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Abstract

Russia’s invasion of Ukraine has caused human suffering, the destruction of infrastructure and
environmental damage on a huge scale. The Ukrainian government has already started to prepare for
reconstruction, and presented its National Recovery Plan in July 2022. The plan has many strengths,
including a focus on institutional upgrading, reducing the power of oligarchs, accelerating EU integration
and convergence with EU standards, and a correct identification of the most pressing short-term
measures to support the economy. However, we also identify several shortcomings and areas for
improvement. The plan overestimates the cost of reconstruction: we estimate Ukraine’s external
financial needs for post-war reconstruction at USD 410bn (without security needs) — somewhat lower
than the government'’s projection of USD 500bn. We also think that the government overestimates the
economy’s post-war growth potential. Adjustments need to be made both to the distribution of post-war
financing across sectors and to the plans related to industrial policy and the financial sector. The
aspiration to lower the tax burden is unlikely to be compatible with post-war demands on the state
budget related to reconstruction. In addition, the proposed decentralised approach is unlikely to yield the
best results: in most areas, reconstruction should be guided at the national level. Attention should also
be given to the areas of overlap, the lack of coordination between different elements of the
reconstruction plan, and, in some cases, the incorrect prioritisation of tasks.

Keywords: Ukraine economic recovery plan, Ukraine economic reconstruction, Ukraine-EU
integration, Ukraine financing needs, Ukraine-Russia war, Reconstruction in the Balkan states

JEL classification: H56, P52, F35
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Evaluation of Ukraine’s National Recovery Draft

Plan

EXECUTIVE SUMMARY

Russia’s invasion of Ukraine is the biggest military conflict in Europe for almost eight decades. It
has caused untold human suffering and the destruction of infrastructure on a monumental scale, and
has generated significant environmental damage. All of these costs are likely to rise further before the
war ends.

We estimate Ukraine’s external financial needs for reconstruction at USD 410bn (without defence
and security needs), which is lower than the government’s own projection (USD 500bn), but
roughly in line with the estimates of other non-official researchers.’ Our estimate includes three
core components: the direct reproduction costs of the assets destroyed and damaged; the hypothetical
costs of upgrading Ukraine’s infrastructure from what it was prior to the Russian military invasion; and
EU transfers for environmental, institutional and other purposes on the way to Ukraine acquiring EU
membership. For legal reasons, the division of these costs between Russian compensation and Western
assistance is not yet clear. Without doubt, Ukraine will need considerable financial support from its
Western partners on its way to EU integration. It is important to recognise that Ukraine’s EU-oriented
reconstruction must be seen by its Western partners not just as an act of charity, but as pragmatic policy
that is in the West’s own interests.

Despite the continuing war, the Ukrainian government has already started to plan for
reconstruction, and it presented a National Recovery Plan in Lugano on 4-5 July 2022.2 The plan
is contained in a broad-based, comprehensive and detailed document. It outlines the main tasks for the
reconstruction and rehabilitation of the war-torn country; divides each direction or goal into a set of sub-
goals; and covers the necessary supporting measures, including legislative initiatives.

The strengths of the plan are as follows:

» Correct identification of the most pressing and acute needs of the economy: Short-term
emergency measures and government financing needs are specified appropriately for 2022. The
government plans to build up gas reserves, resolve the bottlenecks on rail and road exports to the EU,
rebuild devastated social infrastructure (schools, hospitals, cultural institutions) and provide wartime
emergency financing for small and medium-sized enterprises (SMEs) and agricultural producers.

» Institutional upgrading and reducing the influence of oligarchs: The government has got some of
its priorities correct by suggesting appropriate measures to strengthen institutional capacity and

' See, for example, Becker, T., Eichengreen, B., Gorodnichenko, Y., Guriev, S., Johnson, S., Rogoff, K., Mylovanov, T.,
Weder di Mauro, B. (2022). A Blueprint for the Reconstruction of Ukraine. https://voxeu.org/article/blueprint-
reconstruction-ukraine

Ukraine Recovery Conference (2022). https://www.urc2022.com/urc2022-recovery-plan
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achieve the ‘de-oligarchisation’ of the country. These are fundamental prerequisites for the sustainable
and inclusive development of the Ukrainian economy in the future.

> Speeding up EU integration: The government has correctly addressed the tasks related to EU
integration, the harmonisation of Ukrainian regulations with the Copenhagen criteria and the
safeguarding of mutual access to markets. In general, the plan is correct in seeing post-war
reconstruction as a potential tool for improving Ukraine’s compatibility with EU standards.

However, the plan does have some shortcomings that need to be tackled in the course of its
refinement:

» The government overestimates the costs of reconstruction and makes questionable
assumptions about how this will be financed: Assuming that the war continues until the middle of
next year, we think the aid-driven reconstruction needs will be USD 410bn (without defence and
security needs), which is somewhat lower than the government’s estimate of USD 500bn.

» Its macroeconomic assumptions are very ambitious and ill-founded: The government’s forecast
that Ukraine’s nominal GDP will grow fivefold in USD terms over 2023-2032 seems unrealistic; nor is it
explicit about the assumptions concerning the real exchange rate dynamic underlying the GDP
forecast. Other post-conflict examples further underline the suspicion that these targets are overly
ambitious: nominal GDP in USD terms increased by 3.1 times in Bosnia and Herzegovina over 1996-
2005 and doubled in Croatia over 1994-2003. Iraq’s GDP soared by 13.8 times in the course of 2003-
2012, but in many respects that case was unique.

» Some components of the Recovery Plan refer to traditional government functions, rather than
post-war rehabilitation: Securing macro-financial stability or developing sports seems odd in the
context of a post-war reconstruction plan.

» The distribution of general financing across sectors is not well justified: As an example, defence
and security financing needs up to 2032 are put at USD 50bn, including the military assistance from
allies in 2022. But this amount seems on the low side, given the intensity of the military struggle with
the Russian army and the immense challenges involved in transforming the defence industry and
modernising the Ukrainian armed forces in the post-war period.

» The proposed decentralised approach is probably not the right one: According to the plan,
recovery projects are to be concentrated in specific regions and supported by specific international
partners. This may not produce good results when tasks of nationwide importance have to be tackled
and when rehabilitation projects have powerful spill-over effects. However, there are areas where a
decentralised approach does make sense: for example, the reconstruction of local infrastructure and
housing may be carried out on a decentralised basis — i.e. under the aegis of local government, in
cooperation with specific donors.

> Some of the plan’s programmes overlap with one another and are assigned the wrong
priorities: Agriculture and ferrous metallurgy are treated as ‘value-adding’ sectors and are eligible for
a broad set of privileges, with financing from different sources. This approach is reflected in the
programme ‘economic recovery and development’, which overlaps with ‘access to funding with a
competitive cost of capital’. The selection of priority sectors is to some extent backward looking, and
merely extrapolates current economic structures. Moreover, the sources of financing, the forms of
capital inflow and the full range of instruments for achieving the set goals are not specified
appropriately.
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» The programme ‘access to funding with competitive cost of capital’ comprises quite vague
instruments and lacks a complete list of implementing agencies: Little is proposed in relation to
those stimulus measures that were employed prior to the war. Besides, the financial plans for some
projects are ill-founded (USD 40bn to encourage mortgage lending or USD 15-20bn for bank
recapitalisation) and the urgency of undertaking them as part of post-war reconstruction is
questionable.

» Some contradictions and inconsistencies across the plan indicate poor coordination of the
various directions of reconstruction: For instance, European integration and alignment with the EU
acquis is combined with a ban on the reimbursement of VAT on exports of raw materials and huge
state support for ferrous metallurgy. Such initiatives neglect the fact that the EU-Ukraine Association
Agreement and EU Council Directives require the harmonisation of indirect taxation (including VAT
reimbursements) and the fulfilment of EU Directives on state aid and competition policy.

» The various policy initiatives are also poorly balanced in a fiscal context: For instance, a reduction
in the tax burden on businesses and the population to a level not higher than 30% of GDP is unlikely to
be compatible with the huge need for investment in infrastructure, the reimbursement of war-driven
losses and massive fiscal support for enterprises in priority sectors. Nor is an expanding fiscal deficit
(driven by tax cuts) in alignment with a declining public debt target, as prescribed by the plan.
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Oninka npoekTty HauioHasbHoro [ls1aHy BiiHOBJIEHHA

Ykpainu

FOJIOBHE

BToprHeHHsi Pocii B YkpaiHy € HanbinbLumMm BiNCbKOBMM KOHMIIKTOM y €Bponi 3a Maixe Bicim
JecatunitTe. BOHO CnpUYnHNNO He3nNiYeHHi NIACHKI CTPaXaaHHS, riraHTCbKi pyNHYyBaHHSA
iHPPaACTPYKTYpK, a TakOX 3aBAaro 3Ha4HOI LIKOAW HAaBKONULWIHLOMY cepegoBuy. MacwTab ycix umx
30uMTKiB, CKOpiLL 3a Bce, Byae 1 Hagani 3poctaTi ax A0 3aKiHYeHHS BiHW.

3a HawunmK ouiHKaMu, NoTpebu y 30BHiWHLOMY biHaHCyBaHHI YKkpaiHu Ha Bia6yanoBy
nepepba4varoTbes Ha piBHi 410 mnpa. aon. CLUA (6e3 ypaxyBaHHs noTpeb y cdepi 060poHH i
6e3nekn). LA cyma aello € MeHLLOoLo, HiX 3a oliHkamu ypsagy - 500 mnpa. aon. CLUA 3
ypaxyBaHHAAM 6e3nekoBux noTpeod, ogHak NpMONu3HO BignoBigae ouiHkaM iHWKUX HeodilinHux
pocnigHukie.® My BKNoYanu y cBoi po3paxyHKM TPU OCHOBHI KOMMOHEHTU: MPAMi BUTPaTK Ha
BiJHOBMEHHS 3HULLEHUX i NOLLIKOAXXEHNX YHACTIOOK BiHN aKTMBIB; MMOBIPHI BUTPATU HA OHOBMNEHHSA
iHppacTpyKTypu YKpaiHn Oo piBHSA, siknih 6yB OO0 BilNCbKOBOrO BTOPrHeHHs1 Pocii; Ta TpaHcdepTn €C Ha
€KOMOTiYHi, IHCTUTYLINHI Ta iHWI Wini Ha Wwnsxy 4o HabyTTa YkpaiHoto uneHcTea B €C. 3 iopuanyHnx
NPUYMNH MOKN LLLO HEMOXKITMBO BU3HAUYUTU YiTKMIA PO3NOGIN LMX BUTPAT MiX JKepenamn iHaHCcyBaHHS,
30Kpema Mixk komneHcaujismmu 3 60Ky Pocii Ta Jonomoroto Bif 3axigHux napTHepiB. beanepeyHo, YkpaiHa
notpebyBaTvMe 3Ha4HOI biHAaHCOBOT MIATPUMKM MiXKHAPOAHUX NapTHEPIB Ha CBOEMY LLUNAXY A0
iHTerpauii B €C. BaxxnnBo BM3HaTH, WO opieHToBaHe Ha €C BiAHOBNEHHS YKpaiHM Mae cnpunmMarmcs
3axigHMMK NapTHepPaMu He NPOCTO AK BnaroAiviHiCTb, a K NparmaTuyHa NorniTuKa, ska Bignosigae
iHTepecam 3axoay.

HaBiTb B ymMOoBax TpuBaroyvoi BiiHK Ypsag YKpaiHu po3no4yaB po60oTy Hag NpoeKToM BinbdyaoBu.
3okpema, 4-5 nunHa 2022 p. B JlyraHo 6yno npeacrtasneHo HauioHanbHMi nnaH BigHOBMNEHHS.
3aranom gaHun MNMnaH MoXHa oxapakTepuayBaTh Ik BCEOXOMHOYMIA, KOMMIEKCHWUI | AeTanbHUi
OOKYMEHT, B AKOMY OKPECIIEHO OCHOBHI 3aBAaHHS BiJHOBMEHHS Ta PEKOHCTPYKLUIT 3pyMHOBAHOI BiliHOO
E€KOHOMIKW, YiTKO BU3HAYEHO KOXHMIA HanpsiMOK abo Uinb 3 AeTanisaui€eto iHiLiaTie, a TakoXx po3KpuTo
HeoOXigHi 4ONOMIXHI 3axo4n, BKMOYHO i3 3aKOHOAABYMMM 3MiHAMW.

CunbHumMmK cTopoHamu lMNnaHy € Taki:

> BipHe BU3Ha4YeHHA HaNbiNbLW HaranbHUX i rOCTPUX NOTPE6 B eKOHOMILi: HanexHnm YnHom
po3pobreHo KOPOTKOCTPOKOBI EKCTPEHI 3axoan Ta OLiHEHO NoTpebu B AepxaBHOMY hiHAHCYBaHHI Ha
2022 pik. Ypsag nnaHye 30iMCHUTU HAaKONMMYEHHS ra3oBuX pPe3epBiB y CXoBuLLaX, pO36oKyBaHHSA
BY3bKMX MiCUb Y 3ani3HUYHOMY | aBTOMOBINbLHOMY cnonydeHHi ansa ekcnopty B/yepes €C,
BiJHOBMNEHHS 3pyNMHOBAHOI couianbHOI iHpacTpyKTypw, (LUKif, NiKapeHb, 3aknagis KynbTypu) Ta

3 See, for example, Becker, T., Eichengreen, B., Gorodnichenko, Y., Guriev, S., Johnson, S., Rogoff, K., Mylovanov, T.,

Weder di Mauro, B. (2022). A Blueprint for the Reconstruction of Ukraine. https://voxeu.org/article/blueprint-
reconstruction-ukraine
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3abe3eneyeHHs KpUTUYHOIo hiHaHCyBaHHS Y BOEHHWUI Yac Ans manux i cepegHix nignpuemcts (MCIT),
a TaKoX CiNbCbKOrocnoAapCbkux BUPOOHMKIB.

» OOrpyHTOoBaHi 3axoau Ansa iHCTUTYLIMHOI MoAepHi3auii Ta 3MeHLWeHHA BNUBY ofirapxis: Ypsg
NnpaBuNbHO BU3HaYMB AesKi 3i CBOIX NPIOPUTETIB, 3arnponoHyBaBLUM BiANOBIAHI 3ax0o4uM A11S NOCUNEHHS
IHCTUTYLINHOI CMPOMOXHOCTI Ta AOCATHEHHS “Aeonirapxi3adii” kpaiHu, Lo € OCHOBHUMM
nepegymMmoBamu Arsi CTANoro Ta iHKM3MBHOIO PO3BUTKY YKPAiHCLKOT EKOHOMIKM B MaibyTHEOMY.

» MpuckopeHHs iHTerpauii B €C: Ypsa HaneXxHUM YnHoM cpopMynioBaB 3aBAaHHS, NOB'sA3aHi 3
iHTerpauieto B €C, rapmMoHi3aLieto ykpaiHCbKOro 3akoHo4aBCcTBa i3 KoneHrareHCbKMMM KpUTepisamu i
3abe3neyeHHsIM B3aEMHOMo JOCTYNY A0 PUHKIB. 3aranoM MOXHa BBaXkaTw, WO Y AaHOMy acnekTi [1naH
nobynoBaHMI NpaBUNbHO, OCKINbKM NiCNSABOEHHA BiaOyaAOBa po3rnafaeTbesa AK NOTEHUINHWN
IHCTPYMEHT ANsi NOCUNEHHS BignNoBigHOCTI YKpaiHu ctaHgaptam €C.

OpHak MNnaH BigHOBNEHHsA He No36aBneHUn AesskuX HegonikiB, AKi HEOGXiAHO YCYHYTU B Xogai
1horo goonpaltoBaHHsA, a came:

» Ypsapn, BiporigHo, Aello 3aBuLlye o6¢cAr pecypciB, HeOOXiAHMX ANA BiGHOBNEHHSA Ta
PEeKOHCTPYKLi, a TaKOX POOUTbL CYMHIBHi NpUNyLLEHHSA WOoA0 WsAXiB iX hiHAHCYBaHHA: AKLLO
NpunycTuTK, WO BiiHa TpMBaTUME OO0 CepeanHn HacTYMHOro PoKy, TO piHaHCOBI NOTpebu Ha
BigOyAOBY 3a paxyHOK 30BHIiLLIHbOI 4OMNOMOMN MOXYTb cTaHoBUTU 410 mnpa. gon. CLUA (6e3
ypaxyBaHHs notpeb y ccpepi o6opoHM Ta 6e3nekn), Wo AeLLo HkYe, Hix ouiHkm ypsaay B 500 mnpa. (a
6e3 ypaxyBaHHS 060poHHMX NoTpeb — 450 mnpa gonapis).

» MakpoeKoHOMi4Hi npunyweHHs, BUKNaaeHi B lNnaHi, € HeoGr'pyHTOBaHMMMU: NPOrHO3 Ypsay
YkpaiHu wono 3poctaHHsa HomiHaneHoro BBIT Ykpainu maibke B 5 pasis y 4ONapoBOMY eKBiBareHTi
npotarom 2023-2032 pp. BUrnsgae HepeanicTMdHUM; TakoxX y MnaHi He nponucaHi NpunyLweHHs Wwoao
ONHaMikn pearnbHOro obMiHHOIO Kypcy, Lo fnexaTtb B 0CHOBI nporHo3y BBI1. lNMicnsasoeHHun gocsig
iHLIMX KpaiH JOBOAMTbL HaAMipHY amMBiTHICTb LUX Linewn, 3okpema: HoMiHaneHun gonaposun BBl B
BocHii Ta NepuerosuHi 3pic y 3,1 pa3u npotarom 1996-2005 pp., y XopsarTii Bnpogosx 1994-2003
pp. — Yy 2 pa3u. BBIT Ipaky 3pic y 13,8 pasa npotsarom 2003-2012 pp., ane gocsif Ipaky € yHikanbHUM y
HaraTbox acrnekTax.

> [esiki KomnoHeHTM MNnaHy BiAHOBMEHHSA CTOCYHTbLCA TPaAULLIMHMX (PYHKUIN ypsaay, a He
nicnABo€HHOI BiabyaoBu: 3abesneveHHs makpodiHaHCOBOI CTabinbHOCTI Y PO3BUTOK CMOPTY
BUMMAAa€e AVNBHUM Y KOHTEKCTi NriaHy NiCNSABOEHHOT PEKOHCTPYKLiT.

> Po3nogin 3aranbHoOro giHaHCyBaHHA MiX ceKTopaMu € HeAO0CTaTHLO OGI'PYHTOBAHUM:
Hanpuknag, piHaHcyBaHHA NoTpeb obopoHu Ta 6e3nekn oo 2032 poky OuUiHIOETLCS Ha piBHI 50 mnpa.
pon. CLUA, Bkrtovaroum BiiCbKOBY JOMOMOrY Bif COHO3HUMKIB, AKy YKpaiHa oTpumana 'y 2022 p. Ane ud
CyMa € CyTTEBO 3aHWXKEHO, Oepyyn 40 yBarm iHTEHCUMBHICTb BICbKOBUX AiN i 3HAYHI BUKIUKN,
noB’si3aHi 3 TpaHcopmaLieto 060POHHOT MPOMMCIOBOCTI Ta MOAEPHI3aLE YKPaIHCbKUX 30PONHNX
cun 'y NicNsIBOEHHWIA nepioA.
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» 3anponoHoBaHun y lNnaHi geueHTpanizoBaHun Niaxia He € BUBaXX€HUM: 3rigHO 3 NIIaHOM,
NPOEKTU BiAHOBIEHHA MalOTb 30CEPEAXKYBATUCA B OKPEMUX pPerioHax i peanisoByBaTuUcs 3a MNigTPUMKM
KOHKPETHUX MiXKHapOOHUX NapTHepiB. Y BUNAAKY, KON BUPILLEHHSA NOTPebyoTb 3aBAaHHS
3aranbHOHaLiOHaNbHOro 3HayeHHsi abo NPOEKTY BiAHOBMEHHS MaloTb CYTTEBI TpaHperioHanbHi
edekTu, Takn Nigxig He AaBaTMMe HanexHux pesynbTarti. [poTe € ccepu, e geueHTpanisoBaHuin
nigxig 4OpeYHUI: Hanpuknag, PEKOHCTPYKLiS MiCLLeBOT iHPPaCTPYKTYPU i XKUTNOBOro OOHAY MOXe
3[iMicHIOBaATUCA AeLeHTparnisoBaHo, TOGTO Mig erigoro MiCLEBMX OpraHiB Bnaaw, y cnienpadi 3
KOHKPETHMMW AOHOpaMW.

» Oesiki nporpamu NnaHy Ay6n00Tb ogHa OA4HY | MalOTb HeNpaBUIbHI NPIOPUTETU: CinbCbke
rocrnoAapcTBo | YopHa MeTanypris po3rnsganTbCs K CEKTOPU eKOHOMIKU 3 OAAHO0 BapTICTIO i
MatoTb NPaBO Ha LUMPOKUIA Habip NpueineiB npu iHaHcyBaHHiI 3 pisHux mxepen. Llen nigxia
BigoGpaxeHo B nporpami “EKoHOMIYHE BigHOBMNEHHS Ta pO3BUTOK”, sIka YacTKOBO 36iraeTbcH 3a
3MicTOM i3 nporpamoto “3abesneyveHHst JocTyny A0 diHaHCYBaHHS 3 KOHKYPEHTOCMPOMOXKHO
BapTicTIO kaniTany”. Bubip npiopuTeTHNX ranysen y pamkax Lmx nporpam neBHOK Mipot HOCUTb
3acTapinuin xapakTtep i niwe ekctpanosnioe (Bigobpaxae) NOTOYHY CTPYKTYpY eKOHOMIKM. Kpim Lboro, y
lMnaHi He KOHKPEeTN30BaHO HaNEXHUM YMHOM Hi AXepena iHaHCYyBaHHS, Hi (DOPMU HAOXOOKEHHS
KaniTany, Hi HaBiTb MOBHOrO CNEKTPY iIHCTPYMEHTIB AN AOCATHEHHA MOCTaBNEHMX Linen.

> Mporpama “3abe3neyeHHs gocTyny A0 (piHAHCYBaHHA 3 KOHKYPEHTOCNPOMOXHOK BapTiCTHO
KaniTany” BKNOYae JOCUTb HeYiTKi IHCTPYMEHTH BNPOBaAXXeHHA Ta He Mae MOBHOIO Nneperniky
BUKOHAaBLiB: Mario LLO NPOMNOHYETLCH BiAHOCHO TUX 3axX04iB CTUMYMIOBAHHS, SiKi 3aCTOCOBYBanucs 4o
BiHW. Kpim Toro, giHaHCOBI NnaHn aesknx NpoekTis € 3aBuweHnmn (40 mnpg. gon. CLWA ans
CTMMYITIOBaHHS inOTEYHOro kpeamTyBaHHS abo 15-20 mnpg gon. CLUA Ha pekanitanisauito 6aHkiB), a
HarasnbHiCTb iX peanisauii B paMmkax nicnsaBOEHHOI Biaby40BN €eKOHOMIKW B3arasni BUKMMKAE CYyMHIBU.

» Hesiki cynepeyHocTi Ta po36ixHocTi [naHy cBig4YaTb NPO HU3bKUI PiBEHb Y3rooXeHOCTi i
cnabKy KoopauHauito pi3HMX BEKTOPiIB PEKOHCTPYKLil: Hanpuknag, eBpoiHTerpauiiHMin Kypc Ta
Y3ro>KeHHs HaljioHanbHOro 3akoHoAaBcTBa 3 acquis €C NoeaHyThCS i3 3ab0POHOI0 BiALIKOAYBaHHA
MAB Ha excnopT CMPOBWHM Ta 3HAYHOIO AePXXaBHOI NiATPMMKOI YOPHOI MeTanyprii. Taki iHiyiaTnem
irHoOpyIoTb TOW hakT, Wo Yroaa npo acouiauito mix YkpaiHoto Ta €C i Qupektuem Pagn €C BumararoTb
rapmoHi3aLii HenpsaMoro onogaTtkyBaHHs (y T.4. i BigwkoaysaHHsa NOB) Ta BukoHaHHs Oupektus €C
Loa0 AepXKaBHOI AOMOMOMN Ta KOHKYPEHTHOT MONITUKMK.

> Pi3Hi noniTuyHi iHiuiaTMBM HegocTaTHLO 36anaHcOBaHiI TakoX i Y pickanbHOMY KOHTEKCTi:
Hanpuknag, 3HWKEeHHS NoAAaTKOBOrO HaBaHTaXEHHS Ans NIANPUEMCTB | HaCceneHHs A0 PiBHS, LWO He
nepesuwye 30% BBI1, HaBpsag un Byae cymicHUM i3 konocanbHUMK notpebamu B iHBECTULIAX B
iHpaCTPYKTYPHI NPOEKTH, BiALIKOAYBaHHAM BTpaT, CNPUYNHEHMX BIAHOD, | MacLuTabHOo gickanbHO
NigTPMMKOIO NIANPUEMCTB Y NPIOPUTETHUX CekTopax. 36inbLueHHs brogxeTHOro AediunTy, BHacnigok
3HWXKEHHSI NoAaTKiB, TAKOX HE Y3ro4)KyeTbCsl i3 CKOPOYEHHSIM AepxaBHOro 6opry, LWo nponucaHo B
MnaHi BiAHOBNEHHS.
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INTRODUCTION

In April, the Ukrainian government established the National Council for the Recovery of Ukraine from the
consequences of the war and set up several working groups to consider economic recovery and
development, agriculture, the restoration of public services, housing, transport, communications, social
service delivery and other issues. From this emerged the National Recovery Plan,* prepared by the
government and 2,500 experts in Kyiv, and presented in Lugano on 4-5 July.

In addition to the presentation of Ukraine’s Recovery Plan, the Lugano Principles were announced as
part of a special declaration by the participating governments and international organisations. The
statement emphasised the following principles for Ukraine’s reconstruction: partnership, focus on
reforms, transparency and accountability, democratic participation, multi-stakeholder engagement,
gender equality and inclusion, and sustainability. The National Recovery Plan is regarded as being
‘owned’ by Ukraine, so that its implementation will be the responsibility of the Ukrainian authorities. But
before the plan can commence and before it receives funding, it must be fully endorsed by the European
Commission and other international donors, and needs to be integrated into the operation of the ‘Rebuild
Ukraine’ platform.

Generally speaking, the National Recovery Plan is a broad-based, comprehensive and detailed
document, with many strengths and benefits. It captures the main directions of rehabilitation for the war-
torn country; separates each direction or goal of reconstruction into various sub-goals; covers the
supporting measures; and includes legislative amendments and initiatives. The plan therefore lays the
foundations for the post-war reconstruction of Ukraine’s economy and aims to create the conditions
necessary for sustainable economic development in the long term. However, comprehensive analysis of
this document reveals some contradictions and ill-founded benchmarks that must be tackled in the
process of developing and finalising the document.

The purpose of this policy note is threefold. First, to reveal the strengths and weaknesses of Ukraine’s
National Recovery Plan. Second, to highlight important lessons learned from the post-war reconstruction
of other countries that have been affected by invasion and conflict. In particular, we will use the example
of the former Yugoslav states. Those countries provide suitable examples, given that their reconstruction
was relatively recent and was also envisaged within the context of the EU integration process — and also
because of wiiw’s expertise in this region. Finally, this note aims to formulate policy proposals for the
adjustment of Ukraine’s National Recovery Plan (in terms of its strategic goals, core directions and major
policy instruments), in order to make it consistent, comprehensive and as well suited as it can be to the
challenges facing Ukraine, including the EU integration agenda.

4 Ukraine Recovery Conference (2022). https://www.urc2022.com/urc2022-recovery-plan
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1. THE STRUCTURE OF THE RECOVERY PLAN

In this first section, we address the Recovery Plan as a whole, in order to assess whether it covers the

right areas and determine whether anything important is missing. The plan consists of 15 national

programmes (Table 1). In order to get a better understanding of the plan’s structure and to put it into

context, Table 1 includes a comparison with the 1997 Priority Reconstruction and Recovery Programme

for Bosnia and Herzegovina (BiH). By comparing the Ukrainian plan with a relevant historical case, we
should be able to identify similarities, overlaps and differences, which could provide additional insight
into our evaluation of the Ukrainian plan.

Table 1/ Ukraine’s national programmes, in comparison with Bosnia and Herzegovina (BiH)
sectoral programmes and projects

2a.

2b.

10.
11.

12.
13.
14.
15.

Ukraine’s national programmes

Ensuring emergency funding

Providing access to funding with competitive cost of capital

Development of value-adding sectors of the economy

Strengthening defence and security
Striving for EU integration
Rebuild clean and safe environment

Integrated energy system resilience

Boosting business environment
Resolving logistical bottlenecks and integration with EU

Recovery and upgrading of housing and regional
infrastructure

Recovery and modernisation of social infrastructure
Securing targeted and effective social policy

Improving education system
Upgrading healthcare system
Developing culture and sports
Securing macro-financial stability

BiH projects within the Priority
Reconstruction Programme

Emergency Recovery

Emergency Farm Reconstruction

Emergency Industrial Re-Start Guarantee
Bosnia Enterprise Fund (IFC as a shareholder)
Emergency Microbusiness/Local Initiatives
Microfinance Bank (IFC as a shareholder)
Sponsorship Trust Fund (MIGA as a guarantor)
Public Finance Reform

Banking Sector Reform

Emergency Landmines Clearance

Water, Sanitation, and Solid Waste Urgent Work
Emergency Wood Supply/Forest Management
Emergency District Heating Reconstruction
Emergency Electric Power Reconstruction
Emergency Natural Gas System Reconstruction
Government Services

Emergency Transport Reconstruction
Transport Reconstruction Il

Emergency Telecommunications Rehabilitation

Emergency Housing Repair

Emergency Education Reconstruction

War Victims Rehabilitation

Emergency Demobilisation and Reintegration
Emergency Public Works and Employment
Education Reconstruction |

Essential Hospital Services

Source: compiled by the authors on the basis of Ukraine’s National Recovery Plan (2022) and ‘Bosnia and Herzegovina —
the Priority Reconstruction Program’ (1997).
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As outlined in the introduction, we believe that the successor states of the former Yugoslavia generally
provide the most useful comparison, given that their reconstruction was recent and was undertaken
within the framework of the EU accession process. We believe that the BiH recovery plan, in particular,
is the most appropriate for comparison here. Of all the successor states of the former Yugoslavia, it was
the economy of BiH that was most ravaged by the war. The country’s total war losses were put at

USD 50-70bn® — many times greater than BiH’s 1996 GDP (USD 3.6bn). At the end of the war,
unemployment was close to 40% and the country had lost a major part of its industrial production.®
These figures imply an even more terrible cost, relative to the size of the economy, than is likely to be
faced by Ukraine once the war is over.

Our general assessment, both in isolation and alongside BiH’s programme strands, is that the
programmes in the Ukraine Recovery Plan do largely accommodate the main needs of the country, both
during and after the war. As the table shows, the plans of Ukraine and BiH overlap to a great extent.
However, there are three differences that stand out for us as worthy of comment.

First, we can see from the table that BiH’s emergency recovery programme (which was aimed, among
other things, at restoring the government’s administrative capacity) is replaced in the case of Ukraine by
an emergency funding programme (section 1 in Table 1). In our opinion, this is a well-justified difference.
In the case of BiH, the emergency recovery programme aimed at restoring administrative capacity was
necessary because of the partial breakdown of government administrative capacity due to the fact that
the war affected a large part of BiH’s territory. By contrast, the Ukrainian army pushed the Russian
forces out of most of the country very early on in the war, and Ukraine’s government institutions have
continued to function across by far the greater part of the country. This also implies that the provision of
emergency donor funding to the Ukrainian government will give the government a greater opportunity to
carry out emergency recovery actions even before the war ends.

Second, the development of the value-adding sectors of Ukraine’s economy is a reasonable priority,
taking into account the degradation of the manufacturing industry prior to 2022 and its partial destruction
in the course of the war (section 2b in Table 1). However, the programme, as it appears in Ukraine’s
Recovery Plan, is vague and lacks any clear specification of the instruments for financing (or the kind of
investments), the institutions to be involved and the government responsibilities. Besides, the definition
of value-adding sectors in the Ukrainian context seems backward looking and influenced by business
lobbyists, rather than derived from strategic reasoning (see below). The programme devoted to the
value-adding sectors of Ukraine’s economy overlaps in scope with the programme ‘providing access to
funding with competitive cost of capital’. These weaknesses in Ukraine’s programme stand out when
they are compared to the equivalent parts of the BiH plan. In the BiH plan, specific business-supporting
projects made up the production component of the Priority Reconstruction Programme, and such
projects were assigned to specific agencies (the Bosnia Enterprise Fund, Microfinance Bank,
Sponsorship Trust Fund, Investment Guarantee Agency).

5 Nedic, G. (2006). Financial and Technical Assistance in the Reconstruction and Development of Post-Conflict Bosnia
and Herzegovina, wiiw Balkan Observatory, Working paper 073.

8 Gligorov, V., Kaldor, M. and Tsoukalis, L. (1999). Balkan Reconstruction and European Integration, wiiw Balkan
Observatory, Working paper 001.
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Third, securing macro-financial stability (balance of payments and budgetary support) is included as a
separate programme (section 15 in Table 1). There was no comparable programme in Bosnia (although
international donors allocated significant funds to macro-financial stability in the 1990s via the normal
channels). In the case of Ukraine, we do not believe this point should be included in the Recovery Plan,
as it is a traditional government function that should be carried out anyway.

Despite the problematic parts of the Ukraine plan that we have identified relative to BiH, we can discern
one important reason for optimism in the case of Ukraine. BiH is a federation and has one of the most
complicated constitutional/political systems in the world. That explained the poor administrative capacity
and low efficiency of the reconstruction programme in BiH. Taking into account the fact that Ukraine is a
unitary state with political consensus and strong public support for economic recovery and
reconstruction within the framework of EU integration, this will not be a problem in the way that it was in
BiH. Therefore, Ukraine’s institutional capacity will presumably be greater than in BiH, and the outcome
of an aid-driven reconstruction process should be more encouraging.

2. WHAT THE PLAN GETS RIGHT

In chapter 1, we noted — albeit with some caveats — that the plan as a whole is generally well
constructed and covers all the key areas. Here, we start to look at the Ukrainian plan in more detail,
identifying and analysing what we see as its main strengths. As well as correctly identifying the most
crucial short-term measures to be taken, the plan lays the foundations for institutional upgrading, a
reduction in the influence of the oligarchs and an acceleration of EU integration.

2.1. Short-term emergency actions

The Recovery Plan provides a well-justified description of the emergency actions required for 2022
and an appropriate estimate of government financing needs this year. Aside from military supplies and
defence needs, the government envisages measures to secure military waste utilisation; build up gas
reserves in storage facilities; free up bottlenecks in rail, road and Danube River exports to the EU;
rebuild the social infrastructure that has been destroyed; find sources of financing for the state budget;
provide SMEs with wartime emergency financing; set up a public-private partnership (PPP) re-
employment platform with a reskilling programme; and provide agricultural producers with low-cost
financing, storage opportunities, etc.

However, the extension of state grants to SMEs (included in the emergency programme) seems
excessive, given the ballooning fiscal deficit in Ukraine. Emergency financing for SMEs in the form of
government guarantees covering loans and concessional lending through the banks is available in the
Recovery Plan and is already being applied. That might be regarded as a substantial financial tool for
small business support, even without grants.
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2.2. EU integration

One of the main strengths of the National Recovery Plan is that it offers potential synergies for EU
integration. The plan correctly addresses the tasks related to EU integration, the alignment of Ukraine’s
regulations with the Copenhagen criteria and the safeguarding of mutual access to markets. Post-war
reconstruction is seen as a tool for advancing Ukraine’s compatibility with EU rules and standards.

In this regard, the Recovery Plan sets out some important tasks and measures:
» Implement the EU acquis and undertake tasks related to the process of Ukraine’s integration;

» Ensure the full implementation of regulations stemming from obligations under the Association
Agreement;

» Integrate the country into the EU internal market, ensure food security and the functioning of the
logistics network with EU countries;

> Prepare an ‘administrative capacity roadmap’ to ensure the formation of an overall level of
administrative capacity that is in line with EU best practice;

» Carry out cross-sectoral measures to facilitate integration into the EU markets, (Digital Europe,
Transport Network, joint transit regime); and

» Include Ukraine in the list of beneficiaries for the purposes of Regulation EU 2021/1529 of 15
September 2021, related to the Instrument for Pre-Accession Assistance (IPA III).

The social and political foundations for implementation of the EU-Ukraine integration agenda are now
quite favourable in Ukraine. A positive attitude on the part of citizens towards EU accession is very
important for maintaining reform momentum and introducing the reforms mentioned above. A nationwide
public opinion poll in Ukraine, conducted by the social research group Rating on 18-19 June 2022,
showed that 87% of citizens would support Ukraine’s membership of the EU, while only 4% would be
strongly against it; 69% of those polled believed that Ukraine would join the EU within the next five
years.

2.3. Improving institutions and ‘de-oligarchisation’

The Ukrainian government has declared a strengthening of institutional capacity and ‘de-oligarchisation’
to be the fundamental prerequisites for the Recovery Plan. The government’s priorities are correct, and it
has proposed appropriate measures to construct the fundamental pillars, including: finalising an anti-
corruption system; implementing the reform of law-enforcement agencies; the centralisation and
digitalisation of public registers; the digitalisation of all key public services; the alignment of anti-trust
procedures with European best practices; and enforcement of the new corporate governance legislation.
In general, the Recovery Plan contains well-justified measures to modernise the state functions in
Ukraine and to strengthen government institutional capacity.
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3. CRITICISM OF UNDERLYING MACROECONOMIC ASSUMPTIONS AND
RECOVERY COST PROJECTIONS

3.1. Macroeconomic assumptions

With regard to macroeconomic assumptions and projections, we believe that the National Recovery Plan
is overly ambitious and partly ill-founded. The government is aiming for annual real GDP growth rates of
7% or more over the next decade. Applying a well-known mathematical formula states that annual
growth of 7% should result in total value doubling over 10 years. At the same time, the government
envisages nominal GDP in USD terms approaching USD 500bn in 2032. The apparent inconsistency of
these two projections — with the USD nominal GDP target being far more ambitious, in our view — must
presumably be explained by fairly heroic assumptions about real exchange rate dynamics. However, the
assumptions are not available. Our rough estimates indicate that soaring nominal GDP of close to USD
500bn is barely achievable by 2032, given that the starting level in 2022 would be only marginally above
USD 100bn. Obviously, over a long-time horizon and in a country like Ukraine, the real exchange rate
dynamics are uncertain and highly volatile. But even taking that into account, the real appreciation of the
hryvna is unlikely to drive Ukrainian GDP up fivefold in USD terms.

To get a better idea of the validity of the government’s plan, we again use as a guide the post-war
experiences of the countries of the former Yugoslavia. Cross-country analysis on the basis of the
International Monetary Fund’s (IMF) World Economic Outlook (WEO) data suggests that nominal GDP in
USD terms increased by 3.1 times in BiH over 1996-2005 and doubled in Croatia over 1994-2003.
Reliable data for other recent post-conflict experiences, such as Kosovo and Afghanistan, are not
available. Interestingly, the nominal GDP of Iraq soared by 13.8 times in the course of 2003-2012.
However, we should emphasise that Iraq was, in many respects, unique, since the country had been
governed for decades prior to the war by a dictatorial leader, had suffered from previous wars and
sanctions and it benefited significantly from the oil price boom of the early 2000s.

It is reasonable to assume that Ukraine’s post-war economic performance will be influenced by the
amount of external financial support that it gets. To gain a better understanding of this, we looked at the
relationship between financial support and economic performance in four historical cases. Table 2
indicates real GDP growth rates in four war-ravaged countries — BiH, Croatia, Iraq and Afghanistan —
and compares those rates against the net official development assistance (as a percentage of gross
national income — GNI) received by their governments in post-conflict years.

The data do suggest that the government’s target for Ukraine to achieve real growth of over 7% annually
is quite realistic and achievable as a goal, assuming that the government is successful in implementing
its structural reforms and attracting foreign aid. The historical precedents show an annual average
growth rate in Bosnia of 7.9% in 1997-2006; in Croatia — 4.5% in 1994-2003; and in Iraq — 17.5% in
2003-2012.
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Table 2 / Economic growth and foreign aid in post-conflict countries

1995 1996 1997 1998 1999 2000 2001 2002 2003 2004
Real GDP growth rates, % 229 138 108 44 24 51 39 63

. Foreign development assistance received, % of GNI ~ 59.4 33.2 25 186 23.8 121 102 7.8 6.1 6.2
Herzegovina

Bosnia &

Correlation coefficient (1997-2004) 0.84

Real GDP growth rates, % 66 59 6.6 19 -09 37 3 57 55 41

Croatia Foreign development assistance received, % of GNI  0.24 0.56 0.17 0.15 021 031 049 049 036 0.29
Correlation coefficient (1996-2003) 0.41

2003 2004 2005 2006 2007 2008 2009 2010 2011 2012

Real GDP growth rates, % 81.8 534 1.7 56 19 82 34 64 75 139

Iraq Foreign development assistance received, % of GNI 104 127 485 144 107 7.3 2.4 1.6 1 0.6
Correlation coefficient (2003-2010) -0.13

2009 2010 2011 2012 2013 2014 2015 2016 2017 2018

Real GDP growth rates, % 87 07 118 54 133 39 206 84 65 14

Afghanistan  Foreign development assistance received, % of GNI 494 393 379 334 255 241 221 222 201 20.8
Correlation coefficient (2009-2018) -0.33

Source: IMF’'s WEO database, World Bank’s World Development indicators, authors’ calculations.

However, these historical examples also provide further evidence that nominal GDP growth in Ukraine of
up to USD 500bn in 2032 is questionable, even assuming significant inflows of foreign aid. Table 2
indicates that the most significant volume of foreign aid (relative to the size of the economy) over a long
period of time was allocated to Afghanistan. But foreign aid did not have a significant effect on real GDP
development in that country. Iraq was also a big net recipient of foreign aid and had impressive real
GDP growth rates over 2003-2012. However, the correlation between these two indicators was weak
and even negative. By contrast, BiH demonstrated remarkable GDP growth through 1997-1999, when
UN security forces were present and the country was the recipient of considerable foreign aid
disbursements (amounting to 18.6-33.2% of GDP in the period 1996-1999). The correlation coefficient
between real GDP growth and foreign assistance received was highest in this country — 0.84 for the
period 1997-2004. But even in Bosnia’s case, nominal GDP in USD terms increased by 3.1 times over a
decade: from USD 3.6bn to USD 10.9bn.

These examples suggest that foreign aid is not the sole determinant of economic growth in a post-
conflict economy: security factors and government institutional capacity in economic development also
play an important role. In Iraq and Afghanistan, violence was prevalent and the administrative capacity
of the national governments was extremely low: that underlies their highly volatile and unsatisfactory
economic growth indicators. In Ukraine, although it is impossible to predict the future course of the war
and the shape of the peace, the performance of the Ukrainian army and the unity of the country so far
provide grounds for optimism that post-war reconstruction will take place in a much better security and
institutional environment than in the historical examples we have looked at.

Taken together, these historical cases further support our contention that the Ukrainian government’s
assumption of a fivefold increase in nominal GDP by 2032 is overly optimistic. The adequate
disbursement of foreign aid for reconstruction and its effective allocation are important factors in the
restoration of self-sustaining economic development of a post-war country; but their role should not be
overestimated.
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3.2. Estimating the total cost of reconstruction

According to Ukrainian government calculations, to implement the Recovery Plan will require funding of
USD 750bn over a decade. The government assumes that two thirds of the total amount (USD 500bn) will
be provided by international donors in the form of grants, loans and equity, while USD 250bn would be
injected by private investors. Our preliminary analysis (which assumes a continuation of the war until mid-
2023) suggests that the total is rather overestimated and that several components of the financing needs
are ill-founded. In calculating our own estimates, we first consider those of several other institutions.

First, the Kyiv School of Economics puts the financing needs for reconstruction of the physical assets
(objects) destroyed as of 5th September 2022at USD 197.8bn; that covers the replacement costs of
housing, infrastructure, enterprises, land, administrative buildings, educational and medical entities and
transport vehicles. Reconstruction costs are calculated on the basis of direct losses and do not take
account of macro-level expenditure on stabilisation of the economy and institutional reform. Besides, the
replacement costs will increase further as the violence and destruction continues.”

Second, the World Bank, European Commission and Ukrainian Government assessed the direct
damage from the war that occurred between 24 February and 1 June 2022 at USD 97bn, with housing,
transport and industry the worst-affected sectors. However, as of 1 June 2022, reconstruction and
recovery needs were put at USD 349bn. Recovery needs are defined as the value associated with the
resumption of pre-war normality through activities such as repair and restoration, including a premium
linked to ‘building back better’ principles (e.g. improved energy efficiency, modernisation efforts). The
experts who took part in this investigation emphasise that their findings are preliminary and refer to the
specified date range; the estimates for damage, loss and need should be regarded as minimums.8

Third, in April 2022, the authors of A Blueprint for the Reconstruction of Ukraine concluded: ‘Preliminary
estimates and examples suggest that the cost of reconstruction aid to Ukraine ranges from €200 billion
to €500 billion.”® One of their methods relied on the World Bank’s estimate of Ukraine’s produced capital
stock of USD 1.1 trillion. Assuming 40% destruction, the authors put the cost of reconstruction at USD
440bn. They stressed that this estimate does not include: (i) less tangible values (such as higher
uncertainty for investments for years to come); (ii) immediate GDP losses; and (iii) the very high costs of
human suffering and loss of life.

Our own scenario assumes that the war will last until the middle of 2023, but with declining intensity of
destruction, so that the replacement costs of the assets destroyed will probably rise from USD 197.8bn
to USD 270bn. However, in truth that amount could not be regarded as a benchmark for the total
reconstruction needs, given the modernisation challenges that Ukraine faces in its preparations for EU
membership. The country needs to take critical steps toward becoming a modern, low-carbon, climate-
resilient and inclusive country.

7 Kyiv School of Economics (2021). 3aranbHa cyma npsiMmx 36uTkis iHdpacTpykTypm 3pocna go $114.5 mnpa, MiHimarbHi

noTpebu y BiAHOBEHHI 3pyNHOBaHKX akTMBIB HabnwkarTeea o $200 mnpa.
https://www.epravda.com.ua/publications/2021/04/6/685311/

World Bank (2022). Ukraine Rapid Damage and Needs Assessment. Report jointly prepared by the World Bank, the
Government of Ukraine and the European Commission (August).
https://documents.worldbank.org/en/publication/documents-
reports/documentdetail/099445209072239810/p17884304837910630b9c6040ac12428d5¢c

Becker, T., Eichengreen, B., Gorodnichenko, Y., Guriev, S., Johnson, S., Rogoff, K., Mylovanov, T., Weder di Mauro, B.
(2022). A Blueprint for the Reconstruction of Ukraine. https://voxeu.org/article/blueprint-reconstruction-ukraine



https://www.epravda.com.ua/publications/2021/04/6/685311/
https://documents.worldbank.org/en/publication/documents-reports/documentdetail/099445209072239810/p17884304837910630b9c6040ac12428d5c
https://documents.worldbank.org/en/publication/documents-reports/documentdetail/099445209072239810/p17884304837910630b9c6040ac12428d5c
https://voxeu.org/article/blueprint-reconstruction-ukraine

EVALUATION OF UKRAINE’S NATIONAL RECOVERY DRAFT PLAN

Policy Notes and Reports 61

A good starting point to derive a comprehensive estimate of the costs involved in bringing Ukraine more
into line with EU standards is the European Bank for Reconstruction and Development’'s (EBRD)
calculations of Ukraine’s infrastructure investment needs for 2018-2022, which it put at 16.5% of GDP
annually.'® Only a small part of this derived target for infrastructure investment has actually been
achieved. Extrapolating a marginally lower value of investments for the next five years (15% of pre-war
GDP), we obtain a figure of USD 150bn for upgrading the infrastructure in Ukraine, had there been no
military invasion. However, it is reasonable to assume that this estimate of USD 150bn overlaps
somewhat with the estimate of USD 270bn for reproduction costs to cover the assets destroyed in the
war. Besides, a share of the country’s investment needs should be financed from domestic sources.
Therefore, the initial estimate of USD 150bn for upgrading Ukraine’s infrastructure could be reduced to
roughly USD 110bn. The main guiding principle for the reconstruction of Ukraine’s infrastructure would
be to ‘build back better’, which implies investment in green, resilient, inclusive and sustainable recovery
and modernisation.

Moving on with our calculation of Ukraine’s reconstruction costs, we should also take account of the
environmental and economic competitiveness challenges, the development of rural areas, institutional
reforms and the many other things that need to be addressed on the road to EU membership. This is the
money needed to render Ukraine fit for EU integration. In order to achieve the greatest possible impact,
clearly the quite significant amounts of EU transfers should be accompanied by strict conditions — only
good institutional quality and governance standards would allow Ukraine to absorb efficiently the huge
amounts of funding from the EU and other donors.

To calculate Ukraine’s reconstruction costs, it is worth incorporating into the core formula the EU
transfers component that is not associated with physical infrastructure. wiiw found that Central and
Eastern European countries (CEE) received EU transfers equivalent to one third of their GDP over the
period 2004-2018, with that figure rising to more than half for some of them.'" However, in the case of
Ukraine, a more appropriate benchmark would probably be the candidate and potential candidate
countries of the Western Balkans. The Economic and Investment Plan for the Western Balkans that the
EU adopted in 2020 is considered inadequate (a planned EUR 9bn), as it is equivalent to only 1% of the
Western Balkans’ collective GDP per year. Using this as a guide, EU transfers could be equivalent to
roughly 12% of Ukraine’s annual GDP over the period 2024-2030. In this way we come to a figure of
EUR 30 bn of EU transfers to Ukraine as pre-accession assistance.

Finally, to derive a comprehensive estimate of aid-driven support for Ukraine’s reconstruction needs, we
have to to sum up:

USD 270bn + 110bn + 30bn = USD 410bn

© European Bank for Reconstruction and Development (2017). Transition Report 2017-18: Sustaining Growth.

https://www.ebrd.com/transition-report-2017-18

" Ghodsi, M., Grieveson, R., Hanzl-Weiss, D., Holzner, M., Jovanovi¢, B., Weiss, S. and Zavarska, Z. (2022). The long
way round: Lessons from EU-CEE for improving integration and development in the Western Balkans.
https://wiiw.ac.at/the-long-way-round-lessons-from-eu-cee-for-improving-integration-and-development-in-the-western-
balkans-p-6194.html
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We should note that this figure for development assistance towards Ukraine’s reconstruction does not
include security and defence costs; these could vary substantially, depending on the outcome of the war
and the further security situation dependent on the political situation in the aggressor country.

3.3. How to fund the reconstruction

Without doubt, Ukraine will need considerable financial support from its Western partners on the road to
post-war recovery and EU integration. Although the politics of the US, the EU and other Western
partners are difficult to predict over a longer time horizon, at present all the key political actors are
agreed on the need to support Ukraine.

Since the outbreak of the war, Ukraine has received a remarkable amount of foreign financing from the
West; but the total is still insufficient to plug the country’s big fiscal gaps. Ukraine urgently needs
significant resources from abroad not only for future reconstruction, but to combat the aggressor country
and maintain public services in time of war. Currently, the US plays the leading role among foreign
donors: in 2022, it allocated the Ukrainian budget USD 8.5bn in grants. By contrast, the EU’s
contribution was rather modest: USD 2.9bn of total financing, including USD 0.1 bn in grants. Of the EU
member states, contributions in excess of USD 0.1bn were made by Germany (USD 1.4bn in total
financing, including grants of USD 1.1bn), France (loans of USD 0.3bn) and Italy (a grant of USD 0.3bn).

The EU authorities have already declared that, in the longer term, the EU will lead a major international
financial effort to rebuild a free and democratic Ukraine — working with partners such as the G7 and
international financial institutions, and in close coordination with Ukraine.'? To support Ukraine’s
reconstruction, the EU Commission has proposed setting up a Ukraine Reconstruction platform, with a
‘Rebuild Ukraine’ Facility as the main instrument for the EU’s involvement (through a mixture of grants and
loans). The platform is expected to bring together the supporting partners and organisations, including EU
member states, other bilateral and multilateral partners and international financial institutions.

These plans and declarations look good on paper, but no legally binding commitments for reconstruction
are yet available and the sources of funding for the ‘Rebuild Ukraine’ Facility have not been settled. It is
highly likely that the coordination of these arrangements by the EU member states and approval of the
final documents will be a long and convoluted process. But we hope that the EU will stand by Ukraine
over the long term and will adhere to its political commitments to be a leading donor in the international
reconstruction efforts.

Ukraine’s EU-oriented reconstruction must be seen by its Western partners not just as an act of charity,
but as a pragmatic policy that is in the West's own interests. Currently, we can see that there is both
widespread understanding at the highest political level of the need to rebuild Ukraine in a way that
integrates it with the EU, and willingness to fund this effort.’* However, the EU must step up its financial
efforts in both the short and the long term.

European Commission (2022). Ukraine: Commission presents plans for the Union’s immediate response to address
Ukraine’s financing gap and the longer-term reconstruction. https://www.eeas.europa.eu/delegations/ukraine/ukraine-
commission-presents-plans-unions-immediate-response-address-ukraines _en?s=232

Sandbu, M. (2022). Ukraine’s reconstruction plans are appropriately ambitious, Financial Times, 7 July.
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The largest share of the total reconstruction and recovery costs is expected to come from public
sources, both foreign and domestic. However, the reconstruction of private-sector assets and some
categories of public assets in infrastructure sectors could be financed via private capital inflows and
some combination of public and private capital. Private-sector inclusion — through some permutations of
public-private partnerships — may be desirable in capital-intensive areas. As it seeks to attract private
capital, government policy and any incentives for investors should focus on the stimulation of growth in a
dynamic, competitive and technologically sophisticated economy and should build sustainable
infrastructure in a way that is socially, environmentally and financially responsible.

It must be acknowledged, however, that any hope of attracting private capital will depend greatly on the
military situation in eastern Ukraine. A total Ukrainian victory, followed by a peace agreement that is
observed by Russia, would make it much easier to attract large-scale private capital in the early stages
of reconstruction. However, it is far from clear whether these conditions will emerge. Accordingly, it
makes sense to be cautious regarding any assumptions about private capital flows as part of the
reconstruction.

Turning to the total of USD 410bn, we face an important question as to whether frozen Russian assets
(the reserves of the central bank and the National Wealth Fund, as well as the assets of Russian
oligarchs) can be seized to back Ukraine’s reconstruction and offset the losses of victims of Russian
crimes. As yet there is no clear answer to that question. Only once the judicial issues surrounding
Russian asset liquidation are finally sorted out, can the total reconstruction costs in Ukraine start to be
apportioned between Russian compensation and Western assistance.

4. CRITICISM OF THE DECENTRALISED APPROACH AND SECTORAL
PRIORITIES

4.1. Decentralised approach

A key potential weakness of the Recovery Plan is its decentralised approach. The government’s intention
is for the National Recovery Plan to provide an overall guiding framework for regional recovery plans and
projects. The plan is to concentrate recovery projects in specific regions, where they will be supported by
specific international partners. For instance, the UK has agreed to take care of reconstruction in the Kyiv
region; Denmark will focus its efforts on Mykolaiv; and Sweden is ready to assist Odesa.

In this regard, some experts have warned that very few people seem to understand how such a
decentralised system is supposed to work across the whole country, and how resources from multi-
donor funds will be distributed among different regions and different projects. In our opinion,
decentralised management of the reconstruction process may perform well in certain elements of local
infrastructure and housing, but not as a universal approach to country-wide reconstruction and tackling
issues of nationwide importance. A significant proportion of the programmes that make up the Recovery
Plan need to be devised and governed at the state level, in order to be effective across the country and
encompass all eligible regions. Besides, many programmes have powerful regional spill-over effects that
would justify the involvement of national bodies. Among such nationwide programmes, we would include
support for the EU’s zero-carbon energy transition, the development of value-adding sectors of the
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economy, boosting the business environment, resolving logistical bottlenecks, and integration with the
EU, including aligning Ukraine’s legislation with the EU acquis.

4.2. Questionable priority sectors and flaws in sectoral policy initiatives

The list of priority (value-adding) sectors in the Recovery Plan is headed by steel production, machine
building (including for defence needs), agricultural and wood processing, construction and IT. Within
agriculture, the government is targeting the development of meat and milk production; the cultivation of
vegetables, fruits, berries and seeds; and establishment of production facilities for starch, corn syrup,
gluten, lecithin and protein in line with the EU Green Deal. Within metallurgy, we find such priorities as
the production of coated steel, plates, rails and girders (up to 5m tonnes), and the construction of
additional pelletising capacity for 7m tonnes of DR-grade pellets.

In our opinion, the selection of the priority sectors in the Recovery Plan is backward looking and relies
on current business structures. While by no means covering all the priority sectors for development and
investment in Ukraine, we would emphasise the good prospects for the digital sector (e-trade and e-
commerce, e-governance and e-health, digital transport corridors and smart cities), renewable energy
(hydrogen production, wind and solar energy generation)'* and machine-building (equipment for the
energy sector, military machines and equipment, transport vehicles, etc.).

Within the framework of the Recovery Plan, the government estimates the financing needs for the
development of the priority manufacturing sectors and agricultural production at USD 50bn. However,
the programmes available do not specify the policy instruments that will be used to achieve the goals
set; the agencies that will be responsible for implementation; the sources of funding for the sectoral
initiatives; or the form that the capital inflows could take.

We can see only that the government plans to launch a programme to fund exporters (including through
the mechanism of an export credit agency) and to enhance innovative activity (via financial inducements
for producers to cooperate with research institutions, the introduction of a research tax credit and
participation in EU programmes). There is no clear provision for the creation either of a structural
transformation fund for the national economy or of a reconstruction and development bank (only the
possibility is floated), and there is no financing planned for this.

The whole Recovery Plan proposes less than USD 0.1bn for a performance-based grants system for
researchers (over the entire period of reconstruction) and less than USD 0.1bn for the creation of
‘centres of excellence’ (science parks) in cooperation with top international centres. The total amount
constitutes only 0.007% of Ukrainian GDP annually. However, in reality the development of modern
manufacturing is virtually impossible without significant financing of research, development and
innovation (RDI) and technology. In 2020, Landesmann and Stéllinger revealed that within the
framework of EU industrial policy, more than EUR 7bn is spent annually on RDI and technology at the
EU level, and EUR 9bn at the level of the EU member states (0.11% of GDP annually)."®

Dadabaev, T., Grieveson, R., Holzner, M. and others (2021). Support Facility for the Implementation of the EU-Japan
Strategic Partnership Agreement (SPA) / EU Japan Joint Study on Connectivity Cooperation in the Western Balkans,
Eastern Partnership Countries and Central Asia.

Landesmann, M. and Stéllinger, R. (2020). The European Union’s Industrial Policy: What are the Main Challenges? wiiw
Policy Notes and Reports 36. https://wiiw.ac.at/the-european-union-s-industrial-policy-what-are-the-main-challenges-p-
5211.html
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Some sectoral aspects of the National Recovery Plan also suffer from overlapping and poor
coordination. As an illustration, so-called ‘value-adding’ sectors of the economy — agriculture and ferrous
metallurgy — are eligible for a broad range of privileges. This approach is reflected in the programme
‘economic recovery and development’, which to some extent overlaps with the programme ‘access to
funding with a competitive cost of capital’.

In discussing Ukraine’s National Recovery Plan, we should bear in mind the experience of the Balkan
states, where underestimation of the role of the manufacturing sector in long-term economic
development, lack of restructuring at the micro-level and a low level of support from foreign donors for
national industries all served to dampen the whole reconstruction process (see Box 1).

Moreover, in the Ukrainian case, the massive destruction of production assets in the east (where
industrial capacities were concentrated) and the fact that Ukraine’s national industries anyway lag
behind the West technologically highlight further the need to prioritise industrial development by
targeting (and properly resourcing) the modernisation of industry.

BOX 1/ STRUCTURAL DEFICIENCIES OF THE RECONSTRUCTION PROGRAMMES AND
NEGATIVE ECONOMIC OUTCOMES IN THE BALKAN STATES

In BiH, during the emergency period, the share of official development assistance in GNI was
consistently above 20%, and the lion’s share of this went on reconstructing war-damaged physical
assets, encouraging millions of refugees and displaced persons to return home, and building an
institutional framework for sustainable growth. However, less than 3% of development assistance was
committed to the production sector. The lack of an industrial policy, the neglect of this issue by
international donors and the poor-quality institutional environment in BiH resulted in the anaemic growth
of industrial production, continued high unemployment, a growing informal sector, low domestic savings
and huge external imbalances.®

In 1999, Gligorov et al. argued that in the long term, BiH reconstruction should seek to support industrial
production and the spread of modern technology. The required sectoral approach to industrial
restructuring should, they wrote, involve a strategic review of all sectors; support for viable companies,
including the preparation of privatisation plans; training; the encouragement of industrial cooperation;
and the development of industrial associations. They also argued that some form of support for the
restructuring of large companies was necessary, alongside carefully designed donor programmes of
financial assistance to enterprises, and particularly various credit lines.!”

However, this did not happen, and as a consequence the reconstruction efforts in BiH and Kosovo were
much less successful (in particular, donors were reluctant to provide finance for the purchase of
equipment, and instead focused on small-scale loans towards working capital). In other Balkan
countries, the implementation of association and stabilisation agreements with the EU placed them in a
position of fierce competition with EU producers, while strong industrial policies and financial support for

6 Nedic, G. (2006). Financial and Technical Assistance in the Reconstruction and Development of Post-Conflict Bosnia
and Herzegovina, wiiw Balkan Observatory, Working paper 073.

Gligorov, V., Kaldor, M. and Tsoukalis, L. (1999). Balkan Reconstruction and European Integration, wiiw Balkan
Observatory, Working paper 001.
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the development of industries were lacking. As a result, most of the Balkan states have failed to build
serious industrial capacity and now run huge trade deficits with the EU and the rest of the world.

Since 2010, Montenegro’s current account deficit has ranged from 9% to 26% of GDP; Albania’s — from
7% to 13%; Kosovo’s — from 4% to 13%; BiH’s — from 2% to 9%; and Serbia’s — from 3% to 11%. This
has locked the Balkan states into a kind of dependency model that revolves around importing goods
from the EU and exporting people to the EU core countries. In view of such negative experiences,
Ukraine ought to take a balanced industrial policy route.

4.3. Distribution of general financing among sectors

Another area where the National Recovery Plan definitely requires improvement is in the distribution of
general financing among the different programmes and the various sectors of the economy. In some
cases, the distribution is not well specified and is poorly justified.

For instance, the financing of defence and security needs is put at USD 50bn, including the military
assistance that Ukraine has received in 2022 from its allies to fight the war. We consider this estimate to
be on the low side, given the intensity of the military conflict with the Russian army and Ukraine’s high
dependency on Western weapons during the war — to say nothing of the huge challenges the country
will face in transforming its defence industry and modernising its armed forces in the post-war period.

Within the framework of the ‘defence and security’ element of the National Recovery Plan, the
government intends to develop the aviation industry and armoured vehicle production; to start radar
production and military shipbuilding; to pursue a programme of missile weapons development; and to
undertake a comprehensive rearmament of the Ukrainian armed forces. The earlier experience of war-
ravaged countries suggests that measures of this kind are costly and may exceed the amount of official
development assistance.

In BiH, total disbursements of official development assistance approached USD 6.8bn from 1996 to
2004. Meanwhile, international support for the establishment and maintenance of security in BiH
exceeded USD 18bn over the same period, with the bulk of the costs associated with the international
military and police presence. US assistance for Iraqg’s reconstruction in 2013-2014 amounted to USD
60.6bn, 45% of which was directed toward national defence, including training and the technical
upgrading of the Iraqi security forces.

Meanwhile, in contrast to its plans for defence and security, the National Recovery Plan assigns very
large resources to such programmes as ‘ensuring competitive access to funding’ (USD 75bn) and
‘developing culture and sport systems’ (USD 15-20bn). The most significant components of the former
programme are (i) developing covered financing to encourage mortgage lending, supported by
international financial institutions (IFIs) with funding from institutional investors; and (ii) strengthening
banking capital, i.e. bank recapitalisation to sustain lending growth. The government puts the funding
needs for the first component at USD 40bn and the needs of the second component at USD 15-20bn.
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In our opinion, the selection of mortgage lending promotion and bank recapitalisation by public funds as
priorities for Ukraine’s post-war reconstruction is dubious and inexplicable. Moreover, the amount of
money planned for implementation of these projects is very large. Bank recapitalisation to the tune of
USD 15-20bn would further boost the already-high share of state participation in the banking system. As
of July 2022, the share of the four state-owned banks in the total net assets of Ukraine’s banking system
constituted 50.1%. The government has previously declared — on many occasions — its intention of
privatising either partially or completely some of the state-owned banks, in order to improve the
efficiency of financial intermediation.

The details of the mortgage lending scheme to be supported by IFIs and institutional investors are not
clear from the plan, and nor is the structure of the USD 40bn package. But it is worth pointing out that
USD 40bn is equivalent to one third of Ukraine’s GDP forecast for 2022. Moreover, the plans for the
influx of foreign capital to develop mortgage lending do not square with the volume of domestic
resources allocated for this purpose (as of September 2022, the portfolio of mortgage lending by
Ukrainian banks constituted the equivalent of only USD 3bn).

Clearly, in terms of efficiency considerations and the overall impact on Ukraine’s economy, the
recapitalisation of banks with public funds and a focus on less than transparent mortgage schemes are
not the best options for the distribution of donor assistance.

5. OVERLAPS AND INCONSISTENCIES

In addition to the criticisms outlined in chapters 3 and 4, we also identify some contradictions and
inconsistencies in the Recovery Plan that indicate a lack of harmonisation and poor coordination of the
various vectors of reconstruction and related activities. We highlight five examples. Each of these
shortcomings and drawbacks need to be eliminated, in order to make the National Recovery Plan
consistent, comprehensive and as well suited as it can be to Ukraine’s challenges, including the EU
integration agenda.

First, we see an inconsistency between various laissez-faire measures and the plans for major
economic restructuring and an active industrial policy. Targeted deregulation and the simplification
of government—business relations to improve the business environment coexist with projected
intervention to support large-scale economic restructuring and the development of high-value-added
industries.

On the one hand, many laissez-faire measures are included in the plan (deregulation of business
activities, cut in taxes, liberalisation of labour legislation, privatisation of state-owned enterprises, etc.).
The government envisages launching large-scale deregulation, reviewing the different regulations,
establishing a foundation for business self-regulation, and taking steps to enhance competition (p.10 of
the economic recovery chapter of the plan in Ukrainian).

But on the other hand, the government is also planning for the rapid development of new private
industrial production facilities within the framework of economic indicative planning. It is planning on the
basis of available production capacities and raw materials, calculating the necessary new capacities and
raw materials in the light of projected demand, and shaping a set of incentives and guarantees for
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investors. Such measures, along with the creation of conditions conducive to the post-war reconstruction
of the steel industry and other branch-related measures, have little in common with the declared
objectives of business self-regulation (p.16 of the economic recovery chapter).

Second, the targeted reductions in the number and volume of tax exemptions (contained in the
chapter on the financial sector) run counter to the huge tax exemptions contained in the chapter
on economic development. One reform of the financial system consists in reducing the amount and
scope of tax privileges and developing a unified state approach to their introduction and control (p.44 of
the financial system chapter of the plan in Ukrainian). Meanwhile, the working group on economic
recovery suggests: (i) cancelling import duties on raw materials and inventories that are not produced in
Ukraine or that are produced in quantities significantly below those required by industry; (ii) providing tax
and customs privileges for the recovery of destroyed/damaged industrial enterprises: channelling the
income tax to rehabilitation projects, the cancellation of VAT and import duty on new foreign equipment
and components (pp.11-12 of the economic recovery chapter of the plan in Ukrainian).

Third, there are potential inconsistencies between the desire for European integration and stated
domestic policy measures that could come into conflict with that process. For example, the
process of European integration and the alignment of national legislation with the EU acquis is combined
with a ban on VAT reimbursements for exports of raw materials and large state support for Ukraine’s
industries (pp. 11-12 and 26 of the economic recovery chapter). Government fiscal initiatives omit the
fact that the EU-Ukraine Association agreement and EU Council Directives require the harmonisation of
indirect taxation between member states and the EU’s partners (including VAT reimbursement), as well
as the fulfilment of EU Directives on state aid and competition policy.

Fourth, plans to improve access to capital at affordable rates are a welcome inclusion, but need
more thought. The programme ‘providing access to funding with competitive cost of capital’ is an
important element of the Recovery Plan. It is laudable that the government is focusing its efforts on this
powerful lever of economic recovery and sustainable development. However, the formulation of this
programme is not perfect and the wording of some of the projects in the National Plan is strange. To
illustrate the point, two of the seven core projects are phrased thus: ‘consider a possibility to establish a
development bank’ and ‘consider a systemic solution to clean up banks’ balance sheets and resolve non-
performing loans (including “bad bank” option)'. It is a well-known fact that when projects talk of
‘considering possibilities’, it is highly likely that their effectiveness and implementation will be close to zero.

One significant drawback of this programme is associated with its vague and weak components. In fact,
little is proposed in relation to the stimulus measures that were employed prior to the war. For instance,
attracting deposits to banks or strengthening bank capital (envisaged by the programme) is unlikely to
result in the extension of bank loans to business. In the period 2017-2022, Ukrainian banks were
overcapitalised and disposed of abundant liquidity, at the same time as the country had the lowest ratio
of banking loans to GDP in Europe.

In addition, the introduction of war insurance for investment projects in the priority sectors and the
improvement of the ‘5-7-9’ programme '@ for certain categories of borrowers are welcome elements of
the National Recovery Plan. But these measures are unlikely to change substantially the situation

8 ‘5-7-9' is a nationwide crediting programme for Ukrainian SMEs, carried out by banks and subsidised by the

Government in part of interest rates on released loans.
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whereby business finds the cost of the loans too high (as was the case on the Ukrainian financial market
both before and during the war). Moreover, as we emphasised above, the financial plans for some
projects seem ill-founded (e.g. USD 40bn to encourage mortgage lending, supported by IFls, or USD 15-
20bn for bank recapitalisation).

Fifth and finally, we identify poor balancing of the different policy initiatives within the framework
of the national budget and a disregard for the fiscal implications of some of the measures
anticipated. To illustrate this point, one of the key reforms planned by the government within the
economic recovery chapter is ‘revivification of SMEs due to deregulation, reduced tax burden, increased
access to knowledge...’. Activity 2.2.8 clearly prescribes a ‘reduction of fiscal load upon businesses and
population to the level that stimulates economic growth, namely no more than 30% of GDP’.

However, tax cuts for business are not compatible with huge investment in infrastructure, the
reimbursement of war-driven losses for businesses and households or massive fiscal support for
enterprises in priority sectors. Obviously, tax relief may be introduced as a short-term emergency
measure in the extraordinary conditions. But the Recovery Plan is long term in nature and envisages
profound structural reform. In that context, the rather moderate existing tax burden in Ukraine (as
compared to other European countries) and the fiscal sustainability concerns (that appeared following
the Russian aggression) render the planned tax-easing reform meaningless.

An expanding fiscal deficit driven by tax cuts is also at odds with the goal of reducing public debt, as set
out in the National Recovery Plan. The chapter ‘financial system functioning, reform and development’
prescribes a gradual reduction in the ratio of total public debt and state-guaranteed debt to GDP to pre-
war levels, with that target being reached by 2035.
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