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THE UKRAINIAN FO A
ECONOMY

DMYTROYBRCHUK AND MAREBROWSKI

Ukraine has been subject to full-scale Russian aggression since 24 February 2022, with
major implications for Ukraine’s economic performance and economic management.
Martial law has temporarily restricted civil and political rights and allowed the
government to introduce command management in the economic sphere. ese
war-related prerogatives have been used only partly (for example, in the energy and
transportation sectors, restricting convertibility of the hryvnia and banking transactions
with foreign currency), while the dominant role of the private sector and market forces
has been maintained in other respects.

As a result of war damages and territorial losses, Ukraine’s real GDP contracted by
about 30 percent in 2022. Ukraine also experienced severe balance-of-payments and
budget tensions in the rst months of the wat Intensi cation of foreign nancial aid

from the second half of 2022 helped to achieve relative macroeconomic stability in the
rst half of 2023. e prospects of the Ukrainian economy depend on the length of the
war, associated damages and the size of external nancial aid.

Before February 2022, Ukraine’s record of economic and governance reform was
mixed; the war stopped most reforms. On the other hand, obtaining European Union
candidate status in June 2022 provided a new incentive to implement comprehensive
governance reforms related, in particulg to the judicial system, media, national



1 Introduction

Ukraine has been subjefttitscaleRussian aggression since 24 Februatyl2@standably

the focus of international public opinitine@xg@ert community has beemithtary and political
developments in Ukraine and around, international sanctionsaagaestdgaiel to Ukraine,
andprospects f@ostwar reconstructisee for exampléorodnichenkba) 2022; Boyarchek

al, 2023; Aslund dfabilius, 2023) ess attention is given to how the Ukrainian economy has been
managed during the war and how it has perféraeeistiomf economic managenveiit

become increasingly critical as the con ict continues

This papanalysedJkraine’war economy management and performance, according to information
available in June 2023. We begin with a brief des¢hptidkrainian economy at the end of 2021,

that is, after thermination of masthe COVID+elated administrative restrictiongamel

middleof Volodymyr Zelensky&sidential term, but before the beginning of the Russian aggression
(sectior?). Section 3 describes the mechanism of war economy ma®atemdnialyses
macroeconomic management in war conditions. Section 5 discusses economic performance in 20z
and 2023. Section 6 lakfe progressidiraine’s



example, revoking a Reldkraine free trade agreemehtlanuary 201@)eresevereblovsto
the Ukrainian economy and incréasseturity risk for investment and business activity.

The slow pace of reforms helped build powerful oligarétiapbeneded frm
macroeconomic imbalances, structural distortions and opaque legislation. They parasitised on
numerous statevned enterprises (S-.08 0 Td [99-b()-4 ()]TJ6g/ 0.Tc 0 d6 (e)-5 (r)9 ]TJI E3h(t)1 ()5 (



3 The war economy management {2022)

The Russian aggression, which sta@éd-ebruary 2022ygeretheimmediate introduction of
martial law by Presidential Decree No. 64/2022 for 30 days, then extended several times by the
Verkhovna Radae(Ukrainian parliament)

Martialawchangetiowthe country was managed in essgntiahreasCivil and political rights
were temporarily restricted, some opposition political parties corRitkEiat prere

suspended, all national television channels were consolidated into one mpi&itéoym, and
censorship was introduced. direrag) molshtion was announced and menl8dggdwere
bannedrom leavintpe country without special permission. Gghtmatias could impose cisfew
restrict movement within the country, search homes and property, control caresfakadence
overprivaé and communal propertgtéde needs

The establishmentr@rtial law had repercussions on territorial administration. Territorial
communities played a critical role over the rst days and even weeks of the war when the operabilit
of the central paweas seriously damaged. The leaders of local communities predominantly stayed
in place and started acting independently according to their situation. In this context, martial law
establishetbcal military administrations subordinated tedidewhich operated alongside

civilian administrations and leadex$territorial units (obJesgion) rayoidistrict]

municipality)n May 2028heprerogatives local militagivilian administrations wesqeanded

to improve tisystemsmanageabilithlthougthe President cappoint and dismiss heads of local

military administrationsniosicaseselected leaders of local comiesing/ebeemominateéor

these positions

Economipolicy priorities amthnagementechanisms had to be subordinated to war needs, the

needo defend the country, save the population, supply the army and scale up military production.
Among othprerogative military administrati@asjuirethe right to use capacitiedatmalr

resources of enterprises, institutions andatrgasisf all forms of ownership for deésuse

The logic of the war economy led to command management and administrative restrictions in many
policy areas. On the other hand, some extraordinstgnuesuforced authorities to perong

exibilityand economic freedom, at least temporarily.

Befor¢hewar, the government performed sonmaq@mitaring for socially essential commodities,
includingome fuels. Since the start of the war, the authorities did not introduce pngeadditional
regulatiom On the contrary, after missile attaddkrame’s main re nery and fuel deposits
triggeredfuel crisis in Mawy 2022, the authorities egs@acontradto incentige traders to
increaséuel imports.

Howevemnon 24 February 2022, the National Bank of Ukraine (NBU) introdestttsens @i
foreigrexchange (FX) operations. It banned foreign cash svhigdralvedluatsom accounts

held irJkrainian banki®reign currency sale to banks, online pothasegn currency, loan
repaymentandinterest payments abroad. Legal entities were allowed to spend foreign currency for
critical imports, according to the list de ned by the authorities. Upper limits were introduced for
cashless operations from hryuAdigredit and debit cards abroad. That is, bagiitdhaccount

5 At the end of 2018, then President Petro Poroshenkonmrbdlacgr 30 days in ten regions of East and South
Ukraine as the reaction to the blockade of the Kerch Strait by Russia.
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6 The devaluation of the o cial exchange rate eased market pressure



Figure 3: NBU Gross International Resdmlass$January 2@May2023

Source: IMF, National Bank of Ukraine

Figuret: The NBhktFX intervention® milliors, January 202R1ay2023

Source: National Bank of Ukraine




4.2 Mbnetarymanagement

Since the beginning of thedalke Russian invasion, the NBU has focused on maintaining the
functionality of the banking system and supporting monetary [stabidityb#nks with ample

re nancing options to ensure the safety and liquidibaokitng syste(friguré). Injustthe last

three days of February 2022 banks received UAH 92.3 billion via the re nafecjniyalesatnel

t0$3.2 billion)Then the size of this support went down, amduAtihg3@ billigi.5 billion) in

March 202Zhe second wave of support came in July and August 2022. Then it went rapidly down,

practically disappearing in the rst ve months oT Bi328as tleeect of the high level of liquidity
in the banking sector.

Figures: NBU re nancing of the banking sector, billions UAH, Janudfe2@@ty 2023
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The residual balances in commercialdoardsgondent and transitory accounts at the NBU
amounted to above UAH 120 [$Hidnbfllion) per day towards the end of February 2022 and the
beginning of March 2022 wWidssvell above the\pee level of UAHBIon to 60 billiofl(7

billion to 3.1 billion) daily (Figure 6).

In March 2022, the liquidity was additionally maintained by antimersd8& portfolio of
Treasury bondsb@nds) by UAH 20 bill#h7 billion). By the end of 2022aihe of-Bonds
held by the NBU haxteased by UAH 394.4 bi§iéhZ billion) (Figure 7). On the other hand, NBU

interventions in the FX market and the emission of the NBU deposit certi cates (449 subsection
reduced UAH liquidity.

Initiallyon 4 March 2022, the NBU left the prime interest rate unchpegeshtbéfause of the
prevailing uncertainty (Figure 8). However, excessive pressure on the FX market and abundant
liquidity forced the NBU to raise the prime rate by 15kepseits25ting 3 June 2022. The

re nancing rate was @arcentwhile the overnight deposit certi cate rate parsemt.



Figure 6: Liquidity of the banking system, UAH billion






By he end of 2022, foreign nancial aid ows had Ipeamegular and predictable, allowing the

NBU to cease de cit nancing fnenbeginning of 2023. Furthermore, a predictable schedule of
foreign aid enabled the NBU to reduce excessive liquidity in the banking system. In January 2023,
NBU increasetndatory reserve requirements for commercial banks in two steps, e ectively
curbing excessive liquidity. Notably, the NBU envisaged that mandatory reserves should be held in
bonds, thus stimulating demand for this instrument.

Fiscal de cit nancédwy the NBU credit and intensive FX interventions were the main factors
determining the money supply in 2022. At the end of 2022, the monetary base increased by 19.6
percenand broad money (M2) by gér8entzompared to the end of 2021. Table 1lsitoves t

credit to the government was the main factor contributing to the growth of the monetary base. In
contrast, NBU intervention in the FX market worked in the opposite@irestiten{sidet

4.3Fiscal management

The rst months of thaweredramatifor public nances. Imports almost st¢gppexiibsection
3.1) In the rst days of the,¥s nance ministeannouncethat customs collections were only
15percenof the pravar level. The authoritiesedao the shock witeabolition of vakaelded
taxand import dutiesamosall imports. Excise duties were abolished for fuehimiiaNGA T
rate was cut tgpércentromthe previous 2i&rcentA new form of simpli ed taxdtiensale tax
rateof 2percentyvas introducedith even large businesses eligible for the regime.

In March 202&ynsolidatebudgetevenuesaithout o-budget fundsncreased by @rceny/y
on the back of advataogpayments of Ukrain@arerprisesyhich rushed to help government
nancesHowever, this enthusiastic attitude did not ldst Aprg 20228 nsolidated budget
revenuénet of grants) plummeted by @réeny/y, n May022 by 15.§erceny/y,and in
June 2023y 29.Jperceny/y.Taking into account external grants, rdgelmedy 18.3
percent, 5dercenand 2.@ercenyly, respectively

By June 2022, whbe military situatistabilisedf becamelear that internal economic activities
would also revive after the rst months of the shock. From thelya@0R#itiesithdreviax

exemptions for imports arapmiecxcise duties dumel importsathough percenVAT on fuels
remained unchanged). ConsequenrttyJuly 2022, budget collection started improving noticeably.

Acessationfthe reduced VAT rate on fueddimmdtion dhespecial enterprise tax regime (see
above)sone ofheconditions of the IMF Extended Fund Facility (EFFeamu@rad in March
2023 (IMF, 202Ba

In2022, general government (GG) revenues increasgeimeBih.Glominal tesrcompared to
2021, according to the IMF World Economic Outlook database G-Amvie2023 increased
from 36.percenin 20210 53.2ercenés a share of GBEch an increase can be explained by a
higher nominator (nominal revenue)l@ndradenominator (decline in nominal GDP).r&oteign g
contributed 9&rcent t&DP (IMF, 20R3hat is, th8.4percenbfGGevenue. Payroll tax (social
security contribution) collections grew bye2déedy/y despite millions of refuge@sadnd a
substantiabage drogjRemuneration for the military was the pouneeyof payroll tax growth.

2Monthly scal data presented in this subsection come from Ministry of Finance statist

11



Hgure 9: Consolidated budgeemdipure (excl. permn tind):functional dizggregation, % o
GDP20112022

Source: Finance Ministry of Ukraine, NBU

NominabG expenditure in 2022 increased IpefeAtompared to 2021 and rea6Bedl
percenbf GDRQ.3percenin 2021see Table 2). Sudigai cantthange (by almost 30
percentage poiEGDRan be explained by: (i) a consielénal#ase militaryand security
spending (higher nominatpand (ii) aeclinen GDPAd¢wedenominator). Figure 9 stamhkange
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In 2022, the GG de cit amounted tpeiéahof GDP (Table 2), of whiclpdrtdnitvas nanced
from external sources angé&r&enby the NBY
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55 Trade

In 2022, Ukraine's main exponswere food (57p2rcentynetals (14.gercentand minerals
(10.0percent
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imports of Ukrainian grain (against the EU external trade polickdrgsdudegreventive
safeguard measuragdopted by the European Commission on 2 May 2023 (Kleimann, 2023).

Since 2013h¢ EU has become Ukrad@aelimdrading partnéfachmanet aJ 2020) accounting
for 60.percenof commodity exports and gdrdenof imports in 2022 (Tabl&s.&he war
accelerated Ukraine

17



Before the war, Ukraine started to prepdegfatiomto the continental European electricity

system+ coordinated by the European Network of Transmission System Operators for Electricity
(ENTSD). After the invasion began, the Ukrainian energy system was disconnected from the Russi
systenthe legacy of the Soviet electricity network) and was sduehtiotie continental
Europeasystem In June 2022, Ukraine began commercial electricity exportslooviheEU

missile strikes from October 2022 stopped thesefdxpoe®f writinlge connection is used for

exports and imports and seiwas @ssentigifrastructure for stabilising the Ukrainian system.

O cial data on energy productiopplyand consumption in 2022 are unavailabidJune
2023, but expert estimates suggest that electricity consumptidoy @bfpedeny/y in 2022.
Industrial consumption declined Ipgrten(in thesteel industry by $2rcentand household
consumptiodeclined by Jercentompared to 20221

Transit of Russian oil (the Druzhba [Friendship]
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Most forecasts of agriculture production ireB@#8 pessimistic, amid sharp contraction of sown
areas and reduced gfiefisdue to lowéertiliser investment

5.9 khancial sector

The Ukrainian banking sector showed resilience during the initial stages of the Russian invasion,
thanks to the NBU preventive meafhessiBU
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7. Firalising
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