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Ukraine Economics View

What would a peace deal mean for the region?
OURTAKE

US election outcome, in our view, increases the possibility of at least a
temporary cease-fire between Russia and Ukraine. If this then turned into a
lasting peace deal, it may have significant macroeconomic implications, paving
the way to reconstruction projects and significant changes in the Ukrainian and
CEE labour markets. However, actual macroeconomic implications would
depend on details of the potential agreement and the extent to which it would
provide sustainable security guarantees to Ukraine.
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As US election results became clear on 6" November, Donald Trump reiterated
(Newsweek, 6" Nov) his plan to stop the Russia-Ukraine war (for earlier
comments of Donald Trump on Ukraine, see BBC on 27t Sep). Details of any
such plan are not known yet and it is unclear what any ‘peace deal’ would look
like. However, if the new US administration pushes for a cease-fire agreement
between Ukraine and Russia, this may have noticeable macroeconomic and
geopolitical consequences for the region.

While we think it is possible that efforts of the new US administration could
lead relatively quickly to a short-term cease fire in Ukraine, achieving a long
lasting and sustainable deal may be more difficult and may take significantly
more time. If previous similar negotiations, in particular Minsk agreements
from 2014, are anything to go by, reaching the deal may take months rather
than days. The difficulty would be to agree on conditions that ensure
sustainability of the agreement, for example by providing some security
guarantees to Ukraine.

Reconstruction plan

Reaching a deal would enable more intensive reconstruction efforts, going
beyond the current short-term rebuilding projects which are mainly aimed at
repairing damage to ensure the continued functioning of infrastructure.

According to World Bank estimates, the recovery and reconstruction needs in
Ukraine are estimated at USD 486bn or 270% of the country’s GDP. This
includes costs of repair, restoration and reconstruction, assuming the build
back better principle (building in a way that takes into account modernization,
improvements for energy efficiency). World Bank data shows that the biggest
reconstruction needs are in frontline regions. However, given that nearly one
fifth of the Ukraine’s territory is currently under Russian control, the freezing of
the front line would mean that reconstruction efforts would not extend to the
occupied regions. Taking this into account, according to our rough estimates
actual recovery and reconstruction needs might reach around USD 300bn.
Spread over 10 years, this would be equal to approx. 17% of GDP annually,
using 2023 GDP as a reference point.

Figure 1. War-related damages reached approx. USD 160bn,
while reconstruction needs are approaching USD 500bn
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Figure 2. Biggest reconstruction needs are concentrated in
housing, transport and commerce/industry
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Looking at sectors, the biggest reconstruction needs are concentrated in
housing (16%), transport (15%) as well as commerce and industry (14%). As for
the energy sector, reconstruction needs were estimated at 47bn (10% of total),
but this does not include the impact of intensified missile and drone attacks


https://www.newsweek.com/donald-trump-victory-speech-full-transcript-1981234
https://www.bbc.co.uk/news/articles/c7810y11dyjo
https://ecfr.eu/article/ukraine-russia-and-the-minsk-agreements-a-post-mortem/
https://documents1.worldbank.org/curated/en/099021324115085807/pdf/P1801741bea12c012189ca16d95d8c2556a.pdf
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against the energy infrastructure since spring 2024. For this reason we expect
actual costs in that particular sector to be even higher.

The sheer size of reconstruction needs (17% of GDP annually) may be
overwhelming and creates arisk of significant delays. Large part of
reconstruction efforts will be conducted by the state and will depend on the
availability of financing. An additional constraint may by the ability to
coordinate a large number of projects at the same time, especially in light of
tight labour market. According to IFC estimates between one sixth and one
third of the needs could be financed by the private sector. Apart from
reconstruction projects, the IFC identifies private investment opportunities in
the range of USD99-282 billion up to 2033. This means that reconstruction
efforts can be accompanied by significant capital inflows to Ukraine while new
projects may be beneficial for foreign firms and investors involved in
reconstruction efforts.

We would expect that most contracts may be awarded to companies from
countries that were most involved in supporting Ukraine since the invasion in
2022. According to Ukraine Support Tracker published by Kiel Institute the
government support from European countries is estimated at EUR 192bn, while
the US support at around EUR 100bn (this includes already allocated and
announced aid). Looking at a more granular breakdown, the biggest donors
include: US, Germany, Poland, UK, Netherlands, Japan, France and Czechia.

Figure 3. Biggest aid to Ukraine was delivered by the US, a

Figure 4. More than 4 million of Ukrainian refugees live in
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Labour market implications

Reaching an agreement between Russia and Ukraine might also have
significant implications for Ukrainian labour market, though the exact impact
may depend on details of the deal. Labour shortages remain one of key
(economic) factors constraining the growth potential. Approximately 2.9mn of
adult Ukrainian citizens live in Europe, benefiting from temporary protection
and additionally 1.2mn Ukrainian men serve in the army (FT, November 22).
Sustainable peace deal might encourage some of refugees to return to the
country and simultaneously it would free a large part of currently mobilized
men, thus significantly reducing labour market pressures.

However, if any such new peace agreement fails to provide sufficient security
guarantees to Ukraine, the impact on the labour market could be mixed or even
negative. In such a situation the demobilization might be slower as significant
military presence would need to be maintained in some of Ukraine’s regions.
Furthermore, the risk of renewed military conflict would likely limit the number
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of refugees returning home. Finally, some of military age men who are currently
not allowed to leave the country might actually emigrate to the EU to take
advantage of the access to the EU labour market and higher wages. The latter
scenario would mean that Ukrainian labour market would remain tight, which
would reinforce inflation pressures that are likely to appear anyway in the
reconstruction phase.

Impact on Central Europe

Ending the war in Ukraine would also have impact on other countries in Central
Europe. The decrease in risk premium would likely be supportive for CEE
currencies in the near term, though we doubt the impact would be lasting
enough. Our own impression from conversations with investors is that the risk
premium connected to war has narrowed since 2022 anyway.

Reconstruction efforts in Ukraine might provide some support for economic
activity in the region, but the impact would not necessarily be large. Even if
Poland and Czechia - countries that provided relatively large support to
Ukraine in recent years — are involved in reconstruction projects, the scale is
likely to be too small to be macroeconomically meaningful. Assuming that the
involvement would be proportional to assistance provided by a given country,
this would be in Poland’s case equivalent to around EUR 1.5bn or 0.15% of GDP
annually (for ten year).

Although the end of hostilities in Ukraine might provide short term stability in
the region, we think the sense of medium term geopolitical risks would not
vanish. We expect CEE countries, in particular Poland, to remain committed to
a high defense spending path. Currently Poland is planning to spend 4.7% of
GDP on defense, well above the 2% threshold required by NATO. If the cease-
fire agreement fails to provide sufficient security guarantees to Ukraine, it is
likely Poland will maintain or even increase defense spending.

Figure 5. Number of Ukrainian women living in the EU
exceeds the number of men, suggesting a possibility of

migration inflows as a result of family reunifications

Figure 6. Among CEE countries Poland and Czechia might
see the biggest inflows as a result of family reunifications
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It will be particularly interesting to see how CEE labour markets are affected by
potential Russia-Ukraine deal. Both Czechia and Poland host a large number of
refugees, especially as a share of total population. These are also countries
with lowest unemployment rates and thus tightest labour markets in the EU. A
common concern among investors and economists is that the return of
Ukrainian refugees home might potentially increase wage pressures in CEE.
While such a scenario is possible, the likelihood of an opposite scenario seems
to be underestimated. The end of the war would mean opening of borders for
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men who have been banned from travelling abroad. The number of Ukrainian
women between 18 and 64 years old who live in Europe is significantly higher
than the number of Ukrainian men in the same age group. If families were to
reunify in EU countries, this would actually provide significant inflow of new
Ukrainian citizens (mostly men). The gender imbalances among Ukrainian
refugees suggest potential for significant inflows especially in Poland and
Czechia (Figure 6).

Allin the ending of the war in Ukraine might prove to be disinflationary for CEE
economies in the near-term. Downward impact on inflation would materialize
via slightly stronger currency, potentially higher migration flows and lower
commodity prices (gas, wheat). This would be an additional argument opening
doors to monetary easing by CEE central banks.



Poland Economics View
26/11/2024

Chief Economist Office

Piotr Kalisz, CFA
Chief Economist
+48(22) 692-9633
piotr.kalisz@citi.com

Arkadiusz Trzciotek, CFA
Senior Economist

+48(22) 657-7750
arkadiusz.trzciolek@citi.com

Aleksandra Siuzdak

Intern
aleksandra.siuzdak®citi.com

Citi Handlowy
Senatorska 16, 00-923 Warszawa, Polska

This material was prepared by the employees of Bank Handlowy w Warszawie S.A. Any data, information, comments, hypotheses have been
developed for information purposes only and constitute neither an offer nor enticement to execute any transactions with the Bank.

This document has been issued for information purposes only and is not an offer in the meaning of Article 66 of the Civil Code. The terms
and conditions presented in this document constitute a basis for negotiations only and may be amended. Binding terms and conditions
shall be presented in the final draft agreement concerning a transaction and/or in a confirmation of transaction. They do not constitute any
investment or financial analysis either, or any other recommendation of a general nature concerning transactions in financial instruments
referred to in Article 69 clause 4 sub-clause 6 of the Act on Trading in Financial Instruments of 29 July 2005, or any 'information
recommending or suggesting an investment strategy’, or any 'investment recommendation' in the meaning of Regulation (EU) No. 596/2014
of the European Parliament and of the Council of 16 April 2014 on market abuse. This material is not an investment research or a marketing
communication within the meaning of article 36 of the Commission Delegated Regulation (EU) 2017/565 of 25 April 2016 supplementing
Directive 2014/65/EU of the European Parliament and of the Council as regards organizational requirements and operating conditions for
investment firms and defined terms for the purposes of that Directive.

All presented information is based on sources commonly regarded as reliable. The Bank made its best efforts to prepare the presented
information adequately, completely and duly, however the Bank does not guarantee the adequacy or completeness of the material,
especially in case any information this document is based on is considered incomplete. Any terms and conditions presented in this
document are only for discussion and may change. All hypotheses contained in this document constitute an assessment for the date of
publication and may be subject to change without notice.

Itis exclusively Client responsibility to make the final decision whether or not to enter into a transaction and for the final result of investment
decision taken based on information contained in this material.

The information contained in this publication which refers to past listings or performance of investments in a given instrument, financial
index orindicator does not constitute a guarantee that the listings or performance of investments in the same instrument, index or indicator
will follow the same or even a comparable trend in the future.

All the hypotheses presented are based on certain hypothetical assumptions, in particular in relation to future events or market conditions.
As such assumptions adopted may fail to materialize, actual quotations and results associated with investments in the financial
instruments, indices or ratios presented, may divert considerably from the values presented.

The Bank or any other subsidiary of Citigroup Inc. may occur to be an issuer or creator for identical or similar to those described in this
document financial instruments. The Bank (or any other subsidiary of Citigroup Inc., or its directors, officers or employees) may be involved
or may make an investment in buying or selling the financial instruments described in this document. The Bank may conclude transactions
which are opposite to transactions concluded by the Client and which may or may not affect negatively the market price of a financial
instrument, interest rate, index, foreign exchange rate or any other underlying market parameter (hedging). The Bank has developed policies
and measures for conflict of interest management.

The Bank does not act as an advisor or a broker in financial instruments described in this market comments. The Bank certifies that the
information contained in the presented document accurately reflect his own hypotheses and that it has not received any remuneration from
issuers or creators of instruments, either directly or indirectly.

The Bank has not developed this market commentary based on the individual situation of the customer and not evaluated its adequacy for
a Client with regard to any financial instrument described in this market comments, even if the Bank was in a possession of information as
to the adequacy of certain financial instruments, investment strategy, etc. The Bank reserves the right to discontinue the distribution of
market comments to selected or all customers.

Copying and distributing this document, in part orin whole, is only authorized upon the prior written consent of the Bank, except where the
disclosure of this document is mandatory in legal or administrative proceedings.

Bank Handlowy w Warszawie S.A. is supervised by the Polish Financial Supervision Authority (KNF).

Citi and Citi Handlowy are registered trademarks of Citigroup Inc., used under the license. Citigroup Inc. and its subsidiaries shall also hold
therights to certain trademarks used herein. Bank Handlowy w Warszawie S.A. with its registered office in Warsaw, at ul. Senatorska 16,
00-923 Warsaw, entered in the Register of Entrepreneurs of the National Court Register maintained by the District Court for the Capital
City of Warsaw in Warsaw, 12th Commercial Division of the National Court Register, KRS 000 000 1538, Tax Identification Number NIP
526-030-02-91, with fully paid-up share capital amounting to PLN 522,638,400.


mailto:piotr.kalisz@citi.com
mailto:arkadiusz.trzciolek@citi.com
mailto:aleksandra.siuzdak@citi.com

