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In the third year of the full-scale war, Ukraine demonstrates impressive resilience, maintaining
macroeconomic stability despite the severe initial effects of the systemic economic shock.

Public finance is an important element of maintaining the country’s resilience. State budget to a
large extent determines Ukraine's ability to continue military operations because about half of it is
spent on defence needs. Effectively all of the domestic revenues go to this purpose. The
remaining expenditures (health care, education, welfare, etc.) are covered by external support.
This support should be viewed as investment rather than charity because the consequences of
Ukraine losing the war would be disastrous both for Ukraine and Europe.

The Verkhovna Rada passed the State Budget of Ukraine for 2024 with a deficit of UAH 1.6 trillion
(~USD 40 billion or 20.7% of Ukraine's GDP, according to the NBU forecast). The deficit financing
is expected mostly in the form of grants and loans from international partners. Taxes traditionally
account for the largest share of public revenues. During the full-scale invasion, improvement of
tax administration becomes even more important, since tax revenues foregone because of poor
administration imply less money for defence and higher burden for the honest taxpayers.

Support of our partners remains the key factor of economic resilience because all domestic
budget revenues are spent on defence. Although the importance of foreign aid is currently hard to
overestimate, in the future Ukraine risks facing significant cost of servicing and repayment of war
debts.

The gradual decrease in the share of grants in the structure of funding received from our partners
is a negative trend: in 2022 non-repayable financial assistance made up 45% of the total, it fell to
27% in 2023, and as of end of April 2024, the share of grants promised for 2024 was only 6.5%. This
situation will create additional pressure on public finances in the future.


https://www.kmu.gov.ua/news/verkhovna-rada-ukrainy-pryiniala-derzhbiudzhet-na-2024-rik
https://bank.gov.ua/ua/news/all/inflyatsiya-zalishatimetsya-pomirnoyu-a-ekonomika-nadali-vidnovlyuvatimetsya-u-20242026-rokah--inflyatsiyniy-zvit-nbu
https://www.kmu.gov.ua/news/u-2023-rotsi-minfin-ukrainy-zaluchyv-426-mlrd-dolariv-ssha-pilhovoho-ta-hrantovoho-finansuvannia-vid-mizhnarodnykh-partneriv

In the next few years, the country will face challenges that go beyond purely military ones. First of
all, Ukraine needs to find sufficient funds to win the war and finance subsequent reconstruction.
This implies support from the partners coming predictably and in sufficient volumes. The
beginning of 2024 was a difficult time for Ukraine: delays in financial support from the US and the
long process of approval of the EU Ukraine Facility have emphasised the need to find ways to
strengthen the nation’s financial resilience.

Forecasts of key economic indicators for 2025 are not inspiring. Both the NBU and foreign
partners, including the IMF and the World Bank, expect economic growth to slow down to around
3%, and this figure may have to be revised downwards if the aggressor continues attacks on the
power generation.

Thus, it is important for Ukraine to implement reforms which would increase efficiency of processes,
close loopholes and thus increase public revenues.

In a collection of essays, leading experts from think tanks, government and the business community
provide their vision of key reform areas that will free up or expand internal financial resources in
Ukraine, while also helping Ukraine's progress towards the EU.

We did not aim to create an exhaustive list of necessary or most important reforms, but rather to
suggest possible actions to increase the internal capacity of the Ukrainian economy. We hope that
the proposed solutions will be implemented and contribute to Ukraine’s resilience and recovery.

The essays are divided into the three categories:
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In this book, several authors shared their opinions on how Ukraine can find more money for its
resilience and development and how this money can be more effectively used.

Logically, one should start with planning and estimation of needs. Therefore, as Oleksandra Betliy
discusses, despite the tremendous uncertainty caused by the war, Ukraine is returning to
medium-term budget planning. In 2024, the Ukrainian government will produce a three-year
budget declaration for 2025-2027, paying particular attention to evaluation of fiscal risks. This
declaration will become a starting point for discussion of external support for Ukraine in 2025 and
beyond. In 2024, Ukraine's financing gap (USD 43 billion) was roughly equal to the domestic
revenues raised by the central government and spent on the war effort. Still, this amount is about
three times lower than russia’s war spending.

Thus, the need for external financing of Ukraine is obvious. Oleksii Soboliev estimates that Ukraine
will need USD 23-25 of additional funding for 2025. An immediate source of the much-needed
financing for Ukraine is frozen russian assets (about USD 300 billion). All the arguments against
this confiscation are very weak. At the same time, the Ukrainian government plans to attract foreign
direct investment to Ukraine and to increase exports from Ukraine to strengthen the Ukrainian
economy. Specifically, the government plans to present at Ukraine Recovery Conference’a number
of projects that can be attractive for foreign investors, develop both sea routes and land
transportation between Ukraine and EU, and scale up the war insurance schemes.

Ukraine's economy has always been very open, therefore cross-border movement of goods plays
an extremely important role for the country’'s economic growth. When russia blocked Ukrainian
sea trade in early 2022, they knew how to undermine Ukraine's economy. Since then, Ukrainian
armed forces secured the sea corridor (container shipping is renewing in addition to bulk
shipping). Besides, Ukraine is developing land transportation routes with the EU. Anatloii Komirnyi
discusses how the Ukrainian government changes the regulation to simplify movement across
borders by introducing digitalization. The government also plans to reform Ukrainian railroads in
line with the EU model and develop EU-Ukraine border-crossing infrastructure.

Another untapped resource is the state-owned companies. With proper management these can
provide much more budget revenues. The government plans to privatize the majority of SOEs and
introduce proper corporate governance for the rest. Stabilization of the economic situation in
Ukraine and creation of jobs will help bring back refugees - especially if the safety factor improves.

Kyrylo Kryvolap focusses on the refugee return and Ukrainian labour force developments in
general. He suggests several policies that the government can employ to reduce labour market
mismatch and to soften labour force shortages. These are trainings for women and unemployed
people who are willing to learn new skills or to improve their current skills; FDI attraction,
developing ties with Ukrainians abroad who can advocate not only for Ukraine's political causes
but also for Ukrainian businesses, supporting refugees who return, and integration of veterans into
civilian life.

! See, for example, a discussion in VoxUkraine: https://voxukraine.org/en/russian-assets-your-money-or-your-life

2 https://www.urc-international.com/
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Another opportunity to increase public revenues is to close loopholes that allow tax evasion. In
many cases modern technology can help with this. Therefore, as Danylo Molchanov explains, the
government is introducing an electronic tracking system for alcohol and tobacco products (e-
Excise). According to his estimates, if the shadow market declines by 20% (as was the case when a
similar system was introduced in the EU), Ukraine will receive about UAH 6.4 billion (~USD 160
million) of additional revenues per year. Introduction of this system will also align Ukrainian
legislation with the EU norms.

Fisheries, discussed by Oleksii Dorogan, Iryna Gruzinska and Anna Nebelska, is a good example of
how digital solutions can deshadow an industry very quickly: in just a few months after electronic
auctions were introduced, the revenues from allocating rights for fisheries increased seven-fold,
and the fishing fleet "grew” by 30 percent when GPS trackers were attached to vessels. So far the
production of aquaculture in Ukraine is not very large but when the new rules aligned with the EU
legislation are adopted, this industry will be able to exploit its large growth potential.

Another opportunity for the development of local businesses and communities, discussed by Vira
Savchenko, lies within the EU support funds, such as Horizon Europe, LIFE or Interreg. Often, SMEs
or small municipalities cannot participate in these programs because their employees do not have
necessary skills (from poor English to little understanding of standard program requirements) for
putting together an investment project or a grant proposal. To overcome this obstacle, Ms.
Savchenko suggests using Al that would help “pack” their ideas into properly written proposals. To
facilitate this, the government could acquire Al licences and organize relevant training. The direct
participation in the EU programs would not only attract additional funding for Ukraine's
reconstruction but also strengthen Ukraine's democracy and decentralization reform.

Thus, there are multiple opportunities to obtain additional funding which central and local
governments, as well as the private sector, could explore.

On the spending efficiency side, Andrii Borovyk discusses how Prozorro - the electronic public
procurement system introduced in Ukraine in 2015 - saves public money (in 2023, savings
amounted to nearly USD 1.6 billion or 10% of the total procurement sum). Apart from being very
efficient and internationally recognized, Prozorro system swiftly adjusts to the new challenges. Be
it COVID-19 pandemics or the war, Prozorro staff is able to quickly find a solution that would
balance the need for fast procurement and transparency to ensure the best prices. Recently,
Prozorro introduced electronic catalogs which allow saving much time and obtaining the best
prices for “standard” products. Prozorro analysts and civil society organizations constantly analyze
users' feedback and Prozorro procedures to make them more efficient.

Civil society helped Ukraine's development in many respects. Apart from the Prozorro system, one
of its biggest achievements is opening the data. Ukraine ranks very high in different open data
ratings. However, the data on reconstruction has quite a few problems - sometimes it is not
properly formatted, contains mistakes or may generally be closed for security reasons. Victor
Maziarchuk discusses this data in detail and provides advice on how to make the best use of it.

This collection of essays illustrates that on many different levels - the central government, local
governments, businesses, and of course on the front lines, Ukraine is looking for innovative
solutions to make itself more resilient to save lives of its citizens and the Ukrainian state. However,
Ukraine is not able to win this battle alone because it is fighting against a much bigger state and its
allies.
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