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EXECUTIVE SUMMARY

Since the onset of Russia’s war of aggression,
Ukraine has faced an increasingly challenging
economic and financial environment. Prior to
the war, Ukraine ran manageable fiscal defi-
cits, financed through domestic and external
markets and International Financial Institu-
tions (IFIs) like the IMF and others. However,
the war has created significant fiscal pressure,
with sky-rocketing military and defence
spending at a time of weakened economic
activity, which led to massively increased
financing needs. Ukraine’s economy contracted
dramatically by 28.8% in 2022, yet growth
resumed in 2023 at 5.3%, with projections
0f 3.6% in 2024 and 3.4% in 2025. Despite
this recovery, the GDP in 2027 is expected to
remain around 88% of pre-war levels.

Ukraine has received substantial interna-
tional support so far in the form of military,
financial and humanitarian aid to support its
war efforts and narrow its financing gap. This
paper focuses on the financial requirements
for Ukraine for 2025, including the budgetary
needs and military assistance, and discusses
the available instruments to meet these needs.
Ukraine’s state budget for 2025 continues to
be under considerable uncertainty due to the
ongoing war. Revenue forecasts for 2025
predict USD 49.8 billion, which is 5% above
pre-war levels, but still insufficient to meet
rising expenditures. Defence and security take
up 56% of the budget, and overall expenditu-
res are forecast at USD 88.2 billion, resulting
in a deficit of USD 38.4 billion (20.4% of GDP
excluding grants). This deficit is expected to
be covered through a combination of inter-
national financial aid, domestic borrowing,
and tax reforms (i.e. internal revenue mobili-
zation).

Ukraine’s defence expenditure,
which accounts for a substantial portion
of the budget, is supplemented by direct
military aid by allies. Between January 2022
and October 2024, Ukraine received
USD 130 billion in military assistance,
averaging USD 46 billion annually. For 2025,
combining estimated direct military and
budgetary needs, Ukraine’s total support
requirement is USD 84.4 billion. While the
G7 has committed USD 50 billion under the
Extraordinary Revenue Acceleration (ERA)
and even under the strong assumption of a
full disbursement in 2025, there remains a
gap of USD 12.8 billion to fully cover Ukraine’s
needs in addition to other identified sources
of financing (e.g. EU, IMF, and others).
The EU’s share will primarily support the
budget, while military equipment needs may
not be fully met.

Ukraine’s continued reliance on inter-
national aid to cover the budgetary and military
needs as the war continues underscores the
critical need for predictable, reqular interna-
tional support for those needs. The govern-
ment has implemented a series of tax hikes
and reforms, but there are limits, and the
fiscal gap remains large. Additionally, the
financing of military and humanitarian needs
is uncertain, with significant bilateral contri-
butions from keys allies pending. Securing
this funding is vital for sustaining the war
effort and preparing for reconstruction once
the war ends.
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1. INTRODUCTION

Since the start of the war in 2022, Ukraine has
faced an extremely challenging economic and
financial environment, which also led to significant
shifts in its fiscal and funding dynamics. Before
the war, the country maintained a relatively
normal fiscal deficit, with relatively moderate
military spending, and funding was primarily
sourced from domestic and external private
capital markets and from international financial
institutions (IFIs). However, the onset of the
war has translated into substantial financing
needs for the budget. Key priorities now include
defence expenditures on top of social and economic
support, all while grappling with a reduced
revenue capacity due to the war’s devastating
impact on the economy.

Ukraine has received substantial international
support so far in the form of military, financial
and humanitarian aid to support its war efforts

and (partially) cover its financing gap. Data from
sources like the Kiel Tracker (Trebesch et al., 2024)
illustrate the scope of this external support very
well. Contributions by partner countries and
multilateral institutions address the immediate
needs rather than the broader reconstruction
efforts guided by the Build Back Better frame-
work.

In line with this practice, this paper focuses
on the estimated financial requirements for
Ukraine for 2025, including the budgetary needs
and military assistance. It also explores the
instruments available to meet these financing
requirements. This research is part of a broader
project aimed at fostering parliamentary dialogue
between the Verkhovna Rada in Ukraine and the
Bundestag in Germany, emphasizing collaborative
approaches to address Ukraine’s financial chal-
lenges amidst the ongoing war.

2. ECONOMIC BACKGROUND

After nominal GDP in US dollars more than doubled
between 2015 and 2021, reaching USD 200 bil-
lion for the first time in 2021, Russia’s full-scale
war led to an unprecedented economic decline.
GDP fell by 28.8% YOY in real terms in 2022.
Since 2023, the Ukrainian economy is back on
the growth path. It grew by 5.3% YOY in 2023.
Also for 2024 and 2025, the German Economic
Team (GET) and the Institute for Economic
Research and Policy Consulting (IER, Kyiv)
(Betliy et al., 2024) forecast positive growth,
however with a slightly lower rate of 3.6% and
3.4%, respectively. These growth rates will remain
short of the pre-war levels in the medium-term,
reaching only around 88% of pre-war levels

in real terms in 2027 under the medium-term
forecast of the International Monetary Fund (IMF).
However, this forecast is subject to a large
degree of uncertainty.

Economic resilience and moderate recovery
are secured and supported by international
assistance, which covers almost all fiscal spen-
ding, which do not relate to defence and security
items. As a result, this allows the growth to
be driven by the recovery of consumption and
investment. However, the damages to the energy
infrastructure curb a stronger recovery. These
damages already amounted to USD 16 bn in
May 20241 and mainly affected power generation.
In contrast to the challenges of the winter of
22/23, when electricity transmission infra-
structure was mainly affected, the current need
of repairs to power generation facilities is more
protracted and costly. Total direct damages to
infrastructure were recorded at USD 155 billion
already by January 2024 (Kyiv School of Econo-
mics, 2024a) requiring large public and private
investment for immediate repairments and
rebuilding. However, investment depends on the
availability of financial resources.

1 Source: Kyiv School of Economics, 2024c¢
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2021 2022 2023 2024* 2025%

Real GDP development Source: State Statistics Service of Ukraine, *Forecast IER, GET

The establishment of Ukraine sea corridor During these challenging times, the main tool
in September 2023 became a positive develop- to keep the military, economic and social policy
ment. After 9M2024, exports increased by as well as repairment activities on float is the-
36% YOY in terms of volume. But the prices of reby fiscal policy. The fiscal situation will howe-
the main export goods fell in 2024 compared to ver remain difficult. Meeting the financing needs
the previous year. As a result, export revenues is a necessary condition for Ukraine’s resilience
stagnate while imports are estimated to return during the war.

to their pre-war level by the end of 2024.
In view of these developments, the exchange

rate is on a downward trend. Since the end of Conclusion 1: Ukraine is back on a growth
2023, the National Bank has allowed for more path since 2023. However, the war-related
flexibility. At the same time, it is prepared to factors keep affecting the development.
intervene in case of unfavourable exchange rate Thus, Ukraine will not reach pre-war levels
dynamics. Foreign exchange reserves stood at in the medium-term.

USD 39 billion at the end of September 2024.

This level is sufficient to manage the depreci-

ation of the exchange rate, while continuously y
reducing exchange controls in line with the

National Bank’s strategy. Inflation reached

a low of 3.2% in April 2024 but accelerated to

11.2% in November 2024, far above the National

Bank’s target. Rising electricity tariffs, food

prices and the above-mentioned devaluation

are the reasons for this development.
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3. BUDGET FOR 2025

The Ukrainian government has prepared a state
budget, which is subject to considerable uncer-
tainty due to war-related risks. The underlying
macroeconomic forecast assumes conservative
growth rates of 3.5% YOY in 2024 and 2.7% YOY
in 2025. As a result, nominal GDP is projected
to rise to USD 188 bn. Inflation is estimated

to average 9.7% YOY in 2025, which is higher
than the IMF’s (IMF, 2024) estimate of 9.0%,

3.1 Budget revenues

The revenue side of the budget reflects the econo-
mic challenges. Total revenues, excluding
financial assistance in the form of grants, decline

the National Bank of Ukraine’s (2024) estimate
of 9.5% or the aforementioned GET and IER
forecast of 7.6%. The state budget was finally
approved by the Verkhovna Rada on 19 November
(Ministry of Finance, 2024a). Once again, security
and defence are set as priority throughout the
full year 2025. In our analysis, we focus only on
the state budget and exclude subordinate local
governments.

in 2022 but rebound in 2023 due to economic
recovery. In 2024, however, the Ukrainian govern-
ment expects total revenues to fall to USD 60 bn.

% of GDP

H Tax revenues 34%

-O Total revenues,
share of GDP

24% 25%
(]

2021 2022 2023

Development of state revenues

33%

26%

2024% 2025**

Sources: Verkhovna Rada, Ministry of Finance of Ukraine, Kyiv School of Economics, *Ministry of Finance of Ukraine (2024b) forecast,
**final state budget law (Ministry of Finance, 2024d), Note: revenues do not include grants for 2024 and 2025

For 2025, total revenues are planned at USD
50 bn 2 (26% of GDP), only 5% above the pre-war
level in USD nominal terms3. The budget law
already takes into account that the tax increases,
which were recently approved by the Parliament
and signed by the President into the law. In
particular, the following main tax increases are
to be implemented in 2025:

2 Moreover, planned figures do not consider in-kind military
assistance which is partially reflected in budget revenues due to
the special fund of the budget, when such aid is accounted for
in actual figures. When military assistance is put at the balances
of military units it’s accounted as ‘own revenues’, which is part
of the special fund budget revenues and expenditures. Special
fund revenues and expenditures from military assistance of kind
cancel out each other without impact on deficit.

3 Inrealterms, a decline by 51%.

¢ Increase of the military levy from 1.5% to 5%

Extension of the military levy to the simplified
tax system

* Tax increase for non-bank financial institu-
tions from 18% to 25% and for banks from
25% to 50%

* Presumptive taxation of fuel stations

According to estimates by the IMF (2024)
and the Ministry of Finance of Ukraine for draft
law 114-16d (2024), these four measures would
generate UAH 127 billion (USD 2.8 billion) in 2025.
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The approved bill does not include a VAT
increase. However, the IMF states that an
increase in the main VAT rate would support
the accumulation of tax revenues for the bud-
get and, in particular, enforcement from the
informal sector. The IMF therefore supports an

3.2 Budget expenditures

While revenues have barely increased, expen-
diture almost doubled in 2022 and further
increased in 2023. For 2024, expenditures are

61%

Hl Defence 52%

-O Total expenditures,
share of GDP

27%

Development of state expenditures

2021 2022 2023

increase in the VAT (IMF, 2024, p. 17). In addi-
tion, the IMF identifies scope for further reform
efforts to reduce tax evasion and avoidance
(IMF, 2024, p. 17). Reforms of the Ukrainian
State Customs Service and the State Tax Service
are also mentioned.

expected to further increase in UAH terms but
slightly decline in USD terms. A further decline is
expected to USD 88 bn in 2025.

% of GDP
59%

47 %

2024* 2025**

Sources: Ministry of Finance of Ukraine (2024b), Kyiv School of Economics (2024b),
*Ministry of Finance of Ukraine forecast, **final state budget (Ministry of Finance, 2024d)

The most important sector is defence and
security spending. The Ministry of Finance of
Ukraine allocates 56% of government spending
(26% of GDP) to these policy areas. While the
ongoing war requires a high level of resources
to be allocated to defence and security, non-
defence spending is planned at the lowest level
for the last five years. These sectors include
essential spending on social services (for vulne-
rable groups), public administration and economic
support (e.g. the loan subsidy programme).
Expenditures for different sectors were already
cut. For example, Ukraine and its official
creditors have a standstill agreement on debt,
and separately Ukraine and private foreign

investors agreed on a debt restructuring. As a
result, Ukraine was able to reduce its debt
service payments for 2025. Moreover, together
with the IMF, Ukraine has already stepped-up
reform efforts to streamline certain programmes
in the economic policy sector (e.g. reducing the
fiscal cost of the loan subsidy programme
‘5-7-9’; IMF, 2024). Nevertheless, the IMF argues
that further reform steps are needed.
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3.3 Budget deficit and sources of financing

In total, according to the submitted Budget law 49.8 bn based on the official exchange rate fore-
revenues (excluding grants) are planned at USD cast, while expenditures at USD 88.2 bn in 2025.

W Revenues (excl. grants) USD bn
M Expenditures

-0 Deficit (right)

USD bn

42

2021 2022 2023 2024* 2025%*

Development of the budget deficit (excluding grants)
Sources: Ministry of Finance of Ukraine (2024b), Kyiv School of Economics,
*Ministry of Finance of Ukraine forecast, **final state budget law (Ministry of Finance, 2024d)

For 2025, the estimated deficit of USD 38.4 bn assumes that the reduced war activity in mid-2026
(20.4% of GDP) is the lowest since the start of will lead to a budget deficit of 26% of GDP in 2025.

the war and is in line with the IMF baseline and Prior to the outbreak of full-scale war, to finance
GET/IER forecasts. In the baseline scenario, the  the deficit, Ukraine relied on domestic and exter-
IMF assumes that war activities will slow down nal borrowing on international capital markets

in the last quarter of 2025. However, there and limited international assistance from partner
is a considerable uncertainty. Therefore, the countries. Since February 2022, access to the inter-
IMF also published a downside scenario, which national capital market has been closed.

M International organizations M Domestic borrowing over debt service

Hl USA H Other countries
Il EU and EU countries Il Non-EU Europe
Budget Financial
dEﬁCit aid I I

2022 2023 2024% 2025%*

Forecast for the budget deficit (excluding grants)
Sources: Ministry of Finance of Ukraine (2024b), IMF, GET/IER,
*Ministry of Finance of Ukraine, **final state budget law (Ministry of Finance, 2024d)



POLICY PAPER
December 2024

LIB
MOD

As a result, Ukraine relies on domestic borro-
wing and largely on foreign assistance. In addi-
tion, domestic borrowing over the refinancing of
debt service repayments is expected to account
for an additional USD 2 bn4. Ukraine issues
government bonds. At the same time, the Nati-
onal Bank of Ukraine incentivises commercial
banks to enter the market, while avoiding

direct monetary financing of the budget after
2022 because of its negative impact on macro-
financial stability. This year, Ukraine has already
received financial assistance of USD 27 bn

until mid of November 2024, and additional
assistance of USD 14 bn is expected. In 2025,
the IMF expects budget aid amounting to

USD 19 bn (IMF, 2024, p.33).

M International organizations

Il USA

M EU and EU countries

Budget Financial

deficit  aid I
2022 2023

H Other countries
l Non-EU Europe

Gap
17

2024* 2025**

Domestic and external sources to close the budget gap

Sources: Ministry of Finance of Ukraine (2024b), IMF, GET/IER,

*Ministry of Finance of Ukraine, **final state budget law (Ministry of Finance, 2024d)

This estimate includes the financial aid ex-
pected from partner countries and institutions
but excludes the G7# Extraordinary Revenue
Acceleration (ERA). The GZ ERA will be separa-
tely discussed in chapter 5. External financial
support is directed towards current budget
expenditures. Since the beginning of the full-
scale war until end of 2024, Ukraine will have
received ca. USD 115 bn (Ministry of Finance,
2024, IMF, 2024). The greatest share of external

4 Domestic borrowing is expected at UAH 579 bn while debt
service at UAH 481 bn. The difference of UAH 98 is equivalent
to USD 2 bn (Ministry of Finance of Ukraine, 2024a).

financing has come from the EU and its member
states, with the US accounting for another 1/4 of
the financial assistance disbursed and expected
to be disbursed by end-2024. International orga-
nisations will have provided USD 16.9 bn by the
end of this year since February 2022. However,
part of their share will be used to repay previ-
ous loan agreements with international organi-
sations, such as the IMF, for which debt service
will continue.
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Other
countries

43%

International EU and
organisations EU countries

17% 43%

Non-EU Europe

In 2025, the deficit is estimated at USD
38.4 bn. Thus, the currently expected financial
assistance is not sufficient to close the budget
deficit. This leaves a budget gap of USD 16.8 bn
(see chart above). If the gap is not covered by
either domestic or external sources, Ukraine will
need to further increase tax revenues, and/or
reduce expenditures or resort to other measures,
e.g. by printing money, similar to 2022. On the
revenue side, tax increases incorporated in the
revenue estimate for 2025 will raise about USD
3 bn. To close the gap of USD 16.8 bn however,
massive additional tax increases would be requi-
red, and, on the expenditure side, Ukraine would
need to make additional savings in key policy areas.

Sources of disbursed and expected external
financial aid 2022-2024

Sources: Ministry of Finance of Ukraine (2024b), IMF, GET/IER,
*Ministry of Finance of Ukraine,

**final state budget law (Ministry of Finance, 2024d)

In the economic literature, Keynes (1940) in
his book ,,How to pay for the war“ argued for a
combination of tax increases and borrowing to
finance the war effort of the Allies during World
War II, rather than one of the two. Thus, Ukraine’s
decision to raise taxes moderately while continu-
ing to borrow follows these recommendations.

Conclusion 2: The tax revenues are not suf-
ficient to cover the rising expenditures.

As a result, Ukraine has become reliant on
financial aid. The budget deficit is expected
at USD 38.4 bn while the financial aid and
domestic borrowing is expected at USD 21.6
bn. As a result, the uncovered gap amounts
to USD 16.8 bn.
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4. DIRECT MILITARY SUPPORT

Ukraine spends 56% of its budget on defence
and security. In addition, Ukraine receives various

assistance programmes that are explicitly aimed
at providing military equipment and capabilities.

These are not financed through the Ukrainian
budget. For example, the US provides direct
budget support via USAID while its military/
security assistance is provided via the Depart-
ment of Defence (Ukraine Oversight, 2024).
Besides, the EU and its member states provide

2023: 53

financial assistance through the ‘Ukraine Faci-
lity’, while military assistance for the purchase
of military equipment is financed separa-
tely through the ‘European Peace Facility’

(Bundesregierung, 2024; Trebesch et al., 2024).

Since January 2022 to October 2024, military
assistance amounting to approximately USD
130.4 billion was allocated (Trebesch et al,,
2024). In average, Ukraine received USD 46.0
billion annually (USD 3.8 billion per month).

USD bn

2022: 39

Jan Apr Jul Oct Jan Apr

Allocated military aid 2022 to Oct-2024
Sources: Trebesch et al., 2024

As a result, the total financing needs for
Ukraine should not take only the budget needs
into account, but in addition also the military
needs. In chapter 3, the budget deficit was
estimated at USD 38.4 bn. If we take the yearly
average military aid of USD 46.0 bn5 into
account, Ukraine will need USD 84.4 bn of mili-
tary and budget financial aid.

5 We are not implying that this ex-post average amount is the
correct one from a military point of view (which is doubtful,
judging from the current military perspective) but rather use

it as a point of reference to keep total international support at

least on the same level as before.

/ Annual allocation (right) \

2024: 38

Jul Oct Jan Apr Jul Oct

Conclusion 3: Between January 2022 and
October 2024, Ukraine received direct mili-
tary aid amounting to USD 46.0 bn per year.
If we add this estimate to the budget needs,
Ukraine’s needs increase to USD 84.4 bn.
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5. THE G# EXTRAORDINARY
REVENUE ACCELERATION LOAN (ERA)

During the GZ summit in Italy, the preparation
of an Extraordinary Revenue Acceleration Loan
(ERA) for Ukraine amounting to USD 50 bn was
announced. This scheme will provide an advance
loan repaid from extraordinary profits based

on frozen Russian sovereign assets (House of
Commons, 2024). While the G# announcement
includes support to Ukraine’s “budgetary, mili-
tary and reconstruction assistance” (the White
House, 2024), the EU stated that its share will
cover pure macro-financial assistance (European
Commission, 2024). Though part of it can be
applied to purchase military equipment by

Military
needs

Needs

Budget and military needs and its financing

Ukraine, it does not finance the direct trans-

fer of military equipment by its member states.
From the previous chapters, the military and
budget needs are estimated at a total of USD
84.4 bn in 2025. The budget aid (excluding ERA)
and borrowing is expected at USD 21.6 bn. Under
the ERA, the IMF (2024) assumes a disburse-
ment of USD 19 bn in 2025 and the remaining
part in 2026 and 2027 However, even under the
strong assumption¢ that the total amount of USD
50 bn would be disbursed already in 2025, a gap
of USD 12.8 bn remains uncovered for 2025.

Expected support

Sources: Trebesch et al., 2024, Ministry of Finance of Ukraine (2024a), IMF, final state budget law (Ministry of Finance, 2024d)

However, the share of ERA, that can be used
for the transfer of military needs remains unc-
lear. The EU announced that their support will
focus on budget needs. Thus, the budget needs
will be fully covered by the expected support
including ERA but not the direct transfer of mili-
tary equipment. Therefore, the availability of
needed military equipment in line with previous
years seems not fully ensured via the ERA for
2025.

Part of the USD 13 billion gap can be met
through aid commitments in bilateral secu-
rity agreements and policy frameworks. Howe-
ver, the commitments of the largest and second
largest contributors - the US and Germany -
remain unclear. President-elect Trump has not

yet explicitly outlined his policy. In Germany, the

prospect of re-election has also put a question
mark over the concrete level of military commit-
ments for 2025.

Conclusion 4: The ERA provides an additi-
onal instrument to finance Ukraine’s com-
bined needs. The G# members will provide
USD 50 bn in aid in addition to the financing
of USD 21.6 bn. The military and financing
needs are however estimated at USD 84.4
bn. Assuming that the total ERA amount

is disbursed for Ukraine’s needs in 2025
already, a gap of USD 12.8 bn still remains
uncovered.

6 The US announced the disbursement of its share of USD 20 bn
on 10 December (US Department of Treasury, 2024).

y



6. POLICY IMPLICATIONS AND OUTLOOK

This paper estimates Ukraine’s military and
financial needs and discusses the resources
expected to be available to finance them. As the
economic situation remains challenging, tax
revenues are insufficient to finance rising expen-
ditures. Ukraine has already announced steps
to increase tax rates, an important step recog-
nised by the IMF. This is in line with past inter-
national experience (Keynes, 1940). Neverthe-
less, the estimated budget needs of USD 38.4
bn in 2025 remain high. In addition, Ukraine is
in need of continued military assistance. On an
annual average, Ukraine has received USD 46.0
bn p.a. in military aid (Trebesch et al., 2024).
Assuming this level of military needs also for
2025, Ukraine will need around USD 84.4 bn just
to finance the level of both budget and military
needs. The currently expected budget assistance
and the G7 ERA are not sufficient to fully close
the gap. Moreover, some questions remain as

to what extent the ERA would finance the dona-
tion of available military equipment. The EU’s
share focuses on financial assistance. Further-
more, additional bilateral military commitments
remain in question for political reasons, e.g. in
the US and Germany. In addition, our estimate
has not specifically included humanitarian needs
in this analysis. If we include aid in the form

of energy equipment to repair damaged energy
infrastructure or other forms of humanitarian
assistance, the additional needs should be esti-
mated at an annual average of USD 6.7 bn?. In
total, Ukraine’s annual needs would increase to
USD 91.1 bn in 2025, making their full coverage
even less likely. The war creates a large degree
of uncertainty. Ukraine is preparing its budget
under these circumstances. The estimated needs
relate to the financing of the current state bud-
get and military needs. Without this funding,
Ukraine will not be able to sustain the war effort.

Total annual needs: budget, military and energy/humanitarian

Budget deficit USD 38.4 bn
+ Military assistance p.a. USD 46.0 bn
+ Energy/humanitarian aid: USD 6.7 bn

= Total needs USD 91.1 bn

Sources: own calculation based on annual averages since 2022

In addition, it is clear that every day of war
increases Ukraine’s reconstruction needs. These
have already been estimated at USD 486 by
January 2024 (World Bank et al. 2023). However,
the full extent of reconstruction needs will not
be known until the war is over. Ukraine will need
assistance beyond the annual estimate above. It
is crucial that Ukraine and its international part-
ners consider support programmes that are not

only sufficient for the plans drawn up, but also
predictable and regular, so that the Ukrainian
government can implement these plans without
delays. Allin all, the financing of current bud-
getary and military needs is a prerequisite for
the reconstruction of Ukraine according to the
defined goals of sustainability and “Build Back
Better”. Ukraine and its partners have establis-
hed consensus on this (World Bank et al., 2023).

7 Intotal, Ukraine received USD 18.9 bn between
Jan-22 and Oct-24, i.e. on average USD 6.7 bn p.a.
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