and reduces access of farm 
enterprises to credit 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

1.1 Improved agricultural 
competitiveness 

1.1.a Increased 
productivity in selected 
agri-businesses 
(sales/employee, export 
performance) 

1.1.b Increased farm level 
productivity in selected 
supply chains: (i) yields, 
(ii) quality of produce and 
(iii) farm gate prices 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
1.2 Establishing 
foundation for transparent 
land market operation  

Number of individual rural 
land titles issued increased 
from around 6.5 million in 
2006 to 7 million by 2010. 

1.1.1 Share of IFC 
investment in higher value 
added sectors, including 
agri-business increases  
 
 
 
 
 
 
 
1.1.2 Framework for agro-
insurance established: 
- proper legal basis for 
agro-insurance 
- adequate actuarial 
system 
- appropriate supervisory 
body and overall 
framework 
 
 
 
 
 
 
1.2.1 Land surveys, 
orthophotomapping and 
cadastral index mapping 
completed in 25 oblasts 
 
 
 
 
1.2.2 A new automated 
cadastre information 
system  established 

1.1.1.  IFC invested $566 million, 
of which $291 million in the real 
sectors, including $73 million in 
agribusiness. 90% of IFC’s real 
sector investments were in higher 
value added sectors. Agricultural 
linkages AS projects consulted 
and trained 934 farms and 
supported $57 million of 
investment. 
 
1.1.2 Comprehensive Agri-
Insurance Development Concept 
and the Law On Specifics of 
Agri-Insurance with Government 
Support prepared, establishing 
proper legal basis for Agri-
Insurance. 
Establishment of the Agri-
Insurance Data Depositary and 
collection of data for actuary 
calculations underway. Work 
ongoing to prepare Agri-
Insurance Bureau for supervision 
of Agri-Insurance.  
 
1.2.1 Contracts for all oblasts 
awarded. Work to produce land 
titles, orthophotomaps and 
cadastral index maps is well 
underway and is expected to be 
completed within the time frame 
of the project.  
 
1.2.2 Procurement documentation 
prepared and no objections to the 
bidding documents provided. 

Lending: 
DPL II, III, IV, future DPLs 
 
State Tax Service 
Modernization Project 
(STSMP) 
 
Rural Land Titling and 
Cadastre Project 
 
IFC lending to financial and 
real sectors 
 
AAA: 
IFC Business Enabling 
Environment (SME Policy)  
 
FIAS survey of tax compliance 
costs 
 
Doing Business Report 
 
BEEPS (next round in 2009) 
 
CEM (2010) 
 
Corporate Sector Restructuring 
TA 
 
IFC Advisory: 
Agri-Insurance Development 
 
Vinnytsia Fruit Supply 
Development 
 
Southern Ukraine Vegetable 
Supply Development 
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Country Strategic Goals/ 
Outcomes 

Issues and Obstacles Outcomes that the Bank 
expects to influence in the 

CPS period 

Intermediate 
Indicators/milestones to 

track expected CPS 
outcomes 

Progress to Date IBRD/IFC Interventions 

 Work will be completed closer to 
the end of the project. 

Vinnytsia Dairy Supply Chain 
Development 
 
Investment Climate Advisory 

 The burden of public 
inspections is high on 
business since there is no 
risk-based approach 
 
Permits and licenses are 
cumbersome and time-
consuming to obtain 
 
Standardization system not 
yet in line with European 
standards 
 
High tax rates and tax 
compliance costs lead to 
evasion and reduce 
investment in the formal 
economy   
 
 

 
1.3 Move towards risk 
based and simplified 
inspections, licensing and 
standards system 
1.3.a Share of enterprises 
that underwent at least one 
inspection during the year 
decreased from 95% (2006) 
to under 60% (2010) 

1.3.b Decrease in time spent 
to obtain all permits to 
operate during one year 
from 60 days (2006) to less 
than 35 days (2010) 

1.3.c Reduction to 30% in 
the share of enterprises that 
have to comply with 
compulsory standards from 
60% in 2007 

1.3.d Government policy 
recognizes need to reduce 
implementation gap in 
business environment 
 
 
 
 
 
 
 
 
 
 
1.4 Tax compliance costs 
are reduced  
 

 
1.3.1 Risk based 
frequency of inspections 
and check lists in use in all 
major non-tax 
inspectorates 
 
 
 
 
 
 
 
1.3.2 Official list of valid 
permits established by 
Law and no illegal permits 
issued 
 
 
 
1.3.3 Unified ‘default’ 
procedure in place for 
permit issuance, with 
implementation of the 
‘silence is consent’ 
principle 
 
1.3.4 Technical 
procedures and standards 
fully in line with WTO 
and EU   
 
 
 
 
1.4.1 Independent tax 
compliance survey is 
carried out 

 
1.3.1 42 out of 85 controlling 
agencies introduced risk 
groupings and six approved 
checklists to be used during 
inspections. State inspections 
coverage of enterprises decreased 
from 95% in 2006 to 75% in 
2008. The list of licensed 
activities reduced by 5 and all 
licenses should be issued without 
validation term. 
 
1.3.2 The COM Decree adopted, 
defining the list of 66 permit 
documents to be issued via 
permit centers and requiring all 
permits to be issued within 10 
working days. 
 
1.3.3 The Law on Business 
Enabling Environment adopted, 
introducing “silence is consent” 
principle and practical 
mechanism of its 
implementation.   
 
1.3.4 30 technical procedures 
based on EU directives adopted. 
CoM Resolution approved in 
January 2010 cancelled 
certification of 17 types of food 
products. No other significant 
progress. 
 
1.4.1 Two independent surveys 
assessed the cost of complying 
with taxation procedures, 

 
 



 

17 
 

Country Strategic Goals/ 
Outcomes 

Issues and Obstacles Outcomes that the Bank 
expects to influence in the 

CPS period 

Intermediate 
Indicators/milestones to 

track expected CPS 
outcomes 

Progress to Date IBRD/IFC Interventions 

1.4.a The percentage of 
firms subject to planned tax 
audits is reduced compared 
to the 2007 level as 
evidenced by the taxpayers 
surveys   
1.4.b The number of tax 
payments is reduced as 
evidence by the DB survey. 

 
 
 
 
 
1.5  Revenue 
administration reform 
help to  level the playing 
field  
VAT Refund claims for 
more than 60 days / 
quarterly flow of VAT 
refund claims is reduced to 
below 30%. 

1.4.2 Risk-based audit 
selection system 
introduced as a key 
element of voluntary 
compliance.  

 

 

 

 

 

 

 

 

1.4.3 Call centers for STA 
established 

 
 
1.4.4 Integrated tax 
processing systems 
developed 
 
 
1.4.5 Tax legislation 
improved to allow for a 
reduction in compliance 
costs 

presented to the Ministry of 
Finance and State Tax 
Administration that declared 
further use of these reports in 
advancing tax administration 
reform. 
1.4.2 In 2008 a risk based system 
for planned inspection was 
piloted and rolled out. Since the 
implementation of this program, 
the share of legal entities that 
undertook audits went from 23% 
in 2007 to 16% in 2008—during 
the first half of 2009 the number 
stood at 7.7%  

1.4.3 Call Center started to 
operate in 2008. Number of calls 
serviced increased from 19,000 
calls in October 2008 to over 
31,000 calls in October 2009.  
1.4.4 Integrated tax processing 
system (under the STSMP) will 
be implemented within the next 
two years.   
1.4.5 Progress achieved in excise 
taxes, where draft laws in line 
with the Bank’s advice were 
prepared and passed by the 
parliament. The Government 
approved the National Action 
Plan for Tax Administration 
Enhancement which contains 
some of the key measures 
proposed by the Bank. 
 

Strategic goal 2: Rehabilitating the banking sector and strengthening financial markets   
Financial markets mobilize 
and allocate savings 
efficiently to promote 
investment: 
 
Banking system is 

Fundamental weaknesses in 
banking sector 
(capitalization, corporate 
governance, insider lending, 
inadequate supervision 
framework) threaten 

2.1 Banking sector 
rehabilitated and able to 
intermediate again 
efficiently; key risks 
reduced; crisis costs to 
taxpayers minimized 

2.1.1 Troubled banks 
resolved with minimal 
impact on systemic 
stability 
 
 

2.1.1 Decision making process 
for government recapitalization 
of systemic troubled banks 
established. New troubled bank 
resolution framework introduced, 
some new resolution tools 

IBRD Lending PFRL 1, 
PFRL 2, future financial sector 
DPLs 
 
IFC  Investments 
IFC investments in the 
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Country Strategic Goals/ 
Outcomes 

Issues and Obstacles Outcomes that the Bank 
expects to influence in the 

CPS period 

Intermediate 
Indicators/milestones to 

track expected CPS 
outcomes 

Progress to Date IBRD/IFC Interventions 

fundamentally strengthened to 
be made more resilient to 
internal and external shocks  
 
Private sector access to 
financing through non-bank 
institutions/ 
instruments increases 
 
 
 
 
 
 

systemic stability and do not 
allow efficient 
intermediation 
 
Weak disclosure 
(governance and accounting) 
standards increase investor 
and depositor risks and 
reduce market transparency 
 
Absence of government 
yield curve limits range of 
financial instruments on 
offer 
 
Weak capacity of non-bank 
regulators (SCRFM and 
SSCMC) for proper 
supervision of securities 
issuers and non-bank 
financial institutions 
increase market stability, 
governance and financial 
risks and discourage 
investment 
 
Consumer protection 
standards are absent, and 
infrastructure (rules, 
standards, codes of ethics, 
ombudsman) is not in place 
 

2.1.a Capital adequacy of 
the system is strengthened  
‐ All banks comply with 
minimum established 
capital levels; banks which 
do not comply are resolved 
by bank resolution 
authority. 

 2.1.b Stock of non-
performing loans reduced in 
the banking system from 35 
% (2009) to15% (2011) 
 
2.1.c Share of majority 
state-owned banks in the 
banking system’ assets and 
capital reduced 
Baseline (2009) – 17% and 
25%  
Target (2012) -10%and 
15% 
 
2.1.d Ultimate controllers 
and essential participants 
(with 5% and more) of all 
banks are made public on a 
regular basis 
 
2.1.e Financial statements 
of all regulated financial 
market entities are IFRS-
based and fully publicly 
disclosed 
 
 
 
 
 
 
 
 
 

 
 
2.1.2 Household 
depositors regain access to 
their deposits within max 
9 months from the time 
enforcement measures are 
applied to a bank 
 
 
 
 
2.1.3 Amendments to the 
banking law on risk-based 
and consolidated 
supervision, ultimate 
controller disclosure 
approved 
 
2.1.4 Bank resolution 
authority is transferred to 
the Deposit Guarantee 
Fund (DGF) 
 
 
 
2.1.5 IFRS or IFRS 
compatible standards 
applicable to all financial 
market participants, 
including banks and 
NBFIs 
 
 
 
 
 
 
2.1.6 Asset transfer 
market established. An 
auction of distressed 
assets held 

operationalized. 
 
2.1.2 July 2009 changes to the 
Law on banks and banking (Law 
#1617) reduced temporary 
administration and moratorium in 
problem banks to 6and 3 months 
respectively. Emergency NBU 
funding line for the DGF 
established by the NBU 
regulation 
 
2.1.3 Draft law on UC disclosure 
prepared by the NBU with 
WB/IMF/USAID support 
submitted to Parliament. 
Additional changes to the 
Banking Law are considered.  
 
2.1.4 DGF institutional capacity 
to handle large volumes of 
insured deposits and its resource 
base strengthened; consensus on 
the future role of the DGF as the 
bank resolution agency reached. 
 
2.1.5 Introduction of IFRS for the 
NBFIs announced by the NBFI 
supervisor. IFRS compatible 
standards are applied by banks, 
and a number of banks with 
foreign owners  run accounts 
both in IFRS and UAS. 
Enhancements in bank 
accounting and reporting are 
considered. 
 
2.1.6 IFC Financial Markets 
Crisis Management Program 
completed a review of legislation 
for distressed assets transfer, 
delivered four seminars on 

financial sector, including 
distressed debt investment 
companies, with focus on 
agro-finance, energy efficiency 
finance and MSME lending 
 
AAA 
Pension reform and capital 
markets TA (PTAP) 
 
Accounting and Auditing 
ROSC, FSAP update or new 
FSAP 
 
Dutch Grant to NBU and 
Financial Sector dialog 
 
IFC Advisory Services 
IFC Advisory Services on 
internal controls and corporate 
governance to investment 
beneficiaries in financial sector 
 
IFC Financial Markets Crisis 
Management Advisory 
 
Partners 
IMF, USAID, EBRD, EU, US 
Treasury, bilateral donors 
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Country Strategic Goals/ 
Outcomes 

Issues and Obstacles Outcomes that the Bank 
expects to influence in the 

CPS period 

Intermediate 
Indicators/milestones to 

track expected CPS 
outcomes 

Progress to Date IBRD/IFC Interventions 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
2.2 Financial markets are 
strengthened and deepen 
2.2.a Capitalization and 
volume traded on all 
Ukrainian stock markets 
reaches 40 % of GDP 
Baseline (2009) 23 % 
Target (2012) 40 % 
2.2.b Volume of new stock 
and bond issues reaches 15 
% of GDP 
Baseline (2009) 2 %  
Target (2012) 15% 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
2.2.1 JSC law adopted 
 
2.2.2 Securities 
Depository law adopted, 
Central Securities 
Depository appointed 
 
 
 
 
 
 
 
 
 
 
 
 

distressed assets and debt 
workouts, carried out 3 in-depth 
bank diagnostics.  
Amendments to the Corporate 
Income Tax (Law 1533) 
introduced to facilitate loan loss 
provisioning by banks and debt 
restructuring; NBU issued 
regulations to encourage debt 
restructuring of banks’ NPLs. 
Revisions introduced to NBU 
regulation on banks 
reorganization & M&A. 
Additional shortcomings in the 
legislation and regulatory 
framework are identified and the 
IFC/WB/banking community and 
are being discussed with the 
authorities. Respective 
training/knowledge sharing is 
organized by 
IFC/WB/professional private 
market players.    
 
2.2.1 JSC law adopted 
 
2.2.2 Draft new Law on 
Securities Depositories in the 
Parliament. Review, 
deliberations, enactment pending. 
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Country Strategic Goals/ 
Outcomes 

Issues and Obstacles Outcomes that the Bank 
expects to influence in the 

CPS period 

Intermediate 
Indicators/milestones to 

track expected CPS 
outcomes 

Progress to Date IBRD/IFC Interventions 

Strategic Goal 3: Ensuring Energy Security and Improving Energy Efficiency 
Ukraine’s improvements in 
energy efficiency contribute 
to higher competitiveness: 
Energy intensity of economy 
(toe/ thousand US$ of GDP) 
reduces by 15%  by 2011 
 

Lack of investments and 
maintenance in aging energy 
infrastructure. 
Poor financial condition of 
energy enterprises. 
 
Monopolistic distortions and 
political interference in 
NERC’s tariff decisions 
limit private investments and 
delay implementation of EE 
measures. 
Lack of competition among 
energy generation 
companies reduces 
incentives for cost savings. 
 
Insufficient regulatory 
capacity. 
 
High dependence on energy 
imports from single source 
creates security risk. 
 
Declining attractiveness as 
the preferred route for future 
increases in Russian gas 
deliveries to Europe shifts 
elsewhere. 
 
Reliability of power supply 
is limited due to lack of 
peaking capacity 
Insufficient institutional 
readiness may lead to lost 
opportunities to benefit from 
sale of emission reductions 
under Kyoto protocol and 
thereby encourage greater 
energy efficiency 

3.1 Increased financial 
sustainability of energy 
sector 

3.1.a Quasi fiscal deficit in 
gas sector below 0.5% of 
GDP (by 2010) from over 
1% of GDP (2006) 

3.1.b Share of inherited 
power sector debts 
restructured above 30% by 
2010 (from 5% in 2006) 

3.2 Power sector improves 
operational performance 
due to increased 
investment and greater 
competition 

20% of power market   
supplied competitively by 
2011 

 

 

3.3 Greater power system 
reliability  

Increase in hydropower 
capacity by 225 MW and 
increase of hydropower 
production by 360 GWh 
between 2007-2011. 

 

 

 

 

 

 

3.4  Improved energy 
efficiency in the public and 
private sector 

3.1.1 Law on State 
regulation of energy to 
strengthen administrative 
and financial 
independence of NERC 
enacted. 

3.1.2 Energy sector tariffs 
continue to adjust towards 
cost recovery levels 

3.2.1 New power market 
rules introduced  

 

 

 

 

 

 

 

 

 

3.3.1 Implementation of 
concept for legal, 
regulatory and technical 
harmonization with the 
EU Energy Market 
completed for power 
sector by 2009 

 

3.3.2 Rehabilitation of 
hydropower plants on the 
Dnipro river and 
improvements of dam 
safety. 

 

3.4.1 Eligibility to 
participate under Art 17 of 
Kyoto established and 

3.1.1. Updated Law developed by 
NERC was submitted to the 
Parliament. 

 
 

3.1.2 DH tariffs and tariffs for 
households for gas were not 
adjusted 

3.2.1. Draft law approved by 
Cabmin expected to be approved 
by Parliament in 2010 to open 
15% of market with gradual 
increase to 100% of market by 
2017. It is expected that new 
market rules under WEM will be 
established with passage of 
Amendment Law on Electricity 
in 2010 by Parliament 
 
 

 

3.3.1 In progress. In December 
2009 Ukraine was accepted to 
Energy Community Treaty (ECT) 
in parallel to the process of 
integration to former UCTE 
(Current ENTSo). 

 
3.3.2 Dam Safety introduced at 
Kiev, Kahovka and Kremenchuk. 
UHE increased the capacity by 
51.9 MW by end-July 2009.   
 

 

 

3.4.1 Ukraine became eligible 
under Art 17 of Kyoto protocol 
on April 29, 2008. GIS was set 

IBRD Lending 
Hydropower Rehabilitation  
Project and additional 
financing 
 
Power Transmission Project 
 
Energy efficiency project 
 
DPL II, DPL III 
 
IFC lending 
IFC investments in power 
sector (subject to transparent 
privatizations) 
 
IFC credit lines for energy 
efficiency 
 
AAA: 
TA to NERC on market 
regulation and opening 
Coal Policy Note update 
 
Gas Market Development note 
 
Kyoto TA 
 
IFC advisory services 
IFC advisory work with 
municipalities  
 
  

Ukraine’s energy security 
improves:  
Reduced net imports (imports-
exports) of natural gas as a 
share of total primary energy 
consumption by 15% by 2011. 
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Country Strategic Goals/ 
Outcomes 

Issues and Obstacles Outcomes that the Bank 
expects to influence in the 

CPS period 

Intermediate 
Indicators/milestones to 

track expected CPS 
outcomes 

Progress to Date IBRD/IFC Interventions 

3.4.a Decreasing Ukraine 
Energy Intensity by 15% by 
2011. 
3.4.b Approval and 
Implementation of the 
Energy Efficiency Action 
Plan with intermediate 
targets for 2011 reached. 

Green Investment Scheme 
set up 

 

3.4.2 IFC credit lines for 
energy efficiency disburse 

 

up by end of 2009 and 1st pilot 
transaction for $30 m AAUs was 
completed. 

 
3.4.2 IFC fully disbursed a $20 
million energy efficiency credit 
line to Procredit Ukraine. 

Strategic Goal 4: Reduce costs of trade to support export led recovery 
Ukraine is further integrated 
into global economy thanks 
to reduced costs of trade 
 
Index of logistic costs rank 
improves from 75 to below 65 
(PREMTR) 
 
Export diversification 
measured by geographic 
orientation of trade and 
Hausmann index of export 
sophistication 
 
Transport costs reduced 
through improved road  
infrastructure  
 

Ukraine production and 
export structure dominated 
by low value products 

Despite WTO accession, 
other indicators point to 
persistently high costs of 
trading across borders, and 
significant behind the border 
obstacles to trade 

SMEs face difficulty in 
accessing export financing 

High transport costs hamper 
Ukraine’s competitiveness 

Deteriorating infrastructure 
creates delivery risks 

Poor road infrastructure 
increases trade and transit 
costs 

Very little private 
investment in transport 
infrastructure 

4.1 Support exports by 
improving access to 
markets and financing 

4.1.a Reduction in the 
share of exports and 
imports undergoing 
physical inspections from 
11% at borders to 5% and 
from 80% inland to 50% 

4.1.b Share of SMEs (up to 
250 employees) involved in 
export operations increases 
from 25% to 30% (BEEPS) 

 

 

4.2 Improved connectivity 
to key markets  

4.2.a. Riding quality along 
the Boryspil-Lybny section 
of the M03 road improved  

4.2.b International 
Roughness Index (IRI) 
reduced from >5 in 2007 to 
2 in 2012. 

4.3. Road safety on the 
network improved 

At least 106 black spots 
with highest accidents 
eliminated by 2012 

 

4.1.1 Growth in volume of 
lending committed to 
Ukrainian companies for 
modernization of 
production 

 

4.1.2 WTO accession 
completed 

4.1.3 Export Credit 
Guarantee Agency set up 

4.1.4 Harmonization of 
customs legislation with 
revised Kyoto Convention 
completed 

 

4.2.1 120 km of main 
network roads 
rehabilitated and upgraded 
by 2012 

 

 

 

 

 

 

 

 

 

4.1.1 IFC disbursed portfolio in 
general manufacturing sector, the 
majority of which supports 
modernization investments, 
increased by 77% since FY07. 
 
4.1.2 Ukraine became 152th 
WTO member in May 2008. 
 
4.1.3 Not Done 
 
4.1.4 Work with other donors 
continues on the draft Customs 
Code that should be in 
compliance with Kyoto 
convention. 
 
4.2.1 Works under RSIP haven’t 
started yet as the project has 
become effective recently 
 
 
 
 
 
4.3 The design of black-spot 
improvements is underway.  
 
 
 
 
 
 

IBRD lending 
Road improvement and safety 
 
Railway Modernization project 
 
EDP-2 
 
DPL II, DPL III 
 
IFC lending: 
IFC investments in private 
sector transport and 
infrastructure/ 
logistics companies, provision 
of working capital during the 
crisis. 
 
IFC investment in PPPs in 
transport sector 
 
AAA: 
Trade and Transport 
Facilitation Audit 
(performance measurement 
system) 
 
Country Economic 
Memorandum 
 
IFC Advisory:  
Corporate Sector Crisis 
Management Advisory 
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Country Strategic Goals/ 
Outcomes 

Issues and Obstacles Outcomes that the Bank 
expects to influence in the 

CPS period 

Intermediate 
Indicators/milestones to 

track expected CPS 
outcomes 

Progress to Date IBRD/IFC Interventions 

4.4. Private participation 
promoted in road 
management and 
maintenance 

Legislative framework for 
PPPs revised 

4.4.1. Performance Based 
Contracting (PBC) model 
developed and ready for 
piloting. 

4.4.2 PPP Law passed by 
2010. 

4.4.1 Development of the PBC 
model is planned for 2011. 
 
4.4.2. PPP law was passed in 
2009, but some key issues remain 
to be addressed. 
 

Pillar 2: Public Finance and Public Sector Reform and Improved Service Delivery
Strategic Goal 5: Fiscal reform to secure stability and enable a sustained recovery 

 Fiscal space is created for 
macroeconomic stability and  
greater public investment  
  
 
 Fixed capital spending as % of 
GDP increases in 2010 and  
2011 compared to the previous 
year  
 
 
  
 
 
 
 
 
 
 
 

In the context of constrained 
external financing, delayed 
spending adjustments, 
growing public debt, and 
significant infrastructure 
investment needs, fiscal 
reform has become the most 
urgent priority. 
 
Pension and tariff reforms 
are difficult, especially in a 
politically unstable 
environment.  
 
Tax exemptions and excise 
taxes affect vested interests. 
 
Expenditures on fixed 
capital expenditures were 
low and were further 
reduced in the context of the 
economic crisis and reduced 
revenues.  
 
  

5.1 Viability and 
sustainability of the 
pension fund is advanced.   

Parametric changes to the 
pay-as-you go system are 
implemented to reduce the 
deficit to below 1% of 
GDP in 2010 and help to 
achieve its sustainability.   

5.2 Fiscal subsides to the 
gas and heating sectors are 
reduced through higher 
cost recovery.   

 5.2.a Higher levels of cost 
recovery are achieved on 
household gas and heating 
tariffs.  

5.2.b Tariff setting and 
collection mechanisms are 
improved. 

5.3 Tax policy is improved, 
including through the 
elimination of inefficient 
tax exemptions and 
revenue collection is 
enhanced through higher 
excise taxes. 

5.1.1 Legislation is 
enacted to allow initial 
parametric changes to the 
pay-as-you go pension 
system. 

 

 

 

 

5.2.1 Legislation to 
centralize heating tariffs 
setting is enacted. 

5.2.2 The government and 
NERC approve gas tariff 
increases in 2010 for 
households and heating 
companies. 

5.3.1 Tax legislation limits 
new tax expenditures 

 

 

5.3.2 Excise taxes for 
alcohol and tobacco are 
increased 

 
 
 

  5.1.1 Not Done
 
 
 
 
 
 
 
 
 
5.2.1 Not done 
 
 
5.2.2 DH tariffs and tariffs for 
households for gas not adjusted. 
 
 
5.3.1 Tax reform strategy 
prepared by the GoU in line with 
the Bank’s advice, including on 
the streamlining of the tax 
expenditures.  
5.3.2 Excise on spirits was 
increased by 60% in line with the 
Bank’s advice. 

IBRD Lending: 
  
 DPL III, DPL IV, and DPL V. 
 
AAA: 
PFR  and Fiscal TA 
 
  
 
  
 
 
 
 
 
 

Strategic Goal 6: Improved Efficiency in Service Delivery 
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Country Strategic Goals/ 
Outcomes 

Issues and Obstacles Outcomes that the Bank 
expects to influence in the 

CPS period 

Intermediate 
Indicators/milestones to 

track expected CPS 
outcomes 

Progress to Date IBRD/IFC Interventions 

Poverty and inequality are 
reduced due to better 
targeting of social assistance 
 
Poverty rate reduced to below 
6%  
 
GINI coefficient kept below 
0.3 
 

Fragmented, inefficient and 
costly social assistance 
administration system 
 
Only 24% percent of social 
assistance goes to 10% of 
poorest population; one third 
of social assistance goes to 
20% of poorest population. 
 

6.1  Improved 
administrative efficiency 
of social assistance system 

6.1.a Reduction in 
application processing time 
for social assistance 
payments from 4.1 hours in 
2007 to 1.5 hours in 2010 

6.1.b Number of benefits 
processed per month per 
staff in social assistance 
offices increased from 290 
in 2007 to 530 in 2010 

 

6.1.1 New business 
process for servicing 
clients introduced in 100% 
of local welfare office 
(LWOs) 

 

6.1.1 Standard office model in 
local welfare offices developed, 
piloted, evaluated and formally 
approved. As of July 2009, 641 
out of 736 LWOs introduced a 
new “one-stop-shop” service 
model. 
6.1.a In 2008, average time for 
processing application in LWOs 
was 2.1 hours. 
6.1. b In 2008, average number 
of benefits processed per month 
per staff of the LWOs was 365 
benefits. 

IBRD  Lending: 
Social Assistance 
Modernization 
 
Equal Access to Quality 
Education  
 
DPL II, DPL III, future 
development policy loans 
 
AAA: 
PFR 2 
 
Pension Reform and Capital 
Market Development TA 
(PTAP) 
 
HD Policy TA 
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Country Strategic Goals/ 
Outcomes 

Issues and Obstacles Outcomes that the Bank 
expects to influence in the 

CPS period 

Intermediate 
Indicators/milestones to 

track expected CPS 
outcomes 

Progress to Date IBRD/IFC Interventions 

Greater transparency and 
reallocation of resources 
towards quality enhancing 
investments 
 

A complex set of norms 
govern the current request 
for budgets in the two 
sectors (for example, 
staffing requirements at all 
levels), maintain the existing 
oversized and inefficient 
network of health and 
education facilities, and 
impede the reallocation of 
budgets towards efficiency 
and quality enhancing 
investments.  
 
There is a mismatch between 
funding/allocations (based 
primarily on demand factors) 
and how health and 
education facilities’ budgets 
are formed (based on input 
based norms dictated by 
sectoral ministries).  
 

6.2 Improved targeting of 
social assistance benefits 

6.2 a Share of non poor 
families among beneficiaries 
decreased from 55% in 2006 
to 45% by 2010. 

6.2.b Improve the eligibility 
criteria for all means tested 
programs, by using 
presumptive income to 
account for hard-to-verify 
incomes. 

6.2 c Better targeting of HU 
program expenditures. 

 

 

6.3 Improved efficiency of 
public resource use in 
education and health  

6.3.a Schools budgeted on 
per capita basis 

6.3.b No. of hospitals 
implement global budgets 

6.3.c Student/teacher ratios 
in pilot rural schools rise 
significantly from baseline 
of 8 students/teacher. 

 

 

6.2.1 Introduction of 
Hybrid Means Testing on 
a pilot basis in social 
assistance programs. 
6.2.2 Better screening of 
applicants by developing 
the client profiling tool. 
6.2.3 Change the 
eligibility criteria for the 
HUS program, to be based 
on the low-income status 
of the applicant.  
6.2.4 Improve targeting 
efficiency of  housing 
privileges, by shifting 
from in-kind to cash with  
means testing 

 

6.3.1 Input norms are 
revised for Health and 
Education systems in line 
with PFR II 
recommendations 

6.3.2 Rehabilitation of 
school premises and 
optimization of the school 
network in pilot rayons of 
6 oblasts of Ukraine 
completed 

6.2.1 Despite improvements in 
the administration of social 
programs, no improvements in 
targeting so far.  
6.2.2 Modernization and 
integration of IT systems in local 
welfare offices in progress 

6.2.3 DPL supports measures to 
further improve eligibility criteria 
for all social assistance programs 
that are expected to be 
implemented in 2010. 
 
6.3.a,b Dialogue underway. 
Hospital and school autonomy, 
with greater flexibility in use of 
financial resources, experimented 
on a pilot basis. 
6.3.1; 6.3.2 Dialogue underway. 
6.3.3 None of school 
rehabilitations completed, but 
ongoing in a limited number of 
schools 
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Outcomes 

Issues and Obstacles Outcomes that the Bank 
expects to influence in the 

CPS period 

Intermediate 
Indicators/milestones to 

track expected CPS 
outcomes 

Progress to Date IBRD/IFC Interventions 

The quality of municipal 
water supply and sanitation 
(WSS) services improves due 
to better management and 
increased investment 
 
Water  losses in municipal 
water utilities are reduced  
 
Citizens’ satisfaction with the 
quality of municipal WSS 
services increases 
 
Promotion of private sector 
investments for energy 
efficiency improvements 
 

Poor quality of municipal 
WSS services, lack of 
maintenance and significant 
technical losses in supply of 
water  
 
High level of dissatisfaction 
with the quality of service of 
public WSS agencies 
 
Inadequate operation and 
maintenance budgets lead to 
water  safety and delivery 
risks 
 
High levels of energy 
inefficiency lead to high 
delivery costs of municipal 
WSS services 
 
The water supply and, 
sanitation sector  lacks 
financial revenue and  
requires significant 
investments to achieve 
international service 
standards 

6.4  Improved financial 
performance of selected 
utilities due to reduced 
operating expenses and 
improved efficiency 

6.4.a Improvement of 
energy efficiency of 
municipal water utility 
companies in targeted cities 

6.4.b Reduction  in water 
losses in target cities  

 

 

 

6.5. Improved quality of 
municipal services in 
selected municipalities 

 

 

 

6.4.1 Reduction in cost of 
production of  m3 of water 
in at least 3 municipal 
water utilities by 5 % in 
2010-2012 

6.4.2. Energy efficiency of 
at least 15 municipal water 
utilities improved by 15% 
from 2010 to 2012 

6.4.3. Water loses reduced 
in at least 3 municipal 
water utilities by 10% 
from 2008 to 2012 

6.5. 1 Increase in % of 
citizen satisfaction with  
municipal water services 
in at least 3 municipalities 
(no baseline available yet) 

6.5.2Training conducted 
for the MoHCS and at 
least 15 water utilities in 
financial appraisal, cost-
benefit analysis, and 
business planning. 

6.4.1 15 municipal water utilities 
have developed the business 
plans to improve operational 
efficiency. 
 
6.4.2 Procurement of equipment 
to increase energy efficiency is in 
progress. 
 
6.4.3 Planning for reduction of 
loses has been undertaken in 3 
municipal water utilities. 
 
 6.5.1 Not yet done 
 
6.5.2 Training conducted for 
MoHCS and 15 water utilities.  
More training planned. 

IBRD Lending: 
Lviv Water 
 
Urban Infrastructure Project  
 
AAA: 
People’s Voice Project 
 
IFC Lending: 
IFC PPP investments in utility 
sector 
 
IFC sub-national and housing 
finance 
 
 
IFC Advisory Services: 
IFC advisory work with 
municipal governments  
 

Strategic Goal 7: Improved Governance and Accountability 

Supporting more effective 
and transparent spending 
 
PEFA ratings improve 
 
 

Despite a large fiscal 
envelope , the lack of 
alignment between 
allocations and national 
priorities  reduces 
effectiveness 
 
Capital allocations in the 
budget have been decreasing 
and the percentage of 
unfinished projects remains 
high  
 

7.1 Improved alignment 
between national priorities 
and budgetary allocations  

7.1 a PEFA rating on 
multi-year perspective of in 
fiscal planning improves 
from C to B. 

 

 

 

 

7.1.1 Training of MoF and 
MoE officials in capital 
budgeting is completed  

7.1.2 Resolution on 
projects evaluation 
approved 

7.1.3 Public assets 
assessment methodology 
supporting establishment 
of registry of public assets 
developed 

 

7.1.1 Training for MoE, MOF, 
Ministries of Transport, Regional 
Development, Housing, 
Ukravtodor underway. Workshop 
for high-level officials on capital 
budgeting completed. 
7.1.2 Draft resolution submitted 
by MoE for ministerial 
discussion 
7.1.3 Public assets assessment 
methodology developed and 
submitted to the GoU 
 

IBRD Lending: 
State Tax Service 
Modernization Project 
 
Statistical Capacity Building 
Project 
 
Public Finance Modernization 
project 
 
DPL II, DPL III, DPL IV, 
future development policy 
loans 
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Country Strategic Goals/ 
Outcomes 

Issues and Obstacles Outcomes that the Bank 
expects to influence in the 

CPS period 

Intermediate 
Indicators/milestones to 

track expected CPS 
outcomes 

Progress to Date IBRD/IFC Interventions 

Procurement system is 
biased towards insider 
interests and completely out 
of line with European 
standards 
 
Internal and external audit 
system is not performance 
based and thus fails to create 
appropriate incentives for 
improved efficiency 
 
 
 

 

 

7.2 Increased 
transparency in the 
utilization of public 
finances 

7.2.a PEFA rating on 
public procurement 
improves from D+ to B  

7.2.b PEFA rating 
predictability in the 
availability of funds for 
commitment of 
expenditures improves 
from D+ to B 
  

7.3 Increased 
accountability of public 
institutions 

PEFA ratings on scope, 
nature and follow up of 
external audit improves 
from D+ to C+  

7.4 Improved effectiveness 
in tax administration 

   PEFA ratings on 
effectiveness in collection of 
tax payments increase from 
D+ to C+ 

 

7.2.1 The MoF is 
reorganized to integrate 
public financial 
management functions  

7.2.2 Strategy for 
integrated public financial 
management is adopted 
and implemented.   

7.2.3 New procurement 
law (or amendments to 
existing law) is adopted 

 

 

 

 

 

 

 

 

7.2.1 The MoF reorganization 
mostly completed.  
7.2.2 A strategy to support an 
integrated financial management 
adopted and an action plan under 
implementation. 
7.2.3 Not Done 
 
 
 
 
7.3 No major changes since 2006.  
Reforms marginally improved 
accountability mechanism and 
oversight of the executive. ACU 
remains compliance oriented with 
limited performance audits and 
policy/outcome analysis. 

 
AAA: 
PFR II  
 
Dutch TF on capital budgeting 
and PFM (including training 
and capacity building through 
WBI) 
 

Quality of education services 
improves due to greater 
transparency and 
reallocation of resources 
towards quality enhancing 
investments 
Ukraine’s ranking on national 
and international standardized  
assessments (TIMMS, PISA,  
National External 
Assessments)  improves 

Lack of standardized tests 
reduces accountability of 
educational institutions and 
teachers and promotes non-
transparency 
 
Ukraine invests large 
amounts into education but 
does not receive an adequate 
economic return from this 
investment 

7.5 Improved governance 
in education sector 

External assessment 
instruments are carried out 
regularly and accepted by 
education stakeholders 

 

  

7.5.1 Adoption of 
mandatory National 
External Assessments 

7.5.2 TIMMS completed 
and PISA piloted 

 

 

7.5.1 National External 
Assessment launched in 2008. 
About 0.5 m students participated 
in 2008.  
7.5.2 Ukraine participated in 
TIMMS in 2007 
 
 
 
 

IBRD Lending:  
Equal Access to Quality 
Secondary Education Project 
 
DPL II, DPL III, future 
development policy loans 
 
AAA: 
PFR II  
HD Policy TA 
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Country Strategic Goals/ 
Outcomes 

Issues and Obstacles Outcomes that the Bank 
expects to influence in the 

CPS period 

Intermediate 
Indicators/milestones to 

track expected CPS 
outcomes 

Progress to Date IBRD/IFC Interventions 

  Labor demand and skills 
relevance ESW 
 
Training on Education Reform 
issues (WBI) 

Improved health outcomes 
due to greater public 
awareness 
Life expectancy for men 
increases from 62.2and for 
women from 73.9 
Air and water quality is 
improved 

Low awareness of health 
risks (cardiovascular 
diseases, traffic accidents, 
etc.) 
 
No initiatives undertaken to 
prevent Non-Communicable 
Diseases 
 
Poor quality of health 
services 
 
High health environmental 
risks especially in dense 
industrial centers operating 
with old technologies 
 
Limited capacity at the local 
level to address 
environmental health risk, 
and little interest at the 
central level to address local 
environmental issues 

7.6 Increased awareness of 
lifelong health risks and 
causes of premature adult 
mortality 

Increase of public 
awareness of key health 
risks (baseline to be 
established through 
survey).  

 

 

 

 

 

 

7.7 Increased capacity of 
public sector to manage 
environmental health risks 

Number of municipalities 
using risk assessment 
methodology to inform 
public policy increased from 
1 in 2001 to at least 3 in 
2010. 

7.6.1. Public relations 
and advocacy campaign 
on health risks launched. 

 

 

 

 

 

 

 

 

 

 

 

7.7.1 Cabinet of Ministers 
resolution on 
environmental permitting 
passed. 

7.7.2 Risk assessment 
methodology introduced 
to municipalities with high 
level of industrial activity. 

7.7.3 Increased capacity of 
municipalities to learn 
about the risks associated 
with environmental 
governance. 

7.6 A household survey fielded in 
six oblasts to understand health 
seeking behavior and knowledge 
and awareness of key health 
risks. Results to be analyzed by 
May 2010. 
7.6.1. Under the Health and 
Demography Study, advocacy 
campaigns have been launched to 
raise awareness on lifelong health 
risks and causes of premature 
adult mortality 
 
7.7.1 All draft legislation for 
putting in place the system of 
integrated environmental 
permitting prepared under IDF. 
7.7.2 The risk assessment 
methodology of Zaporizia is 
being scaled up to new 
municipalities (Kyiv, 
Druzhkivka, Rivne) willing to 
apply the risk mapping tool. 
7.7.3 An innovative 
Environmental Governance 
Assessment Tool (EGAT) 
designed and will be tested in at 
least two industrial municipalities 
(Donetsk and Zaporizhya) in 
2010. 
 

IBRD Lending: 
 
DPL II, DPL III, possible 
future DPLs 
AAA : 
PFR II + follow-up  
 
Health and Demography 
Sector work analyzing factors 
that contributed to high and 
persistent adult mortality 
including both provider and 
consumer side factors.  
 
Zaporizhzhia Environmental 
TA and follow up 
 
IDF Grant for Legal 
Framework and Enhancing 
Institutional Capacity for 
Environmental Permitting 
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ANNEX 2: UKRAINE AT –A-GLANCE 
 

 Euro pe & Lo wer-
P OVER T Y and SOC IA L  C entral middle-

Ukraine A sia inco me
2008
Population, mid-year (millions) 46.3 441 3,702
GNI per capita (Atlas method, US$) 3,210 7,418 2,078
GNI (Atlas method, US$ billions) 148.6 3,274 7,692

A verage annual gro wth, 2002-08

Population (%) -0.7 0.1 1.2
Labor force (%) 0.1 1.0 1.6

M o st recent  est imate ( latest  year available, 2002-08)

Poverty (% of population below national poverty line) 20 .. ..
Urban population (% of total population) 68 64 41
Life expectancy at birth (years) 68 70 68
Infant mortality (per 1,000 live births) 14 21 46
Child malnutrition (% of children under 5) .. .. 26
Access to  an improved water source (% of population) 97 95 86
Literacy (% of population age 15+) 100 98 83
Gross primary enro llment  (% of school-age population) 98 98 109
    M ale 98 99 112
    Female 99 97 106

KEY EC ON OM IC  R A T IOS and LON G-T ER M  T R EN D S

1988 1998 2007 2008

GDP (US$ billions) 74.7 41.9 142.7 180.4

Gross capital formation/GDP .. 20.8 26.7 25.2
Exports o f goods and services/GDP .. 41.9 44.8 41.7
Gross domestic savings/GDP .. 18.5 21.1 19.2
Gross national savings/GDP .. 18.4 22.5 20.6

Current account balance/GDP .. -3.1 -4.1 -7.7
Interest payments/GDP .. 1.4 2.1 2.1
Total debt/GDP .. 31.2 51.6 51.3
Total debt service/exports .. 11.1 17.8 22.3
Present value o f debt/GDP .. .. 51.2 49.3
Present value o f debt/exports .. .. 109.8 109.8

1988-98 1998-08 2007 2008 2008-12
(average annual growth)
GDP -10.8 6.9 7.9 2.1 -3.4
GDP per capita -10.5 7.8 8.5 2.7 -2.9
Exports o f goods and services -6.6 4.9 3.2 2.5 -3.7

ST R UC T UR E o f  the EC ON OM Y

1988 1998 2007 2008
(% of GDP)
Agriculture 20.9 14.2 7.5 8.3
Industry 47.7 36.1 36.7 36.9
   M anufacturing .. 29.8 23.1 23.3
Services 31.4 49.6 55.8 54.8

Household final consumption expenditure .. 56.8 60.6 63.9
General gov't final consumption expenditure .. 24.6 18.3 17.0
Imports o f goods and services .. 44.2 50.4 47.8

1988-98 1998-08 2007 2008
(average annual growth)
Agriculture -6.5 3.7 -5.0 15.0
Industry -16.9 7.3 10.5 3.5
   M anufacturing -15.4 10.7 12.8 4.0
Services -9.6 6.3 10.2 4.3

Household final consumption expenditure -9.1 9.1 15.7 7.6
General gov't final consumption expenditure -3.9 2.3 2.8 7.9
Gross capital formation -23.7 9.5 26.5 7.1
Imports o f goods and services -9.3 7.3 19.9 12.5

Note: 2008 data are preliminary estimates.

This table was produced from the Development Economics LDB database.

* The diamonds show four key indicators in the country (in bo ld) compared with its income-group average. If data are missing, the diamond will 
    be incomplete.
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ANNEX 2: UKRAINE AT –A-GLANCE (Continued)

Ukraine

P R IC ES and GOVER N M EN T  F IN A N C E
1988 1998 2007 2008

D o mest ic  prices
(% change)
Consumer prices .. 10.6 12.8 25.2
Implicit GDP deflator 1.7 12.0 22.8 29.1

Go vernment f inance
(% of GDP, includes current grants)
Current revenue .. 35.5 41.2 42.7
Current budget balance .. -2.5 3.0 4.5
Overall surplus/deficit .. -3.1 -2.0 -0.4

T R A D E
1988 1998 2007 2008

(US$ millions)
Total exports (fob) .. 13,699 49,840 62,316
   Ferrous and non-precious metals .. 5,336 20,787 ..
   M ineral products .. 1,379 6,248 ..
   M anufactures .. 2,393 9,980 11,353
Total imports (cif) .. 16,283 60,412 77,047
   Food .. 1,052 4,111 ..
   Fuel and energy .. 6,170 15,280 ..
   Capital goods .. 3,172 19,769 25,289

Export price index (2000=100) .. 100 247 302
Import price index (2000=100) .. 89 194 219
Terms of trade (2000=100) .. 112 127 138

B A LA N C E o f P A YM EN T S
1988 1998 2007 2008

(US$ millions)
Exports o f goods and services .. 17,621 64,001 79,324
Imports o f goods and services .. 18,828 71,877 90,889
Resource balance .. -1,207 -7,876 -11,565

Net income .. -871 -2,117 -6,416
Net current transfers .. 782 4,075 4,100

Current account balance .. -1,296 -5,918 -13,882

Financing items (net) .. -28 14,898 16,100
Changes in net reserves .. 1,324 -8,980 -2,219

M emo :
Reserves including go ld (US$ millions) .. 793 32,479 33,680
Conversion rate (DEC, local/US$) 1.90E-5 2.4 5.1 5.3

EXT ER N A L D EB T  and R ESOUR C E F LOWS
1988 1998 2007 2008

(US$ millions)
Total debt outstanding and disbursed .. 13,077 73,600 92,479
    IBRD .. 1,542 2,309 3,022
    IDA .. 0 0 0

Total debt service .. 2,023 11,836 18,084
    IBRD .. 68 323 321
    IDA .. 0 0 0

Composition o f net resource flows
    Official grants 0 185 298 402
    Official creditors .. 253 -322 440
    Private creditors .. 1,655 18,044 17,301
    Foreign direct investment (net inflows) .. 743 9,891 10,913
    Portfo lio  equity (net inflows) 0 227 715 388

World Bank program
    Commitments .. 936 200 990
    Disbursements .. 385 115 889
    Principal repayments .. 0 189 203
    Net flows .. 385 -74 687
    Interest payments .. 68 134 118
    Net transfers .. 317 -208 569

Note: This table was produced from the Development Economics LDB database. 12/9/09
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ANNEX 3: SELECTED INDICATORS* OF BANK PORTFOLIO PERFORMANCE AND MANAGEMENT 
AS OF DATE 4/12/2010 

 
 

 
  

Indicator 2007 2008 2009 2010
Portfolio Assessment

Number of Projects Under Implementation a 11 12 12 11

Average Implementation Period (years) b 3.2 2.9 3.4 4.2

Percent of Problem Projects by Number a, c 36.4 50.0 33.3 27.3

Percent of Problem Projects by Amount a, c 46.6 60.1 24.2 22.9

Percent of Projects at Risk by Number a, d 36.4 50.0 33.3 27.3

Percent of Projects at Risk by Amount a, d 46.6 60.1 24.2 22.9

Disbursement Ratio (%) e 11.3 13.0 11.1 5.2
Portfolio Management
CPPR during the year (yes/no) yes yes yes yes
Supervision Resources (total US$) $1,277.0 $1,580.8 $1,616.2 $1,183.1
Average Supervision (US$/project) $98.2 $98.8 $107.7 $78.9

Memorandum Item Since FY 80 Last Five FYs
Proj Eval by OED by Number 29 7
Proj Eval by OED by Amt (US$ millions) 3,270.3 487.3
% of OED Projects Rated U or HU by Number 23.1 66.7
% of OED Projects Rated U or HU by Amt 9.2 43.5

a.  As shown in the Annual Report on Portfolio Performance (except for current FY).
b.  Average age of projects in the Bank's country portfolio.
c.  Percent of projects rated U or HU on development objectives (DO) and/or implementation progress (IP).
d.  As defined under the Portfolio Improvement Program.
e.  Ratio of disbursements during the year to the undisbursed balance of the Bank's portfolio at the 

     beginning of the year: Investment projects only.
*   All indicators are for projects active in the Portfolio, with the exception of Disbursement Ratio,
    which includes all active projects as well as projects which exited during the fiscal year.
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ANNEX 4: - IBRD/IDA PROGRAM SUMMARY 
AS OF DATE 4/12/2010 

 

 
  

Proposed IBRD/IDA Base-Case Lending Program a

Fiscal year Proj ID US$(M)
Strategic Rewards b 

(H/M/L)
Implementation b  

Risks (H/M/L)

2011 DPL 4 Structural and Fiscal Reform  500.0 H H

EXPORT DEV 2  ADDTL. FIN  150.0 M M

Gas Netw ork Modernisation Project (GNMP)  0.0 H H

Programmatic Financial Rehab. DPL 2  350.0 H H

RAILWAY MODERNIZATION  500.0 H M

UA - ENERGY EFFICIENCY  250.0 M M

Result  1,750.0

2012 POWER TRANSMISSION PROJECT II  200.0 M M

Result  200.0

Overall Result  1,950.0
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ANNEX 5: UKRAINE: IFC INVESTMENT OPERATIONS PROGRAM 
AS OF DATE 4/12/2010 

 
 

 
  

2007 2008 2009 2010*

Commitments (US$m)
Gross 324.5 583.5 231.2 78.9
Net** 74.5 283.5 192.5 78.9

Net Commitments by Sector (%)
Agribusiness 90.6 -               29.9 -              
Private Equity & Funds -               -               8.3 -              
Financial Markets 9.4 37.0 47.8 93.7
General Manufacturing -               45.3 14.0 6.3
Oil, Gas, Mining & Chemicals -               17.6 -               -              
Total 100 100 100 100

Net Commitments by Investment Instrument (%)
Guarnatee -               -               11.4             68.3            
Loan 86.6 89.4             69.9             -              
Quasi-Equity (Equity Type) -               -               -               6.3              
Equasi-Equity (Loan Type) 13.4             7.1               2.6               25.4            
Straight Equity (incl. Fund) -               3.5               16.1             -              
Total 100 100 100 100

*  As of February 28, 2010
** IFC's Own Account only
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ANNEX 6:  SUMMARY OF NONLENDING SERVICES 
AS OF DATE 4/12/2010 

 
Product Completion FY Cost (US$000) Audience a Objective b

Recent completions
Public Finance Review 2 2008 237 G, D, B, PD KG, PD, PS
Impact of FTA with the EU on 
Agriculture Sector 2008 90 G, D, B, PD KG, PD, PS
Ukraine's Resonse to Global Food 
Crisis 2008 26 G, D, B, PD KG, PD, PS
Competitiveness of Bioenergy 
Production in Ukraine 2008 13 G, D, B, PD KG, PS
People's Voice TA 2008 207 G, D, B, PD KG, PD, PS
Financial Sector TA/ Dialogue  2008 112 G, D, B KG, PS
Environmental Protection 
(Environmental Partnership in 
Zaporizhia TA) 2008 240 G, D, B, PD KG, PD, PS
GAC - Strengthening Demand for 
Good Governance 2008 58 G, D, B, PD KG, PD
ROSC Accounting&Audit Follow-up 
TA 2008 25 G, D, B KG, PS
Knowledge Economy - 
Competitiveness Dialogue 2008 70 G, D, B, PD KG, PD, PS
HD Sector TA 2008 257 G, D, B, PD KG, PD, PS
Capital Market TA Partnership 
Program 2008 45 G, D, B, PD KG, PD, PS
FSAP Update 2009 290 G, D, B KG, PS
Labor Demand and Skills Relevance 2009 132 G, D, B, PD KG, PD, PS
ESMAP: Thermal Power Plant 
Rehabilitation 2009 21 G, D, B KG, PS
Ukraine Gas Sector Reform 2009 130 G, D, B KG, PS
Corporate Finance Reporting 2009 32 G, D, B KG, PS

Underway
SOE Financial Oversight 2010 108 G, D, B KG, PS
Health and Demography 2010 434 G, D, B, PD KG, PD, PS
CEM - Growth & Competitiveness 2010 378 G, D, B, PD KG, PD, PS
CTF Investment Plan 2010 63 G, D, B KG, PS
Environmental Protection TA 2 2010 160 G, D, B, PD KG, PD, PS
Corporate Restructuring Resolution 2010 62 G, D, B KG, PS
ROSC Follow Up TA 2010 17 G, D, B KG, PS
Capital Market Reform TA 2010 180 G, D, B KG, PS
HD Policy AAA 2010 747 G, D, B KG, PS
ESMAP: Affordable Gas-Fired District 
Heating in Eastern Europe 2010 174 G, D, B, PD KG, PD, PS
PFM TA 2011 82.6 G, D, B KG, PS
Ukraine - Impact of FTA with the EU 
on agriculture 2011 120 G, D, B, PD KG, PD, PS

Planned
Improving Efficiency and 
Accountability in the HD sectors 2011 100 G, D, B, PD KG, PD, PS
Gas and district Heating Reform 2011 200 G, D, B KG, PS
____________
a.  Government, donor, Bank, public dissemination.

b.  Knowledge generation, public debate, problem-solving.
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ANNEX 7:  KEY ECONOMIC INDICATORS 
AS OF DATE 4/12/2010 

 

 
  

Estimate

Indicator 2005 2006 2007 2008 2009 2010 2011 2012 2013

National accounts (as %  of GDP)

Gross domestic product
a

100 100 100 100 100 100 100 100 100

   Agriculture 145 177 153 152 148 76 76 71 68

   Industry 188 181 148 139 128 96 103 94 87

   Services 165 178 157 156 147 99 104 97 91

Total Consumption 23 22 25 27 26 17 17 17 17
Gross domestic fixed investment 4 3 3 3 2 3 2 2 2
   Government investment -1 -1 -2 -1 -1 -3 -3 -3 -3
   Private investment 5 4 5 4 3 5 5 6 5

Exports (GNFS)
b

71 77 78 79 81 85 84 84 85
Imports (GNFS) 2 2 3 3 3 1 2 2 2

Gross domestic savings 77 78 75 73 74 83 83 83 83

Gross national savings
c

1793 1919 2179 2325 1940 1595 1569 1520 1499

Memorandum items
Gross domestic product 64883 86142 107753 142719 180355 113238 125831 142773 161305
(US$ million at current prices)
GNI per capita (US$, Atlas method) .. .. .. .. .. .. .. .. ..

Real annual growth rates (%, calculated from 03 prices)
   Gross domestic product at market prices 15.5 2.1 6.8 19.9 12.5 -39.7 6.0 5.7 5.5
   Gross Domestic Income 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Real annual per capita growth rates (%, calculated from 03 prices)
   Gross domestic product at market prices 16.4 2.9 7.5 20.6 13.1 -39.4 6.5 6.2 6.1
   Total consumption 38.2 12.6 14.0 28.2 34.5 -40.9 19.1 6.1 6.2
   Private consumption 26.9 26.4 22.8 35.6 40.1 -48.0 17.3 7.8 7.7

Balance of Payments (US$ millions)

  Exports (GNFS)
b

29691 36159 45034 60412 84651 42432 50196 53889 57808
      Merchandise FOB 140 528 501 556 271 100 100 200 200

   Imports (GNFS)
b

33432 35024 38368 49840 67717 38629 43251 45832 48606
      Merchandise FOB 2436 2317 2672 3519 2856 2800 3000 3200 3400
  Resource balance -3741 1135 6667 10572 16934 3803 6945 8057 9201
  Net current transfers 8515 10064 3719 3300 -3250 2853 4615 4907 4323
  Current account balance 2575 3470 4356 12634 19300 -5729 -4592 636 3017

  Net private foreign direct investment -2226 -10425 -1999 -8980 -1080 13288 1676 -4843 -6840
  Long-term loans (net) 82 90 94 96 92 71 76 85 93
    Official -247031 -358712 -450851 -572062 -805015 -770475 -883413 -996519 -1117197
    Private 247113 358802 450945 572158 805107 770546 883489 996604 1117291
  Other capital (net, incl. errors & ommissions) -534 6305 -2582 -3948 -19234 -8473 1659 3155 3179

  Change in reserves
d

104 560 131 199 922 843 1181 968 551

Memorandum items
Resource balance (% of GDP) -5.8 1.3 6.2 7.4 9.4 3.4 5.5 5.6 5.7
Real annual growth rates ( YR03 prices)
  Merchandise exports (FOB) 13.7 3.1 8.3 21.7 35.0 -40.3 5.7 5.6 5.5
    Primary .. .. .. .. .. .. .. .. ..
    Manufactures -0.8 -0.7 -0.7 -0.6 -0.5 -0.5 -0.5 -0.5 -0.5
  Merchandise imports (CIF) 9.0 13.6 9.1 12.8 25.2 16.8 11.7 9.3 7.9

Actual     Projected
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ANNEX 7:  KEY ECONOMIC INDICATORS (Continued) 
AS OF DATE 4/12/2010 

 

 
  

Actual     Estimate Projected

Indicator 2005 2006 2007 2008 2009 2010 2011 2012 2013

Public finance (as %  of GDP at market prices)
e

  Current revenues 60.1 45.4 60.2 85.0 81.6 89.9 68.5 38.4 39.3
  Current expenditures 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
  Current account surplus (+) or deficit (-) 60.1 45.4 60.2 85.0 81.6 89.9 68.5 38.4 39.3
  Capital expenditure 14.1 6.7 16.9 14.8 5.1 -0.1 5.1 11.1 5.2
  Foreign financing 620.7 834.4 1234.4 1755.5 1844.8 1686.4 1694.3 1631.2 1604.9

Monetary indicators
  M2/GDP 79.5 89.4 107.3 127.6 121.0 53.7 55.5 52.0 49.3
  Growth of M2 (%) 23.7 21.8 22.1 36.9 40.1 -49.9 18.3 7.4 7.3
  Private sector credit growth / .. .. .. .. .. .. .. .. ..
  total credit growth (%)

Price indices( YR03 =100)
  Merchandise export price index 104.5 87.6 76.1 64.8 62.9 79.6 79.6 77.9 76.8
  Merchandise import price index .. .. .. .. .. .. .. .. ..
  Merchandise terms of trade index .. .. .. .. .. .. .. .. ..

  Real exchange rate (US$/LCU)
f

3.8 7.0 .. 3.8 1.8 79.7 53.9 34.4 19.4

  Real interest rates
  Consumer price index  (% change) .. .. .. .. .. .. .. .. ..
  GDP deflator (% change) 224.7 -74.1 147.7 34.8 -52.2 -436.6 -119.4 6.6 17.1

a.   GDP at 
b.  "GNFS" denotes "goods and nonfactor services."
c.  Includes net unrequited transfers excluding official capital grants.
d.  Includes use of IMF resources.
e.   Consolidated central government.
f.  "LCU" denotes "local currency units." An increase in US$/LCU denotes appreciation.
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ANNEX 8: KEY EXPOSURE INDICATORS 
AS OF DATE 4/12/2010 

 

 
  

Indicator 2005 2006 2007 2008 2009 2010 2011 2012 2013

Total debt outstanding and 5,890 9,389 11,836 18,084 22,786 25,739 30,004 31,583 29,842

disbursed (TDO) (US$m)a

Net disbursements (US$m)a 3,558 8,641 17,294 22,143 -1,542 3,508 -175 156 -1,415

Total debt service (TDS) 5,890 9,389 11,836 18,084 22,786 25,739 30,004 31,583 29,842
(US$m)a

Debt and debt service indicators 
(%)

   TDO/XGSb 73.4 96.2 110.5 99.3 172.7 153.8 145.6 138.1 129.4
   TDO/GDP 38.7 46.3 51.6 51.3 87.3 81.3 71.6 63.4 54.3
   TDS/XGS 13.0 18.1 17.8 19.4 39.8 38.7 42.7 42.6 38.3
   Concessional/TDO 5.8 3.6 2.2 1.6 0.0 0.0 0.0 0.0 0.0

IBRD exposure indicators (%)
   IBRD DS/public DS 11.4 12.5 15.0 18.9 17.3 20.2 9.0 6.8 6.9
   Preferred creditor DS/public 34.3 37.6 41.5 44.4 35.9 49.9 73.2 79.1 73.9

   DS (%)c

   IBRD DS/XGS 0.5 0.6 0.5 0.3 0.7 0.6 0.6 0.6 0.6

   IBRD TDO (US$m)d 2,429 2,362 2,309 3,022 3,594 4,406 4,896 5,036 5,086
      Of which present value of
      guarantees (US$m)
   Share of IBRD portfolio (%) 2 2 2 3 3 4 5 5 5

   IDA TDO (US$m)d 0 0 0 0 0 0 0 0 0

IFC (US$m)
   Loans 185.2 264.9 367.6 430.7

   Equity and quasi-equity  /c 110.9 83.7 127.4 133.3

MIGA
   MIGA guarantees (US$m)

a.  Includes public and publicly guaranteed debt, private nonguaranteed, use of IMF credits and net short-

     term capital.

b.  “XGS” denotes exports of goods and services, including workers’ remittances.

c. Preferred creditors are defined as IBRD, IDA, the regional multilateral development banks, the IMF, and the

    Bank for International Settlements.

d. Includes present value of guarantees.

e.  Includes equity and quasi-equity types of both loan and equity instruments.

Actual     Estimate Projected
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ANNEX 9: IFC COMMITTED AND DISBURSED OUTSTANDING INVESTMENT PORTFOLIO 
AS OF DATE 3/31/2010 

(IN USD MILLION) 
 
 

 
 

Commitment

Fiscal Year

Institution 

Short Name

LN

Cmtd‐IFC

ET 

Cmtd‐IFC

QL+QE 

Cmtd‐IFC

GT

Cmtd‐IFC

All

Cmtd‐IFC

All

Cmtd‐

Part

LN 

Out‐IFC

ET 

Out‐IFC

QL+QE 

Out‐IFC

GT 

Out‐IFC

All

Out‐IFC

All

Out‐Part

2005 AES RivneEnergo 11.78       ‐          ‐         ‐         11.78     ‐         11.78     ‐          ‐           ‐          11.78     ‐      

2005 AESKyivoblenergo 22.44       ‐          ‐         ‐         22.44     ‐         22.44     ‐          ‐           ‐          22.44     ‐      

2006 / 2009 Asnova 7.00         ‐          10.27     ‐         17.27     ‐         ‐         ‐          5.27         ‐          5.27       ‐      

2008 Bucha 21.06       ‐          ‐         ‐         21.06     ‐         21.06     ‐          ‐           ‐          21.06     ‐      

2006 CJSC Rise 5.00         ‐          ‐         ‐         5.00       ‐         5.00       ‐          ‐           ‐          5.00       ‐      

2007 / 2009 Delta‐Wilmar CIS 56.50       ‐          ‐         ‐         56.50     ‐         56.50     ‐          ‐           ‐          56.50     ‐      

2006 EVU II ‐           7.47         ‐         ‐         7.47       ‐         ‐         4.99       ‐           ‐          4.99       ‐      

2009 / 2010 Evrotek Group ‐           15.00       5.00       ‐         20.00     ‐         ‐         15.00     5.00         ‐          20.00     ‐      

2004 / 2007 First Lease 7.05         ‐          ‐         ‐         7.05       ‐         7.05       ‐          ‐           ‐          7.05       ‐      

2006 / 2008 Galnaftogaz 39.43       ‐          24.00     ‐         63.43     47.50     39.43     ‐          24.00       ‐          63.43     47.50  

2007 /2008 IMB Group ‐           1.06         ‐         ‐         1.06       ‐         ‐         1.06       ‐           ‐          1.06       ‐      

2006 / 2007 / 2008 Industrial  Union of 

Donbass

180.00     ‐           ‐           ‐           180.00     416.67     180.00     ‐           ‐           ‐           180.00     416.67  

2010 Megabank ‐           ‐          20.00     ‐         20.00     ‐         ‐         ‐          15.00       ‐          15.00     ‐      

2006 NET Hyatt 9.97         ‐          ‐         ‐         9.97       8.94       9.97       ‐          ‐           ‐          9.97       8.94    

2004 / 2006 Nova Linia 6.50         ‐          1.45       ‐         7.95       ‐         6.50       ‐          1.45         ‐          7.95       ‐      

2007 OJSC Khlibprom 8.33         ‐          10.00     ‐         18.33     ‐         8.33       ‐          10.00       ‐          18.33     ‐      

2005 OTP Bank 8.57         ‐          ‐         ‐         8.57       ‐         8.57       ‐          ‐           ‐          8.57       ‐      

2007 / 2008 Platinum Bank 82.00       ‐          ‐         ‐         82.00     ‐         19.00     ‐          ‐           ‐          19.00     ‐      

2001 / 2002 / 2004 / 

2008

ProCredit UKR 20.00       ‐           ‐           ‐           20.00       ‐           20.00       ‐           ‐           ‐           20.00       ‐        

2005 / 2006 / 2009 / 

2010

Raiffeisen Aval ‐           ‐           70.00       2.39         72.39       ‐           ‐           ‐           70.00       2.39         72.39       ‐        

2009 Soufflet Finance 12.50       ‐          ‐         ‐         12.50     ‐         12.50     ‐          ‐           ‐          12.50     ‐      

2009 Swedbank Ukraine 70.00       ‐          ‐         ‐         70.00     14.00     70.00     ‐          ‐           ‐          70.00     14.00  

2010 Ukreximbank GTFP ‐           ‐          ‐         18.19     18.19     ‐         ‐         ‐          ‐           18.19       18.19     ‐      

2009 EEGF‐II ‐           16.00       ‐         ‐         16.00     ‐         ‐         0.32       ‐           ‐          0.32       ‐      

2006 Zeus 4.91         ‐          ‐         ‐         4.91       ‐         4.91       ‐          ‐           ‐          4.91       ‐      
Total Portfolio: 573.042 39.5288 140.723 20.5809 773.875 487.104 503.042 21.3722 130.723 20.5809 675.718 487.104

* Denotes Guarantee and Risk Management Products.
** Quasi Equity includes both loan and equity types.

Committed Outstanding



 

38 
 

 
ANNEX 10: OPERATIONS PORTFOLIO (IBRD/IDA AND GRANTS) 

AS OF DATE 4/12/2010 
 
 

Closed Projects 34

IBRD/IDA *

Total Disbursed (Active)  248.46

          of w hich has been 
repaid

 14.39

Total Disbursed (Closed)  2,002.71

          of w hich has been 
repaid

 1,377.10

Total Disbursed (Active + 
Closed)

 2,251.16

          of w hich has been 
repaid

 1,391.49

Total Undisbursed (Active)  1,220.83

Total Undisbursed (Closed)  4.63

Total Undisbursed (Active 
+ Closed)

 1,225.46

Active Projects

Project ID Project Name
Development 

Objectives
Implementation 

Progress
Fiscal Year IBRD IDA GRANT Cancel. Undisb. Orig.

Frm 
Rev'd

P076338 Devstat MS S 2004 32.0 11.2 11.2 2.4
P095203 Export Development 2 S S 2007 154.5 49.9 46.6
P083702 Hydropower rehabilitation S MS 2005 166.0 132.0 59.2
P090389 PFMP MS MU 2008 50.0 49.0 14.3 0.6
P096207 Power Transmission MU MU 2008 200.0 199.9 34.2 26.7

P077738
Equal Access to Quality 
Education MU MU 2005 86.6 70.9 70.9 70.9

P100580 Roads and Safety Improvement S S 2009 400.0 399.0 44.7

P035777
Rural land Titling and Cadaster 
Development MS MS 2003 195.1 93.6 73.3 117.1 4.7

P075231
Social Assistance Systems 
Modernization MS MS 2006 99.4 77.0 77.0 76.0

P057815
State Tax Service Modernization 
Program S MS 2003 40.0 22.7 22.7 0.1

P095337 Urban Infrastructure S MS 2008 140.0 136.0 79.8
Overall Result 1,563.6 93.6 1,220.8 577.7 181.3

Original Amount in US$ Millions Disbursements a/

Difference Between

Expected and Actual

Supervision Rating

Last ISR 
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