
            

 

Summary of the Report on assessed policy options, modelling results and 

recommended policy options for the Donbas Economic Transformation Strategy 

(including GESI consideration) – UA2002 Output 2 

 

Based on our comprehensive analysis of the key problems and barriers to economic development 

of Donetsk and Luhansk oblasts, we have drafted and evaluated specific policy initiatives to 

address them.  

The implementation of the proposed initiatives should create an environment conducive to 

economic growth and well-being of the population in the region. As the challenges are complex 

and often intersectoral, we do not strictly classify the proposed policy options into nine sectors. 

They are rather designed to identify the main directions for further implementation.  

Each initiative outlines in detail the mechanism by which it is supposed to address an issue. All 

policy options are corroborated by the analysis of their impact on gender equality and social 

inclusion, military and political situation, legal and corruption risks. We have also evaluated the 

economic impact of the selected initiatives by employing quantitative modelling methods. 

At the same time, initiatives at the national level (relaxation of some regulations, strengthening 

macroeconomic resilience, conducting judicial reforms, etc.) should not be duplicated by regional 

initiatives, but regional initiatives may include pilot projects, the introduction of special economic 

conditions or the removal of certain restrictions that discriminate against regional entities.  

The broader purpose of the economic transformation of the region is to build a new modern 

competitive economy in the east of Ukraine and create an additional impetus for the development 

of Donetsk and Luhansk oblasts. The proposed policy initiatives can be summarized as follows.  

Favorable business climate, where the key initiative is to lower military operational risks for 

investors and lenders via creating a long-term government-funded insurance scheme. Assets will 

be insured against physical damage in case of military aggression. The initiative will require 

cooperation with a reputable international insurance company The other initiatives include further 

deregulation, procedures for easier grid connection, and the creation of a business-support 

network on all levels -- from the governmental ‘investment nanny’ project to local entrepreneurship 

centers. The centers will host local offices of central bodies such as export credit agency, business 

ombudsman, export promotion agency, InvestUkraine, etc, in order to build up local institutional 

capacity and achieve better utilization of business opportunities by the community.  

Development of industrial value chains, based on regional strengths (human capital, natural 

resources, available industrial sites, and infrastructure). The initiatives are set to broaden national 

level programs to meet local needs, including proactive export promotion and technical support 

of exporting companies. The main initiative in the area is the development of industrial parks, 



where residents will benefit from proximity to easy and cheap infrastructure in addition to some 

tax relief that is already envisaged by current legislature.  

Agriculture development will be achieved through mitigating key risks and bottlenecks. The 

initiatives envisage investments in transport and agriculture infrastructure, irrigation and 

melioration of soils, demining, as well as direct state support via subsidies to local farmers. 

Energy sector initiatives mainly address post-conflict damages, such as temporal power 

outages, and are aimed at balancing the regional energy system. The latter includes the 

promotion of green energy initiatives and the economic transformation of the coal mining regions 

while minimizing potential social repercussions. Another key initiative is the launch of natural gas 

extraction in Donetsk oblast. 

Transport infrastructure initiatives are focused on re-routing of goods and people. This will be 

achieved through constructing key branches of railway in Luhansk oblast, building new 

automobile roads, improving suburban railway connection, etc. Another key initiative is to recover 

aviation communication in the region. The policies are set to lower logistics costs and improve 

regional mobility.  

Human capital policy is focused on overcoming the consequences of depopulation and mass 

outward migration by boosting labour market competitiveness of adults and younger people 

through broader educational opportunities (retraining vouchers for adults, dual education in 

colleges and higher education institutions) and increasing employment flexibility through altering 

labour legislation. 

Environmental initiatives consider the industrial past of the region and include improved 

environmental monitoring, broad industrial and household waste management programs, climate 

change mitigation, regulation of emissions, local mobility plans, ecological support of the coal 

industry transformation. 

Quality of life area offers a wide selection of specific initiatives focused on improving safety of 

people, providing better education and healthcare services, especially in the areas close to the 

military demarcation line, renovating the housing stock, improving energy efficiency and water 

supply facilities. Several initiatives specifically address the issue of youth development.  

To finance these and other initiatives we envisage the launch of a Consortium Fund through 

which several streams of funding, such as loans and funds from international partners, will be 

collected. The Fund will be managed by a reputable international institution and warranted by the 

Ukrainian government. The Fund will be designed after the European E5P Fund or Chornobyl 

Shelter Fund. The amount of the contribution from the Ukrainian government will be set at 25% 

of personal income tax (PIT) revenues for the last budget year collected in both oblasts (equivalent 

to the share of tax revenues that goes to the general fund of the state budget). Another initiative 

is to change the principle of tax revenues splitting for the areas located along the military 

demarcation line: the share left in the hromadas will be increased from 60% to 85%. The splitting 

will be based on the principles of ‘hromada-level’ decentralization initiative which assumes that 

100% of local PIT revenues will be held and spent within the local-level budgets. 

The implementation of the initiatives should be backed by both the Ukrainian government and the 

local authorities of Donetsk and Luhansk oblasts. A separate body under the Ministry of 



Reintegration of Temporarily Occupied Territories of Ukraine should be established to coordinate 

implementation of the initiatives.  

Another key component for a successful implementation of the initiatives is communication. This 

will involve raising awareness among key stakeholders about the policies and forming a positive 

attitude towards them.  

We believe that the proposed initiatives will help to mitigate the consequences of Russian military 

aggression in the region, attract investments, and boost economic growth in the region. This in 

turn will result in a better quality of life for over 2 million of Ukrainians living there. We hope that 

the initiatives will be conducive to a smooth re-integration of the temporarily occupied territories 

in a more distant future. 

 


