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1. Introduction
On February 24, 2022, Russia invaded Ukraine. This unprovoked act of aggression was swiftly

condemned by the General Assembly of the United Nations (UN) but this war, the largest in Europe
since World War II, continues: millions of refugees and internally displaced persons, hundreds of
thousands killed or injured, and many homes in ruins. Against all odds, Ukraine continues to fight
for its freedom and independence. Because the outcome of the war will determine the future of not
only Ukraine but also the global order and security,! many countries pledged their support for
Ukraine. It is critical that Ukraine defeats Russian aggression and becomes a success story after

the war is over.

Realizing the importance of Ukraine’s post-war recovery and the need to commence
planning early, academics, policymakers and the media almost immediately launched intensive
discussions about how to rebuild Ukraine. Indeed, “A Blueprint for the Reconstruction of Ukraine”
(Becker et al. 2022) was published on April 7, 2022—only six weeks after the full-scale invasion—
and was followed by many policy proposals and debates. The list of contributors includes think
tanks (e.g., Gorodnichenko, Sologub and Weder di Mauro 2022, Gangster et al. 2022, Savoy and
Staguhn 2023, Boyarchuk et al. 2022, Center of Economic Strategy 2022, Shatz et al. 2023,
Kochev et al. 2023, Herbst, Khakova, and Lichfield 2024, Carletti et al. 2024,), international
organizations (World Bank 2022, 2024, Szczerba 2024), governments (e.g., G7 2022, European
Commission 2022, NRC 2022), and scholars (e.g., Myerson 2022, Umland 2023, Berglof and
Rashkovan 2023, Bjerde 2023, Aslund and Becker 2024, Stiglitz and Kosenko 2024). According
to Web of Science, more than 500 articles on Ukraine’s reconstruction have been published in
academic journals as of 2024. To help the profession navigate this rapidly expanding literature,

this paper provides a synthesis and critical overview of the proposals.

As we discuss below, Ukraine’s reconstruction is expected to be a decade-long process
focused on modernizing the country not only in terms of physical infrastructure and productive
capacity but also institutionally. Establishing and maintaining the credibility of reforms over many
years—and through potential changes in government—will be crucial for attracting external

funding and mobilizing domestic investment. The European Union (EU) accession of Ukraine—

! Garicano, Rohner, and Weder di Mauro (2022), Gorodnichenko and Rashkovan (2023), Andor and Optenhdgel
(2023), Matyas (2024) and others discuss the global implications of the war for economy, democracy, and security.



now a candidate country—provides a credible anchor for these reforms. This process has already
begun, with the negotiation framework for Ukraine’s EU accession published in June 2024
(European Commission 2024) which takes into account the lessons from the past enlargement
experiences and emphasizes fundamental reforms as well as making the reform process predictable
and irreversible. Although the accession criteria are simple,> Ukraine will have to fulfill a
comprehensive catalog of economic, political and legal requirements and to complete previous
commitments.® This herculean task requires extraordinary coordination between governments,
international organizations, non-governmental bodies, businesses and other stakeholders. The
outcome of this process should be a full-fledged democracy with a strong economy, robust

institutions, and defense capable of deterring future aggression.

The rest of the paper is structured as follows. Section 2 discusses pre-war trends for Ukraine
to provide the context. Section 3 presents estimated costs of the war to appreciate the scale of the
reconstruction project. Section 4 covers previous reconstruction programs to draw some lessons
for Ukraine. Section 5 summarizes the principles of Ukraine’s reconstruction that are developed
in various proposals. Section 6 describes the phases of the reconstruction. Section 7 delves into

selected issues of Ukraine’s reconstruction. Section 8 concludes.

2. Pre-war trends

Although Ukraine was more developed than many Eastern European counties in the late 1980s,
the transition to market economy from command economy was slow and challenging due to many
Soviet legacy issues including a particularly difficult Soviet repression in Ukraine.* In the early
1990s, output contracted by approximately 60% and the country experienced hyperinflation. The
transition created opportunities (private property, openness to international trade, free mobility)

and obstacles (insider ownership, weak property rights and rule of law, high inequality). The latter

2 The Copenhagen criteria require: 1) stable institutions that can guarantee democracy, the rule of law, human rights
and the protection of minorities; 2) a functioning market economy and the ability to cope with the competitive pressure
and market foreces of the EU market; 3) the ability to take on the obligations of EU membership, including the capacity
to implement all EU law and adhere to the aims of the Union.

3 The framework mentions, “the fulfilment of Ukraine's obligations under the Association Agreement, including a
Deep and Comprehensive Free Trade Area, as well as Ukraine's progress in addressing the key areas identified in the
Commission's reports and relevant Council conclusions.”

4 For example, the Holodomor (“killing by hunger”) in the 1930s continues to weigh heavily on economic and political
life even in the post-Soviet era; see Yaremko (2023). Aslund (2009, 2015) provides comprehensive accounts of
Ukraine’s economic and political history since Ukraine regained independence in 1991.



resulted in vulnerabilities to shocks and the rise of oligarchs after a mass privatization.’ Unlike
Poland, Hungary, Romania and other Eastern European countries, Ukraine was not invited to join
the Eastern enlargement of the European Union and thus was left in a grey zone between Russia
and the EU (Klimkin and Miklos 2022, Savoy and Staguhn 2023) which meant few institutional

anchors to navigate post-communism.

Reforms (including the spurt after the Orange Revolution in 2004) and the upturn of the
commodity cycle in early 2000s generated significant economic growth (nearly 8% per year
between 2000 and 2007). This trajectory was dashed by the 2008-2009 Global Financial Crisis
(GFC) that hit Ukraine particularly hard: the collapse of global demand for commodities was
amplified by currency and banking crises and caused output to shrink by 15% in 2009. Appetite to
invest into Ukraine and other emerging economies fell. The corrupt regime of President Viktor
Yanukovych was not interested in making the country a part of the European Union economic
ecosystem thus making the country even less attractive for investment. Furthermore, the
inadequate response to the GFC left Ukraine’s financial system perennially plagued by non-
performing loans and distrust in banks and other institutions (see Carletti et al. (2024) for more

details) thus exacerbating economic problems.

After economic stagnation and decline in 2008-2013, Ukraine was hit by Russia’s illegal
annexation of Crimea and occupation of the Donbas which led to another financial and economic
crisis: inflation surged to 50% and output in Ukraine-controlled territories fell by 10%. This
existential threat spurred another round of reforms after the Revolution of Dignity (also known as
the Euromaidan) changed political elites in 2014.% For example, public officials and their relatives
were required to disclose not only their income but also spending. ProZorro, an electronic public
procurement system, opened access to government contracts and improved transparency. The
banking system was thoroughly reformed to eradicate related-party lending, improve bank
supervision and ensure the central bank’s independence. In a geopolitical pivot, Ukraine and the

EU signed agreements to allow visa-free travel and liberalize trade (Deep and Comprehensive Free

5> Forbes (2021) estimated that 100 wealthiest people in Ukraine controlled almost 25 percent of the Ukrainian
economy.

¢ The Revolution of Dignity is also known as Euromaidan exactly because people in Ukraine wanted to have a future
in the EU rather than in the Russia-dominated Eurasian customs union. Becker (2023) shows that for a long list of
indicators of well-being, economic development, and freedom, transition countries that joined the EU are doing far
better than the ones that are part of the Russian customs union.



Trade Area agreement), which launched harmonization of Ukraine’s regulation with the EU’s.
Consistent with Ukraine’s political practice and tradition, power was peacefully transferred after
the presidential and parliamentary elections in 2019. Adaptation and reforms helped to resume
growth (approximately 3% per year in 2016-2019) but Russian aggression in 2014 directly
(thousands of civilians killed, destruction of productive capacity, Russia controlled 7% of
Ukraine’s territory; see OHCHR 2016) and indirectly (huge losses in loan portfolios and asset
prices, security concerns radically reduced Ukraine’s appeal to investors) depressed economic

activity thus contributing to one of the lowest foreign direct investment per capita ratios in Europe.

The persistently difficult economic conditions adversely affected human development.
Population declined from 52.2 million in 1992 to 43.8 million in 2021. Life expectancy fell from
70.5 years in 1989 to 66.7 in 1995 with a gradual recovery to 71.8 in 2019. Budgetary constraints
undermined the quality of education and research (see Kahanec et al. 2022, Bezvershenko and
Kolezhuk 2022). Consistent with limited domestic opportunities, remittances from abroad

accounted for 10% of Ukraine’s Gross Domestic Product (GDP) in 2021.

By the start of the Russian full-scale invasion in 2022, Ukraine was one of the poorest
European countries. It experienced a lot of macroeconomic volatility, little economic growth, and
chronically high inflation (Table 1). These lackluster results were due to a combination of

exogenous forces (Russian aggression, GFC) and poor domestic policies.

3. Cost

Although the thick fog of war makes estimates of damages in Ukraine rather tentative, it is clear
that the price tag is extremely high and rises as Russian aggression continues and more facts come
to light. For example, the World Bank (2022, 2024) revised its estimated needs for reconstruction
and recovery from $349 billion as of June 1, 2022 to $486 billion as of 31 December 2023. The
recovery program presented by the Ukrainian government in 2022 estimated the cost at $750
billion (NRC 2022). The head of the European Investment Bank suggested in 2022 that the cost
would exceed $1.1 trillion (Arons 2022). Bogdan, Grieveson, and Landesmann (2022) provide a

lower estimate of $410 billion.

Although much of the country is affected by the war, the physical damage is concentrated
geographically and sectorally. The Kyiv School of Economics (2024) estimated that as of January



2024, the biggest damages were in housing (38% of total damages) and infrastructure (23%) while
Donetska and Kharkivska oblasts accounted for 24% and 19% of damages. In a similar vein,
Russian missiles destroyed all major oil refineries, but the IT sector exhibited growth despite
blackouts. This concentration is correlated with the intensity of Russian attacks and fighting
(compare Figure 1 and Figure 2) as well as whether a given area was occupied by the Russian
forces. According to the National Bank of Ukraine, output declined by more than 30% in 2022 and
the unemployment rate soared from 10% in 2021 to 26% in mid-2022. While the economy has
been modestly recovering after this shock, output and employment remain well below pre-war

levels.

The United Nations High Commission on Refugees (UNHCR; 2024) estimated that as of
March 2024, roughly 6 million Ukrainian refugees—mostly women with children—had been
recorded in Europe and another and half a million elsewhere. The willingness of these refugees to
return to Ukraine has been declining over time. Initially, nearly all refugees wanted to return but
more recent surveys (e.g., Sologoub 2024, Mykhailyshyna et al. 2023) suggest that two thirds plan
to return to Ukraine after the war is over. The massive disruption of the war is also reflected in the
large number (almost 4 million as of early 2024, see Migration Data Portal 2024) of internally

displaced Ukrainians.

Damages to human capital are harder to estimate but, in all likelihood, the magnitude is
staggering. UNHCR (2023) reports that only about 50% of refugee children are enrolled in formal,
in-person education in their host countries. Ukraine’s Ministry of Education and Science reported
that, because of damages,’ security concerns and lack of bomb shelters, approximately 50% of ~
4 million children enrolled in schools relied on an online or mixed format of instruction in the
beginning of the 2023-2024 school year, which comes on the top of education lost due to the
COVID19 pandemic. These challenges are amplified by an exodus of scientists from Ukraine
(Ganguli and Wladinger 2024) and unfathomable Russian abductions of Ukrainian children.® As
discussed in Gorodnichenko, Kudlyak and Sahin (2022) and Egert and de la Maisonneuve (2024),

the mass underemployment and subpar education induced by the war can result in significant

" The Kyiv School of Economics (2024) reports that, as of January 2024, 1,888 schools and 1,285 kindergartens were
damaged or destroyed.

8 Maria Lvova-Belova, Russian children's commissioner, reported that more than 700,000 Ukrainian children have
been taken from Ukraine to Russia between 2022 and 2023. In 2023, the International Court of Justice issued warrants
to arrest Maria Lvova-Belova and Vladimir Putin for their role in organizing the abductions.



depreciation of human capital. As many as 5 million veterans (Herbst et al. 2024) will need
assistance to return to civilian lives. These figures suggest a long-term damage to Ukraine’s
productivity capacity may stem not only from destroyed infrastructure but also from a significant

decline of population and human capital.

Russian aggression also has led to massive damages to the environment. We provide a few
statistics to give a sense of magnitudes. The Ukrainian government and others (e.g., von Cramon-
Taubadel and Nivievskyi 2023, World Bank 2024) estimate that ~180,000 km? (roughly a half of
Germany) needs cleaning from land mines and unexploded ordinance (with current technologies,
removing a land mine costs between $300 and $1,000). According to UN (2023) estimates,
Russia’s destruction of the Kakhovka dam alone cost $14 billion. The ultimate toll will not be clear

until the end of the war but available projections point to an environmental catastrophe.

The trauma and stress from the full-scale invasion come on the top of damages inflicted by
Russia since 2014. Havlik et al. (2020) estimated that the economic cost of Russian occupation of
the Donbas was at least $21.7 billion. To be clear, these estimates do not include significant

deterioration in mental health and related issues (e.g., Coupe and Obrizan 2016).

4. Previous reconstruction and recovery efforts

Obviously, Ukraine is not going to be the first country to rebuild after a major conflict and one can
learn a lot from previous triumphs and failures. In this context, the success of the Marshall Plan to
rebuild Europe after World War II—and counter the influence of the Soviet Union—has inspired

many reconstruction efforts after wars and natural disasters.

To better understand the workings of the Plan, we highlight several key features.’ First, the
US government created the Economic Cooperation Administration (ECA), a dedicated, self-
standing agency (it was not a part of the Treasure Department or the State Department), to
administer aid. This design was to minimize mission drift, improve coordination, enhance
accountability, and provide flexibility in responding to the changing conditions and heterogeneous
needs of the recipient countries. Second, although the agency’s budget was approved by the US
Congress annually, there was an evident bipartisan understanding that the Plan is a multi-year

project (with clear sunset provisions) which greatly reduced uncertainty and allowed long-term

% More details are in e.g. Eichengreen (1995), DeLong and Eichengreen (1993), and Conley (2022).



planning. In the end, the Plan was funded for four years. Third, the agency had a clear, hierarchical
governance structure with Paul Hoffman, previously a president of Studebaker, at the helm. The
ECA had a large task force (600 Americans and 800 Europeans) in its regional Paris office and had
frequent and large missions to monitor progress on the ground. Importantly, the ECA could hire
fresh, highly motivated cadre because as a newly established agency it did not have institutional
inertia and organizational “baggage”. Fourth, the ECA relied on the local authorities to determine
priorities as well as co-fund projects (so called “counterpart funds”). This feature was important
to ensure that Europeans “owned” the recovery and had “skin in the game” thus maximizing the
impact of the Plan’s funds.!® Finally, apart from shipping foodstuffs to avoid hunger and to
providing debt relief (90% of the aid was in grants rather than loans), the ECA focused on
rebuilding and upgrading the productive capacity of the countries (e.g., shipping machine tools
from the US to Europe, encouraging technological transfer though missions and delegations),
forging intra-Europe trade and links (e.g., the cross-border payment system) to address bottlenecks
for economic development, and supporting institutional reforms to promote market-economy
democracies. Eventually, the ECA was transformed into the Organization for Economic

Cooperation and Development (OECD).

The design and performance of the ECA contrasted sharply with the United Nations Relief
and Rehabilitation Administration (UNRRA) which was established in 1943 with similar
objectives, a large budget ($3.7 billion vs. $13.3 billion in the Marshall Plan), and a huge staff of
12,000 civil servants. In contrast to ECA, UNRRA was focused on distributing food, medicine and
other humanitarian aid. From the onset, the UNRRA suffered from lack of personnel and
leadership, short-termism, poor coordination with local authorities, weak organizational structure,
and inadequate accountability. Critics described the UNRRA as an amateurish effort and failed
international coordination (Hitchcock 2009). When designing the Marshall Plan, Will Clayton,
deputy US Secretary of State for economic affairs, observed that ““...we must avoid getting into

another UNRRA.” UNRRA was dissolved in 1948.

10 George Marshall, US Secretary of State, expressed this point clearly: “It would be neither fitting nor efficacious for
this Government to undertake to draw up unilaterally a program designed to place Europe on its feet economically.
This is the business of the Europeans. The initiative, I think, must come from Europe.” See Chapter 2 in Carletti et al.
(2024) and Eichengreen (1995) for more details.



Subsequent reconstruction efforts typically fall somewhere between these polar cases. For
example, the reconstruction programs of Iraq and Afghanistan in early 2000s were plagued by
many problems like those in the UNRRA: poor coordination and oversight, conflicting objectives,
ignoring input from local authorities, understaffing, low capacity to absorb aid, etc.!! In contrast,
Pakistan’s response to a major earthquake in 2005 was more similar to the Marshal Plan (World
Bank 2014): a dedicated agency (the Earthquake Reconstruction and Rehabilitation Agency,
ERRA), clear political leadership (the prime minister chaired ERRA) and accountability, intensive
cooperation with local stakeholders and international aid donors, a strong legal mandate to address
cross-cutting issues, sunset provisions (to avoid creation of more bureaucracy in the longer run),
etc. Rebuilding Sri Lanka after the 2004 tsunami was a mixed bag (e.g., Franco et al. 2013). Similar
to the Marshal Plan, Sri Lanka set up a dedicated agency run by political heavyweights and
business leaders, focused on “build back better”, and engaged local authorities. At the same time,
similar to the UNRRA, the agency was dismantled too early, poor coordination led to regional

disparities and varying quality of construction.

Among these different experiences the Marshall Plan stands out as the most successful
approach. Despite its relatively small size (on average about 2.5 percent of national income, albeit
with large differences across European countries) it contributed significantly to the recovery of
Europe after the World War II, mostly by promoting reforms, restoring financial stability,
establishing the foundations of a market economy and providing guarantees of institutional
credibility (Eichengreen and Uzan 1992). These lessons are increasingly enshrined in policy
reports and recommendations (OECD 2005, O’Driscoll 2018, World Bank 2018) as well as in the
reformed EU accession process, which prioritizes institutional reforms (Darvas et al. 2024). The
“build back better” principle is now understood not only as an effort to rebuild physical assets but
also as a set of reforms designed to enhance efficiency and broad-based, inclusive growth in the
long run. That is, economic and institutional modernization that build local state capacity should
be supported by physical reconstruction and vice versa. History also teaches that donors should

coordinate their funding and projects to avoid duplication, waste, and rivalry. As a result, multi-

1 For Afghanistan, the Tarakhil Power Plant near Kabul (3335 million cost) did not provide electricity to the capital
because the donors failed to utilize local knowledge and engage local authorities. For Iraq, these successive
organizations were running the US reconstruction program but most of the funding was managed by the US Defense
Department. SIGIR (2013) presents many more examples of mismanagement.



donor trust funds (MDTFs) have been increasingly used to channel resources to countries in

distress, which included Ukraine after 2014.

5. Principles of Ukraine’s post-war reconstruction

Before we proceed with an overview of principles for Ukraine’s reconstruction, we observe that
all proposals share the same starting point: Ukraine must have ironclad security that another round
of Russian aggression is not possible in the foreseeable future. This is not to say that countries
cannot succeed in hostile environments; indeed, South Korea and Israel accomplished tremendous
progress despite having difficult relations with their neighbors. But war risks cast a long shadow
on economic activity. As a result, most proposals tie the reconstruction of Ukraine to joining the

NATO or possibly developing other deterrents that can obviate Russia’s advantage in size.

Despite generally agreeing on many guiding principles and approaches, proposals
sometimes diverge sharply on implementation details. For these cases, we weigh pros and cons

and sketch possible compromises.

A. Minimize damage during the war

With the ongoing hostilities (at the time of writing this article), the first step towards a successful
post-war recovery is to minimize damage to physical capital (power plants, dams, bridges,
factories, etc.) and human capital. Indeed, Russian attacks not only destroy Ukraine’s infrastructure
but also prevent millions of children from getting proper education and lead to “brain drain.” Apart
from reinforcing air defense systems, Ukraine can rely on non-military means to protect productive
assets and human lives. As we discussed above, bomb shelters in educational institutions is a basic
measure to increase safety of in-person instruction. Decentralized production (e.g., solar panels,
wind turbines and other sources of renewable sources of electric power, agribusiness, IT services)
is less vulnerable to Russian missile strikes. If decentralization is not possible, Dombrovskis et al.
(2024) propose creating fortified clusters of economic activity. Moving production facilities
underground or further away from the frontlines reduces the risk of destruction. Building in
redundancies and interoperability can increase the resilience of the economy (e.g., interconnectors
for power lines should robustify the supply of energy). Enhanced infrastructure for cross-border

flows between Ukraine and the EU can stabilize supply chains and secure shipments of Ukraine’s



products to the global markets. Given limited fiscal resources of Ukraine, economic aid is critical
to maintain basic government services such as healthcare and education. Finally, this principle also

means that some reconstruction (e.g., repair electric grid) must happen during the war.

B. Ownership

There is a consensus view that reconstruction should be owned by Ukraine. This principle has
several practical elements. First, initiative should emanate from Ukrainian authorities, but this
initiative based on local knowledge should be matched with responsibility and accountability to
build Ukrainian institutions and state capacity. Put bluntly, if the mayor of Bucha wants to rebuild
a school, he or she should do this because the local community wants the school rather than because
a donor wants to put its flag on a project in Bucha. Of course, donors can provide technical
assistance, review and vet projects, and more generally participate in joint governance of agencies
created to facilitate reconstructions. Second, ownership should rest on broad domestic support that
can be achieved via consultation with civil society, business community and local authorities
because reforms and investments will endure only if citizens view them as legitimate and serving
their best interests. This calls for engagement, transparency and data sharing (CES 2022). Third,
even with limited resources, Ukrainian authorities should co-fund projects to ensure the right
incentives: the authorities will have a stronger motivation to select projects prudently when they
use their budgets to pay a fraction of the cost. For example, the Marshall Plan had a 50/50 split
between grants and domestic counterpart funds. Fourth, to fully utilize local knowledge,
reconstruction should have a significant degree of decentralization to generate inclusive recovery,

community building, and local participation (see Meyerson 2023).

C. EU accession

In course of two years, Ukraine progressed from a country in “Russian space” to an EU candidate
country negotiating the terms of accession. While accession and reconstruction do not have to be
joint, experts are unanimous in recommending that accession and reconstruction are strongly
linked to ensure a stable funding source, an institutional anchor for many reforms, and a source of
technical assistance and expertise. Indeed, Klimkin and Miklos (2022) and others argue that
Ukraine fell behind Poland and other Eastern European countries largely because it was not a part

of eastern enlargement and hence did not have a powerful incentive to reform its regulatory and

10



legal framework to deliver rule of law, low corruption, and a strong democracy. In other words,

accession will turn reconstruction into deep modernization of Ukraine.

D. Conditionality of Aid

A likely horizon for Ukraine’s reconstruction is about 10 years. This is a long period in politics
and yet Ukraine must stay focused on reforms. As discussed in Roland (2000) and Mylovanov and
Roland (2022) it is critical to ensure consistency and irreversibility of reforms as well as to
overcome vested interests. As a result, all proposals on Ukraine’s reconstruction suggest that aid
to Ukraine should be conditional on transparent, objectively measured, and verifiable outcomes.
Given many potential sources of aid, Gangster et al. (2022) observe that having one body to
oversee reconstruction should help avoid conflicting donor conditionalities.!?> Some proposals
(e.g., Boyarchuk et al. 2023) suggest project-based funding to facilitate evaluation and
transparency. The Ukraine Facility Plan (4 years, €50 billions) signed by Ukraine and the EU in

2024 is an example of how tranches of aid can be tied to a schedule of more than 150 reforms.

E. Grants rather than loans

The country destroyed by the war will unlikely be able to service and repay additional debts in the
short run. A focus on loans will increase the risk of a debt crisis in the future. To attract fresh capital
after the war, the country should not be saddled with debt. While the Marshall Plan set an important
precedent in this respect, the wartime funding of Ukraine suggests that donors tend to rely on loans
(Trebesch, 2023): according to the Kiel Institute for the World Economy, less than 40% of financial
aid to Ukraine (~$80 billion) as of April 2024 was in grants. Furthermore, all proposals stress the

importance of predictable, multi-year financing for Ukraine’s reconstruction.'?

12 As a point of reference, Natalie Jaresko, Ukraine’s minister of finance in 2014-2016, was managing more than 400
individual conditions important by various bilateral and multilateral agreements (Savoy and Staguhn 2023).

13 EU accession could provide more funding through the union’s structural funds but, as we discuss below, access to
these funds may be delayed. The only significant funding source that is not putting pressure on either Ukraine’s future
fiscal position or on the finance ministers of the EU is the frozen Russian assets. A large part of these funds (around
€200bn) are held by Euroclear in Belgium, and in total there is supposedly around $300bn in different jurisdictions
that are part of the sanctions coalition. These funds could be a significant contribution to the reconstruction without
the fiscal problems mentioned above. International law consideration has so far prevented a full transfer of funds to
Ukraine, but the G7 together with the EU is planning to use the returns of the frozen Russian assets to create a $50bn
fund for Ukraine. Becker and Gorodnichenko (2024) argue that this fund could be at least twice this size.

11



F. Build Back Better

Reconstruction proposals are unanimous in wanting to convert the tragedy of the war into an
opportunity to deeply modernize the country. For example, Russian attacks destroyed more than
90% of power generation that relied on coal and other fossil fuels. While some power plants may
have to rely on fossil fuels to provide maneuverability for the supply of electricity, one can envision
a post-war power generation that is much more environmentally friendly (Deryugina et al. 2022).
In a similar spirit, the destroyed housing stock was constructed in the Soviet era and hence was
hugely energy inefficient. Rebuilding housing according to current energy efficiency standards can
hit two birds with one stone: cut emissions and reduce reliance on Russian energy (Green et al.
2022). Making infrastructure more compatible with the EU’s will help integrate Ukraine in the

European markets.

To be clear, the building back better principle covers not only “hardware” such as bridges,
housing, etc. but also “software” such as norms, institutions, human and social capital. For
example, although Ukraine has made dramatic progress in addressing corruption, Transparency
Internation ranks Ukraine as one of the most corrupt counties in Europe. Further efforts to reform
the courts, civil service, antitrust regulation, to ensure free media (Mylovanov and Roland 2022),
to strengthen anti-corruption practices (Becker et al. 2022), and to delegate more powers and

responsibilities to local governments (Myerson 2022).

G. Coordination

Experts agree that coordination of reconstruction efforts is critically important, the body tasked
with coordinating aid and reconstruction should have strong presence on the ground in Ukraine, a
certain degree of centralization is needed to ensure efficiency, planning, and prioritization. At the
same time, it is recognized that some decentralization is needed to utilize local knowledge, build

local capacity, and create competition for funds.

However, the views on how to implement coordination vary. For example, Becker et al.
(2022) recommend that aid should be administered by a self-standing EU-affiliated or authorized
agency independent of but accountable to multilateral, bilateral, and nongovernmental donors. On
the other hand, the proposal in Gangster et al. (2022) suggests a platform led by G7 to involve non-
EU countries and international financial institutions into reconstruction. While agency vs. platform

may appear a minute difference, the practical implications can be rather significant. For instance,

12



agencies typically entail predictable budgets and stable staff. In contrast, platforms tend to be
meeting places where non-binding decisions are made and periodic donor conferences are

organized.'*

Many other elements of design are important. While experts generally agree that Ukraine
should have strong voice in the organization that coordinates recovery, they have different plans
for the exact role of Ukraine. For instance, while Eichengreen and Rashkovan (2022) envision an
EU-centered agency headquartered in Brussels and with offices in Kyiv and other regions of
Ukraine, Gangster et al. (2022) suggest that a multi-donor trust fund run by “an American with a
global stature” potentially located in Washington DC can be the coordination vehicle.!> The
European Commission (EC) proposes that the effort is co-led by the EC and the Ukrainian
government (EC 2022). RRR4U (2023) proposes to utilize the line ministries of Ukraine and have
the Prime Minister as the head of the effort with “the Agency for Restoration” being responsible
for public procurement. In a similar spirit, the Ukrainian government’s proposal (NRC 2022)
builds on the existing ministries coordinated by a council co-chaired by the Prime Minister, the
speaker of the parliament, and the head of the office of President of Ukraine. This contrasts with
parallel governance structures (including external, independent “inspector general”, auditors, etc.)
discussed in Gangster et al. (2022), Todd et al. (2022), Savoy and Stanugh (2023) and others.®

Thus, autonomy assigned to the body varies greatly across the proposals.

What functions will the body perform and how much power the body should have? Data
collection and dissemination, technical assistance, communication and coordination with
stakeholders, and organization of donor conferences are generally agreed on. There is also

consensus that the body should have some authority to have influence on the recovery process, but

14 The current G-7 platform (G7+ Ukraine Energy Coordination Group; coordinationplatformukraine.com) was
established December 2022. The platform has a secretariat of 30 persons (compare with thousands of people working
for the ECA) and meets approximately every two months at the level of finance ministers. In addition to Ukraine and
G7 countries, the platform includes Sweden, Korea, Norway, and the Netherlands. The platform is co-chaired by
Ukraine, the USA, and the EU.

15 As 0f 2024, nearly all key international financial institutions manage their own multi-donor trust fund. Proliferation
of the funds suggests that such vehicles lead to more rivalry rather than coordination.

16 For example, United Nations’ Interim Administrative Mission in Kosovo (UNMIK) was a central agency effectively
running the country while it was establishing its own institutions. Ukraine does not need such external governance
structures because unlike Kosovo and other emerging or failed states, Ukraine has a functioning government.

13



the suggested degree of authority varies from recommendations to the government (NRC 2022) to

a “tzar” controlling the purse strings (Gangster et al. 2022).

Clearly, the details will depend on the outcome of the war and complicated political
processes in Ukraine and abroad. Given the trade-offs in the design and other principles (e.g., EU
accession, conditionality, etc.), a compromise can take the following form. On balance, an agency
is preferred to a platform because the agency option can provide consistent practices and clearer
responsibility. There should be unambiguous leadership and hence accountability similar to what
Paul Hoffman had in the Marshall plan. Building parallel governance structures will likely result
in more bureaucracy, delays, and interagency rivalries. Instead, the focus should be on building
and utilizing the capacity of Ukrainian institutions and civil society (e.g., the Accounting Chamber
of the Parliament, see Boyarchuk (2023) for a discussion). As a result, it can be an EU agency'’
(with regional offices in Ukraine) co-led by the EC and the Ukrainian government to recognize
that EU accession is the ultimate objective of reconstruction, avoid creating new government
bodies in Ukraine, coordinate funding and projects, and align with EU practices.'® This agency can
have decision-making autonomy (not only from the Ukrainian government but also the
government of an EU country to escape hold-ups) and its power can come from the agency’s ability
to delay or withdraw funding in response to proposals made by Ukrainian authorities. The new
agency with sunset provisions (e.g., the mandate of the agency expires when Ukraine joins the EU)
can recruit fresh cadre or use experts on secondment. As suggested by Shatz et al. (2023) and
others, the role of the US may be centered on ensuring Ukraine’s security. Other countries (Japan,

Canada, Korea, etc.) can participate via the MDTFs managed by the agency.

H. Corruption and Rule of Law

There are few issues that are more important than fighting corruption and establishing a strong rule
of law system for the citizens and businesses of Ukraine as well as the country’s international
partners. In every discussion of EU accession, foreign financial assistance or companies

considering investing in Ukraine, perceived and actual problems of corruption always come up.

17 Becker et al. (2022), Bandura (2023) and others give also a political reason for an EU agency. They observe that
many international financial institutions where Russia and Russia’s supporters are shareholders who may show little
interest in Ukraine’s long-term success. An institution with owners vested in Ukraine’s recovery will address these
concerns.

18 Kosmehl et al. (2024) observe that 70% of EU programs are executed under shared responsibility of the EC and
national/regional authorities of EU member states.
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Although the focus in many discussions is on anti-corruption measures, rule of law more generally
is the foundation of both a democratic society and market economy as well as the basis for fighting
corruption. It is also part of the Copenhagen criteria and a must for a country that wants to join the
EU. Moreover, the EU has introduced a revised enlargement methodology in 2020, which takes
on board the lessons from previous enlargement rounds, in particular the difficulties the EU is
having with member countries backsliding on rule of law and judiciary independence after
accession. The revised accession process is organized around negotiating chapters that set the
criteria for candidate countries to enter, and the “fundamentals” chapter (covering inter alia
judiciary rights, freedom and security, public procurement and financial controls) is the keystone,
it is opened first and closed last (Darvas 2024). Rule of law is also crucial for property rights
protection which has been identified as a key factor limiting foreign direct investment (FDI) in the
past (Movchan and Rogoff, 2022). Reforming the judicial system'® to strengthen rule of law will
therefore have to be a key ingredient in Ukraine’s strategy and donors should provide adequate
funding and technical assistance in this area while ensuring that strict conditions are met as part of
funding agreements. Reforms should be implemented upfront and aligned with EU laws and

institutions.

1. Public vs private funds

The staggering cost of Ukraine’s reconstruction suggests that public financing is unlikely to cover
Ukraine’s needs. Recognizing this funding gap, the reconstruction proposals suggest that Ukraine
should focus on making the country an attractive destination for FDI. The experience of Eastern
European countries indicates that the tangible prospect of joining the EU should be a powerful
factor in encouraging European firms to invest in Ukraine that can already offer educated
workforce, geographical proximity to EU markets, unique expertise in IT, etc.?’ In addition to
providing capital, FDI can facilitate technological transfer to Ukraine and integration of Ukraine

into European and global value chains. The proposals thus focus on how one can leverage public

19 This also means joining the EU institutions. For example, Becker et al. (2022), Gangster et al. (2022) and others
suggest that Ukraine should join the European Public Prosecutor’s Office.

20 Becker and Olofsgard (2018) document that investment rates in transition countries that joined the EU were
significantly higher than in the ones that did not (21 percent compared with 15 between 1991-2015 on average). The
higher investment rate alone increased predicted annual growth by more than a percentage point in transition countries
that joined the EU.
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funds to maximize the flow of private funds. In this context, policies with large multiplier effects
include various forms of risk sharing (public-private partnerships, guarantees), concessionary
loans via development banks (e.g., European Bank for Reconstruction and Development, European
Investment Bank, Council of Europe Bank, European Development Finance Institutions), war
insurance to de-risk investment (similar to the World Bank’s Multilateral Investment Guarantee
Agency; see Repko (2023) for a discussion), and encouraging entry of European banks into

UKkraine.

6. Phases of reconstruction

Proposals generally suggest three phases of reconstruction (e.g., Becker et al. 2022, Gangster et
al. 2022, NRC 2022): i) relief (or emergency response), ii) revival of critical infrastructure and
economy, iii) modernization and EU accession. As emphasized in Gangster et al. (2022), there is
a delicate balance between the urgent needs of the country ravaged by the war and the country’s

ability to absorb aid.

The first phase (relief) is akin to the response to a natural disaster when humanitarian aid
must be delivered rapidly to cover basic needs (food, medical supplies, access to electricity and
heating, etc.). This phase should be focused on helping areas that are close to the front lines or are
under Russian occupation. While conditionality of aid is expected to be relaxed at this phase, it is
important to prepare for effective relief: estimate likely needs (e.g., maintain a real-time registry
of damages), line up resources (e.g., prescreen contractors), prepare contracting framework (e.g.,
develop framework agreements, protect whistleblowers, adopt Open Contracting Data Standards
similar in spirit to ProZorro), and coordinate with international relief programs. There is much
uncertainty about how much this phase can last, but the available estimates suggest 6 to 12 months

for this phase.

The second phase is about rebuilding critical social and physical infrastructure. In other
words, the effort should be focused not only on repairing bridges, water pipes, and electric power
lines and plants, replenishing the stock of railroad cars, trucks, busses, etc. but also on resuming
access to temporary shelter and institutions of education and healthcare. The latter is critical to

ensure the return of refugees and internally displaced persons to their home regions. At this stage,
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the government should also lay foundations for the third phase. For example, because the war
deeply impaired the balance sheets of Ukraine’s financial institutions, the National Bank of
Ukraine should conduct a rapid asset quality review of the banks and recapitalize them as
necessary. Experts predict that this phase can take about a year or two. Because of the war-related
risks (e.g., the need to demine large swaths of land), the brunt of funding is expected to fall on the

public sources.

The last phase is about setting the country on a long-term, sustainable growth trajectory.
This phase includes alignment of Ukraine’s physical and legal infrastructure with the EU’s. This
phase also broadly means breaking away from the Soviet legacy. For example, Myerson (2022),
OECD (2022) and others stress that Ukraine should give more political and economic power to
local governments to create more political competition, build resilience of local communities and
enhance effectiveness of governance and resource allocation. Investment in housing stock is often
mentioned as a high priority because, as suggested by the post-WWII experience, lack of housing
is a limiting factor for bringing people back to their home regions and to work (e.g., Eichengreen
2023). While this phase is expected to take 10 years or so,?! Klimkin and Miklos (2022), Becker
et al. (2022), Gangster et al. (2022) and others emphasize that many reforms should be frontloaded
(even done during the war) to create the momentum, ensure irreversibility of the changes towards
the EU accession, and maintain public support of Ukraine in the West. For this phase experts expect
private FDI to take the dominant role. This is the time to forge cross-border alliances for

businesses, universities, and governments.

7. Sectoral Policies

Given space constraints, this section provides summaries for selected sectoral dimensions of the

reconstruction. We focus on highlighting key issues and potential solutions.

A. Regulation, Industrial Policy and Allocation of Resources
Previous reconstruction cases suggest that some degree of government planning is essential to

ensure coordination and efficiency. For example, France adopted indicative planning (the Monet

21 Even the accelerated transition of East Germany after reunification, which involved substantial transfers from West
to East, took decades.
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plan) after World War II to set investment targets and allocate funds (Eichengreen 1995). As we
discussed above, government intervention is likely to be particularly important at the relief stage
when market forces cannot function properly in a destroyed economy. For later phases of recovery,
most proposals suggest that the long-term development of Ukraine has to rely on market-based
allocations of resources to ensure efficiency. However, this view is not shared universally. For
instance, Stiglitz and Kosenko (2024), Tooze (2023) and others warn of the dangers of trying to
implement another version of the so-called Washington Consensus for transition economies in

post-war Ukraine.

Naturally, there has to be a balance between costs and benefits of government intervention,
but, to give a perspective on the matter, we provide a few examples of how deep state intervention
goes in Ukraine. Unlikely many transition economies, Ukraine had a repeatedly-renewed
moratorium on land markets thus effectively denying citizens to exercise their rights on their land,
agribusiness to utilize economies of scale, and banks to use land as collateral (Gorea 2023, Carletti
et al. 2024). The labor code of Ukraine is based on the law passed in the 1970s with some
modifications sporadically introduced to address crises (Kupets et al. 2023, Boyarchuk et al. 2023).
This legislation does not address the needs of the modern economy and pushes the labor market
into shade. World Bank’s Ease of Doing Business Index ranked Ukraine at 151% place in 2011 and,
although Ukraine made tremendous progress since then, the country was ranked 64™ in 2020 (for
comparison, Poland was 40™). These illustrations should provide a sense of pervasive red tape
which not only inhibits economic activity but also breeds corruption. On the other hand, the light
regulatory touch for IT services generated a phenomenal boom in this sector thus helping the
country to accelerate digitalization of the government sector and broader economy (Movchan and

Rogoff 2022, Savoy and Staguhn 2023, Boyarchuk et al. 2023, Kosmehl et al. 2024).

The choice of dirigisme vs. markets is also important for post-war reallocation of
resources. Indeed, Movchan and Rogoff (2022), Green et al. (2022), Kochnev et al. (2023) and
others observe that economic activity in Ukraine was increasingly gravitating toward Western
Ukraine that was safer and closer to the EU market. Many experts predict that the war and EU
accession will accelerate this process and hence Ukraine will likely go through a massive
reallocation of resources. For example, Anastasia et al. (2022) estimate that at least 10% of the

workforce will need to change jobs. Some industries (e.g., coal mines in Eastern Ukraine) are gone
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for good. To facilitate this process, Ukraine should have an element of planning and other forms
of government support (e.g., retrain workers, protect workers rather than jobs, provide war
insurance) but ultimately one needs the flexibility of the markets to ensure that labor and capital
flow to the best uses and hence to fully utilize scarce resources. Given the weak capacity of the
government, Becker et al. (2023), Aslund and Kubilius (2023), Bjerde (2023) and others argue that
public policies relying on differential treatment of economic activities may overwhelm state
capacity and thus backfire. For instance, Ukraine had a negative experience of experimenting with
special economic zones that turned out to be vehicles for money laundering rather than economic
growth. On the other hand, Ukraine’s agribusiness is highly competitive without significant
government subsidies or other forms of protection. These considerations call for deregulation
(lower compliance burdens, simpler taxation, etc.) and refocusing scarce government capacity

from determining economic activity to providing a level playing field.??

B. Macroeconomy

Based on historical experience, nearly all proposals indicate that a successful recovery requires a
stable macroeconomic environment. Becker et al. (2023) make detailed recommendations for
fiscal and monetary policies.? In a nutshell, even after the war is over, Ukraine will face significant
shortages of funds and inflationary pressures as the reconstruction needs far exceed the fiscal
capacity of the government and various dislocations and bottlenecks in the economy drive up the
costs. As a result, the government should seek a deep debt relief, mobilize revenues (specifically,
close tax loopholes, broaden the tax base, reduce the cost of tax compliance, introduce progressive
income taxes or a solidarity tax), privatize state-owned enterprises (to reduce opportunities for
corruption and to minimize quasi-fiscal deficits), align regulated prices to cost-recovery levels,
and control spending (e.g., make aid more targeted,* consolidate and digitize public services,
reform the pension system, etc.). Importantly, Becker et al. (2023) suggest establishing a fiscal

council to bring discipline and transparency to budgetary matters.

22 At the same time, experts generally agree that some industries are critical for reconstruction (e.g., renewable energy,
critical minerals, the manufacture of metals, machine building, agro-food, IT) and thus there could some scope for an
industrial policy. See Grygorenko and Schnitzer (2022) and Kosmehl et al. (2024) for a discussion.

23 See also Bandura (2023), de Groot and Skok (2023), and Bogdan and Jovanovié¢ (2023).

24 For example, Boyarchuk et al. (2023) reports that only 36% of social assistance went to households in the bottom
third of incomes and 24% of the assistance when to the top third. Social insurance is provided by ten central
government agencies and 12 local government agencies (Ieruslymov and Marchak 2021). Because there is no
centralized registry of social aid recipients, social insurance is rather fragmented.
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On the monetary front, there is a general agreement that Ukraine will be best served by the
regime of inflation targeting with a floating exchange rate.>> The proposals envision that the float
will be managed to minimize fluctuations that may undermine macroeconomic stability. To avoid
potential boom-bust dynamics, the experts suggest rigorous macroprudential policy. The National
Bank of Ukraine is well positioned to be an effective regulator as it oversees most financial
services. There is less agreement on the role of capital controls. Becker et al. (2023) advocate the
use of capital controls (as a part of macroprudential toolkit) towards achieving macroeconomic
stabilization as well as avoiding excessive growth of credit, speculative capital flows, and large
fluctuation in the exchange rate. On the other hand, Herbst et al. (2024) suggest that capital should
flow freely to attract FDI. Another important task for the National Bank of Ukraine is to resolve
non-performing loans (after reviewing several options, De Haas and Pivovarsky, 2022, propose a
semi-centralized approach that was use after Russian aggression in 2014) and recapitalize banks
(the backbone of Ukraine’s financial system) to ensure that credit flows support economic
recovery. There is a broad-based agreement that the central bank should not finance fiscal deficits
or act as a development bank. These activities could contradict the price stability mandate and

open the central bank to political influence.

C. Demography, Human Capital and Labor Market

Tverdostup (2023), Perelli-Harris (2023) and others are warning that Ukraine’s population can
shrink from 42 million before the Russian full-scale invasion to as little as 30 million after the war
due to elevated mortality rates, low birth rates, and high emigration. The demographic problems
are amplified by large losses of human capital and the need to re-integrate millions of veterans,
refugees and internally displaced persons to normal, civilian lives (Schuettler and Caron 2020,
Torosyan et al. 2018). To address these negative factors, Anastasia et al. (2022), Kupets et al.

(2023), and others propose a multi-pronged strategy with a number of cross-cutting considerations.

25 Historically, monetary regimes varied at the recovery stage across countries. Consider for example countries
discussed in Section 4. After WWII, Western European countries adopted fixed exchange rates under the Bretton
Woods system. Post-2004 Iraq pegged its currency to the US dollar. Athagnistan’s economy in early 2000s was cash
based and did not have a meaningful financial system. Cobham (2021) classified monetary regimes in Pakistan and
Sri Lanka as “loosely structured discretion”, i.e., regimes where i) the instruments are effective but the objectives and
trade-offs are unclear; or ii)) the objectives and trade-offs are clear but the instruments are ineffective; or iii)
combinations of i) and ii). Interestingly, the International Monetary Funded urged the central bank of Pakistan to raise
interest rates to fight inflationary pressures after the 2005 earthquake. Despite this variation, Fratzscher et al. (2020)
and Ramcharan (2007) document that countries with inflation targeting and a flexible exchange rate regimes have
better economic performance after natural disasters.
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First, losses in human capital should be compensated by remedial education and training. Kahanec
et al. (2022) suggest that Ukraine needs to reform its educational system (specifically, vocational
training) to refocus from quantity to quality of education. Pham et al. (2023) find that soft and
analytical skills are increasingly demanded in Ukraine and the reformed education system should
help to meet this demand. Second, available human capital should be utilized more effectively. In
practical terms, groups marginally attached to the labor market should be encouraged to seek
gainful employment. For example, more government sponsored childcare can allow more women
to participate in labor force—and potentially increase birth rates, see e.g., Sobotka et al. (2019)
and Klawij (2010). This also entails flexibility of labor relations to overcome not only the
consequences of the war but also pre-war mismatches and other distortions (e.g., Kupets 2016),
which among other things calls for an overhaul of Ukraine’s Public Employment Service. Policy
proposals also suggest that Ukraine should consider migrants to address potential labor shortages.
Third, a post-war labor market should offer not only flexibility (the leitmotif of the proposals is to
shift the focus from protecting jobs to providing insurance to workers) but also training and
protection to the most vulnerable groups (e.g., veterans and older workers). It is important that
such a system of support is sustainable in the long run and relies on communities (Demers 2011)
and high-quality data (Kupets et al. 2023). Finally, even if some Ukrainians stay abroad after the
war, one can still make use of this diaspora. Indeed, these “ambassadors” in the EU and other

countries can help forge stronger links between Ukraine and the host countries (Adema et al. 2023).

More generally, policy proposals emphasize the importance of human-centered nature of
Ukraine’s reconstruction (e.g., Busby and Burke, 2024) and the need to modernize the systems of
education and science (e.g., Bervershenko and Kolezhuk 2022) and healthcare (e.g., Dhzygyr et
al. 2022). This is a key concern because reconstruction programs tend to focus on physical
investment projects and, perhaps not surprisingly, the plan outlined by the Ukrainian government
(NRC 2022) allocated less than one percent of the entire budget to education-related projects
(Kosmehl et al. 2023).

D. Urban Development
Russian attacks destroyed nearly 9% (as of July 2024) of Ukraine’s housing stock. Mariupol,
Bakhmut and many other cities in Eastern Ukraine are in ruins. Kharkiv, Kryvyi Rih and other

cities close to front lines are bombarded daily. Even safer cities such as Lviv, Vinnitsa and Kyiv
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have significant damage. Green et al. (2022), Bredelles et al. (2023), Cirella (2024),
UN4UkrainianCities (2024) and others provide recommendations on how to rebuild urban centers,
a monumental task and tremendous opportunity to facilitate greater urban productivity and

improve quality of life (Hornbeck and Keniston 2017).

As we discussed above, the housing stock is largely inherited from the Soviet era (90% of
buildings were erected before 1991). Furthermore, unlike cities in market economies, Ukrainian
cities have high central densities for their size and heavy emphasis on public transportation.
Another unusual feature is that, because of mass privatization, roughly 90% of households own
their residential units (which can make coordination difficult) but buildings are managed by the
government and the government often owns the land. Finally, data for many key variables are

incomplete or missing.

Should the cities be renovated to their pre-war state? Given how energy inefficient Soviet
standards were, restoring building to their original state is perceived as counterproductive. Some
cities have lost their economic core (a mine or a factory built in Soviet times) or are too close to
the border with Russia thus making a full recovery (or even the need for recovery) less than clear.
Market economy will likely encourage less dense construction (i.e., more people will likely live in
suburbs) which calls for rethinking city plans. In some cases, there could be political decisions to
rebuild cities that cannot survive with their pre-war economic models. For these situations, experts
suggest that government services, education and healthcare can provide economic foundations for
these cities (the recovery of Pittsburgh after the collapse of steel industry is often mentioned in this
context). In short, although there is a natural tendency to rebuild cities to the way they were, each

city should be evaluated on an individual basis to determine how (or if) it will be rebuilt.

Conditional on the decision to rebuild a city, the next challenge is to secure financing, find
competent contractors who can follow the modern building code, and to execute the plans. Green
et al. (2022) recommend that the government should issue vouchers (roughly corresponding to the
pre-war market value of the damaged/destroyed property) to households and businesses to buy or
rent a new home, factory floor or land. Relative to providing government-sponsored housing, this
mechanism can allow people to potentially reallocate to places with better employment
opportunities and even out the pressure on existing and under-construction housing stock. Gorea

(2023) argues that vouchers may be used as downpayments and thus can jumpstart the market for
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mortgages which are grossly underdeveloped in Ukraine (the pre-war stock of mortgage stood at
approximately 1% of GDP, see Carletti et al. (2024) for a detailed discussion). To address pervasive
corruption and cost overruns in the construction industry, Green et al. (2022) advocate for more
competition and transparency in the industry (e.g., “sunshine laws”, modular/prefabricated
homes), which again may be easier to achieve with the voucher system. Clearly, some public
funding will be necessary to make initial investments and hence there is a need for more
decentralization of the government and a greater role for property taxes to ensure that local
communities have the necessary resources and appropriate incentives. It is also critically important
to liberalize the land market so that households and businesses can own land under their homes
and factories and thus remove a major source of uncertainty. The government should have
authority to remove rubble and take over land under destroyed or abandoned property (houses,
farms, factories) to minimize holdup problems and aggregate land into contiguous parcels. Finally,
capacity building at the local level is particularly important because many mayors do not have

capacity to advocate for their cities (UN4UkrainianCities 2024).

E. Energy and Infrastructure

A big part of the build back better strategy for Ukraine is focused on modernizing its energy sector.
Historically, Ukraine’s economy was one of the most energy intensive economies in the world
which reflected not only the industry mix but also tremendous energy inefficiency. Due to a
combination of post-Soviet deindustrialization and adjusting energy prices closer to market levels,
energy consumption fell by a factor of almost 3 since the late 1980s with big declines in power
generation from fossil fuels. However, aging energy infrastructure (e.g., 90% of electricity
transmission lines are outdated) leads to massive energy losses (e.g., the loss rate for electricity is
10%, which is approximately a double of the loss rates in Poland, France and other advanced
economies) and Soviet-era housing stock is hugely energy inefficient. At the same time, experts
point to a number of bright spots: more than 50% of electricity is generated by CO»-clean nuclear
power, renewables (including biomethane production based on Ukraine’s strong agricultural
sector) account for a small share but they have great potential and their growth has been rapid,

Ukraine’s electric and natural gas grids are connected to the EU grids.

All policy proposals (e.g., Deryugina et al. 2022, NRC 2022, DiXie Group 2024, Holovko,
and Haug 2023) emphasize the unique opportunity for Ukraine to radically upgrade and
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decarbonize its energy sector. For example, Russia destroyed 90% (as of May 2024) of Ukraine’s
power generation that relied on fossil fuels. Because many of these power plants are beyond repair,
Ukraine can technologically leapfrog and focus on cleaner energy sources. In a similar spirit, the
destroyed housing stock should be replaced with energy efficient homes. There is a consensus view
that further investments in energy efficiency of existing housing should be matched with stronger
price incentives to conserve energy (e.g., install electric, gas, and heat meters, more electrification,
cost-recovery prices for energy) and encouraging more competition, supply and transparency in
power generation (e.g., allow multiple providers of energy, replace cost-plus tariffs with regulatory
asset-based (RAB) tariffs, gather and publish disaggregated data on production and consumption
of energy). Further investment in renewable energy should not only reduce the CO» footprint but
also help address national security concerns (distributed power generation and distribution makes
the economy more resilient). Policy proposals suggest that these measures should allow Ukraine
to become self-sufficient in energy and to create potential synergies such as “green steel”
production. Policy discussions stress the importance of aligning Ukraine’s energy standards with
the EU’s and fully integrating the energy grids of Ukraine and the EU. For example, the war
demonstrated that, despite accelerated connection to the European Network of Transmission
System Operators (ENTSO-E) Ukraine does not have enough interconnectors for electric
transmission. As of June 2022, NRC (2022) estimated that green transition for Ukraine can take
about 10 years and cost $100-$150 billion. While the price tag is high, some of the cost may be
shouldered by the EU Green Deal. The EU accession process will require an accelerated
transformation of the energy system, since Ukraine would eventually be expected to join the EU

emissions trading system (ETS) and the path to net zero.

Many of these issues and recommendations apply to the broader infrastructure of Ukraine
(e.g., Bilotkach and Ivaldi 2022, Bandura et al. 2022, Kosse 2023, EIB 2023). For instance,
Bilotkach and Ivaldi (2022) observe that the dense, electrified railroad network of Ukraine is
Moscow-centric not only in terms of gauge width but also the network of tracks (more than 23,000
kilometers; see Grushevska et al. (2016) for more details) while accession to the EU dictates the
need to have more interoperability with the EU rail network. In practice, this means more

interconnectors (including more cross-border crossing points?®) and changing the gauge for at least

26 For example, using help from the EU, Ukraine revamped its ports on the Danube river to reopen shipping lanes after
Russia left the “grain corridor” deal.
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some tracks to the European 1,435 mm standard (the projected cost varies from $40 billion to $130
billion with 10 or more years to completion, but a “backbone” version can cost only $15 billion,
see EIB 2023) to reduce the cost and time of shipping goods between Ukraine and the EU (now,
cargo and passengers have to change at border terminals), increase competition, and to address
security concerns (e.g., Russia is now using Ukraine’s railroad network with 1,520 mm gauge in
the occupied territories to move troops, military equipment, and materiel). Other transport
infrastructure (especially seaports) will need more urgent investments to resume operations but,
with come centralization of planning (Sakalasuria et al. 2018) for post-war reconstruction to meet
the “dig once” objective, one can envision more decentralization and private funding (e.g.,
concessions, tolls, public-private partnerships) for sea/river ports, airports, and highways to cover
the cost and increase competition (OECD 2011). In short, although Ukraine joined the EU’s Trans-
European Transport Network (TEN-T) program in 2017, the reconstruction should accelerate and

deepen compatibility and interoperability with the EU networks.

F. Anticorruption

Much of corruption in the past has been linked to specific schemes or sectors, such as the financial
system, public procurement, state-owned enterprises, overregulated markets, improper use of
public assets, tax evasion, and petty corruption in providing public services. Policy proposals on
fighting corruption (e.g., Becker et al. 2022, Lohsen and Fenton 2022, Boyarchuk et al. 2023)
focus on four components: removing opportunities for corruption and rent extraction; monitoring
and transparency; information and education regarding corruption; and ensuring that anti-
corruption and legal institutions are working properly. Each of these components has several
practical implications. For example, the DREAM (Digital Restoration Ecosystem for Accountable
Management) system recently developed by Ukraine illustrates how public service delivery can
be improved while also providing opportunities for enhanced reporting and transparency. Fighting
corruption has many cross-cutting issues ranging from deoligarchization to community building.
For instance, given the vast amounts of money and highly diverse sources of funds, a single
institution in charge of reconstruction should be better positioned to limit corruption. At the same
time, local governments and citizen involvement will be crucial to ensure that money is used in

the best interest of all citizens (e.g., Meyerson 2023).
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G. Political economy

Inevitably, wars result in winners and losers. So do rapid transformations of countries. An enduring
lesson from transition economies is that political economy considerations can stall or undo reforms
(Roland 2002). Indeed, the massive re-distribution of property and incomes led to high inequality
and deep unhappiness in post-Soviet countries (Djankov et al. 2016, Guriev and Zhuravskaya
2009). Hence, it is vital to maintain public support for the modernization of the country and EU
accession. As discussed in Mylovanov and Roland (2022), Klimkin and Miklos (2022) and others,
this means starting with reforms that are more likely to have broad-based backing (e.g., visa-free
travel to the EU was very popular among Ukrainians), protecting the vulnerable groups subject to
maintaining appropriate incentives (e.g., low-income households should have subsidies to pay for
utilities but such households should face the market-rate tariff for the marginal unit of electricity,
heat, etc.), involving stakeholders in adopting and monitoring policies (e.g., decentralization
should help reduce the distance between citizens and policymakers), ensuring transparency,
fairness and inclusiveness of government programs (e.g., a registry of recipients of government
aid, credible audits by independent watchdog organizations). Mylovanov and Roland (2022),
Boayrchuk et al. (2024), Savoy and Staguhn (2023), Bandura (2023) and others stress the
importance of ensuring that Ukraine’s reconstruction does not lead to a new class of oligarchs or

resurrection of existing oligarchs weakened by the war (Minakov 2023).

H. Changes in the European Union

Although analyses of Ukraine’s reconstruction tend to concentrate on various projects and policies
in Ukraine (including adopting the EU acquis), there is a general sense that Ukraine’s accession to
the EU will likely spur changes in how the EU operates (e.g., Klimkin and Miklos 2022). For
example, Ukraine can change the balance of power in the Union not only with its size but also with
its “claim” on EU structural and agricultural funds at the expense of other EU members.?’ The
emerging expectation is that Ukraine will follow the template of Eastern European countries in the
2004-2007 enlargement and have delayed access to EU funds, free worker mobility, etc. (i.e.,
concessional accession with transition periods). A similar approach was deployed to overcome

farmers’ opposition against the southern enlargement, where notably French farmers in the south

27 According to one widely cited study estimated that with current rules of the common agricultural policies, Ukraine’s
membership would cost up to €96 billion, which would result in a 20 percent reduction of for other countries
(Albaladejo 2024). Herbst et al. (2024) report that Ukraine can claim €186 billion from the EU’s seven-year budget.
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feared Spanish competition and threatened farmer’s revolts. The solution entailed grandfathering
of incumbents, concessions and transition periods by accession countries as well as a reform of the
agricultural policies (Albaladejo 2024). Despite these concerns, integrating Ukraine’s agribusiness
into EU value chains (Kosmehl et al. 2024) also constitutes a great opportunity for Europe to

improve its’ food security.

Fears of large migration flows may be a further concern both for the EU and for Ukraine.
As noted above, since the Russian invasion about 6 million Ukrainians have fled the country and
are currently living in the EU. Based on the accession experience of the Baltics, Bulgaria and
Romania and assumptions about the willingness of refugees to return, Darvas et al. (2024) estimate
that a further 3-6 million Ukrainian people might migrate. Compared to the EUs’ overall estimated
net immigration (of about 40 million from 2023- 2050) this is sizable but not overwhelming.
However, in the high emigration scenario Ukraine might suffer further brain drain and, reducing

its’ population to 20 million by 2050 and challenging its economic recovery.

More generally, the EU of 27 members is already challenged by the complexity of its
procedures and the need for unanimity on many key issues. The flip side of unanimity is the
individual veto power, which can result in the union being “held hostage” by single rogue actors
(as has repeatedly been shown by Hungary’s President Orban). The EU will need to embark on a
deep process of institutional reform to prepare for further enlargement. As discussed in Costa et
al. (2023), the most important reform will be moving towards broader use of qualified majority

voting rather than unanimity.

In short, the reforms on the EU side to accommodate the newcomers like Ukraine will also
be challenging. But, enlargement constitutes an opportunity to enact necessary institutional

reforms, transform and modernize, both, Ukraine and the EU.

8. Concluding remarks

This article is unusual: instead of surveying existing results, it focuses on forward-looking
proposals, future projects, and potential solutions. And yet, because there are so many possible
paths for recovery and modernization and so much is at stake, an early analysis and synthesis of
the things to come is precisely what the public and academic discourse must have. Indeed, an

enduring lesson of the Marshall Plan was that it came almost too late: the distance from Victory
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Day in Europe (May 8, 1945) to launching the Plan (April 3, 1948) was the three most painful
years in the countries devastated by World War II. Hence, the monumental endeavor of Ukraine’s
reconstruction should commence now. No single article can provide an exhaustive account of this
seemingly unsurmountable challenge, but we hope that this paper will help stimulate future debates
and steer policy towards sustained economic development of Ukraine and lasting peace in Europe

and beyond.
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Figure 1. Spatial distribution of firefights, tank battles, artillery shelling, missile strikes and
other war related events

All event reports (N=431,618)
2022/02/24 - 2024/07/22
Source: Zhukov (2023)

Figure 2. Extent of damage by region as of December 31, 2023.
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Table 1. Macroeconomic indicators.

Growth rate of real GDP, Inflation, Inz(;r;(:aper
2001-2022, % 2001-2022, % US$2017 ’PPP
mean median std 2019 mean median  std 2019 2019
Bulgaria 33 34 32 4.0 4.3 3.0 4.1 3.1 23,266
Czechia 2.5 2.9 3.1 3.0 2.9 2.3 3.1 2.9 40,990
Georgia 5.5 5.2 4.5 5.0 5.4 5.4 3.6 49 14,989
Croatia 2.3 33 4.6 34 2.3 2.1 2.5 0.8 29,348
Hungary 2.6 4.0 33 49 4.5 4.1 33 33 32,646
Moldova 4.0 4.9 53 3.6 8.5 7.0 5.8 4.8 12,777
Poland 3.7 4.0 2.1 4.5 2.9 2.3 3.1 2.2 33,160
Slovakia 3.6 3.6 3.6 2.5 3.5 2.7 32 2.7 32,056
Ukraine 0.6 3.1 9.4 32 11.9 10.2 10.3 7.9 12,805

Source: World Bank and Carletti et al. (2024)
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