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Executive summary (1/2)

» Continued RUS attacks on UKR energy infrastructure have turned energy into a 
household resilience issue, with outages and tariff changes adding to cost-of-living 
pressures as household incomes remain constrained

» Energy price shocks translate quickly into welfare losses because energy is a non-
discretionary expense, low-income households spend a higher share of their budget 
on energy and have less capacity to smooth shocks, arrears rise as a result

» In UKR, energy prices increased strongly since Dec-21 and fed into inflation dynamics 
despite significant tariff controls, with electricity showing the clearest cumulative 
increase over the period (prices grew by 178% compared to Dec-21)

» Fixed tariff design under public service obligation (PSO) is not distributional and is 
limited in effectiveness in protecting vulnerable households; as UKR moves away from 
broad PSO-based price support, the affordability gap is likely to widen and the need 
for targeted protection will grow
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Executive summary (2/2)

» Consumer basket weights: higher energy share in the UKR household basket than EU 
average, heating carrying a higher weight in UKR, consistent with an old, energy-
inefficient housing stock and higher space-heating needs

» EU evidence confirms the regressive pattern, energy expenditure shares rose more for 
low-income households during 2020 to 2023, and policy responses increasingly shifted 
towards targeted measures rather than broad price suppression

» Based on international evidence, following policy implications for UKR are derived

▪ Move away from broad PSO-based price support towards targeted protection

▪ Prioritise bill support based on income and vulnerability

▪ Combine income proxies with vulnerability indicators for targeting

▪ Prevent arrears through repayment plans and targeted debt relief

▪ Pair crisis support with structural demand reduction by scaling low-income 
energy-efficiency support, prioritising worst-performing homes

▪ Deploy low-cost measures first, then phase into deeper renovation

3
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1. Introduction
5

Background

» Continued RUS attacks on UKR energy infrastructure have turned energy into a household resilience 
issue, not only a consumption item

» Damage to the energy system increased vulnerability to energy shocks. Energy price increases feed 
quickly into CPI inflation and translate into immediate welfare pressures

» Under Public Service Obligations (PSO), bill impacts may be delayed, but service disruptions affect 
households immediately as uncompensated PSOs weaken SOE finances and constrain investment

» At the same time, fixed tariff design under PSO is not distributional, limited in effectiveness in 
protecting vulnerable households

» Under its IMF programme, by end-July 2026, UKR committed to publish a technical analysis 
quantifying quasi-fiscal costs from price caps and PSOs across electricity, gas, and heating, assess 
subsidy incidence, and outline reform scenarios for gradual cost recovery with adequate protection 
of vulnerable consumers (Country Report No. 26/58)

» As UKR moves away from PSO structure under ongoing EU-aligned energy market reforms, the 
affordability gap is likely to widen, the need for more targeted support mechanisms will be stronger

» Scope of energy in this analysis: household electricity, natural gas, heating, and solid fuels (as 
defined in CPI energy subcategories)

Purpose of this analysis

» Assess policy instruments used in EU to respond to energy price shocks focused on protecting 
vulnerable households, and derive policy implications for UKR
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2. Implications for affordability and energy poverty
6

» Energy is a non-discretionary expense

- Energy price shocks reduce disposable income quickly, households cut back on other 
essentials first, impacts are stronger for low-income groups (OECD, 2023)

- Energy demand is price inelastic: households cannot reduce consumption below a 
minimum threshold, meaning price increases translate directly into higher 
expenditure with limited scope for adjustment

» The importance of the energy consumption share in the household basket

- A higher budget share means a given price increase creates a larger welfare loss and 
a higher risk of energy poverty

- The impact is regressive because lower-income households spend a higher share on 
energy and have less capacity to smooth shocks

- Energy poverty is typically driven by the combination of low-income, high-energy 
costs, and poor building energy efficiency, which matters for the design and scale of 
support
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3. Energy prices and CPI dynamics
7

» CPI accelerated throughout 2022 with supply 
chain shocks and direct monetary budget 
financing, slowdown later 

» RUS targeted attacks led to energy supply 
shock, household electricity, gas tariffs 
administratively regulated under PSO to a 
significant degree

» Electricity tariffs: increased from 2.64 
UAH/kWh (Jun-23) to 4.32 UAH/kWh (May-
24), kept in place by PSO through 2025-2026

» Gas tariffs: Fixed at 7.96 UAH/cbm from 
May-21, extended through Apr-27 (Naftogaz 
household consumers)

» PSO fiscal pressure: gap between regulated 
household tariffs and market electricity and 
gas prices → high economic and fiscal cost

» Despite controlled tariffs: cum. energy price 
increase stronger than total CPI since Dec-21

» Particularly visible for electricity 
consumption: prices grew by 178% 
compared to Dec-21

Cumulative CPI vs energy prices

Source: Own illustration based on National Bank of Ukraine (2026), includes only solid fuel, 
excludes fuel for transport
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4. Energy price regulation and PSO
8

» Despite increases, wholesale prices remain 
administratively capped below import cost, 
HH tariffs stay below cost-recovery, with 
SOEs covering the difference under 
uncompensated PSOs

» The gap between regulated tariffs and 
market prices creates growing fiscal pressure

» PSO support is uniform, not need-based: it 
under-protects vulnerable households while 
subsidising higher-income ones

» Under the IMF programme, UKR committed 
to quantify PSO costs, assess subsidy 
incidence and prepare gradual cost-recovery 
scenarios (by end-July 2026, CR 26/58), 
while strengthening protection for 
vulnerable households through a better-
targeted Housing Utility Subsidy (CR 25/156)

➢ Market liberalisation should follow a clear 
sequence: targeted social protection first, 
then gradual tariff adjustment to restore 
sector finances and investment capacity

Source: Own illustration based on National Energy and Utilities Regulatory Commission
 NEURC (2022), NEURC (2023), NEURC (2024), NEURC (2025)

Household vs day-ahead market electricity prices, excluding VAT

Source: Own illustration based on State Statistics Service of Ukraine (2026a), JSC Market 
Operator OREE (2022-2026)

Wholesale prices on natural gas market, excluding VAT
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5. Share of energy expenditure in household budget
9

Weights of energy items in the household baskets used for CPI 
calculation, EU27 average

Source: Own illustration based on Eurostat (2026).

Weights of energy items in the household baskets used for CPI 
calculation, UKR average

Source: Own illustration based on State Statistics Service of Ukraine (2026b). Transport fuel 
excluded. Note: CPI weights reflect reference-year consumption structure (2-year lag) and 
may not fully reflect wartime behaviour. CPI weights do not capture distributional or 
substitution effects.
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» Since 2024, weights of energy in the UKR 
households’ basket has exceeded the one in 
the EU by more than 1pp

» EU: electricity prices are the main driver 
UKR: natural gas prices are the main driver

» Heating has higher weight in UKR CPI basket 
than in EU’s -> UKR geography (long, cold 
heating season), highly energy-inefficient 
housing stock, increases space-heating 
demand and costs

» In UKR in 2021, the lowest income-decile 
spent ca. 11% more of its income share on 
energy than the highest income-decile

➢ Energy price shock has regressive impact: 
low-income households face larger cost 
increases

» UKR household electricity tariff nearly 
doubled in 2024 (4.32 vs 2.64 UAH/kWh), CPI 
weights lag behind, so current energy basket 
shares likely understate current burden

➢ Targeted policy measures are needed to 
address low-income households in particular
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6. EU experience: Regressive impact for households
10

» Regressive impact visible for energy 
expenditure in EU: 

- Low-income households’ energy and 
electricity budget shares increased 
more than for high-income 
households, limited scope to cut 
back on this essential service

» From 2020 to 2023, energy shares in 
household budget rose much more for 
low-income households (DEU: 5% and 
FRA: 3% increase in 1st quantile vs 3% 
and 1% in 5th quantile)

» Without well-targeted support , poorest 
households face the largest relative cost 
increases from the energy price shocks

Germany energy expenditure shares of low-income
and high-income households, 2020 vs 2023

Source: Own illustration based on Ackermann, I., & Radulescu, D. (2024). 
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France energy expenditure shares of low-income
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Source: Own illustration based on Ackermann, I., & Radulescu, D. (2024). 
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7. EU policy instruments: country examples (1/3)
11

Instrument Country Description Impact

Tax Reductions

Germany
VAT on gas consumption cut from 19% to 7% 
(Oct 22-Mar 24), directed at all consumers 
(untargeted)

Total fiscal cost EUR 11.3 bn. No targeting due to a lack of data 
on energy consumption and appropriate IT systems; timely 
information on consumption and energy saving incentives are 
delayed by limited smart meters rollout

Belgium
VAT reduction for electricity and gas from 21% 
to 6% (untargeted)

Lowered electricity and gas costs for households
Total fiscal cost EUR 3.7 bn (March 22-23)

Price Caps

Germany
Gaspreisbremse / Strompreisbremse: gas price 
capped at EUR 0.12/kWh and electricity at EUR 
0.40/kWh (up to 80% of prior-year consumption)

Reduction of additional costs for households across the board, 
deflationary effect on consumer prices.
Total fiscal cost EUR 99 bn (Dec 22-Apr 24)

France
Electricity and gas tariff increase capped at 4% 
(2022) and 15% (2023)

Lowered inflation by 2.2 percentage points over 2022-23
Inflation 6.7% in 2022 vs. EU avg 9.2%
Total fiscal cost EUR 18.9 bn (Dec 22-23)

Netherlands
Prijsplafond: electricity price capped at EUR 
0.40/kWh (up to 2,900 kWh) and gas at EUR 
1.45/cbm (up to 1,200 cbm)

Limited energy bill increases for households 
Total fiscal cost EUR 5.1 bn (Nov 22- Dec 23)

Targeted Price 
Protection

Spain

Progressive bonuses for electricity and thermal 
energy (Oct 21 - Dec 23): from 25% to 65% 
(vulnerable) and 40% to 80% (severely 
vulnerable); thermal energy bonus doubled to 
avg. EUR 375/beneficiary; disconnection ban 
extended

Discount on energy bills for 600,000 newly eligible households 
from Apr 2022;  further 1.5 m low-income households from 
Oct 22. Kept energy access for most at-risk consumers.
Total budget EUR 453 m in 2023 (thermal)

Poland

Electricity price for consumption over 2 MWh 
(higher thresholds for vulnerable groups) capped 
at EUR 147/MWh, gas prices capped at EUR 
44/MWh in 2023

Limited bill increases for protected households
Total fiscal cost ~EUR 14.7 bn (Jan - Dec 23)

Belgium

Social tariff for gas & electricity extended to 
BIM-eligible low-income households through 
2023
(from 424,000 to 880,000 households)

Protected households continued to receive below-market 
rates during the period of price hikes
Total fiscal cost EUR 600 m (Jan-Sep 2022)

Sources: Compiled by author from Banque de France (2024), Bruegel (2023), Causa, O., Soldani, E., Luu, N., & Soriolo, C. (2022), Ecologic Institute & BC3 (2023), German Federal 
Statistical Office (n.d.), Intereconomics (2023), OECD (2023), Service Public France (2023), SocialWatt (2023) 
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7. EU policy instruments: country examples (2/3)
12

Instrument Country Description Impact

Targeted Income 
Support

France
One-off EUR 100 payment to low-income  
households that receive energy vouchers 
(earnings less than EUR 2000/month net)

More targeted than broad price measures
Reduced bills for ~5.8 m households (~38 million people)

Ireland

Means-tested one-off EUR 125 payment to 
vulnerable households (pensioners, widows, 
widowers, jobseekers, lone-parents and people 
with disabilities)

Provided temporary bill relief for vulnerable households
Paid to 372,000 households
Part of a EUR 505 m package which included a EUR 200 
reduction in household energy bills

Austria
Energy cost compensation of EUR 150, EUR 300 
for vulnerable households (with low incomes and 
low pensions)

Higher transfers directed to lower income groups
Total fiscal cost EUR 1.7bn

Structural 
Efficiency  
Measures

Germany

Stromspar Check: free in-home energy audits 
and efficiency device installation for low-income 
households; delivered by trained long-term 
unemployed people

Reduced household energy use via targeted efficiency support
Avg. cost saving of EUR 300/year per household
382,000 households advised since 2008, expanded during 2022

France
SLIME (Local Intervention Service for Energy 
Management): energy efficiency program for 
low-income households

18,000 households in energy poverty advised over 5 years
EUR 12 million investment generated 1.2 TWh of energy 
savings certificates

Czechia

New Green Savings programme: fundings for 
reducing energy consumption of residential 
buildings through insulation, energy efficient 
heating, and renewable energy sources 

Supported energy savings in residential buildings
500,000 beneficiaries supported
Total fiscal cost of EUR 4.8 billion

Sources: Compiled by author from Bruegel (2023), Causa, O., Soldani, E., Luu, N., & Soriolo, C. (2022), European Commission (n.d.), Government of Ireland (2022), OECD (2023), Oeko-
Institut (2023)
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7. EU policy instruments: targeted measures (3/3)
13

» EU countries used a mix of instruments during the 2021-2023 energy price shock, with each 
instrument balancing three objectives:

-  Limiting bill increases and energy poverty risks

-        Efficient use of fiscal resources

-         Incentives to save energy

   

 

Tax Reductions Price Caps
Targeted Price 

Protection
Targeted Income 

Support
Structural Efficiency  

Measures

Objectives
(+) Fast relief

(-) Weakly targeted, 
fiscally costly 

(+) Immediate impact
(-) Low energy saving 
incentives, potential 

supply/ market 
distortions

(+) Vulnerable 
households 
protected

(-) Requires eligibility 
data and careful 

design 

(+) Preserve price 
incentives when lump-sum

(-) Depends on 
administrative capacity

(+) Durable bill 
reduction effects

(-) Slow implementation

Limiting bill increases 
and energy poverty 

risks

Efficient use of fiscal 
resources

Incentives to save 
energy

Effectiveness:   ●High     ●Medium     ●Low

Sources: Own elaboration and assessment based on Bruegel (2023), Causa, O., Soldani, E., Luu, N., & Soriolo, C. (2022), European Commission (n.d.), Government of Ireland (2022), 
OECD (2023), Oeko-Institut (2023)
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8. Conclusions and policy recommendations
14

» Targeted instruments can protect vulnerable households efficiently, while broad price 
suppression proves fiscally costly with limited distributional effect. This points to a clear 
direction for UKR on shifting towards targeted, fiscally more efficient support measures

➢ Based on policy implications from EU countries experience of the energy crisis 
2022/2023 and EU policy instruments, we derive the following policy recommendations 
for UKR:

- Move away from broad PSO-based price support towards transparent and targeted 
protection for vulnerable households based primarily on income and vulnerability

- Improve targeting rules by combining income proxies with vulnerability indicators 
(e.g. heating type, household composition, location) 

- Add an arrears and disconnection-prevention package (repayment plans, penalty 
waivers), paired with a reimbursement mechanism for utilities for service continuity 

- Prioritise renovation support for worst-performing buildings and energy-poor 
households; low-cost measures first, then deeper renovation

- Anchor the transition in the IMF programme commitments by using the forthcoming 
technical analysis of quasi-fiscal PSO costs and cost-recovery scenarios to design the 
reform, and the planned HUS revision to build the targeted protection it requires
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CONTACT

Garry Poluschkin, Project Manager Ukraine
poluschkin@berlin-economics.com

German Economic Team
c/o BE Berlin Economics GmbH 
Schillerstraße 59 | 10627 Berlin 
Tel: +49 30 / 20 61 34 64 0
info@german-economic-team.com
www.german-economic-team.com

Our publications are available under
https://www.german-economic-team.com/ukraine

Financed by the Federal Ministry for Economic Affairs and Energy, the German Economic Team (GET) 
advises the governments of Ukraine, Belarus*, Moldova, Kosovo, Armenia, Georgia* and Uzbekistan on 
economic policy matters. Berlin Economics has been commissioned with the implementation of the 
consultancy. 

*In Belarus and Georgia advisory activities are currently suspended.

mailto:poluschkin@berlin-economics.com
mailto:poluschkin@berlin-economics.com
mailto:poluschkin@berlin-economics.com
mailto:info@german-economic-team.com
http://www.german-economic-team.com/
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Annex I. Methodology and Limitations
20

» Estimating the share of energy expenditures in the consumption basket of Ukrainian versus 
European households is constrained by the lack of recent data

» Ukraine’s household survey was not conducted in 2022-2025, only partial survey data exists for 
2021. Any extrapolation beyond observed years would be uncertain/not fully accurate due to major 
structural changes due to war, including a severe energy crisis and large labour movement

» Alternative approach: Estimating the share of household energy expenditures using CPI basket 
weights

- We use official CPI basket weights as a proxy for expenditure shares
- CPI indices are constructed as weighted averages of price changes for a fixed basket of goods and 

services. The weights are designed to reflect household consumption expenditure shares in a 
reference period (the “spending structure” used for the basket)

- It captures post-war conditions but still does not represent the current household expenditure 
structure

» Limitations:

» The CPI year and the consumption structure year are not the same. (e.g. the 2025 CPI basket 
reflects average 2023 consumption shares (spending structure); similarly, 2024 reflects 2022, and 
so on → Therefore, energy share derived from weights is therefore a structural proxy for 
expenditure shares in that reference period, not a direct measurement of current-year outlays

» CPI weights represent average expenditure shares across different income groups. In practice, the 
share of energy spending varies substantially across income groups and household types, which 
cannot be captured with this approach
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Annex II. CPI weights per energy item UKR vs EU
21

Weights of electricity in the households’ baskets used for CPI 
calculation in the respective year
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Source: Own representation based on State Statistics Service of Ukraine (2026a) and Eurostat (2025).
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