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1. Background and rational for a proposed approach

According to preliminary estimations, losses and damages caused by the ongoing russian
military aggression against Ukraine are already exceeding USD 411 billion (The World Bank,
2023). These numbers are growing steadily, with UAH 5-6 billion being added every week
(DW, 2022). As per beginning of 2023, over 350 000 items and millions of square meters of
the critical infrastructure have been destroyed due to the military aggression in Ukraine
(VisitUkraine, 2023). The biggest pressure is being put on the cities and urban areas, both in
terms of damage and increasing number of internally displaced persons (IDPs). As a result,
existing problems go beyond the limits, especially around housing conditions and waste
disposal. (Deloitte, 2022).

Cities and local communities are at the forefront of current military conflict (e.g., Mariupol,
Bucha, Irpyn, etc.), where local population is suffering because of shelling, subsequent
contamination of the territories with explosive ordnance (EO), and destruction of critical
infrastructure. The lack of drinking water, food, heating, and electricity caused and still causes
many deaths and injuries among Ukrainians. An unprecedented inflow of IDPs to the Western
parts of Ukraine increases pressure to available urban infrastructure. At the same time, local
authorities are experiencing lack of financial resources to cope with outstanding challenges
and those needs are only partially covered by the National Recovery Plan (NRP) proposed by
Ukrainian government (URC, 2022). Moreover, russian forces’ shelling of non-military targets
has specifically destroyed critical urban infrastructure and has already caused devastating
damages to the generation and transmission of vital services such as energy, water, and
health care (VOA, 2022).

Over 70% of Ukrainian population were living in the cities before the war and the highest
rates of urbanization were recorded in Donetsk, Luhansk, Zhaporizhzhia regions
(VOXUKRAINE, 2022). As most of the recovery efforts are expected to be concentrated in the
urban areas, existing bottlenecks while channeling green and sustainable finance from
centralized funds to recipients should be addressed. These bottlenecks comprise of
knowledge gaps, lack of private sector investments, lack of climate and environmental data,
insufficient capacity in financial structuring, metrics development, etc., and overcoming them
is vital to facilitate related recovery activities (WEF, 2022b).

Hence, there is a need in facilitating access to the most important resources while working
on recovery and reconstruction efforts on the urban level. Moreover, cities should be able to
resist better or recover quickly in case if similar events would happen in the future — have an
improved resilience to Environmental, Social and Governance risks (ESG). In other words, it's
important to make sure that principles of "building forward better" and "leaving no one
behind" are incorporated into the post-conflict recovery activities (UNDP, 2020; UN, 2017).
Such an approach requires clear middle- and long-term strategies, action plans and
dedicated financial plans to support them. Moreover, elaborated recovery efforts should
encompass prevention, mitigation, and adaptation activities against ESG risks — improve
resilience and enhance ability of Ukrainian cities to manage existing and potential threats.
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Considering existing shortages, it's important to elaborate a systemic solution on facilitating
collection of the best practices, enhancing capacity development efforts, and providing
technical assistance to the relevant recovery and resilience building activities. Additionally,
given that capacities of the local authorities are limited, actions of relevant developing
agencies and stakeholders around early recovery, peacebuilding and reconstruction should
be consolidated and coordinated. Moreover, dedicated governance arrangements should be
elaborated to manage outstanding activities in a coherent and comprehensive way. This will
ensure high-level integrity and improve efficiency of a joint response to the military
aggression against Ukraine and its consequences. For this purpose, dedicated financial
solutions, capacity development and knowledge sharing projects are needed both on early
recovery and post-conflict phases. Once the capacities on urban level will be improved, all
elaborated solutions should be handed over to Ukrainian local and national authorities,
ensuring that recommendations will be sustainable and do not require significant external
support in the future.

2. Resilience as a core of urban recovery in Ukraine

Natural and man-made disasters are affecting our daily activities by imposing certain threats,
causing losses and damages. As a result of the ongoing military aggression, escalation of the
above-mentioned risks is accelerating with serious consequences. According to the latest
report published by the World Economic Forum (WEF), the top-3 global risks in the next two
years will be centered around cost-of-living crisis, natural disasters and extreme weather
events, and geo-economic confrontations (WEF, 2023). Extreme weather events, such as
floods, storms and extreme temperatures, have become more frequent between 1980 and
2020 (The World Bank, 2021a).

Hence, it's important to be resilient to such threats, be able to stand strong and recover
quickly should such risks escalate in the future. At the same time, resilience related activities
at the urban level shouldn’t create additional pressure on the environment but should prevent
degradation of nature and reduce related losses. Moreover, green, and resilient post-conflict
recovery should be supported through a better access to the necessary resources to speed
up planned activities (e.g., financial, natural, and human resources).

2.1.Why resilience is important

According to United Nations Office for Disaster risk Reduction (UNISDR), resilience could be
defined as “an ability of a system, community or society exposed to hazards to resist, absorb,
accommodate, adapt to, transform and recover from the effects of a hazard in a timely and
efficient manner, including through the preservation and restoration of its essential basic
structures and functions through risk management” (UNISDR, 2008). The meaning of this term
is reflected in different international agreements and encompasses various aspects of this
phenomena.
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An important international agreement signed in 2015 and relates to the issues around
improving resilience and reducing the disaster risks, both man-made and natural extreme
events (Sendai Framework on Disaster Risk Reduction (SFDRR). Where resilience stands for
substantial reduction of disaster risk and losses in lives, livelihoods and health and in the
economic, physical, social, cultural and environmental assets of persons, businesses,
communities and countries (UN, 2015b). The biggest advance of this agreement is a detailed
set of Environmental, Social and Governance indicators to support achievement of the overall
goal — improve resilience of economic agents to disasters with particular emphasis on the
local level:

- Reduce the global disaster mortality by 2030 (down to 100,000 global mortality rate)
(Target A) and the number of affected people to 100,000 globally (Target B).

- Reduce related economic losses in relation to global GDP by 2030 (Target C) with
particular emphasis to the critical infrastructure (Target D).

- Substantially increase the number of the national and local DRR strategies, since most
of the disasters are occurring on the local level (Target E).

Another important milestone in shaping resilience framework was reached by signing the
Paris Climate Agreement in 2015 under the United Nations Framework Convention on
Climate Change (UNFCCC). The main goals of this document are centered on limiting the
global average temperature increase to well below 2°C above pre-industrial levels.
Additionally, it aims to limit the temperature increase to 1.5°C (mitigation), with the goals of
reducing risks and potential negative consequences of climate change, enhancing the
capacity for climate change adaptation, and directing financial flows to low-carbon and
climate-resilient development (Article 2). Also, Paris Climate Agreement is aimed at achieving
a balance between anthropogenic emissions by sources and removals by sinks of greenhouse
gases (GHG neutrality) in the second half of this century (Article 4) (UN, 2015a).

As a result of the COP15 under the UN Convention on Biological Diversity (CBD) another set
of important decisions have been taken to tackle the problem of nature loss, to safeguard
our wealth and to protect our planet (UNEP, 2022):

- Effective conservation and management of at least 30 per cent of the world’s land,
coastal areas and oceans will be supported.

- Reduction to near zero the loss of areas of high biodiversity importance and high
ecological integrity will be facilitated.

- Reduction of the global food waste by 50% will be granted.

- Support to the phasing out or reforming subsidies that harm biodiversity by at least
USD 500 billion per year will be provided.

- Mobilization of at least USD 200 billion per year from public and private sources for
biodiversity-related funding granted.

- Raising of the international financial flows from developed to developing countries to
at least USD 30 billion per year will be facilitated.

- Transnational companies and financial institutions will be obliged to monitor, assess,
and transparently disclose risks and impacts on biodiversity through their operations,
portfolios, supply, and value chains.
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The 2030 Agenda has 169 SDG targets and 92 (54%) of them relate to local governments
(UNFCCC, 2019). At the same time, such goals and indicators are global and there is a need
in applying them to concrete economic agent on the local level. An approach employed by
the financial institution to assess resilience of the clients to non-financial risks and make
decisions regarding sustainability of their activities easier — bridge the gap between on-the-
ground needs and financial market expectations. For this purpose, financial institutions are
dividing non-financial indicators into three dimensions: Environmental, Social and
Governance. This facilitates the process of establishing the baseline and evaluating results of
the projects as the investment-decision process becomes more transparent and efficient.

Hence, the term “resilience” should be divided into three dimensions: environmental, social
and governance — to capture different non-financial aspects. To support evaluation of
achieved results, whether it involves an increase or decrease in resilience to the non-financial
risks, a dedicated set of the ESG principles and indicators should be developed.

2.2.Review of available literature and recommendations

The concept of resilience is well elaborated around nature-made disasters and respective risk
management activities. At the same time, application of this concept to conflict-related (man-
made) disasters is still in progress and certain bottlenecks, as well as shortcomings have been
already identified:

- Available resilience theory framework should be adjusted to requirements of the post-
conflict recovery (Agryroudis et al., 2020; Al-Saidi et al., 2020).

- Lack of fit-for purpose resilience framework for post-conflict peacebuilding
(Kottmann, 2021; Adrelimi, 2004; Maxwell, 2017).

- Prioritization of the efforts is needed to facilitate rebuilding of critical infrastructure
(Earnest et al., 2015) with adaptive features (Kottmann et al., 2021).

- Reconstruction should be conducted by an external organization (del Castillo et al.,

2008).

- Resilience-building approaches could be divided into the following types: Resilience
by Assessment (RBA) is more relevant for war-turn countries, Resilience by
Intervention (RBI) — for post-conflict countries and Resilience by Design (RBD) - for
proactive measures (ex-ante) (Mitoulis S.-A. et al., 2023).

- Capabilities of critical infrastructure to operate are divided into the following minimum
operating capabilities (MOC), minimum sustainable capabilities (MSC), full operating
capabilities (FOC) (Hay et al., 2019).

Availability and quality of the post-conflict recovery and resilience-building plans are still an
issue. Since the beginning of the full-scale invasion in Ukraine, various proposals have been
elaborated to facilitate recovery after the conflict. Current and available solutions provide
suggestions and recommendations to support post-conflict recovery in Ukraine but are
focused on specific and distinct elements. For instance, existing recommendations on post-
war recovery in Ukraine are aimed at:
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Planning in a systematic and timely manner before recovery (Mitoulis S.-A. et al.,
2023).

Mainstreaming local climate and resilience lens into the urban recovery processes
(ICLEI, 2022).

Developing socially inclusive, low-carbon urban and resilient pathways (GGGI, 2021;
Utkina et al., 2023).

Supporting people-centered recovery that focuses on the well-being, improved
inclusiveness, and reduced inequality (Climate Alliance, 2021).

Looking beyond rescue efforts towards green and social recovery of critical
infrastructure (BCG, 2022a; BCG, 2022b).

Promoting informed and well-educated response to existing threats and risks through
capacity building and capacity development activities (UNDRR, 2019; Bierwirth,
2021).

Providing financial basis for planned activities (KNEU, 2023; BCG, 2022a; BCG,
2022b; CEPR, 2022).

Developing a sequence suite of policy instruments, the five I's — information,
incentives, insurance, integration, and investments — at the disposal of policy makers
(Mukim et al., 2023).

Supporting innovative solutions to facilitate modernization of Ukrainian economy
through involvement of the venture capital (e.g., venture funds) (KNEU, 2023).
Ensuring a high-level transparency for recovery efforts (Conley, 2022; Mingarelli,
2023).

Also, the following challenges should be considered while elaborating post-conflict early
recovery and reconstruction plans for Ukraine:
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- Agriculture is the most promising sector, and the EU is interested in importing
Ukrainian organic products (EU proposed solutions on expanding export corridors for
Ukrainian agricultural products) (EC, 2022).

- Definition of “critical infrastructure” was incorporated into the legal acts only in
December 2022 and relevant strategic documents in this area are still missing (Rada,
2022).

- One of the most important challenges on the way to green and resilient post-conflict
recovery is related to a significant number of corruption cases (also in the military
sector) (Kyiv Post, 2023).

The current policy paper is going to address the above-mentioned issues and elaborate a
systemic and coherent solution to support green and resilient urban recovery. This will be
achieved through introduction of the governance arrangements, as well as the necessary
institutional changes for improving management of recovery efforts and funnelling resources
(e.g., information, finance, etc.) into the reconstruction activities on the urban level.
Elaborated framework stands for provision of the end-to-end solutions to be handed over to
the Government of Ukraine without necessitating further massive external interventions.

3. Aim and components of a proposed framework

A proposed recovery framework is aimed at facilitating access for Ukrainian cities and
communities to the necessary resources (e.g., finance, information, human capital) for a green
and resilient early recovery, as well as post-war reconstruction based on the principles
“building forward better” and “leaving no one behind” - becoming more resilient to
environmental, social and governance risks.

The entire recovery process should be divided into two phases: early recovery and
peacebuilding, as well as post-conflict reconstruction. First response should be centered
around safe return of the local population and businesses to their daily activities. At the same
time, post-conflict reconstruction efforts should encompass support to the urban areas
though improvement of their abilities to resist and recover quickly in case of a similar disaster.

Alongside with improved access to the most important resources, Ukrainian urban areas
could have some additional co-benefits. A proposed bottom-up approach is also crucial for
fostering Ukraine's European integration, attracting private green and sustained finance for
recovery and resilience-building efforts in Ukraine in accordance with the EU Taxonomy for
Sustainable Activities. Furthermore, EU Regulation on establishing Recovery and Resilient
Facility (RRF) is playing an important role while establishing selection criteria and preparing
relevant recovery projects (EC, 2021; EU, 2020).

An elaborated framework contains the following elements: Governance Element (GE),
Supportive Element (SE) and Taxonomy. Implementation of recovery activities under
proposed framework will require an appropriate GE to make sure that planned activities will
be implemented in a most efficient way. Considering limited capacities of national, regional,
and local authorities, it would be necessary to have a temporary SE (e.g., coordination of
donors and investors, mobilization of financial resources, etc.). When capacities of the
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government on different levels will be improved, functions of the components under SE will
be passed over to official authorities (e.g., Ministries, Agencies, etc.) Also, selection of
recovery projects, as well as control over the results will require a taxonomy as a set of pillars
and specific indicators. This will be also important to evaluate the status of recovery efforts
and do the necessary adjustments in case if selected trajectory will be deviating.

A thematic objective-based approach in establishing GE provides a comprehensive,
coherent, and consistent solution that is not time bound, and easily adaptable to differing
levels of national capacity maturity: risk prevention; risk mitigation; risk adaptation; resilience
building; sustainability enabling. Where under risk prevention an assessment of risks and their
impact on main socio-economic indicators should be conducted (e.g., risk and post-disaster
needs assessment on the local level). Risk mitigation thematic area will be concentrated on
physical removal of the risks and reduction of impact — returning situation back to normalcy
as soon as possible (e.g., demining activities, debris removal, and GHG emission reduction
activities on the local level with special attention to the energy efficiency projects). In case of
risk adaptation, adapting interventions to changing threats and environment will be
supported (e.g., recycling of debris, victim assistance, climate change adaptation measures
on the local level with specific attention to nature-based solutions, and NBS). Resilience
building interventions should contribute to strengthening critical infrastructure and
institutions — ensuring full functionality, facilitating recovery, and reconstruction (e.g.,
improving resilience of the critical infrastructure through mobilization of financial resources,
capacity building and capacity development efforts). Sustainability enabling component
should support scaling down of external interventions and assist around development of
internal capacities and institutions (e.g., supporting coordination and enhancing national
Quality Management (QM) infrastructure) (see Table 1).

SE will be important to manage recovery efforts and enable operationalization of the
following institutional arrangements under proposed framework:

- Implementing Agency (IA) to support implementation of the planned activities and
facilitate quality management.

- Coordination Platform (CP) for a more efficient elaboration and implementation of
recovery efforts (e.g., advocating interests of different stakeholders, ensuring quality
monitoring and necessary institutional reforms).

- Financial Mechanism (FM) (e.g., Recovery Financial Facility to support early recovery
and peacebuilding, as well as green and resilient reconstruction in Ukraine.

- Knowledge Hub (KH) for capacity building and capacity development created, or/and
existing facilities of ICLEI (Circulars Hubs) (e.g., preparation of the project pipelines,
educational programs, etc.).

Since urban areas experiencing lack of the necessary capacities, involvement of an
appropriate IA will be necessary to make sure that GE, all institutional arrangements, and
planned activities are implemented, quality assurance granted. While selecting an
implementor it's important to consider available experience in implementing projects in
Ukraine, ability to provide security guarantees for experts and staff coming to Ukraine (e.g.,
UN Agencies, GIZ, ICLEI). Moreover, coordination among them will be crucial to support the
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necessary institutional developments and reforms, such as establishing new agencies and
conducting capacity-building activities, all aimed at facilitating recovery efforts.

Table 1. Governance Element (GF) and related institutional arrangements.

Governance
Element
components

Role

Supportive
Element
components

Risk Prevention

Conducting risk and post-disaster needs assessment.
Elaborating and validating ESG indicators

Assessing available capacities on emergency response,
early recovery capacities on the local level.

Supporting implementation and maintenance of the
monitoring system, as well as a database with relevant
information.

Promoting risk management education.

Implementing
Agency
Knowledge Hub
Coordination
Platform

Risk Mitigation

Prioritizing activities and improving efficiency of resource
utilization.

Removing the most critical risks to ensure save living and
business conditions.

Reducing exposure to and impact of existing risks on
environmental, social, and economic assets.

Reducing impact of outstanding threats on available
assets, both economic and non-economic, e.g., human
lives.

Restoring basic functionalities of critical infrastructure.

Implementing
Agency

Risk Adaptation

Elaborating adaptation pathways to cope with
outstanding risks.

Supporting local authorities in their operations, and/or
bilateral complimentary intervention aimed at adopting
to existing threats, e.g., shelling and climate change.
Enhancing local capacities in managing information,
analysis, and adapting to evolving threat environment.

Implementing
Agency

Resilience
Building

Connecting local authorities to the global community for
the purpose of resource mobilization.

Implementing resilience-building activities to financial
and non-financial threats on the local level.

Building up and improving capacities of the local
authorities.

Implementing
Agency
Coordination
Platform

Sustainability
Enabling

Supporting and facilitating local authorities with access
to the opportunities of relevant treaties and agreements
previously signed by the national government.
Improving coordination of various stakeholders for a
better response.

Supporting quality management activities and sharing
experience with relevant local authorities.

Developing monitoring and evaluation infrastructure.

Implementing
Agency
Knowledge Hub
Financial Facility
Coordination
Platform

Source: built by the authors.
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Hence, establishment of a CP will be necessary to facilitate dialogues and exchange of
information regarding the outstanding needs and required institutional improvements. Such
a platform could integrate all the relevant developing agencies and stakeholders while
working on rebuilding and transforming the entire country — improving it's resilience to the
non-financial risks and facilitating European integration plans.

To facilitate post-war reconstruction efforts, it's important to conduct post-disaster needs
assessment and evaluate risks — support preparation of the subsequent strategic documents
and action plans. Such strategies and plans should contain concrete actions on supporting
green and resilient recovery of Ukrainian cities. Considering latest developments on the
financial market (especially in the EU), green and sustainable considerations are important to
get access to private finance, which is crucial to mobilize necessary funds.

Implementation of strategic and short-term plans will require mobilization of green and
sustainable finance from different sources. Moreover, available, and potential public sources
would not be sufficient to cover the needs for green and resilient recovery activities. Hence,
private finance will play an important role in this regard. To facilitate mobilization of financial
resources from different sources (blending finance), leverage political risks and provide an
adequate oversight over the planned activities, dedicated FM (e.g., Trust Funds, Recovery
Financial Facility) and relevant institutional arrangements should be established.

Elaboration and implementation of recovery plans, mobilization of the necessary financial
resources will require an adequate capacity development on the city level since current
contingent has no relevant knowledge and experience. For this purpose, there is a need in
establishing KH to facilitate provision of the technical assistance, support capacity building
and capacity development services (e.g., preparation of the bankable projects, elaboration
of the recovery strategies and relevant action plans, etc.) aimed at creating an enabling
environment for green resilient recovery on the local level.

As a result, recovery and reconstruction activities should address major gaps: technical,
informational, and financial. An elaborated systemic solution should also contain concrete
principles, pillars to make sure that project pipelines and necessary financial resources could
be generated to support recovery efforts. Additionally, a clear and transparent governance
structure should be created to provide a clear signal to the investors that their funds will be
used in a proper way.

4. Principles, pillars, and indicators of a recovery framework

Post-conflict recovery and resilience-building activities in Ukraine on the urban level should
be built upon three core principles:

- Environmental - planned activities should encompass environmental aspects and
limited availability of natural resources.

- Social — safe return of people to their homes and improved resilience of the health
services, provision of sustainable sources for living.

- Governance — enhance trust and transparency of recovery efforts.
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Application of ESG indicators will facilitate resilience evaluation process and provide a
common language with financial institutions. Such a connection to the financial market will
be important to cover financial needs and facilitate evaluation of achieved results. At the
same time, ESG considerations are important to translate global Sustainable Development
Goals into resilience indicators of a concrete economic agent. In our case, it will be applicable
for resilience evaluation process on the city level. For financial institutions it provides
important information regarding ability of a specific client to stand and deliver, i.e., be able
to repay provided credit resources. In case of investments, application of the ESG indicators
will be necessary to comprehend resilience improvements of a given economic agent to the
non-financial risks, and to understand perspective of the blended value creation process. The
former one relates to the process of generating positive results other than economic value,
e.g., certified greenhouse gas emission reductions.

SUSTAINABLE
DEVELOPMENT GOALS

Financial market

ESG INDICATORS

TAXONOMY | PRICIPLES

Environmental Governance
Energy security risk Water resources Basic Human Capital Fianncial Capital and Trade
Productive Land and Mineral Higher Education and Technology Vulnerability
Resources Readiness Institutions
Vulnerabllltyé\t/(;:tr;wronmental Knowledge capital Judicial and Penal System

Economic Environment .
Environmental Externalities Governance Effectiveness

TAXONOMY PILLARS

Res:;e:ttr:r :r;IiIc":te- Sustainable and resilient Access to the green and Grbe:s’::::srﬁ:iilrilznt
P o urban planning sustainable finance @ — envirom'nen t
I GOVERNANCE ELEMENT I
|
I SUPPORTIVE ELEMENT |

Figure 1. A framework for green and resilient urban recovery in Ukraine.

Source: built by the authors.
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To facilitate green and resilient urban recovery in Ukraine (selection of relevant projects), a
dedicated Taxonomy with concrete pillars, principles and indicators should be established
(see Figure 1):

Green and resilient business, living environment in liberated cities and regions
granted (e.g., public services, technical, and non-technical surveys, demining of the
liberated territories). Governance

Access to the green and sustainable finance facilitated (e.g., direct access to the green
and sustainable finance). Governance

Sustainable and resilient urban planning enabled (e.g., nature-based solutions — NBS,
redesigning of the urban spaces, energy efficient public and private buildings).
Environmental

Resilient and climate-neutral critical infrastructure supported (e.g., energy
production/storage/supply, roads, hospitals, schools, utility companies, etc.).
Environmental

Circular societies for climate- and nature-positive growth established (e.g., recycling
of debris, improved waste management, participation of civil society representatives
e.g. in repair cafés, education for circularity, promotion of circular design and business
models incl. new role of consumers as prosumers, using products as a service, sharing
economy, combining creativity (entrepreneurship, arts) for new models of
participation and more acceptancy, using tools like e.g. Mapstories etc.). Social
Social inclusion and green jobs creation at the local and regional level enhanced (e.g.,
equal access to the labor market for all: education for circularity / just transition / green
recovery, establishment of the regional and local Knowledge Hub). Social

In this regard, following tools should be used to support elaboration and implementation of
recovery and reconstruction efforts in Ukraine:

ESG metrics elaborated by the financial market (e.g., measurement of recovery efforts’
results to bridge with expectations of private investors).

Advanced technologies and methods on dealing with limited natural resources (e.g.,
smart grids, IT solutions to support storage and collection of the data, recycling of
debris for recovery purpose, and Nature-based solutions).

Green and sustainable financial mechanisms (e.g., transition bonds, social impact
bonds, green and sustainability bonds, biodiversity credits, Guarantees of Origin, and
GOs).

Capacity building and capacity development activities (e.g., Sustainability Leadership
Programme (SLP).

5. Stakeholder mapping under proposed framework

Current set of stakeholders involved into recovery and resilience-building processes could be
divided into the following groups: governmental institutions, implementing partners, civil
society, private sector (see Table 2).
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Table 2. Stakeholder mapping for green and resilient urban recovery in Ukraine.

GOVERNMENT TSIl CIVIL SOCIETY LA
SUSTAIANBLE AND City Councils
RESILIENT URBAN Regional Military UNDP, WWF SYNCHRO SPACE, SYNCHRO SPACE,
PLANNING Administrations GIZ, EBRD PLATO, CEDOS PLATO, CEDOS

GREEN AND RESILIENT
LIVING AND BUSINESS
ENVIRONMENT

CRITICAL
INFRASTRUCTURE

GREEN AND
SUSTAINABLE
FINANCE

CIRCULAR
SOCIETIES

GREEN JOBS
CREATION AND
SOCIAL INCLUSION

City Councils,
Regional Military
Administrations, SESU

City Councils,
Regional Military
Administrations, Ministry
for Communities, Territories
and Infrastructure
Development, Ministry of
Infrastructure,
Ministry of Energy

City Councils,
Regional Military
Administrations,

Ministry of Finance

City Councils,
Regional Military
Administrations

City Councils,
Regional Military
Administrations

Source: built by the authors.

UNDP, UNICEF, UNHCR,
JICA, DRC, HALO Trust

UNDP,
UNIDO, GIZ, EBRD,
IFC, EIB,

Covenant of Mayors East

UNDP,
UNIDO, GIZ, EBRD,
IFC, EIB

Covenant of Ma)'/ors East

UNDP, WWF
UNIDO, GIZ, EBRD, IFC

UNDP, UNWomen,

UNIDO, UNHCR, GIZ, EBRD,

IFC, FAO

Ukrainian Demminers
Association, Environment
People Law, Ecodiya

DiXi Group,
Environment People
Law, Ecobusiness,
Energy Industry
Research Center,
Association of Energy Efficient
Cities

ASDE, CBVS

Environment People
Law, Ecodiya, Ecobusiness

Association of Energy
Efficient Cities

Certified companies
for mice clearance

ESCO companies,
DTEK

Deloitte, EY

Neo-Eco, Green Mix,
Greenera

ESCO companies,
Neo-Eco, Green Mix,
Greenera

Urban areas account for approximately 70% of the world’s energy consumption and upwards
of 70% of emissions (UN, 2011). At the same time, around 58% of global population lives in
cities with a predicted growth up to 68% in 2050 (UN, 2018). Hence, recovery and
reconstruction efforts will be concentrated in urban areas. The biggest achievements have
been made under the pillar "Green and Resilient Business, Living Environment". The current
level of digitalization of different public services in Ukraine is very high, which was important
to ensure their provision even after the outbreak of a full-scale aggression against Ukraine.
Internally displaced persons (IDPs), as well as businesses had access to the basic necessary
public services (e.g., registration in the city, issuance of the driver's licenses, taxation, etc.).
All these services are being provided through different modules integrated into the DIA
platform (DIA, 2023) and elaborated by the Ministry of Digital Transformation of Ukraine with
support provided by various international partners (e.g., GIZ and UN Agencies).

At the same time, safe return of people and restart of the business activities on recently
liberated territories is limited due to an extremely high level of contamination with explosive
items. Territories affected by current military conflict are potentially contaminated with
explosive and unexploded ordnance and the process of technical and non-technical
surveyance could take years. According to official data provided by the Government officials,
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around 30% of the Ukrainian territory is potentially contaminated and available capacities to
proceed with the necessary activities are limited (UNIAN, 2023).

Moreover, the process of technical and non-technical surveyance doesn’t contain impact
analysis of Explosive and Unexploded Ordnance (EO, UO) on Environmental, Social and
Governance considerations (ESG). This limits the process of prioritizing early recovery and
reconstruction activities — applying limited capacities by the Ukrainian government in a most
efficient way. Moreover, availability of ESG data could facilitate direct access to green and
sustainable finance (e.g., farmers and cities).

Availability of ESG indicators and relevant baselines is important for a subsequent damage
assessment, both in economic and non-economic terms (e.g., losses of species, biodiversity,
etc.). Such information will be crucial to proceed with strategic planning of the necessary early
recovery and reconstruction efforts, with specific emphasis on connecting the needs on the
ground with expectations and opportunities on the financial market.

Under the pillar "Sustainable and Resilient Urban Planning" first steps should be made to
start with recovery planning, where redesigning and "rethinking" of urban spaces could
provide the necessary conditions for making them more sustainable and resilient to non-
financial risks. For instance, on the city level, most critical environmental risks relate to air
pollution, lack of green spaces, severe storms and flooding, as well as a weak stormwater
management (EEA, 2022). At the same time, the full-scale invasion in Ukraine demonstrated
that the most critical issue in big cities (e.g., Mariupol) was related to the lack of drinking
water after the heavy shelling. For this reason, introducing a blue-green infrastructure (e.g.,
Nature-Based Solutions, NBS) could facilitate provision of ecosystem services, protect against
disasters and create affordable living conditions. Overall, implementation of a blue-green
infrastructure could contribute to: climate regulation, water flow maintenance, flood
protection, and improvement of air and water quality (Climate-KIC, 2017).

The next pillar under the proposed framework relates to "Social Inclusion and Green Jobs
Creation", where planned sustainable projects could facilitate creation of the new
opportunities for people living in cities. Officially, escalation of the war in Ukraine led to
increase of the unemployment rate, which is expected to reach 26% in 2023 (Forbes, 2023).
At the same time, GDP in 2022 fell by almost 30% which was reflected in decrease of the tax
revenues and a sharp decline in social support provided by the government on different levels
(ME, 2023). Additionally, in Ukraine over 4 million people left the country as a result of the
military aggression. Over 7,8 million people are officially registered as internally displaced
persons (IDPs) with a need in providing almost USD 350 million of the financial assistance
(OHCHR, 2023; I0M, 2023).

Impact of the conflicts has some social implications, where victims of war require an adequate
support to recover from the stress. From this point of view, NBS could serve as a good enabler
for the physical and psychological rehabilitation of victims of armed conflict (OCHA, 2021).
As an example, the city of Irpyn requested by the UN agencies a support in greening the
rooftops on the eve of heating season 2022/2023 to do quick repairs of slightly damaged
buildings and provide an opportunity for the people to communicate through active
collaboration. As a result, people in such residential buildings could get together and support
each other while recovering from the shocks. Additionally, some green jobs could be created
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if the size of such "rooftop farms" could allow to sell products to the markets. Another good
example of initiatives that could generate green jobs and provide the necessary conditions
for social inclusion is the so-called “Eco Villages” initiative (GEN Ukraine, 2023). Since an
enormous amount of people moved to the central and western parts of Ukraine to escape
from the full-flagged invasion, cities and urban areas started to experience an increased
pressure. To reduce such a pressure in western regions, abandoned villages have been
adopted to accommodate IDPs, both on temporary and permanents basis. The main idea
was to provide people with eco-fertilizers and necessary equipment to support production of
bio-products and ensure sustainable way of living.

The pillar “Circular Societies for climate- and nature-positive growth” is equally important to
facilitate early recovery and reconstruction activities. For instance, because of heavy shelling
aimed at civilian infrastructure, public and private houses, administrative buildings, and
critical infrastructure, huge amounts of debris were generated. According to official
estimations, around 10-12 million tons of debris have been generated during the military
aggression in Ukraine (KMU, 2023). At the same time, construction companies moved to the
western regions from the central and eastern part of Ukraine, which created some barriers to
debris removal and recycling activities in the war-affected areas. Unfortunately, a first
regulation on removal, recycling and usage of the debris was published only at the end of
2022, which posed some limitations regarding potential utilization of recycled debris
(reconstruction of the roads, bridges, etc.) (Rada, 2022b). This also created some difficulties
for providers of the technical assistance to start implementation shortly after the liberation
and decontamination of the territories.

Another aspect relates to the waste management in Ukraine. Unprecedented pressure on the
western regions has been posed on regional and local levels caused by massive reallocation
of IDPs. The situation escalated during the summer months in 2022 when the amounts of bio
waste increased exponentially and the waste management systems in place were not able to
tackle the challenge. At the same time, such amounts of bio waste could be used to produce
energy from renewable sources (e.g., production of biogas) and increase resilience of cities
to blackouts or shortfalls in the energy supply.

The outdated critical infrastructure designed and constructed mostly in the Soviet times is
highly centralized and has low level of resilience. Under the pillar “Resilient and climate-
neutral critical infrastructure” following sectors should be covered: chemical sector, critical
manufacturing sector, communications sector, dams’ sector, defense industrial base sector,
emergency service sector, food and agriculture sector, healthcare and public health sector,
IT-sector, nuclear reactors, materials, and waste sector, transportation systems sector, water
and wastewater systems, government facilities sector, energy sector, financial services sector
(Rada, 2022c¢; CISA, 2023). The territory of Donbas (Donetsk and Luhansk regions) used to be
one of the most important locations for industrial production (e.g., steel, heavy machinery,
chemical production, etc.). As a result of the full-flagged invasion in 2022, most of those sites
were damaged or destroyed completely. Hazardous materials were released and contributed
to further deterioration of environment, e.g., water and air contamination. Moreover,
application of the military ammunition is another source of emissions, both of hazardous
elements and greenhouse gases (Rubryka, 2023). Hence, if these production sites will be
recovered, there is a need in making them more resilient to potential non-financial risks and
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reducing negative impact in case of further destructions or damages (e.g., case of the “Azot”

factory) (TSN, 2022).

In case of the communication sector, escalation of the military conflict and a subsequent
occupation of Ukrainian territories led to significant disruptions in communications. Such a
difficult situation made it impossible to keep connections with occupied territories and
among Ukrainian people who decided to stay and avoid evacuation to the controlled
territories (Kyivindependent, 2022). To ensure undisrupted and effective communication in
the future, a set of measures should be implemented to make sure that the control over
communication lines will be resilient and still manageable even if there will be no connection
to an occupied territory (Wired, 2022). At the same time, it's important to consider the
consequences of climate change and their impact on functionality of communication lines

(e.g., during heat waves) (Mirror, 2022).

The impact of war on the water sector is unprecedented, both in terms of availability and
quality of this valuable resource. As it was mentioned above, lack of drinking water was very
critical in the big cities and people were suffering without access to it. Additionally, since part
of the electricity is being produced by hydro power pants, dams are playing an important
role in contributing to the overall energy security of Ukraine.

Even the military sector is affected by climate change related consequences. For instance, it
leads to reallocation of the bases, additional casualties caused by natural disaster. Moreover,
it creates some difficulties while planning the military activities when adjusting them to the
changing environmental conditions. At the same time, implementation of the so-called
concept “bases of the future” is built upon greener practices and smart technologies which
could contribute to an improved resilience of communities (Atlantic Council, 2021). For
instance, military bases are usually attached to communities and serve as cultural hubs. At
the same time, military bases are highly dependent on labor forces living in the cities and
communities. Hence, improvements in resilience of the infrastructure lead to significant
benefits for the cities and communities.

Establishing a decentralized energy production, expansion of the storage capacities and
improvement of supply was especially critical when russian military forces managed to hit the
energy system in the most vulnerable places of transformation and transmission the end
consumers (IEEE, 2022). As a result, energy producers should decrease their generation to
maintain stability of the entire system.

According to preliminary estimations made by the UN and the World Bank, an entire energy
sector experienced damages of about USD 10 billion, which is 5 times higher than by June
1, 2022. The power sector damages have already reached the threshold of about USD 6,5
billion, where generation component is responsible for USD 3,9 billion and transmission part
—for USD 1,9 billion of the damage caused. The gas sector recorded the damage for almost
USD 1,2 billion and this source of energy is important to ensure that maneuvering capacities,
as well as the central heating in the cities could be provided. The central heating infrastructure
itself was also damaged and requires about USD 1,2 billion to support early recovery and
reconstruction activities'.

! Based on the draft report prepared by UNDP and the World Bank “Ukraine. Energy Damage Assessment”, February 2023.
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To make sure that energy sector and the cities become more resilient to similar threats in the
future, there is a need in fostering decentralized production, storage, and transmission
capacities. For this purpose, application of distributed ledger technologies (DLT) could
provide opportunities to transform small and medium consumers into producers, so called
prosumers. This would facilitate creation of virtual storages, as well as transmission of the
energy produced. At the same time, decentralization of such processes will make cities more
resilient to the energy shocks, potential shelling in the future, making them less dependent
on centralized energy systems. Additionally, this would be important to remove barriers to
expansion of renewable energy production beyond existing limited capacities of an outdated
energy system.

6. Elaborated solutions and recommendations

Considering huge financial needs and lack of available technical capacities on the city level,
some additional institutional arrangements should be elaborated not only to support
implementation of recovery activities but also to make sure that necessary capacities will be
established on the city level.

SPECIAL PURPOSE VEHICLE
TRUST VENTURE RECOVERY FINANCIAL FACILITY
FUND FUND
0 —
RDB RBA RB
Conflict Idle
duration Time
@ Normal @ Early Recovery and Post-war Recovery and
Operation Peacebuilding Reconstruction

Figure 2. Phases and components of urban recovery in Ukraine.

Source: built by the authors, based on Mitoulis S.-A. et al., 2023.
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Moreover, certain important actions should be conducted on the newly liberated territories
to make sure that business conditions and living environment will be secure and displaced
people could return to their homes. At the same time, damage assessment should be
conducted to estimate the needs (e.g., financial, and human resources) and to support
preparation of the reconstructions plans and subsequent mobilization of the financial
resources (see Figure 2).

6.1.Access to green and sustainable finance

As it was already mentioned above, an enormous amount of financial resources should be
mobilized to facilitate green and resilient recovery on the local level in Ukraine. Moreover,
some technical barriers are in place (e.g., external payments from Ukraine are prohibited)
guarantee that planned activities will be built upon the principles of “building forward better”
and "“leaving no one behind” (see Table 3).

Table 3. Barriers to the availability of private urban resilience-building finance.

Type Urban Capacity Required

- Available vulnerability risk assessment (with the special emphasis on climate-
Technical related threats).

Barriers - Well-functioning administrative and institutional capacity and adequate funding
from local revenue generation and intergovernmental transfers.

- Strong capacity for legal oversight and management.

Commercial L . . . .
- Well-functioning local or national financial markets that city governments can
and Market
. access.
Barriers . . .
- Exchange rate and inflation uncertainty
- Good relations with national governments, strong administrative capacity to
design and implement policies and plans.
- ESG indicators incorporated into the strategic and action plans.
Governance - High level of corruption before and after escalation of the military conflict.
Barriers - Low investment profile before the war.

- Increased military influence during the wartime because of escalation of
internal/external conflicts.
- Low quality of the bureaucracy.

Source: built by the authors based on the Revi et al., 2014 - [PCC 5" report and Sandstrom, 2008.

In fact, there is a shortage on money to finance and conduct recovery and reconstruction
efforts: technical barriers (e.g., poor policy and institutional environment, etc.), commercial
barriers (e.g., uncertain value-add, high cost, etc.), and governance barriers (e.g.,
management and operational capabilities). The cities are looking for new opportunities to
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finance resilience-building projects, adopt to climate change and meet their sustainable
development goals. Worldwide, there are numerous schemes, which have been already
implemented in different cities all around the world to finance resilience-building instruments
(e.g., climate change mitigation, adaptation and sustainable development). Among the most
popular are the following: (i) subsidies for related projects, (i) loans, (iii) direct funding, (iv)
financing via climate bonds, and (v) co-funding (EEA, 2017).

Table 4. Financial mechanisms and instruments for resilience-building projects.

Level/Type Public Private Alternative Examples
Local revenue Bologna Local
raising policies: Urban Adaptation
taxes, fees, and Plan for a resilient
charges or use of city
local bond markets
Quezon city
Local drainage systems,
Public-Private Partnerships (PPP) waste-to-energy
contracts and concessions solutions
https://business.go
v.nl/subsidy/green-
projects-scheme/
Cities of Hamburg,
National or local financial markets Lisbon, Bilbao
National (or state / Payments for
provincial) revenue ecosystem services
transfers or incentive in Vancouver and
National mechanisms New York

Climate Insurance Schemes

Catastrophe

insurance schemes

in China

International

Philanthropy

Bill Gates's
climate-oriented

venture capital
fund

Market-based investment

Direct Investments,
biodiversity credits

Grants, concessional financing

Adaptation Fund

Risk transfer mechanisms

Cat bonds, Cat

swaps

Debt-for-Nature
swap

Debt-for-Climate
swap

Source: built by the authors based on Revi et al., 2014 - IPCC Fifth Report, 2014.
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Existing financial mechanisms could be divided into four broad groups: savings or self-
financing, contingent and crisis financing, debt financing, climate insurance, and risk transfer
(reinsurance) (see Table 4). These mechanisms rely heavily on the participation of the private
sector under a wide perspective, including large companies, small and medium sized
enterprises, as well as consumers. Cities and countries consider these private sector
mechanisms to serve a dual objective of creating incentives to reduce carbon emissions and
energy consumption, while also potentially enhancing local tax base to fill the financing,
technological and regulation gaps for the implementation of other climate action measures.

There is no single type of mechanism and source of finance that would meet all the needs in
urban areas. The packages of finance mechanisms are determined by several factors, such as
political risks, power market risks, social acceptance risks, financial sector risks and
macroeconomic risks, the scale and type of project and the city's fiscal status,
creditworthiness, and financial autonomy. While determining financial structure of urban
projects and assessing possible sources of climate finance, the local circumstances and
project’s characteristics must be considered.

The following instruments could be of particular importance to facilitate resilience-building
finance mobilization in Ukraine: refinancing of the green loans through the facilities of the
International Financial Institutions (IFls); issuance of the sovereign green financial instruments
(e.g. sustainability, green bonds) with positive signal to the international green financial
market; issuance of the municipal green and sustainable financial instruments (approved by
the Ministry of Finance); green supply chain financing (implementation of the internal carbon
pricing techniques, issuance of the corporate carbon credits, refinancing of the green projects
by the importers).

6.2. Financial mechanisms for early recovery, peacebuilding, and reconstruction

Available examples from the war-affected countries demonstrate that establishment of a
dedicated Trust Fund (TF) and/or Recovery Financial Facility (RFF) is an important prerequisite
to support all planned activities — facilitate early recovery (including peacebuilding activities)
and subsequent reconstruction efforts. Establishment of TF to support early recovery and
peacebuilding activities could be based on the non-profit principles and conducted under
the umbrella of TF (MPTF, 2023) (see Figure 3).

Functioning of TF could be considered as non-profit and preparatory phase for reconstruction
activities once the military activities will be over. At this phase recipients of the funds (e.g.,
local authorities) could prepare themselves for applicating ESG criteria for monitoring and
evaluating results of the planned projects. In other words, they will be able to measure their
resilience from the beginning and till the final step under the proposed reconstruction plans.
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Figure 3. Governance structure of a Trust Fund to support early recovery and peacebuilding
activities.

Source: built by the authors based on the MPTF, 2023.

The existing legal framework and practice in Ukraine foresees co-financing for any credits and
grants heading to local level in Ukraine. Since almost no funds are available now, there is a
need in supporting co-financing part from the cities — facilitate provision of credits and grants
for the cities. This becomes even more important in case of value added tax, which will be
charged while procuring products and services by the cities while implementing planned
activities. For this purpose, TF could serve as an important source to cover the above-
mentioned expenditures. Capacities and opportunities of TF on the stage of post-war
recovery could be extended to provide collateral and reduce cost of capital — facilitate access
to private funds for economic agents on the local level.

Where contributors and other relevant stakeholders will be supporting functioning of TF
under the Steering Committee and daily activities will be conducted by the administrative
agent. At the same time, an independent monitoring and evaluation of planned and achieved
results should be granted to ensure penetration of ESG indicators and principles into the
project activities. At the stage of early recovery and peacebuilding activities, mostly public
funds, as well as funds from IFIs will be the main source to achieve objectives of TF. At the
same time, some objectives of TF should contain specific requirements to establish necessary
conditions for recovery and reconstruction efforts based on combination of public and private
funds (e.g., non-financial reporting, ESG considerations, etc.). For this purpose, a dedicated
evaluation and monitoring entity should be established and have independent experts on
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board to facilitate implementation of ESG indicators into the evaluation and reporting
process. As the main goal on this stage is to provide immediate support and to restore
minimum operating capabilities (MOC) or even minimum sustainable capabilities (MSC) (e.g.,
provision of public services and management of explosive ordnance).

Table 5. Short- and long-term options on mobilizing funds for urban green and resilient
recovery in Ukraine.

Short- and middle-term Long-term
Early recovery and
Aim peacebuilding, establishment of | Green and resilient urban post-war
a basis for post-war reconstruction
reconstruction
Duration 3-5 years Over 5 years
Form Trust Fund Recovery Financial Facility,
Venture Funds
Instruments Grants, credit guarantees Credits/Investments
Location Outside Ukraine Ukraine/Outside Ukraine
Results Non-financial Financial and non-financial
Sources Public Public and Private
Implementation
of planned GIZ/UN Agencies/ICLEI GIZ/UN Agencies/ICLEI
activities
Management GIZ/UN Agencies/ICLEI Investors, implementor, partners
Frame‘work Continuity and sustainability
thematic area
Principles Recovery.Framework Recovery Framework
(see Figure 1)

Source: built by the authors.

Once the military activities will be over full operating capabilities (FOC) could be
reestablished. On the long-term run limited capacities within the country and unfavorable
business conditions even before the war are making an option with establishment of a
financial facility outside the country very attractive (The World Bank, 2021b) (see Table 5). In
case of Ukraine, extent of damage is unprecedented and only public funds cannot cover all
needs. For this purpose, involvement of the financial market is crucial and necessary to
mobilize funds. At the same time, since military activities are still in place, establishment of
such facility outside the country could be one of the temporary solutions. Selection of the
most suitable location for establishing a financial facility outside the country could be based
on available rankings (e.g., The Global Green Finance Index) (Long Finance, 2023). It is
important to have access not only to investors, but also a well-developed infrastructure which
could cover all the existing legal requirements (e.g., non-financial reporting, and due
diligence).
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6.3.Special Purpose Vehicle to support venture investments and risk transfer.

Since financial needs for the post-war green and resilient urban recovery in Ukraine will be
enormous, dedicated systemic and complex solutions should be employed. Alongside with
temporary arrangements (Recovery Financial Facility, etc.) supportive mechanisms should be
also established. For instance, Special Purpose Vehicle (SPV) could be considered as a
supportive solution to take over venture investments after a venture fund will reach its lifetime
limit or to facilitate risk transfer while providing credits to Ukrainian economic agents.

Military aggression of russian federation against Ukraine brought massive distractions, losses,
and damages. At the same time, responding to such type of challenges required innovative
solutions and various entrepreneurs and NGOs developed solutions of particular interest for
the market (e.g., demining drones, etc.). To support existing innovations and facilitate
subsequent emerging ideas during restoration phase, venture capitals will be needed. A
dedicated Venture Fund/s (VF) to facilitate such developments could be established by
private investors. Sometimes, Special Purpose Vehicles (SPVs) are being established to
support innovative projects beyond the lifecycle of VF (see Table 6).

Table 6. Combination of Venture Fund and Special Purpose Vehicle.

Venture Fund Special Purpose Vehicle
Aim Support long-term investments Short-term investments
(Support to VF)
Timeline Over 10 years up to 5 years
Revenues around 15,000,000 USD -
Assets around 10,000,000 USD -

Source: built by the authors based on HBR, 1998.

Establishment of Venture Fund/s will allow to pool different investors to provide funds to one
specific project and facilitate investment activities in companies or projects outside existing
strategies. It allows to select best ideas and invest emerging companies with the purpose of
acquisition or Initial Public Offering (IPO). Usually, such an arrangement facilitates
investments towards innovative ideas on the long-term run, which is important for projects
on the early stages of maturity. To overcome existing limitations by VF, a dedicated SPV
could be created to optimize liquidity and facilitate extension of investment activities beyond
the predefined lifetime of the Venture Fund.

As it was already mentioned before, financial needs to restore pre-war conditions could be
already approaching USD 1 trillion (see Introduction part). At the same time, supporting
restoration in general and especially on the local level will be accompanied by various barriers
mentioned in Table 2. For this reason, the most effective solution in this case could be the
implementation of the Recovery Financial Facility (RFF). Contributors to such mechanism
could be Multinational Development Banks, sovereign, and private partners, as well as
Ukrainian government. The letter one could provide at least 10-20% of the necessary
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resources to have a presence in the governance bodies. The rest could be divided among
IFls and sovereign and private partners: 25-30% for each group. Selection process should be
based on the analysis of ESG criteria, taking into consideration relevant and available legal
acts in the EU. Governance of RFF will be supervised by a Managing Director, who will be
selected by the Board of Governors with representation according to the inputs to RFF. The
Managing Director will be leading all the current activities and will be supported by the
Management Board — subordinated to the Board of Directors.

The process of selecting and funding eligible projects could be presented as a flowchart as
reflected in Figure 4. An immediate green light could be provided to reconstruction projects
under one of the proposed pillars after confirmation that this activity has ESG criteria covered
(see Figure 1). In case if indicators under Environmental, Social or Governance Principles
would be negatively affected by a proposed project, this proposal should be returned for
additional improvements.

Considering huge amounts of debt financing, there will be a need to transfer related risks
and providing protection against speculative operations on the market. In this regard,
availability of SPV could address the following problems:

- Reduce cost of capital (due to the high level of trust in Multinational Development
Banks and sovereign governments).

- Overcome existing restrictions for the local governments to borrow financial resources
directly on the financial market.

- Provide protection for investors (e.g., Credit Default Swaps, CDS by Special Purpose
Vehicle).

- Grant access for Ukrainian cities (implementors of specific projects) to the financial
resources of the RFF.

Additionally, there is no guarantee that the same situation won't occur in the future and the
EU will be forced once again to cut its budget expenditures or redirect them to solve the
problem. In other words, there is a need in a special purpose vehicle (SPV), which should be
able not only to issue financial debt instruments, but also could use the synthetic financial
instruments (e.g., credit default swaps, catastrophe swaps) to protect the EU from possible
sovereign debt crisis. More precisely, it is about a stabilization mechanism to lower the cost
of capital for all member states and protect the entire Union from the possible financial
turmoil. Moreover, such stabilization mechanism should be able to issue specific debt
instruments and bear related credit protection at the same time.

For this purpose, EU established the European Stability Mechanism (ESM) to facilitate
mobilization of private funds for highly indebted countries in the south of Europe and ensure
the risk transfer. Additionally, issuance of CDS allowed to equalize spreads for contracts on
the financial market and prevent further escalation of the debt crisis in Europe (Blundell-
Wingnall, 2012).
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Figure 4. Project selection process under Recovery Financial Facility (RFF).

Source: built by the authors.

The level of non-financial risks could also affect the spreads for CDS. Companies with poor
ESG performance have wider and stronger volatility in CDS spreads and companies with
strong ESG performance show the opposite result (Barth et al., 2022). Hence, alignment of
operational activities (TF and RFF) with ESG criteria will be important not only to support
green and resilient urban recovery in Ukraine, but also could have a positive impact on CDS
spreads to cover the risks for outstanding credit portfolio.

6.4.Coordination Platform to enable sustainable access to finance

CP is considered as a key element for an enhanced and improved communication among the
main stakeholders, both on the short- and long-term run. Such a communication is important
to ensure information symmetry and provide a coordinated response. Overall, collected data
regarding the needs and gaps could provide important insights on how to update existing
legal framework, prioritize response activities, define the content of educational services, etc.
Moreover, CP should play a key role while improving institutional arrangements (e.g., setting
up standards) on the financial market, facilitating mobilization of green and sustainable
finance.
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Such a platform could be hosted by the Government of Ukraine (e.g., Ministry of Finance or
Ministry of Foreign Affairs) with a technical assistance provided by donors/contributors,
implementing agencies. On the short-term run CP will be facilitating collection of needs from
governmental authorities on different levels with a subsequent coordination of emergency
response actions. This will ensure a high level of efficiency for planned actions and avoid
duplication of expenditures. At the same time, CP will enable establishment of the necessary
institutional arrangements in line with expectation of the private business and financial
institutions. On a long-term perspective CP will support achievement of positive co-benefits:
establishment of its own infrastructure to become a financial center for the entire region of
Eastern Europe; and provision of an important impulse for developing local financial market.

“Soft” (e.g., initiatives, legal acts) and “hard” (e.g., Green Stock Exchange, Green Finance
Accelerator) solutions are necessary to facilitate implementation of recovery and
reconstruction activities in Ukraine. At the same time, “soft changes” should encompass
implementation of the necessary instruments and mechanisms in line with the latest trends
on financial market, which will be necessary not only on the stage of recovery, but also to
support integration to the European market.

One of the important soft elements is the “price on carbon”. To put the price on carbon and
facilitate transition to a low-carbon and green economy a set of methods are being applied
on the international, regional, and national levels: direct and shadow carbon pricing. Direct
carbon pricing encompasses legal fiscal and market-based instruments (e.g., carbon or
environmental taxes, emission allowances, etc.), but only few successful cases could be
mentioned. Internal Carbon Pricing (shadow pricing) is a response on the corporate level to
the lack of adequate carbon pricing on the market with intention to improve investment
decision-making process and unlock private climate finance.

Cost of capital are much lower in developed countries comparing to existing conditions for
the economic agents in developing countries (e.g., 2:10). At the same time, big companies
in the EU are obliged to report on the GHG emissions on different scopes (inclusive GHG
from the suppliers) and are forced to manage their climate-related risks. For the suppliers
from developing countries this is an opportunity to use internal price on carbon and get
access to green supply chain financing from the European companies (e.g., Carbon Farming
Initiative).

To achieve long-term co-benefits there is an urgent need in creating a new institutional
framework to facilitate mobilization of private sustainable and green finance in Ukraine and
to support development of a sustainable financial system in Ukraine. In this regard,
establishment of Green Finance Accelerator (GFA) would be necessary to support (both,
financially and methodologically) functioning of the following components: Green Stock
Exchange (GSX), Green Labelling Agency (GLA). Coordination Platform under current
framework could provide coordination support. For instance, GFA could assist in pre-
checking of the green and sustainable bankable projects in Ukraine, facilitate preparation of
the bankable green projects, their mapping and further communication with investors
through the CP.

One of the existing Ukrainian Stock Exchanges will be transformed into the green one or at
least part of its activities will be concentrated in a separate “green segment”. The GSX will
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be the main platform for issuing green, sustainable, social impact and catastrophe bonds in
accordance with existing requirements, with assessment of Environmental, Social, and
Governance risks and related results (e.g., ESG ratings).

GLA will be functioning as an initiative (e.g., non-profit organization) created by the
acknowledged verifiers (e.g., approved by the Climate Bonds Initiative, CBI) and financial
institutions, conducting its activities in accordance with the principles and guidelines
elaborated by International Capital Market Association (ICMA): Green Bond Principles, Social
Bond Principles, Sustainability Bond Guidelines. The Ukrainian government, IFls and leading
asset managers will be also the co-founders of this initiative.

CP will provide administrative and financial support in registration and functioning of the
asset managers on the territory on Ukraine with the main emphasis on the green and
sustainable projects. CP could contribute to reduction of the high political and market risks
associated with activities of financial institutions in Ukraine. Also, CP could provide an access
to expertise of IFls while selecting and conducting green and sustainable projects. Moreover,
it will help in aligning the project proposals with existing requirements elaborated by financial
institutions.

Creation of the GFA could speed up reforms and support improvements in the following
areas:

- Facilitate green and resilient recovery for Ukraine through mobilization of the private
green and sustainable finance.

- Improve sustainability of entire financial system in Ukraine — ensure better resilience
to ESG risks.

- Support submission of a more ambitious NDC under the Paris Agreement,
achievement of the SDGs in Ukraine.

- Facilitate and support establishment of the Monitoring, Reporting and Verification
mechanism, as well as the Emission Trading Scheme (ETS) in Ukraine.

- Improve evaluation of Environmental, Social and Governance (ESG) risks and credit
ratings of Ukrainian economic agents on the international green and sustainable
financial markets.

- Enhance climate resilience of value and supply chains in Ukraine, support international
trade and green finance flows.

- Support establishment of the necessary ecosystem on financial market for a green
financial center in the Eastern Europe.

- Provide an important development impulse for the entire Ukrainian financial market
with perspective for implementation of innovative green and sustainable financial
instruments (e.g., sustainable, social impact, catastrophe, transition, and green bonds,
etc.).

- Facilitate creation of the PPP initiatives to support registration and functioning of the
national and foreign asset managers, ensure an effective and sustainable
multiplicative effect in mobilizing green and climate finance.
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6.5. Capacity development and knowledge exchange for urban recovery

Information collected under CP regarding the outstanding gaps and needs could serve as a
basis for responsible actors while working on their plans and elaborating response actions.
For instance, lack of capacities on the local level could be solved though implementation of
relevant educations services, facilitation of exchange on the best practices and experience
around green and resilient recovery.

For this purpose, it's important to create a Knowledge Hub (KH) (with further expansion of
this concept to different regions of Ukraine), where both functions could be merged.
Universities could play this role by establishing and hosting an online data base with best
cases and practices. Moreover, a dedicated set of educational services and Programmes
could be elaborated to facilitate capacity building and capacity sharing activities. At the same
time, available technical capacities could provide quality assurance services while evaluating
results of the recovery activities. For instance, short-, middle- and long-term courses will
support dissemination of knowledge and preparation of the necessary technical capacities
on the local level. Under the proposed framework, availability of KH will be an important
prerequisite to implement activities under several thematic areas (e.g., prevention and
avoidance; continuity and sustainability).

For instance, a dedicated Master Programme (MP) could serve as a first step on the way to
establishing KH as it introduces sustainability economics and sustainable finance for the
public servants and professionals working in different related sectors and levels of the
economic system. MP will equip participants with essential knowledge around sustainable
development and finance.

MP should be aimed at facilitating the establishment of sustainable development conditions
(e.g., Recovery Financial Facility) and capacities on the national, regional, local as well as the
corporate levels though facilitating mobilization of sustainable finance from different sources
(national, EU, UN, etc.).

The achievement of the above-mentioned goal will be supported by the following objectives:
- To establish an ambitious and innovative MP (e.g., Sustainability Leadership
Programme (SLP) — drawing on expertise across private, public, and academic sectors.
- To develop a network of ‘next generation’ leaders with skills, experience and
confidence in economic policy.
- To inspire and empower future leaders in the areas of policy and economic
development.
- Each cohort will continue to learn, debate, discuss and work collaboratively on ideas
and solutions for the ’‘grand challenges’ of sustainable, green, and resilient
development.

Responsibilities of national, regional, local authorities, corporate sector, and other relevant
stakeholders around sustainable development and finance:

- Senior executives, policymakers responsible (e.g., public servants, city mayors, etc.)
for overall economic/business growth and strategic initiatives who are seeking to
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make strategic changes — make economic development more equitable and
sustainable (e.g., just transition).

- ESG and sustainability specialists, who are seeking to minimize their organization’s
negative environmental and social impact through sustainability practices.

- Public servants on the national, regional, and local levels responsible for establishing
sustainable development capabilities, mobilizing sustainable finance from different
sources.

- Mid- to senior-level functional managers in traditional industries such as energy,
industrial goods, logistics, agriculture, and manufacturing, who are seeking to
contribute to their organization’s sustainability efforts within their function and to gain
an understanding of how sustainability will affect their current role and business
practices.

- Consultants seeking to offer their clients solutions to help them achieve their
sustainability goals, to keep up with industry trends in sustainability and to gain a
respected credential to demonstrate specialization in sustainability consulting.

MP will be ideal for those with responsibility for strategy, policymaking, marketing, finance
and investment, innovation, operations, communications, people, and sustainability. MP will
be designed to provide the following:

- Knowledge and insights on how to align positive economic results with the long-term
non-financial outcomes (e.g., Environmental, Social and Governance, ESG).

- Leadership skills to drive improvement of the resilience to the non-financial challenges
(ESG).

- Latest cases, methodologies for sustainability and sustainable finance mobilization.

- Practical tools and frameworks to think systemically, identify priorities and embed
leadership.

- Inspiration and resources to look at the world differently and mobilize support.

7. Concluding remarks

Our current Discussion Paper demonstrated that recovery in Ukrainian urban areas should be
divided into two phases: early recovery and peacebuilding, as well as post-conflict
reconstruction phase. This will define the architecture of financial arrangements and support
selection of dedicated mechanisms aimed at mobilizing funds, facilitating planned activities.

As a result of current research, the following key points and recommendations should be
considered:

- Programmatic and systemic approach should be deployed to support early recovery
and peacebuilding, as well as post-war reconstruction activities on the urban level in
Ukraine.
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- Proposed framework encompasses the following components: Governance Element,
Supportive Element, Taxonomy with relevant pillars, ESG Indicators and a clear link
to SDGs.

- Considering the lack of available capacities of Ukrainian government on different
levels, implementation of recovery actions under the proposed framework should be
facilitated by a dedicated Governance Element.

- First thematic area under proposed GE should be dedicated to Risk Prevention, where
risk assessment (including loss and damage assessment) efforts will be encompassed,
and necessary information provided for other thematic areas.

- Collected information under the Risk Prevention thematic area will be passed over to
Risk Mitigation thematic area and support removal of identified threats and risks.

- In case if removal of identified risks cannot be conducted, under the Risk Mitigation
thematic area, the necessary actions should be implemented to improve adaptive
capacities of economic agents and infrastructure (Risk Adaptation).

- Another important thematic area should be dedicated to improvement of resilience
and to potential threats under the Resilience Building thematic area (e.g., mobilization
of finance, capacity building and capacity development activities).

- The last but not the least thematic area under Governance Element should be
dedicated to enabling sustainability of efforts aimed at supporting early recovery and
reconstruction efforts on the local level in Ukraine (Sustainability Enabling).

- Implementing Agency should support operationalization of while technical capacities
of national, regional, and local authorities will be developed.

- To make sure that proposed solution could be handed over to national, regional, and
local authorities on the later stages, Knowledge Hub should be created - this will
facilitate exchange of the necessary information and support capacity development
efforts, as well as mobilization of financial resources.

- Mobilization of financial resources is one of the key elements of recovery and
reconstruction on the local level in Ukraine — important is to establish a Trust Fund
(early recovery and peacebuilding) and Recovery Financial Facility (post-war
reconstruction).

- To cover financial liabilities cities should explore alternative solutions and assets which
could be offered because of recovery activities (e.g., Guarantees of Origin, nature-
positive capital biodiversity credits, land value capture).

- To achieve long-term benefits and sustain positive results on mobilizing green and
sustainable finance it's important to establish “soft” and “hard” institutional
arrangements (e.g., internal carbon pricing, Green Climate Finance Accelerator).

- Coordination Platform will facilitate communication among the key stakeholders,
exchange of the best practices, support implementation of the so-called “soft” and
“hard” institutional arrangement.

- Proposed Taxonomy contains the following pillar: Social inclusion and green jobs
creation; Circular societies for climate- and nature-positive growth; Resilient and
climate-neutral critical infrastructure; Sustainable and resilient urban planning; Access
to the green and sustainable finance; Green and resilient business, living environment.
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Taxonomy for green and resilient projects will support selection of eligible projects
and alongside with ESG indicators could help in measuring results and achievement

of the overall goal.

As a result, proposed framework could support regional, and local authorities in getting
access to the necessary resources (e.g., financial, informational, human resources) and
becoming more resilient to Environmental, Social and Governance (ESG) risks.
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