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Relief, Recovery and Resilient Reconstruction:
Supporting Ukraine’s Immediate and Medium-Term Economic Needs

Overview

Ukraine has experienced enormous economic and social damage from the war

1.

As a result of Russia’s invasion of Ukraine, the people of Ukraine, especially the most vulnerable, are paying an
enormous price, with the World Bank projecting GDP to decline by around 45.1 percent in 2022 through
displacement, damage, and disruption. Lives and livelihoods are being lost, with more than ten million people
forced from their homes—and their country—in search of safety. So far, hostilities have taken place in 10 regions
that accounted for approximately 50 percent of Ukraine’s GDP. The scale of the war and the devastation it has
caused have jeopardized Ukraine’s hard-fought development gains, through destruction of production and
property, disruption of trade, diminished investment, and erosion of human capital.

The war has unleashed catastrophic damage to the

country’s economy and threatens lasting decreases in Map of estimated physical damage as of March 31, 2022
Ukrainians’ living standards. Depending on the course

of the war and of Ukraine’s economy, poverty could
well rise to almost 60 percent of the population by
2023. And the poverty could be unequally spread —
certainly across Ukraine’s geography, where there are
different impacts of the war in different regions — but
also across different population groups. A striking
dimension is in terms of gender, with nine out of ten
refugees being women and children, with male family
members remaining in Ukraine.

Total Damage in $US million
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that by March 31, 2022, the war will have caused at ——

least US$59.2 billion of physical damage to buildings
and infrastructure. The costs, including economic Source: World Bank/GFDRR (2022)
needs, would be several magnitudes higher. Damages

have been reported in 23 of the country’s 25 regions
(oblasts and others), predominantly in Northern and Eastern Ukraine but also in other regions across the country.
The oblasts of Kharivska and Donetska have sustained 42 percent of the total damage (see figure).

This approach paper spans three phases for a flexible and focused approach to reviving Ukraine’s economy,

recommending critical immediate action areas to provide the foundation for regaining incomes and reducing

poverty, while sketching out priorities to support resilient, inclusive recovery and reconstruction in the future (see

Table at the end of the Overview):

e  Prioritizing Relief during the war to maintain the operation of the economy and protecting the population.

e Implementing quick and coordinated actions to stimulate Recovery in the immediate aftermath of cessation of
hostilities, effecting a timely exit from sub-optimal wartime policies.

e Designing and coordinating a Resilient Reconstruction strategy in the medium term, rebuilding both
institutions and infrastructure.



During the war (Relief Phase), the priority is to preserve as much of economic capability as possible

5.

10.

During the war (the Relief Phase), the aim is to sustain the economy while attempting to reduce the most acute
stress to the economy and the population. In the relief phase, the most critical areas of socio-economic action are:
(1) Maintaining macro-financial management and the functioning of government; (2) Protecting the population
under severe socio-economic stress; (3) Restoring essential infrastructure services; and (4) Preserving productive
economic capacity (physical and human capital) as much as is feasible.

Maintaining macro-financial management and the functioning of government: The war has undermined growth
prospects, exacerbated fiscal vulnerabilities, destabilized the balance of payments position, disrupted financial
flows, and closed access to external capital markets remains. Nevertheless, managing Ukraine’s macro-financial-
fiscal framework is the key economic policy priority during the war to limit the negative impact on growth, mitigate
inflation, and moderate the increase in extreme poverty.

Ukraine has taken key steps to ensure business continuity of key financial, monetary and fiscal institutions, including
the National Bank of Ukraine’s measures to safeguard the banking sector. There remains liquidity in the banking
system as of early April, in part due to refinancing support from the NBU and the stabilization of deposit outflows.
But banking asset quality and ultimately solvency will be affected by the damage caused by the war, and be affected
by the pressure on the banking system to further increase its exposure to the government sector. This will further
narrow the availability of liquidity for productive lending to the economy after the war. Ukraine is also attempting
to continue to pay basic salaries for public workers and critical social transfers, even in an environment when the
Government’s ability to mobilize fiscal revenues is compromised. This is critical to ensure that government and
human capacity is preserved to underpin the eventual recovery of the economy.

Protecting the population under severe socio-economic stress. While the war is ongoing, a top priority is saving
civilian lives by getting emergency medical equipment and health staff to conflict-affected areas. Surge financing is
needed for the procurement and distribution of emergency medical equipment to surgery departments, intensive
care units, and mobile emergency services in conflict-affected areas. At the same time, the social protection system
is continuing to provide protection to households facing new financial hardship, by enrolling new beneficiaries, in-
person and through digital platforms. In addition, temporary cash assistance is needed for internally displaced
persons (IDPs), and housing help will be needed for both those internally displaced and those living in units damaged
during the war.

Restoring essential infrastructure services: While most backbone power and gas lines have so far not been
impacted, the war has taken a significant toll on the energy sector. While households are being continuously
reconnected to the power network following conflict-related damage, still, as of end-March, there were close to
one million consumers without power connection. One bright spot, however, has been Ukraine’s successful
completion of the electricity system’s synchronization with the European Network of Transmission System
Operators (ENTSO-E) — even during a time of war. To maintain essential transport services to enable movement of
critical supplies and preserve multiple routes for civilian evacuation, immediate repairs are being done to critical
transport infrastructure damages, and temporary solutions used to restore mobility (such as the construction of
portable prefabricated bridges). There is also an urgent need to address the working capital deficits of energy and
transport SOEs in order to continue service provision and damage repair as they face a shortage of revenues.

Preserving productive economic capacity: Ukraine’s critical human capital, a source of future growth, is at risk from
the war’s interruption of learning. The priority is to keep students connected to the educational system so that they
can complete the school year. This also requires that educators remain accessible and available to students,
including through online learning. While physical capital investment has also collapsed, parts of the private sector
are also continuing to operate during the conflict, helped by the Government’s new legislation to ease burdens on
businesses and facilitate operations —in the areas of taxes, credit, regulations, as well as digital innovations. Finally,
agriculture, the backbone of the economy, is still continuing — with the Government estimating that at least 70
percent of the area planted in 2021 will be planted in 2022. Still, the value of gross agricultural output in 2022 could



fall to half the 2021 value, due to the lack of liquidity and collateral for farmers to finance planting, significant
increased input prices, and the severe unavailability of diesel and other fuel. The blockade in the Black Sea has also
severely impacted agricultural exports.

Immediately after the war (Recovery Phase), emergency measures have to be rolled back while the economy
heals itself for a rebound

11.
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In the months immediately following cease-fire or peace, Ukraine will need to quickly address some of the built-up
pressures from the emergency actions during the war, while rolling back some severely constricting policies to
prepare the economy for a rebound. This will need five critical areas of focused action: (1) Addressing inflation and
macro-financial stability challenges; (2) Restoring the ability of private businesses to resume normal functioning,
including through access to credit; (3) Strengthening fiduciary processes to manage large inflows of resources for
optimal use; (4) Reconnecting citizens to public social services, including for education, health, housing and social
protection; and (5) Restoring critical infrastructure and planning for physical infrastructure repair, restoration and
reconstruction. It should be noted that before construction work starts, there will be a need for de-mining, the
removal of unexploded ordnance, as well as removal of destroyed military equipment and war debris.

Addressing inflation and macro-financial stability challenges. During the Recovery Phase, the government needs
to focus on implementing policies to reduce inflation, including through fiscal and monetary policies that foster
currency stability while being expansionary enough to accommodate the high spending needed to underpin
recovery. In addition, public expenditures during this Phase would have to continue to be strictly prioritized to cover
the minimum needed to run basic government services, maintain a safety net, get children back in school, reconnect
people to the healthcare system, and recover basic infrastructure. Additional measures will need to be taken to
enhance the stability of the financial sector, especially given the war’s impact on banks’ asset quality and ultimately
solvency.

Restoring the ability of private businesses to resume normal functioning, including through access to credit will
continue to be a challenge, since the private sector would still be severely adversely affected. In terms of credit,
during the war, the private sector has been essentially transferring resources to the public sector — as exemplified
by the full rollover of government debt held by the banking system (a necessary measure to maintain
macroeconomic stability during the wartime period). As the government continues to borrow internally, this will
crowd out credit to the private sector. So special dedicated resources of credit will need to be found to enable
private sector activity. On the other hand, in the period following the realization of peace, the agricultural sector is
more likely to restore its pre-war growth than other economic sectors, while also playing an important socio-
economic role through employment for millions of farmers. Financing, including for small farmers, is going to be a
critical enabler for this sector.

Strengthening fiduciary processes to manage large inflows of resources for optimal use. With large amounts,
including from external sources, flowing to finance reconstruction, the recovery phase is the time to bolster reliable
public procurement and public financial management systems. Public procurement could also serve as a significant
policy instrument to propel positive changes in public service delivery.

Reconnecting citizens to public social services, including for education, health, housing and social protection.
Upon the resumption of peace — and given the substantial displacement of the population and the destruction of
many health facilities — it will be critical to reconnect patients, particularly children, to primary health care providers.
The priority in education will be to resume in-person schooling. Short-term assistance for IDPs should cease and
active steps taken to ensure eligible vulnerable households are enrolled in other social safety net programs,
especially the well-targeted guaranteed minimum income program. Finally, it will be urgent to move people living
in damaged housing and internally displaced people into regular housing.

Restoring critical infrastructure and planning for physical infrastructure repair, restoration and reconstruction.
The priority in the energy sector, while maintaining a longer-term focus on resilience, is repairing key infrastructure
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for the re-establishment of energy services. Faster recovery of the energy sector will also be facilitated if the
European Union facilitates commercial exchanges of electricity with ENTSO-E. Purchasing and stocking gas for the
next heating season will also be critical. In transport, priorities in the Recovery Phase will be to continue to carry
out essential repairs to provide connectivity for the mobility of both goods and people. A clear priority would
continue to be ensuring that the railway SOE, which emerged as a critical lifeline during the war, has sufficient
liquidity to continue to provide services — but this support has to be transitional. Preparation for reconstruction will
require prioritizing two goals — planning for new transport patterns and “green,” less energy-intensive modes.

The resources and technology needed for infrastructure will not be possible to be furnished by the public sector
alone. Therefore, the recovery period will need to be used to draw up systematic plans to pull in significant private
investment, while designing a conducive regulatory framework that both protects the national interest and private
investors.

Over the medium term, Ukraine will have to build a forward-looking and sustainable society during its
Resilient Reconstruction Phase

18.

19.

20.
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In the medium term, Ukraine will have an opportunity to finally shake off some of the legacies of the past and
leapfrog to a more productive, sustainable and inclusive society. This will need a fundamental, forward-looking
rebuild of not just housing and infrastructure, but also economic institutions that enable building a dynamic
economy. This institutional rebuilding can be anchored in Ukraine’s strong commitment to become a member of
the European Union, which will bring with it a well-developed blueprint in terms of the legal and institutional
requirements of membership.

This paper will not attempt to lay out a detailed plan for this reconstruction, but indicate four critical directions: (1)
Reviving macro-financial stability through fundamental reforms of the public finance system and the financial
sector; (2) Stimulating growth of a dynamic, outward-oriented, technologically sophisticated private sector; (3)
Rebuilding public social services to deepen human capital and provide dynamic protection to the most vulnerable;
and (4) Building sustainable infrastructure to underpin the new economic model in a way that is financially,
environmentally and socially responsible.

Reviving macro-financial stability. The reconstruction will need to be driven by judicious use of public finances
balanced by a large inflow of private sector investment to critical economic activity. Therefore, public finances have
to be rethought to ensure a much more level playing field for both public and private actors — towards a lower tax
rate that is fairly applied to most economic actors. At the same time, budget financing has to move away from
excessive dependence on domestic banks, which throttles credit to the private sector. Accelerating divestiture of
unnecessary public sector assets would provide quick and ample revenue. Shoring up business confidence would
require reinforcing macro-fiscal capacity to attract and channel capital needed for reconstruction, while shoring up
Ukraine’s procurement institutions to transparently absorb reconstruction resources. The financial sector would
require strong reforms, addressing remaining issues in the financial sector, including the resolution of NPLs and
setting a framework for the resumption of insurance markets.

Stimulating growth of the private sector. Ukraine will need to resume the ambitious market-enabling reform
agenda that was underway before the war. A key building block would be a strong and flexible competition policy
framework, focused on enhancing the entry and growth of new firms to quickly attempt to take advantage of
Ukraine’s new market realities, especially trading opportunities with the European Union. Reviving the paused
agenda of judicial reform is also a prerequisite for attracting the sort of dynamic private sector actors that Ukraine
will need for its economic revival. Agricultural growth will require an expansion of well-conceived sources of finance
(including the Partial Credit Guarantee Fund) coupled with technical support to small farmers to help them engage
in climate smart agriculture, and increase agricultural land productivity and incomes.

Rebuilding public social services. Ukraine’s medium term economic growth will require deep investments in human
capital, with an immediate priority to rebuild the system to deliver high-quality education. In areas that have been
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severely affected by the war, rebuilding educational institutions will need to take into consideration both long-term
trends in population movement and recent displacement. To improve population health and well-being, Ukraine
will also need to rebuild the health facility network in a way that is optimized for a new model of care and network
efficiency. At the same time, reconstruction provides the opportunity to resume the health financing reforms that
were initiated before the twin crises of the pandemic and the war, so as to promote much-needed sectoral
efficiency. Given Ukraine’s likely increase in poverty, social protection will have to play a strong role. The adequacy
of social benefits (especially pensions) has to be maintained, even though fiscal constraints will put pressure on
public spending. At the same time, there may be room for cost-savings through improving the efficiency of the
social safety nets programs, such as through further digitalization of benefit payments and beneficiary enrollment
systems. Finally, important political decisions will need to be made regarding the eligibility for and benefit size of
the war veterans’ benefit, to address potentially crippling fiscal burdens.

Building sustainable infrastructure. Ukraine has the opportunity to fully align its infrastructure and economy to the
European Green Agenda and the EU markets — harmonizing its energy model to European standards, facilitated by
the interconnection to the European electricity transmission network, and re-conceiving its transport infrastructure
to make it greener and more geared towards western markets. Given the likely loss of gas transmission revenues,
Ukraine will need to complete its gas sector reform and find new sources of gas through domestic exploration as
well as diversified foreign sources. Ukraine’s excellent gas transmission infrastructure will need to be redeployed
for other uses, which may include green hydrogen. Ukraine will be well positioned to enhance its transport
connectivity, through continuing to modernize its transport and logistics modernization and seeking alternative
routes beyond the Black Sea for its international trade. This massive investment will require public-private
partnerships (PPPs). A key prerequisite for PPPs will be streamlining legislation and simplifying the selection and
approval procedures for those PPP projects which will become part of the reconstruction framework.

Preserving Ukraine’s Capacity for Relief, Recovery and Resilient Recovery

24,
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To limit irrevocable damage to Ukrainians’ living standards, Ukraine needs substantial resources not just in the
future — but now — to maintain the Ukrainian state’s capacity to govern and to provide services to the people, to
preserve and protect Ukraine’s national income through conserving the productive capacity (and to the extent
possible, restoring the export capability) of the economy as far as possible, and to restore and rehabilitate
Ukrainians’ personal incomes and opportunities.

But this needed spending is hamstrung by very limited available fiscal resources. Currently, the non-military fiscal
deficit is expected at around US$17.4 billion for the Government in 2022, with up to an additional USS$5.5 billion
needed to cover Naftogaz’ liquidity needs. Thus far, disbursed and committed external pledges amount to about
USS$7.2 billion, leaving an unidentified financing gap of US$15.6 billion.

Given the size of the gap, Ukraine has only three options to meet urgent fiscal needs: financing from external
partners, accelerated cash management or inflation financing — with the second and third options coming at great
current costs to the population and compromising future recovery. In the absence of a significant flow of funds
from partners, Ukraine will have to further squeeze its now bare-bones social expenditures and avail of
monetization of the deficit from the central bank. All three options could be somewhat eased by the deferral of
external debt payments of the government and public corporations, in a market-friendly way, with the consent of
private sector creditors (if the Government so chooses).

Most combinations of cash management and inflation financing policies will have a deep impact on the poorest.
The specific impact on the poor from austerity policies will depend on which budget items are actually slashed (or
arrears built up). Inflationary policies will have a delayed effect, with the impact spread among more of the
population in the early months, and then affecting the poor more, given the large share of consumables. If there is
a significant transfer of external resources, while there would still be a sharp rise in poverty due to fewer income-
earning opportunities, the rise would be moderated and will decline over time as output and incomes recover.



28. Therefore, the unique situation of Ukraine today provides a rationale for rapid and large-scale transfer of resources
from abroad. There are three critical pathways for Ukraine’s external partners to do so.

a. To add least to Ukraine’s future debt burden, the most effective way to help Ukraine is to provide the budget
with grant resources. The Multi-Donor Trust Fund (MDTF) created at the World Bank that channels resources
quickly, efficiently and with least cost to Ukraine’s budget (supplementing the World Bank’s support to
Ukraine’s budget) is one mechanism that can be further utilized, as is the new Administered Account set up at
the IMF.

b. Second, lending on concessional terms compared to market rates, such as on normal multilateral (for example,
IBRD) lending terms with extended payment periods and lower-than-market rates to help manage debt
servicing costs. Lending rates can be further decreased if grants are used to effectively “buy down” interest
costs of such lending. In terms of magnitude, at the minimum, IFls and bilateral lenders would need to strive
to have positive flows to Ukraine over the short run — covering, at prevailing rates, the debt services owed to
them for the year, and then endeavoring to add to that to provide Ukraine with needed additional resources.

c. Given prudential limits, in order to extend the ability of IFls to use their own balance sheets to offer loans in
the necessary extraordinary volumes, useful instruments for donors to consider are bilateral partner
guarantees, which can be used to significantly increase the volume of concessional loans. Such guarantees can
help bring further resources to Ukraine, at terms more concessional than market rates, and at a much lower
cost to external partners.

29. Acritical need for Ukraine’s external partners is to closely coordinate all their resources to help finance and augment
Ukraine’s own budget-financed programs, provide direct support through the budget mechanisms to well-designed
programs — such as for social commitments like targeted cash transfers, pensions and payments to IDPs.

30. Given the high risk and uncertainty, external financing is also needed to de-risk and to scale-up domestic and foreign
private investment. Such external financing will be critical for promoting trade finance, ensuring food security,
improving agri-logistics and progressing the energy transition. Concessional funds will also be required for
rebuilding Ukraine’s infrastructure.



Table: Critical actions needed for Ukraine’s economic recovery
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Relief, Recovery and Resilient Reconstruction:
Supporting Ukraine’s Immediate and Medium-Term Economic Needs

|. Introduction

As a result of Russia’s invasion of Ukraine, the people of Ukraine, especially the most vulnerable, are paying an
enormous price. Lives and livelihoods are being lost, with more than ten million people forced from their homes—
and their country—in search of safety. The war has unleashed catastrophic damage to the country’s economy and
threatens lasting increases in poverty and societal upheaval. The scale of the war and the devastation it has caused
have jeopardized Ukraine’s hard-fought development gains, through destruction of production and property,
disruption of trade, diminished investment due to amplified uncertainty, and erosion of human capital.

This approach paper spans three phases for a flexible and focused approach to reviving Ukraine’s economy,!
recommending critical action areas that can provide the foundation for regaining incomes and reducing poverty
(Table 1):

e  Prioritizing Relief during the war to maintain the operation of the economy and protecting the population.

e Implementing quick and coordinated actions to stimulate Recovery in the immediate aftermath of cessation
of hostilities, effecting a timely exit from sub-optimal wartime policies.

e Designing and coordinating a Resilient Reconstruction strategy in the medium term, rebuilding both
institutions and infrastructure.

Given the urgency to preserve government capacity and institutional, human, and social capital, this approach
paper focuses mainly on shorter-term needs,?> while outlining a consistent longer-term development approach
for addressing Ukraine’s needs.> A detailed assessment of recovery and reconstruction needs will be informed by
additional analysis by the World Bank and the rest of the international community. Meanwhile, this approach paper
also sketches out priorities to support resilient, inclusive recovery and reconstruction in the future. This includes
reducing uncertainty through actions that support cessation of conflict and improve stability and confidence
necessary for sustainable economic and social reconstruction; accountable and transparent government that can
provide critical public services; and preserving and enhancing productive capacity (including of the private sector to
increase productivity to deliver jobs, incomes and economic prosperity).

The human cost of the war is already very high.* Since the war began, some 4,335 civilian casualties have been
officially recorded in the country by the Office of the High Commissioner for Human Rights (OHCHR): 1,842 killed
and 2,493 injured, with unofficial numbers being more than five times higher.’> Some 4.65 million people (about half
of whom are children and 40 percent are women) have become refugees in other countries, making this the fastest
growing refugee crisis since the Second World War.? About 7.14 million people have been displaced internally” and
at least double that number are in need of life-saving humanitarian assistance, with food and essential services
severely constrained in the areas affected by the fighting and a third of displaced households reporting no income
last month.

1The phases may not be necessarily fully sequential - relief may have to continue in some parts while recovery is underway in others.

2 Several other papers and initiatives are already being prepared for the reconstruction phase. See, for instance, Becker et al (2022): “A

Blueprint for the Reconstruction of Ukraine,” CEPR

3 With the war posing operational constraints, immediate relief will need to be primarily channeled through the central government’s
fiscal accounts.

4 The numbers presented in this paper, including for all damages, are as of the end of March unless otherwise indicated

5 Office of the High Commissioner for Human Rights, numbers as of April 11, 2022. Unofficial numbers include estimated casualties in
areas where there is current or recent warfare, e.g., Mariupol

6 UNHCR estimate April 12, 2022 (data2.unhcr.org/en/situations/ukraine)

710M estimate as of April 1, 2022 (displacement.iom.int/ukraine)

1



5. A rapid high-level physical damage assessment
(not including economic costs) by the World  Figure 1: Map of estimated physical damage as of March 31, 2022
Bank found that by March 31, 2022, the war
will have caused at least US$59.2 billion of
damage to buildings and infrastructure.®
Damages have been reported in 23 of the
country’s 25 regions (oblasts and others),
predominantly in Northern and Eastern Ukraine
but also in other regions across the country, ‘ _
including the besieged cities of Kharkiv, . N A
Chernihiv, Mykolaiv, and in the suburbs of the ' ;
capital city, Kyiv. Mariupol (Donetsk oblast) is Tota Damage i $US milion
reportedly 90 percent destroyed. Damage in o
affected areas has been reported to all types of oo so00 .
buildings — including private houses and . > 10000 — "
apartment buildings, schools and other
educational buildings, hospitals and other Source: World Bank/GFDRR (2022)
health facilities, administrative, industrial as
well as buildings of cultural significance
(theaters, museums, etc.). Damage to roads,
railways, power plants, refineries, oil depots, ports, airports and other infrastructure is also significant. The oblasts
of Kharivska and Donetska have sustained the most damage (42% of total damage) (Figure 1 and Annex 1).

6. Core infrastructure assets in energy and transport have been deeply affected by the war. Conflict-related damage
in power equipment and gas and district heating networks are estimated at US$1.2 - USS$1.5 billion. For transport
networks, estimated damages as of March 31, 2022 are USS 28 billion.®

7. War-related damages to other building infrastructure are estimated to be in excess of US$4 billion. The Kyiv School
of Economics (KSE) estimates war-related damage to industrial plants at about US$3.7 billion, and those to commercial,
cultural, religious, and administrative buildings at about US$1.0 billion. Although there are no comprehensive
assessments of conflict-related damage for water/wastewater utilities and networks, and telecom and digital
infrastructure, preliminary estimates indicate they are in the hundreds of millions of US dollars.

8. Access to food and essential services is becoming severely constrained in the areas affected by the fighting and in
some large cities. With food insecurity increasing, the Government banned the export of grains, meat and other
staples.’® Depending on the duration of the war, physical availability of food will deteriorate further, while rising
inflation will severely affect the welfare of those already most vulnerable prior to the crisis (pensioners, people living
on social assistance, and low-paid employees). In areas affected by active warfare, destruction of private property is
widespread, causing people to lose housing, often their main asset. The rapid assessment by the World Bank estimated
about USS$19 billion in conflict-related damages of residential buildings. These will require repair or reconstruction —
and the destruction has already caused millions to be displaced.

9. Critical public services are suffering considerable damage. So far, 957 educational institutions have been damaged, of

which 88 are completely destroyed (as of April 13); 328 health facilities have been damaged, of which 21 are hospitals
that have been completely destroyed (as of April 9). Renewed school closures are likely to compound the learning
losses which were already underway from COVID-19, disproportionally affecting children from lower-income
households who have limited access to remote learning.

8 World Bank/GFDRR (2022): “Ukraine Crisis: Physical Damage Assessment Report (As of 31st March 2022) through Adaptation of the
Global Rapid Post Disaster Damage Estimation (GRADE) Approach.”

% World Bank/GFDRR (2022): “Ukraine Crisis: Physical Damage Assessment Report (As of 31st March 2022) through Adaptation of the
Global Rapid Post Disaster Damage Estimation (GRADE) Approach.”

10 Though some exports are possible with an export license granted by the government

2



10.

11.

12.

The private sector is deeply distressed, with disruption of and damage to supply chains, trade routes, and domestic
business operations. Actual impacts are very difficult to measure during the conflict, but a limited survey of 254 large
firms found that only 17 percent are still fully operational, one percent closed their businesses, while 29 percent are
not operational. Of these large firms, only 43 percent have sufficient financial resources for a few months, while six
percent have already exhausted their financial resources. An additional survey of 155 small and medium enterprises
(SMEs) and individual entrepreneurs’ firms showed 42 percent of these are not operational and only 13 percent are
fully operational. A quarter of SMEs and individual entrepreneurs have already exhausted their financial resources.

Beyond the human tragedy, the invasion has affected Ukraine’s actual and potential growth through multiple
channels. First, significant amounts of Ukraine’s endowment of physical and human capital is destroyed. Second,
worsened confidence and increased uncertainty from security concerns have undermined private investment,
compounded by banks being unable to allocate capital. Third, the fiscal shock from the war has complicated delivery
of critical public services, by destroying the tax base while raising military expenditures.

Therefore, the economic impact of the war has been colossal. So far, hostilities have taken place in 10 regions that
accounted for approximately 50 percent of Ukraine’s GDP. With the war still ongoing, projections are subject to great
uncertainty and downside risks. But considering the scope and scale of the conflict, and assuming military activities
continue for several more months (albeit contained to the current geographical areas), the World Bank projects GDP
to decline by around 45.1 percent in 2022 through displacement, damage, and disruption.'!

Figure 2: Ukraine’s GDP, current prices, USS billion Figure 3: Median household monthly income/adult, UAH real 2020
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13.

14.

The war will have longer-lasting repercussions on growth and exports. In the coming years, a major reconstruction
effort is expected to support growth. Nevertheless, by 2025, GDP is expected to be just two-thirds of its 2021 pre-war
level, as will be household income (Figure 3), spending and exports. This points to major underlying shifts in the
structure of the economy. In particular, reconstruction and rebound will significantly raise the share of investment in
GDP,? initially led by the public sector and later by the private sector. But because of massive supply constraints, most
investment needs will be met through higher imports. Agricultural exports have the potential to recover relatively
quickly; however, non-agricultural exports will likely struggle. These longer term “scarring” effects should manifest in
a slow restoration of productive and export capacity and weak household consumption due to higher poverty (Figure
2).

Estimating the poverty impacts of the war is impossible at this point, but poverty could well rise to almost 60 percent
of the population. As a benchmark, the previous conflict in 2014/15 (while significantly more confined) led to a six-fold
increase in poverty. Simulations examining the poverty effects of likely effects of the short-term fiscal stresses (see
Table 4, Section V) show that poverty levels at the international poverty line of US$5.50/day could rise from 2.1 percent
in 2021 to as high as 58 percent in 2023.

11 The National Bank of Ukraine has estimated a contraction of a similar magnitude (50 percent).
12 The share of gross capital formation in GDP was 18 percent in 2018—this is expected to increase to 35 percent in 2025.
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15.

II. Critical Economic Actions During the Relief Phase

This section will concentrate on key economic actions needed during the war (the Relief Phase) where the aim is to
sustain the economy while attempting to reduce the most acute stress to the economy and the population. While the
war continues, there are four areas of urgent action:3

Maintaining macro-financial management and the functioning of government.
Protecting the population under severe socio-economic stress.
Restoring essential infrastructure services.

Preserving productive economic capacity (physical and human capital) as much as is feasible.

16.

17.

18.

19.

Maintain macro-management and confidence in financial, monetary, and fiscal institutions

The war has undermined growth prospects, exacerbated fiscal vulnerabilities, destabilized the balance of payments
position, and disrupted financial flows. Implementing an appropriate policy response under the current circumstances
is daunting: Access to external capital markets remains closed; Eurobond spreads are peaking at over 50 percent; and
a large fiscal financing gap has opened amid a rapidly widening fiscal deficit and large debt repayments. Nevertheless,
managing Ukraine’s macro-financial-fiscal framework is the key economic policy priority during the war to limit the
negative impact on growth, mitigate inflation, and moderate the increase in extreme poverty.

Ukrainian authorities acted swiftly to protect foreign exchange reserves by introducing capital and administrative
foreign exchange controls,'* maintaining the payment system and sustaining the operations of the banking system
under martial law and taking legislative steps to ensure the operational continuity of government agencies.

An urgent step was ensuring business continuity of key financial, monetary and fiscal institutions. The Government
has already adopted a framework that allows government agencies and SOEs to use cloud computing and data services
located outside of Ukraine.® It also facilitates the use of foreign cloud services by banks and the Deposit Guarantee
Fund (DGF). Banking transactions continue, with depositors being able to withdraw money and make payments.
However, banks face a series of operational issues on the ground. According to the National Bank of Ukraine (NBU)
only around two thirds of bank branches were operational as of March 22.

The NBU’s measures to safeguard the banking sector have helped the financial sector function, but the banking
sector faces significant risks. There remains ample liquidity in the system, as of early April, in part due to refinancing
support from the NBU and the stabilization of deposit outflows. But banking asset quality and, ultimately, solvency will
be affected by the damage caused by the war —resulting in destruction of collateral and potential further loss of assets
in occupied regions — as well as loss of revenues impacting the repayment capacity of borrowers. In addition, about a
third of the loan portfolio and deposit liabilities are denominated in foreign currencies, another key source of
vulnerability for banks’ balance sheets in case of sustained currency depreciation and/or economic contraction.

13 While this paper focuses on needed actions by the government, it is important to recognize that many of the actions are also being
undertaken by other actors — including development partners (including UN agencies) and other non-governmental agencies such as
the Red Cross and NGOs, as well as private organizations that are providing dangerous and life-saving services during the relief phase

14 The foreign exchange rate has been temporary fixed as of February 24 while allowing limited interbank trading in a narrow band around
the official rate to facilitate the availability of foreign exchange for critical important purchases.

15 Data security of government agencies and banks through enactment of Law of Ukraine # 2075-1X on February 17, 2022 “On Cloud
Services as well as NBU resolution # 42 from March 8, 2022. On the use of cloud services by banks under martial law. Similarly, NSSMC
by decision #175 from March 16, 2022 have allowed depositary institutions to which the Central Securities Depository has opened
aggregate accounts to copy data of the accounting systems to cloud services.
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21.

22.

23.

24.

One of the financial vulnerabilities relates to negative feedback loops
between Ukraine’s fiscal accounts and the banking system, reducing
private sector credit. The shock to the fiscal position of the government
has put pressure on the banking system to further increase its exposure
to the government sector, which was already significant before the war.
By early 2022, state bonds accounted for 28.6 percent of banking assets,
with state-owned banks holding 51.4 percent of outstanding bonds held
by banks.’® In the absence of alternative forms of financing, the
government will need to increasingly rely on the banking system, thus
further narrowing the availability of liquidity for productive lending to the
economy after the war.

The banking sector’s access to international trade finance facilities has
significantly deteriorated. Most of the imports are done on a prepayment
basis. At the same time, a number of international banks, which were
active in the country prior to the conflict, are still open to continue
operations with Ukrainian banks on trade finance. However, this would
require risk enhancement options to allow them to operate in the high-
risk wartime environment.’

The insurance sector will be deeply impacted, further challenging the
private sector, especially trade. There is great uncertainty about how
insurance markets will respond to the situation in Ukraine in the
immediate future. Insurance cover for Ukrainian enterprises will likely be
expensive and hard to find on international markets. Four areas that are
particularly affected and are important for economic recovery are
aviation insurance, marine insurance, trade credit insurance and political
risk insurance.

Maintain functionality of government through payment of basic
salaries and critical transfers

To ensure the continuity of administration and service delivery during
the war and the extremely fragile post-war period, payment of basic
salaries and critical transfers to public workers has to be continued,
even in an environment when the Government’s ability to mobilize fiscal
revenues is compromised. Following the invasion, public wages, defense
spending, social spending and other critical needs have been prioritized
given immediate liquidity constraints.

However, despite cuts in non-priority areas (especially capital
expenditures), large social and wage bill spending needs amid sharply
declining revenues have opened a large non-military fiscal deficit
estimated at around US$17 billion in 2022. Including military
expenditures, the deficit is considerably larger. Tax revenues, in
particular, are being affected by lower economic activity, inability to

Priority measures for macro-financial
management during Relief Phase

Continue budget payment of basic salaries
and transfers

Maintain integrity of electronic payment
system to continue to utilize direct
payment mechanisms for
humanitarian/social benefit transfers.

Continue close monitoring of the sector
and ensure solvency and minimum
operational levels.

Carry out timebound policy and regulatory
responses to ensure proper functioning of
and confidence in the financial sector.

Prevent viable firms from being
prematurely forced into insolvency (e.g.,
bridge financing through credit
enhancement facilities/lines of credit for
viable borrowers).

Maintain integrity of ownership of state-
owned banks (SOBs) by limiting
interference in the management and
maintaining the integrity of corporate
governance frameworks.

Preserve foreign exchange reserves by
temporarily maintaining capital controls.

Priority measures for government
functionality, Relief Phase

Take measures to cut capital expenditures
that are not critical and can be postponed.

Introduce extraordinary tax measures that
are simple to administer and to comply
with, but can be reversed after the war.

Collect a final excise only at the import
stage. This may be a temporary measure
to reduce the overall burden of taxes,
especially on fuels.

collect taxes in some parts of the country, tax deferrals announced for key business, suspension of land and municipal

taxes for the period of the war, and the shift to a two percent turnover tax.

16 Foreign banks held 22.5 percent and private banks 26.1 percent
17 Such as the 100% risk enhancement from programs like IFC’s Global Trade Finance Program
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Protect the population: Maintain emergency health capacity and essential medical supplies

25. While the war is ongoing, a top priority is saving civilian lives by getting
emergency medical equipment and health staff to conflict-affected
areas. Surge financing is needed for the procurement and distribution
of emergency medical equipment to surgery departments, intensive = Procure and distribute equipment for

Priority measures for maintaining
population health, Relief Phase

care units, and mobile emergency services in conflict-affected areas. trauma care to conflict-affected areas.
Due to domestic economic disruptions, much of this equipment will = Train existing medical staff in trauma care
need to be procured on international markets and transported to (and = Ensure continued availability of medicines
within) Ukraine at considerable cost. The need for extra equipment for chronic and life-threatening.

arises not only from the increase in trauma cases, but also from the conditions, like heart disease, diabetes,
destruction of existing facilities and equipment in the areas where it is HIV, and TB.

most needed. Rapid training of existing medical staff — remotely if | a continue to administer COVID-19
necessary (even by trainers based abroad) — in trauma surgery and vaccinations.

trauma care is a critical complement to equipment.

26. Arelated priority is preventing loss of life due to lack of healthcare and medicines for chronic conditions and essential
preventive care (including COVID-19 vaccination). Maintaining essential health services is challenging due to the
combination of conflict and internal displacement: facilities face capacity constraints due to destruction and damage,
or due to increased patient loads. By the end of March, the number of people accessing medicines through the
government’s Affordable Medicines Program had fallen by 53 percent. It is critical to restore access to medicine for
patients with chronic and life-threatening conditions, including non-communicable diseases (such as heart disease and
diabetes) and infectious diseases (such as HIV, TB) and to continue COVID-19 vaccinations. Indeed, although the
vaccination rate has fallen, more than 350,000 shots were administered during March 2022 — though Ukraine’s
relatively low national vaccination rate is a remaining source of vulnerability.

27. Hospital funding and health worker capacity constraints are being addressed by emergency policy measures. ' These
include advancing budgets to hospitals equivalent to the average monthly payment of 2022; subsequently, adapting
the hospital funding formula to address the regional imbalances in the patient load created by internal displacement;
and incentivizing health worker availability through salary increases.?

Protect the population: Provide social protection, including transfers and housing to internally displaced
persons

28. The war is pushing more households into poverty, straining the resources of the country’s social protection
programs. In Ukraine, any household falling below the national poverty line is eligible for enrolment in the Guaranteed
Minimum Income (GMI) program. The system is already providing protection to households facing new financial
hardship due to the economic disruptions causes by the war. The Ministry of Social Policy (MOSP) continues to enroll
new beneficiaries, in-person and through digital platforms. However, with the war likely to push many more households
into poverty, substantial additional fiscal resources will be needed.

29. In addition, there is a need for temporary cash assistance for internally displaced persons (IDPs), though this needs
to be done in a coordinated manner through the government rather than through fragmented donor-driven
programs. As of April 5, 2022, the number of IDPs was estimated at 7.1 million, according to IOM, and temporary cash
assistance to them is critical to help with short-term living expenses.?® Cash assistance also has the advantage of giving
households flexibility and autonomy in meeting their own specific needs. The Government recently approved a cash

18 Health worker shortages are also being addressed by employer incentives for employment of IDPs in the west, (under CabMin
resolution #331, March 20) equivalent to UAH6,500 per new employee.

19 Such that doctors and nurses receive minimum salaries of at least US$660 for doctors and US$430 for nurses

20 Unlike in many other armed conflict situations where in-kind assistance (like food) is provided, essential supplies are currently largely
available in Ukraine and the country’s banking and telecommunications systems are operable. So cash assistance provided through
banking accounts (or, alternatively, e-wallets like the Diya app) is feasible.
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30.

31

32.

assistance program for IDPs.?! Parallel income support programs are also being proposed and implemented by non-
government agencies using external financing; while welcome, this affects the overall efficiency of the social safety
nets for IDPs and may mean some households get duplicate payments. For greatest efficacy and sustainability, these
programs need to be aligned with the government program and, preferably, their resources should be channeled to
the government program.

While the war is ongoing, housing help will be needed for both those

internally displaced and those living in units damaged during the war. | priority measures to protect households
Among displaced people, many would be living with friends or relatives, | from financial hardship, Relief Phase
some in private rentals, and a third group in irregular shelters of
different types ranging from collective centers (schools, sports halls) to
unfinished buildings or even sheds or tents. During the Relief Phase,
there is a need to provide small grants to people to ensure that they
have suitable housing, and to municipalities whose finances are
stretched due to the cost of hosting refugees. This can be done, for
example, by providing small amounts of cash support to families
hosting refugees as an incentive to continue hosting, and to families
renting on the private market (with an income test to target these
resources to the neediest). Similarly, for families living in damaged
dwellings, small grants to needy families would be useful for simple
emergency repairs (such as glass or plastic to replace broken windows).
Emergency supplies could potentially also include solar lanterns or
similar solutions for households without power. An important target of
emergency housing support would be to municipalities to identify and facilities, additional sanitation, etc.), as
convert additional collective centers as preferable to tents, sheds and well as to identify and convert additional
other such irregular solutions without access to basic public services. calllaaive camems.

= Continue to enroll newly-eligible
households in the existing GMI program,
while continuing to pay other entitlements
like pensions.

Implement cash assistance programs for
IDPs that are temporary and have a clear
exit plan.

= Avoid parallel externally-financed income
transfer programs for IDPs, and preferably
channel those resources to the
government program.

Provide cash support to municipalities for
O&M for collective centers and for small,
related investments (building cooking

Repair and restore essential infrastructure and services:
Energy, transport, water/sanitation and telecommunications

While most backbone power and gas lines have so far not been impacted, the war has taken a significant toll on the
energy sector. The Ministry of Energy, Ukrenergo (the country’s electricity transmission system operator) and
distribution companies successfully completed the electricity system’s synchronization with the European Network of
Transmission System Operators (ENTSO-E) — even during a time of war. 22 They have also worked to reconnect
households to the power network following conflict-related damage: still, as of end-March, there were close to one
million consumers (representing 2 to 2.5 million people in about 1,500 communities) without power connection.

Beyond the damage, energy enterprises face a significant financial burden, and fuel shortages also bring large
financial needs. The estimated 30-35 percent reduction in electricity consumption, coupled with a reduction in
collection rates for electricity and gas of up to 65-70 percent, is making it exceedingly difficult for power companies
and electric utilities to operate. The liquidity gap for the power generation of SOEs to cover operating expenses and
public service obligations has been estimated at about US$250 million per month. In addition, Ukraine now faces
substantial needs to replenish its nearly depleted gas supplies for the next heating season in a context of
unprecedented high gas prices and limited supply in Europe. The needs have been conservatively estimated at about

21 The program provides monthly grants of UAH2,000 per adult and UAH3,000 per child or disabled person, to be paid to individuals
displaced from 14 oblasts with active conflict, until one month after the end of armed conflict. For 6 million IDPs, the program was
expected to cost USS600 million (UAH 13 billion) per month — but monthly costs will increase as the number of oblasts with active
conflict and/or number of displaced people rises. A complementary program that provides a UAH450 grant to households that take in
IDPs (without charging rent) is also being implemented.

22 There is strong support from the synchronization from the Ministers of Energy of the European Union and ENTSO-E. Though some
work still needs to be done before commercial exchanges are possible, Ukraine can already benefit from the automatic reserves of the
European system.
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34.

35.

36.

37.

USS$1.0 billion but could be as high at US$4.0 billion, depending on prevailing market prices for gas. Coal supplies for
thermal power plants are now mostly from domestic sources, but need to be built up to guard against the likelihood
that local coal production will be disrupted.

Disrupted transport networks are impeding logistics
operations, complicating civilian evacuation and contributing
to shortages in the worst-affected areas—which also
negatively impacts key industries. Approximately 70 percent | ® Ensure emergency repairs of equipment and

of the damage estimates in transport relates to road networks in electricity and gas, and urgent
infrastructure, 15 percent to airports, and another 15 percent emergency repairs for district heating focused on
to railways, bridges, and other transport infrastructure. The safety.

blockade of Ukraine’s ports on the Black Sea, through which | ® Find resources for working capital for SOEs in

50 percent of Ukraine’s exports (90 percent of grain exports) energy and transport.

is transported, necessitates the consideration of costly road | ™ Build up inventory of coal reserves for thermal

Priority Measures to repair and restore
infrastructure, Relief Phase

and rail transport logistics alternatives towards the west. power plants.
Access to fuel for transport is constrained throughout Ukraine, = Remove rubble from high priority areas to allow
especially in places where active hostilities are ongoing. continued use.

= Make emergency repairs to restore essential
transport connectivity - including by portable
prefabricated (Bailey) bridges.

Essential