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Executive summary

e Sectoral analysis: Real GDP fell by 0,5% in Q1 2026 amid the energy crisis during the heating season. The energy situation
remained stable in April — May, supporting business and consumer confidence, but the 2026 forecast worsened in response
to the war in Iran. Metallurgy production fell in April due to EU regulations. However, current harvest expectations remained
good amid higher humidity.

* Monetary sector: Inflation in April 2026 reached 8,6% y-0-y, up from 7,9% in March, and rose by 1,4% m-o-m. The NBU
revised its forecast, expecting a 1,9 pp higher inflation by the end of 2026 than had been anticipated by the previous report in
January. The change comes in anticipation of higher production costs, associated with the effects of increasing fuel prices.
Further currency restrictions were relaxed, aiming to support businesses and the Armed Forces.

* Fiscal sector: Middle East crisis still impacts the budget and it reflects on revenues — they are growing. However, domestic
revenues are insufficient to cover all budgetary needs, so international support remains crucial. War expenditures increased
significantly in March compared to winter. Despite this, in Q1, war-related spending was relatively lower than last year. This
indicates lack of resources. Therefore, amendments to the Law od State budget will be made, funded by the Ukraine Support
Loan.

* Special topic: €60 bn defence supportis a part of €90 bn Ukraine Support Loan. The loan is split between direct budget
support and defence industrial funding across two years. Goal of the €60 bn support: give Ukraine a qualitative military edge.
The €60 bn can fund two broad categories of defence products. Ukraine nominally decides what to buy, Nothing moves
without the European Commission approval and member state cooperation.

 See ourreport below for further details.
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Real GDP fell for the first time since 2023
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Sectoral analysis

Real GDP fell in Q1 2026 amid energy crisis

Real GDP, % y-o-y
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In Q1 2026, real GDP fell by 0.5% y-o0-y and 0.7% g-o-
g (seasonally adjusted) amid massive shelling and the
energy crisis during the heating season.

The NBU revised the 2026 forecast for real GDP
downward by 0.5 pp to 1.3% amid economic
contraction in Q1, new infrastructure and production
capacities losses, and the negative impact of the fuel
crisis caused by the war in Iran. The Ministry of
Economy is also expected to worsen the forecast.

However, the economic activity improved in April due
to the better energy situation, and real GDP grew by
0.9% y-0-y in Apr 2026 (-0.2% y-o0-y in Jan-April),
according to the Ministry of Economy.

The Business Activity Expectations Index came very
close to a neutral level in April (49.9 p. seasonally
adjusted) and slightly deteriorated in headline NBU
data (to 51.7 p).

The Consumer Sentiment Index improved to 76.9 p.
in April (compared with 73.5 p. in January).
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The energy situation remained stable in April - May l.. STRATEGY

Electricity import fell in April - May

Ukraine commercial electricity EXIM in 2026, GWh
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Energy situation improved in April - May compared to
the heating season: electricity imports fell by 40% m-o-
m in April to 558 GWh, and small electricity exports —
33GWh — continued.

Decline in demand, increased solar generation, and
further repairs are the main reasons for the improved
situation this spring.

The Energy Support Fund received €72.3 millionin
grants in April from Canada, Croatia, and the UK,
signed contracts for the €8.1 million for the supply of
critically needed equipment and received €5.7 million
for equipment deliveries. Overall, the Energy Support
Fund has already received nearly €1.9 billion in grants
from 37 foreign donors representing 26 partner countries
and 3 international organisations.

NERC has raised price caps again to UAH

15,000/MWh (DAM and intraday) since 01 May,

supporting grid balance and minimising power outages.
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Metallurgical production deteriorated in April
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Metallurgy production fell despite an almost stable electricity supply

Production of major iron & steel products, in thousands metric tonnes
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In April, metallurgical production fell by 15-25% m-o-
m due to temporary electricity outages in the first half of
the month and CBAM regulations, which reduced EU
demand for Ukrainian metallurgical products.

Additional EU regulations targeting overcapacity in
metallurgical production, introduced through tariff
quotas, are expected in July 2026, further curtailing

metallurgical production in Ukraine.

Strict CBAM and overcapacity regulations are
applied to Ukraine, despite Ukraine being faced with
extraordinary circumstances under the full-scale
Russian invasion, having lost almost half of its
production capacity, and Ukraine is an EU candidate
country.

However, negotiations are ongoing, and an exemption
regime could be introduced for Ukraine.

Sectoral analysis
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2026 harvest will be almost unchanged compared to 2025 l.. crRATEGY

The USDA and the Ministry of Economy issued the 2026 harvest forecast

Harvest of main crops in Ukraine, million tonnes As of 19 May, 83% of spring crops have been sown,

slightly lower than in 2025 due to the cold spring.
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The harvest of main crops is expected to be almost at
the level of 2025, according to the USDA May Report
and the Ministry of Economy's estimates, with
sufficient snow and rainfall in winter-spring 2026 (a
record high in the last 6 years).

However, the risks remain essential:

- Due to the cold spring and delays in sowing, the
condition of late crops is worse than in 2025, and
there is a risk of disease and pests.

- Thefertiliser shortage due to the war in I[ran may
influence vyields.

The rise in production costs for Ukrainian agrifood
producers may be partly offset by rising food prices on
m Wheat ®Corn global markets.
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Sources: SSSU, USDA, Ministry of Economy. 8
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Food and transport costs continue to drive inflation

Consumer Price Index (CPI, Inflation) decomposition, y-o-y, %

Inflation in April 2026 reached 8.6% y-0-y, up from

mm Food Alcohol mmm Transport Other emm=(CP| ——=Core CPI 7.9% in March, and rose by 1.4% m-o-m.

v 2024 '25 '26 The global fuel supply disruptions, caused by the war in

Iran, continue to impact inflation in Ukraine. Fuel prices,
which in April rose by 7.9% m-o-m, heavily impacted
the cost of transport.

1% Transport prices therefore rose by 4.7% as compared to

8,6 March and contributed 1.6 pp to the CPl inflation rate.
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NBU revised its forecast, expecting higher inflation by end of 2026 l.. STRATEQY

The 1.9 pp deviation in Q4 2026 is motivated by increasing production costs

Consumer Price Index (CPI, Inflation), actual and forecast, y-0-y, % The revision was driven by higher energy prices,

10 which manifest both as a direct inflationary shock, but
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Some currency restrictions were relaxed in April

The changes aimed to achieve the three main goals

@upportingthe defenc) / Attracting highly \ / Attracting foreign \

industrial complex qualified specialists to residents to the Armed
management positions Forces of Ukraine
Banks will now be able to Permission to buy and transfer Non-residents in the military
disregard foreign currency foreign currency to the will be able to buy and transfer
balances as long as the accounts of non-residents foreign currency up to the
operation is part of Ukraine or working on boards and in amount of their compensation
foreign state’s funding for the management positions of

production of military goods Ukrainian companies

Restrictions on the payment of dividends and repayment of loans to non-residents, as well as currency
supervision and the ban on the settlement of pre-2021 imports, continue to hurt businesses.

The €90 bn Ukraine Support Loan will enable the NBU to maintain high levels of international
reserves, which can provide the bandwidth for future relaxations.

Monetary sector
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Middle East crisis still impacts the budget

CENTRE
FOR ECONOMIC
STRATEGY

-

And it reflects on revenues - they are growing

Change in tax revenues in April 2026 compared to April 2025, UAH bn
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April tax revenues exceeded both last year’s level
(+23% y-0-y) and the plan (+2%). Compared to
March, revenues declined due to the seasonal spike in
corporate profit tax payments in March.

The Middle East crisis continues to affect the
budget through high oil prices. Import VAT revenues
showed the strongest growth (+41% y-0-y), driven by
higher import volumes and values. Petroleum
products remain the largest import category and
generated UAH 18.9 bn in VAT revenues in April.

Excise revenues also increased (+9.5% y-0-y),
although they declined slightly compared to the
February—March peak.

PIT and military levy revenues grew by 21% y-o-y
and 7% m-o-m, reflecting continued wage growth.

Grant financing reached UAH 230 bn in the first four
months of the year, including UAH 55 bn received
from Japan under the ERA initiative in April.
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War expenditures increased significantly in March
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However, in Q1, war-related spending was relatively lower than last year

Expenditures on war via own sources and defence aid, UAH bn monthly
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March expenditures were 24% higher
y-0-y.

War needs were the key driver of
expenditure growth. Defence aid doubled
y-0-y to UAH 79 bn, while war expenditures

via own sources rose by 26% y-o-y and 45%
m-o0-m to UAH 275 bn.

Social protection remains the key non-
military priority. This spending increased
by 17% y-o-y and 14% m-o-m, reaching
UAH 39 bn.

However, war-related spending in the
first quarter of 2026 was lower than in the

previous year, largely due to a decrease in
defence aid.

15
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Therefore, amendments will be made

In current plan for 2026 defence expenditures are ® UAH 770 bn lower than actual spending in 2025

Amendments to the
Law of the State budget

4 ) 4 )
+ Revenues: UAH 2291 bn

C t plan for 2026 Pl ith d t

trrent plan for from Ukraine Support Loan, Ukraine Facility an with amendaments
Revenues: UAH 2905 bn Revenues: UAH 5196 bn
Expenditures: UAH 4767 bn + = Expenditures: UAH 6407 bn
Nominal deficit: UAH 1902 bn Nominal deficit: UAH 1251 bn or
or 18.5% of GDP + Expenditures: UAH 1640 bn 12.1% of GDP

UAH1.56 tr on war, UAH 40 bn to reserve

fund, UAH 40 bn to cities
\ / \ %
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€60 billion in EU defence aid?




€60 bn defence support is a part of €90 bn Ukraine Support Loan
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The loan is split between direct budget support and defence industrial funding across two years

4 €30 bn
Direct Budget Support
EU
€90 bn 2026 2027
€16.7b €13.3b
Ukraine Support Loan \ " "

€60 bn

2026 2027 Defence Support

€45 bn €45 bn

2026 2027
€28.3 bn €31.7 bn

Source: European Commission.

g Macro-Financial Assistance A
» €8.35bnin 2026; TBD in 2027
\, J
( N
Ukraine Facility
» €8.35bnin2026; TBD in 2027
\, J

e Ukraine must continue to meet
democracy and rule-of-law
conditions

* Ukraine must use a single dedicated
account for all defence-related
payments (Deutsche Bundesbank
rumoured)

* The agreement does not restrict
Ukraine’s use of delivered products

18

Special topic




CENTRE
Goal of the €60 bn support: give Ukraine a qualitative military edge l.. STRATEGY

This is to be achieved through 3 specific industrial levers

Scale up manufacturing

c Accelerate structural transformation of Ukraine's defence industry, including creation and
ramp-up of new production capacities

Shorten delivery timelines
Improve availability of defence products through faster lead times, reserved manufacturing

slots, and strategic stockpiling of products and raw materials

Integrate the two industrial bases
Deepen EU-Ukraine defence industrial cooperation to achieve interchangeability of products

manufactured on both sides

Source: European Commission. 19
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The €60 bn can fund two broad categories of defence products
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(Category 1

Broad supplier pool — EU, EEA and Ukrainian
manufacturers, with limited exceptions for
non-EU subcontractors.

\

(Catego ry 2

J

Examples:

ammunition and missiles

artillery systems including deep-precision strike
ground combat capabilities and soldier equipment
small drones (NATO Class 1) and counter-drone
systems

critical infrastructure protection

~

Restricted supplier pool — manufacturer must
be able to modify or replace any component
without needing permission from a third country.

Examples:

air and missile defence systems

maritime surface and underwater capabilities
larger drones (NATO Classes 2 and 3) and counter-
drone systems

Note: Ukraine cannot use the €60 bn directly to raise military salaries.
However, the support creates fiscal space to redirect other funds towards this purpose.

Source: European Commission.
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Ukraine decides the mix — the regulation sets no mandatory allocation between routes

Immediate battlefield need Long-term industrial integration

»

Direct Bilateral Common Agreements with Contributions to
Ukrainian agreements with procurement via international or EDIP, UIF, or other

procurement

EU member the SAFE intergovernmental EU programmes
states or the EDA instrument organisations

Ukraine nominally decides what to buy. Ukrainian Financing Strategy for 2026 is already approved.
It is a top-level document to be followed by separate requests for funds.

Nothing moves without the European Commission approval and member state cooperation.
This means that Ukraine will not be able to spend the €60 bn entirely as it pleases.

Source: European Commission. 21
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* In Q1 2026, real GDP fell by 0.5% y-0-y, but the economic activity improved in April-May

* The warin lran continues to impact inflation in Ukraine. The NBU expects inflation to
peak by the end of this year

* The State Budget will be amended thanks to the €90 bn Ukraine Support Loan (USL) as
currently budgeted funds are insufficient to cover all war needs

* The USL is split between defence industrial funding (€60 bn) and direct budget support
(€30 bn) across two years

* Goal ofthe €60 bn supportis to give Ukraine a qualitative military edge

22
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