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PROJECT INFORMATION DOCUMENT (PID) 
CONCEPT STAGE

Report No.: PIDC690

Project Name Social Safety Nets Modernization Project (P128344)
Region EUROPE AND CENTRAL ASIA
Country Ukraine
Sector(s) Other social services (80%), Central government administration (20%)
Theme(s) Social safety nets (60%), Other social development (20%), Other social 

protection and risk management (20%)
Lending Instrument Specific Investment Loan
Project ID P128344
Borrower(s) Ministry of Finance of Ukraine
Implementing Agency Ministry of Social Policy of Ukraine
Environmental 
Category

B-Partial Assessment

Date PID Prepared/
Updated

21-Mar-2013

Date PID Approved/
Disclosed

21-Mar-2013

Estimated Date of 
Appraisal Completion 20-Nov-2013

Estimated Date of 
Board Approval

24-Apr-2014

Concept Review 
Decision

Track II - The review did authorize the preparation to continue

I. Introduction and Context
Country Context
Following the sharp crisis-related contraction of -14% of GDP in 2009, Ukraine’s economy entered 
a phase of recovery in 2010-2011, posting 4.1% and 5.2 % growth respectively. Initially the 
recovery was export-led, but spread to domestic demand. In 2012, however, real GDP growth has 
halted (0.2%), reflecting a weaker external demand, lower post-Euro–2012 government investment 
spending, and constrained credit growth. Following a substantial devaluation in 2008-2009, the 
hryvnia has been kept broadly stable against the US dollar. Due to spillover effects of a good 2011 
harvest on food prices, delays in utility price adjustments and monetary tightening, consumer price 
inflation decelerated to -0.2 % by the end-2012 (from 9.1 % in 2010 and 4.6% in 2011). Ukraine’s 
per-capita income is about US$3,800, or 10% of the EU27 level. 
 
The country’s fiscal position worsened in the aftermath of the first wave of crisis as the consolidated 
budget deficit increased to 6% of GDP in 2009 (or 8.7% of GDP if operational deficit of state-
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owned oil and gas monopoly Naftogaz is included). With two thirds of government expenditure 
covering public wages and social transfers, most of social spending was preserved, while counter-
cyclical fiscal support was extended to bank recapitalization and energy sector over 2009. Strong 
revenue performance on the back of economic growth and rising imports helped keep the 
consolidated fiscal deficit on a declining trend in 2010-2011: at 7.4 % of GDP (including Naftogaz) 
in 2010 and 4.2% in 2011. In 2012, growth slowdown and expenditure increases prior to general 
parliamentary elections (held in October 2012) that boosted spending by 2.5 p.p. GDP led to 
expansion of the deficit to over 5 % of GDP. 
 
Pension reform, enacted in September 2011 and intended to gradually increase the retirement age 
for women from 55 to 60 years, same as men, by 2016, was essential to restore sustainability of the 
system and is expected to yield medium-term annual savings of 1.8% of GDP. However, some of 
these gains have been eroded by pension increases in the 2012. Without further reform the system is 
projected to carry annual losses of about 5 % of GDP over the long-term (IMF estimate). 
 
Ukraine remains vulnerable to external shocks, and the implications of a downside global scenario 
could be significant; although the country’s direct real and financial sector spillover channels from 
the euro area are smaller than some peers. According to the IMF DSA, external and public debt 
would settle at 65 % and 35 % of GDP, respectively, but financing requirements would remain 
elevated. 
 
The share of the shadow economy in Ukraine is one of the highest in the world, estimated at 55% of 
GDP (average over 1999–2007). In 2010, 4.7 million people between the ages of 15–70 worked in 
the informal sector, equivalent to about 23% of total employment. Regulatory barriers to successful 
business remain high and a challenge to economic diversification and job creation. 
 
Inequality has remained moderate by regional standards. Despite a significant GDP contraction in 
2009, poverty increased by 1 percentage point. However, based on the HBS data, the number of 
people who would have avoided poverty had it not been for the crisis stood at 1.4 million, or 3.2% 
of the population.

Sectoral and Institutional Context
Ukraine spends a sizeable share of GDP on social assistance. At the pre-crisis growth rates, the 
overall social assistance spending went up, from 1.4% of GDP in 2005 to about 2% in 2007–2008. 
In the wake of the crisis, a counter-cyclical pattern in social policy became evident, with the costs of 
all SA programs rising to 2.7 and 2.9% of GDP in 2009 and 2010, respectively, and then falling 
slightly to 2.7% of GDP in 2011, on a par with the OECD countries and much above the ECA 
average of 1.6% of GDP. In 2010, child allowances were the largest program accounting for 60%, 
followed by privileges (18.5%), disability-related benefits (16%), and housing and fuel subsidies 
(3.8%). 
 
The increase in the share of GDP spent on social assistance is mainly due to the generosity of child 
benefit programs: monthly child allowances and, especially, birth grants. In an attempt to encourage 
new births, the size of the birth grant was increased and in 2010, at UAH10 billion, or US$1.3 
billion, the annual cost of this program was 20 times its 2005 value. However, despite the financial 
effort, neither the crude birth rate nor the total fertility rate has increased upon the implementation 
of the policy. The birth grant is neither income nor means tested. 
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Due to a preference for categorical programs, Ukraine does not rank high in terms of targeting 
accuracy of its social assistance spending within the group of transition economies. The share of 
income-tested programs in the total SA spending has fallen continuously since 2005, from more 
than a third of the total to only about a fifth in 2011. The Ukrainian GMI benefits alone shrank from 
almost a fifth in 2005 to only 0.7% in 2011. As most of the SA budget is funneled to the categorical 
programs, only 38 % of Ukraine’s social safety nets would reach the poorest quintile in 2011. 
 
Housing and utility subsidies has been designed as a program to limit the burden of housing and 
utility services on a household’s income, not to support the poor. The program limits the share of 
HUS costs in household’s total income to maximum 10%, subject to certain restrictions. In 2008, 
only 29% of its proceeds would land in poor households; by 2011, this share had dropped to 20 %. 
As of January 1, 2011, the number of subsidy recipients stood at about 1.4 million against 870,000 a 
year before. This program is also on the GoU’s agenda for reform, with a view to changing its 
design and administration as to make it more targeted to the poor. 
 
Ukraine has a cumbersome and expensive system of privileges linked to either state merits or 
certain occupations. Privileges cover almost a half of the country’s population and cost over UAH4 
billion a year. The largest share of spending on privileges is to subsidize housing and utility 
services. Privileged recipients have their utility bills and other services reduced by 25%, 50% or 
100%; privileges are a form of consumer subsidy. Based on the 2011 HBS, only 14% of HUS 
privileges are received by the poorest 20 % of population; 21% go to Q4 and 23.6%—to Q5, so 
these are not targeted and are geared to upper income brackets and higher consumption. According 
to the 2010–2014 Reform Program, the GoU recognizes the urgency of reforming privileges and 
discusses integrating privileges for housing and utilities into the subsidy program and limiting the 
categories of privilege recipients to those with outstanding merits. 
 
In addition to HUS subsidies and privileges, as of 2012, Ukrainian households pay only about a 
third of the economic cost of gas or district heating (DH) they consume as the state lavishly 
subsidizes household gas distributors and heating utilities. The explicit (selling DH or gas below 
production cost to residential consumers) and implicit (selling gas below import price) subsidies that 
companies get for providing residential gas and DH services to the population are estimated at 5% 
of GDP (2011). If the government heads to effectuate much discussed tariff increases and pass these 
increases through to end-user household tariffs, a well-targeted SA program might be needed to 
cushion the impact on the most vulnerable. Early estimates suggest that an increase in DH tariffs by 
50 % would reduce explicit and implicit producer subsidies by UAH 6.7 billion, while the cost of a 
mitigation program targeted to the poorer half of the population (with a progressive benefit or 
compensation schedule) would cost between UAH1–3 Billion, resulting in significant fiscal savings 
while protecting the poor and the lower middle class. 
 
Ukraine operates a number of means-tested programs which are good at identifying the poor. These 
include the GMI-type program for low-income families and the income-tested childcare allowances 
for children aged 0–3 and for children brought up by a single parent. As would be expected of a 
safety net of last resort for extreme poor, the Ukrainian GMI program channels about two thirds of 
the benefits to the poorest 20% of the population. The targeting of this program is good by regional 
or OECD standards. However, low coverage, as the number of the program beneficiaries 
dramatically decreased: from over a million families in 2005 to only about 240,000 in 2011, 
combined with the erosion in the value of benefits over time, has meant that the program’s impact 
on reducing poverty is low. 
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The 2010–2014 Presidential Reform Program supports the plan for reforming the public social 
assistance by containing spending on large categorical programs, while increasing the share of 
means-tested programs.  An important policy measure that will reduce, over time, the relative cost 
of the categorical programs in GDP, is de-linking benefits from minimum subsistence and reverting 
them to inflation adjustment. If implemented, this measure could result in the share of the child birth 
grants in GDP falling by about 15% over the five years of the program. The GoU intends to expand 
the scope of income-tested programs, by integrating privileges for housing and utility services into 
the HUS subsidy program and increasing the coverage and generosity of the GMI program and of 
the means-tested child allowances. 
 
The Reform Program also includes the objectiveto improve overall targeting of social assistance 
spending and increase coverage of the poor and put in place incentives structures that would reduce 
the welfare dependency and encourage labor market re-entry for beneficiaries. The Government 
contemplates a number of administrative reforms that would improve the targeting accuracy of 
means-tested programs while reducing the private cost to beneficiaries and the administrative costs 
of delivering the benefits including: reduction of fragmentation of family allowances; use of 
harmonized means-testing criteria across means-tested programs.  Furthermore, the Government 
intends to strengthen the poverty reduction impact of cash transfer programs by strengthening the 
synergies with social services, and by incorporating incentives for work-able beneficiaries to 
prepare for and find work.  
 
The Reform Program aims to simplify administration of benefits and reduce the errors and fraud in 
the system. Hence, alongside the implementation of parametric reforms in the cash benefits system, 
the project would also support a number of cross-cutting administrative reforms that will improve 
the effectiveness, efficiency and transparency of the social assistance policies. The delivery system 
for cash transfer programs and social services is centrally financed and regulated, but is 
implemented by a network of autonomous units (756 local welfare offices, or LWOs). As such, the 
system is prone to principal-agent problems, as the objectives of the central and local units are not 
necessarily the same. To support the administration of benefits, monitoring and reporting, a new 
management and information system (MIS) has been developed and installed in 30 LWOs in pilot 
Vinnitsa region. The project will support the development of instruments and institutions that would 
help align the national objectives with LWO operations, through the full deployment of the MIS, its 
continuous expansion in terms of programmed and business functions covered; possibly, the 
introduction of performance-based grants; and of a centralized social inspection unit. 
 
Alongside non-contributory transfers, Ukraine has a system of publicly funded social services 
delivered to specific (vulnerable) groups of population. This is done through: (a) a network of 1,400 
centers for social services for families, children and youth, founded under the aegis of the former 
Ministry for Families, Children, Youth and Sports of Ukraine (now merged with the Ministry of 
Social Policy of Ukraine); (b) resident houses and asylums for adults and children, including 55 
resident houses (so-called internaty) for children and disabled children, 114 rehabilitation centers 
for disabled children; and (c) a network of 735 territorial centers who focus mainly on single and/or 
disabled elderly with low incomes. All these networks provide their services with the oversight from 
MoSP and relevant family and welfare offices of local governments. The administrative costs of the 
networks and institutions that provide social services add up to 0.16 % of GDP. The Reform 
Program contains the objective for children deinstitutionalization and aims to deliver joined-up 
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benefits and services to prevent family breaks and children deinstitutionalization, which the project 
would also support.Relationship to CAS
Improved efficiency and equity of social safety net has been listed as one of the expected outcomes 
of the recently adopted Country Partnership Strategy for Ukraine for the period FY12–FY16. The 
CPS acknowledges that the SASM Project has helped to build new models for local welfare offices 
by increasing efficiency of the social assistance administration and confirms the Bank’s intention to 
build on the current project in preparing a new lending operation to further improve the efficiency 
of social assistance programs. 
 
The new project would help the Government to sustain efforts in expanding the program of targeted 
social assistance addressed to low income families and families with children. Equally important, 
the project will support the introduction of pro-poor mitigation measures to compensate the planned 
increase in residential tariffs for district heating and gas. The project will focus on a few high-
impact interventions with disbursements linked to traceable and measurable results of these 
interventions. The performance incentives to pace disbursements against technical improvements in 
the individual programs and in the overall program mix would help boost the impact derived from 
the TA component. 
 
The implementing agency, MoSP, started its internal procedure for project initiation in late 2011–
early 2012, alongside completing, at moderately satisfactory pace, all pending procurements under 
the current project to close by January 1, 2013. Deliverables under the remaining contracts now 
underway (consultancies for the development the institute of social inspectors, streamlining social 
services in support of vulnerable families, introduction of hybrid means test, integrating privileges 
in the new MIS) will be the building blocks for the individual components of the new project. An 
internal discussion of these has drawn much interest in the Ministry.A MoSP-authored document 
outlining the new project was drafted and circulated for comments by the ministries and government 
agencies in late 2011, and in March 2012, a ministerial Working Group was created to discuss and 
finalize the project concept.The Bank team had been part of the lively discussion of the future 
project, including in the meetings with the former Deputy Prime Minister, Minister for Social Policy 
SergiyTihipko. As a result of the parliamentary election of October 2012, Mr. Tihipko became an 
MP and was replaced by Ms. NataliyaKorolevska as a new Minister in late December 2012.The 
team held a meeting with Minister Korolevska and her advisors in late January 2013, and, by and 
large, Minister has expressed her interest in continued cooperation with the Bank in the area of SSN 
reform and her support of the second operation on social assistance modernization. 
 
The project team has also responded to the request of the Government to help identify a mitigation 
mechanism to the planned increase in the DH and gas tariffs for residential consumers. Together 
with the energy team, the project team has worked with the Government and outlined a number of 
alternative social assistance programs that could provide adequate protection to poor consumers. 
During June and October 2012, the team had two rounds of presentation on potential solutions to the 
Technical group and key stakeholders (Ministry of Social Policy, Energy Regulator, and Ministry of 
Finance). The team also consulted with IMF (on bringing tariffs to cost recovery) and other donors 
(USAID) on social assistance mitigation measures. 
 
The World Bank is particularly well positioned to provide technical assistance and investment 
support to the Government, and remains a sole donor offering a profound international expertise 
with regards to SSN reform and relevant experience in a number of similar projects. Under SASMP, 
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the Bank has been able to provide the client with the first-hand knowledge in many pertinent issues, 
relevant to second-generation reform measures (workshops and technical consultations by top 
international experts and practitioners on activation policies and reintegration in the labor market, 
the role of social inspectors, etc.), and the Ukrainian counterparts have demonstrated a vivid interest 
in these exchanges and acknowledged their usefulness and feasibility. 
 
To some extent, interventions under the new project will fall under the themes, although not novel 
to the Bank, still first-time in its portfolio in Ukraine, e.g. childhood disability, deprivation of 
parental support and care, gate-keeping from institutions and de-institutionalization. A number of 
international donor organizationshave been active and successful in these areas, and the team has 
ensured a good dialogue with those over the past two years. In our counterparts’ view, some of the 
outcomes of donor-funded activities in above mentioned areas are worth replicating, and now that 
the technical assistance has been withdrawn by some of the donors, the Bank is expected to join 
efforts for the next stage of reform by the Government. Such interventions are in high demand and 
will help rationalize the country’s social assistance budget, build capacity to outsource certain 
services to private providers, and so result in better quality services and more efficient use of public 
funds.

II. Proposed Development Objective(s)
Proposed Development Objective(s) (From PCN)
The development objective of the proposed project is to improve the performance of Ukraine’s 
social assistance and social services system for low-income families, to support gradual de-
institutionalization of childcare services and strengthen the administration of both benefits and 
services. The Project Development Objective would be achieved by: 
• Designing and implementing improved parameters of the selected social assistance 
programs (eligibility criteria, benefits duration, recertification and intake processes) to support the 
living standards of low-income families, especially those with children, and protect the poor from 
the effects of energy price increases;   
• Establishing inter-program connections that would help increase synergy of support 
delivered through different programs and services to the same family on welfare; 
• Designing and implementing family support services to strengthen the ability of families to 
care for their children, prevent unnecessary placement of children in institutions and speed 
reunification; 
• Supporting measures for more efficient administration of social benefits and services 
through (i) strengthening performance management to be supported by the national MIS; (ii) 
streamlining oversight and control procedures under a central unit for social inspection; and (iii) 
integrating interfaces for various benefits and services in to a single MIS to support a one-stop shop 
business model for local welfare offices (LWOs).

Key Results (From PCN)
The three key project development indicators (PDIs) for tracking progress toward the project 
development objectives are grouped around three Results Areas: 
• Increased coverage of the poor and improved SSN targeting accuracy: coverage bySA 
benefits of the households in the poorest quintile increasing to 50 % and share of SA spending 
received by the poorest quintile reaching 60 %; 
• Enhanced social support to families in need and vulnerable families: increased number of 
previously institutionalized children in alternative forms of care (foster parents, guardians, relatives 
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who obtain legal custody, family foster homes, etc.); 
• Improved administration of benefits and services: losses from irregularities in the SA 
benefits reduced by 30 %.

III. Preliminary Description
Concept Description
The proposed project would be implemented over six years, through a Result-Based Financing 
(RBF)/Specific Investment Loan (SIL) IBRD loan in the amount of US$ 300 million plus 
government counterpart funds of approximately US$ 2.3 billion to finance GMI program. 
 
The proposed project would consist of two inter-related components. As an RBF type operation, the 
first component would co-finance a share of the family transfer system aimed at protecting both 
large and single parent families, as these programs become more efficient in addressing poverty and 
as other categorical programs are consolidated and downsized. In this component, disbursements 
would be triggered by achievement of specific results. This component would foster the 
Government reform agenda, namely (1) stronger reliance on means-tested programs with higher 
impact on poverty and improving targeting accuracy through parametric reforms; and introduction 
of pro-poor mitigation measures in the face of energy price increases; (2) effective social support to 
families in need and vulnerable families through concerted provision of benefits and services and 
supporting de-institutionalization of children services; (3) modernization of administration to ensure 
efficient oversight and controls in both benefits and services and reduced administrative costs and 
private beneficiaries’ costs. 
 
The second component to follow standard World Bank procedures for investment lending would, 
through an array of TA activities, facilitate the implementation of parametric and administrative 
reforms envisaged under Component 1 and also help enhance the quality of social support with a 
stronger link between benefits and services and their greater customization aimed at sooner social 
activation of welfare recipients of working age but not employed, not receiving education or 
training and not disabled as well as family preservation and child institutionalization prevention.  
Administrative modernization would be supported with the further development of Management 
Information System built under the previous SASMP. This TA would contribute, inter alia, to 
improved oversight and control procedures. This component would also help to build the 
institutional framework for outsourcing services and, by way of supporting the Government’s plan 
for de-institutionalization of children services, would finance the investments and TA intended for 
transformation of institutional care into family- and community-based care in two selected oblasts. 
The relevant plans for transformation of the residential care in the two oblasts will be prepared and 
costed under the ECA Capacity Development grant. 
 
The two components are inherently linked through the definition of the results framework. 
Specifically, technical and system improvements as well as development of new models of service 
delivery supported by Component 2 contribute to the achievement of results that would trigger 
disbursements under Component 1 (they represent necessary, but not sufficient conditions to 
achieve the DLIs). With this approach, the value added would be generated from the interaction of 
the co-financing, the results framework, implementation support, direct technical investments in 
SSN administration, and the deeper, longer-term partnership and engagement between the World 
Bank and the GoU on SSN reforms.
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IV. Safeguard Policies that might apply
Safeguard Policies Triggered by the Project Yes No TBD
Environmental Assessment OP/BP 4.01 ✖

Natural Habitats OP/BP 4.04 ✖

Forests OP/BP 4.36 ✖

Pest Management OP 4.09 ✖

Physical Cultural Resources OP/BP 4.11 ✖

Indigenous Peoples OP/BP 4.10 ✖

Involuntary Resettlement OP/BP 4.12 ✖

Safety of Dams OP/BP 4.37 ✖

Projects on International Waterways OP/BP 7.50 ✖

Projects in Disputed Areas OP/BP 7.60 ✖

V. Financing (in USD Million)
Total Project Cost:  300.00 Total Bank Financing:  300.00
Total Cofinancing:  Financing Gap:  0.00
Financing Source Amount
Borrower 0.00
International Bank for Reconstruction and Develo 300.00
Total 300.00

VI. Contact point
World Bank
Contact: Katerina Petrina
Title: Sr Social Protection Specialist
Tel: 5256+230
Email: kpetrina@worldbank.org

Borrower/Client/Recipient
Name: Ministry of Finance of Ukraine
Contact: Victoria Kolosova
Title: Head of the Division for Cooperation with IFOs
Tel: 380442775333
Email: kolosova@minfin.gov.ua

Implementing Agencies
Name: Ministry of Social Policy of Ukraine
Contact: Vyacheslav Kolomiets
Title: Deputy Minister
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Tel: 380442262639
Email: info@mlsp.gov.ua

VII. For more information contact:
The InfoShop 
The World Bank 
1818 H Street, NW 
Washington, D.C. 20433 
Telephone: (202) 458-4500 
Fax: (202) 522-1500 
Web: http://www.worldbank.org/infoshop


