
Untapped potential remains despite labour shortage

Ukraine is a risky market - but not because of politics!
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Nine years of booming 
growth 2008 will be the 
ninth consecutive year 
of spectacular growth in 
the Ukrainian economy. 
Compared to 1999 levels, 
GDP will be around 87 
% percent larger in real 
terms, consumption will be 
almost two and a half times 
higher, and investment will 
have more than tripled.

Increasing labour shortage 
However, economists are 
becoming increasingly 
concerned about the 
exhaustion of the resources 
on which this rapid economic 
growth has been based. In 
particular, they are worried 
about developments on the 
labour market.

In the last couple of years, the 
economy has experienced a 
pronounced labour shortage 
that has led to considerable 

increases in the production 
costs of many enterprises’. 
With an unemployment rate 
of only slightly more than the 
6 % that presumably mark the 
natural unemployment level 
for Ukraine, it has become 
a challenging task to attract 
new, cheap labour. 

Untapped labour 
potential remains
However, a deeper look into 
the issue suggests that room 
for rapid growth still exists. 
Most importantly, the ratio 
between labour quality and 
wages remains favorable for 
economic development. 
Wages may have increased, but 
this is in part offset by high 
labour quality. Secondary 
school education, which is 
mandatory in Ukraine, holds 
very high quality standards, 
and rates of enrollment into 
the country’s universities, 
which are known for their 
rich traditions in technical 
disciplines, are among the 
highest in the world.  

Indeed, most Ukrainians have 
good training, and according 

to business surveys they can 
easily be taught whatever 
skills they may lack in a new 
job.

When it comes to work 
ethics, employers will also find 
Ukrainian labour attractive. 
Ukrainians generally work 
hard and strive for welfare 
and a European-like lifestyle. 

Furthermore, Ukrainians are 
not protected by unions as 
these are weak or absent. In 
fact, having more than one 
job, or working overtime in 
the evening or on weekends, 
is not unusual. This affects 
both the business life and 
everyday life of Ukrainians 
– for instance, in contrast to 
the situation in many other 
countries, Ukrainian cities 
are abundant in supermarkets 
that are open day and night 
and do not close for the 
weekends. 

It’s about 
machinery
At the same time, Ukrainians’ 
remunerations are still among 
the lowest in Central and 

Eastern Europe. The major 
reasons for this - besides 
the above-mentioned fact 
that most employees are 
not effectively organized 
into unions - are deficient 
production technologies and 
poor managerial techniques. 
The machinery, with which 
Ukrainians are equipped, is 
much less productive than 
the machinery typically used 
in other European countries. 
In fact, in some industries 
(particularly in the metallurgy 
and chemical industry) 
production is almost entirely 
based on Soviet-time facilities 
and technologies. 

- and management 
As for managerial practices, 
they are largely based solely 
on common sense (with 
sporadic application of 
Western textbook wisdom). 
This means that many 
important decisions are 
inspired rather by stereotypes 
and subjective judgments than 
on professional approaches to 
problem solving. 
Moreover, the mentioned 
problems are aggravated in 

the public sector, which has 
been changing much more 
sluggishly than the private 
sector. As a result, average 
productivity of public sector 
employees (who constitute 
around a third of the working 
population) is a fraction of 
that in the private sector. 

Better use of 
resources 
All these facts suggest that 
Ukraine has huge potential 
for putting its resources into 
much wiser and better use. 
Labour productivity can 
be optimized by upgrading 
machinery and applying best-
practice management skills.

In fact, Ukraine’s ability 
to reform and thus obtain 
efficiency gains will be crucial 
for the country’s development 
in the coming years. It is 
obvious that the nature of 
economic growth can no 
longer be as expansionary as 
it has been so far. 
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Ukraine is among the 
most attractive markets in 
Europe and the economy 
will continue to grow - 
even in times of world wide 
recession. As almost “by 
nature” Ukraine is a risky 
market, but not because of 
its politics!

In recent years it has become a 
standard procedure for Ukraine 
to change political leadership 
(President, Prime Minister, 
Parliamentary Speaker etc.) 
every eighth month or so. 

As a result, investors have 
come to believe that Ukraine 
is politically unstable and 
consequently that doing 
business there is too risky. 
This apparent wisdom has not 
been contested so far and has 
led to many poor investment 
decisions.

“Stable political 
instability”
The political situation in Ukraine 
can best be characterized as 
a “stable political instability”. 
The way things are now is the 
way they will continue to be for 
quite some time.

The risks of doing business in 
Ukraine do not originate from 
the frequent changes in political 
leadership. They originate from 
the lack of a clearly defined 
role for the state, the specific 
institutional  set-up  and the 
mindsets at the individual level. 

These risks will not be affected 
by shifts in political leadership, 
and therefore it makes no sense 
to postpone investments or 
business activities in Ukraine 
until after the next election or 
until political leadership have 
stabilized. Frankly, life after the 
next election will not be much 
different from the present. 
That is why an investment 
decision should not be based 
on anticipated changes in the 
political life or expectations of 
progress. It should be based on 
an assessment of the  systemic 
challenges that will exist for 
many years to come.

Politicians 
and parties
There are several reasons for 
why politics and elections do 
not really matter in Ukraine. 

First, politics and politicians 
in Ukraine are not about 
conflicting values or about 
ideologies. In fact, the 

politicians all advocate the same 
basic values and directions for 
the economy. 

Instead, politics in Ukraine are 
about personal power, personal 
ambitions and about dividing 
assets and spoils among one’s 
supporters. Politics in Ukraine 

is a power struggle between 
individuals contaminated by 
personal ambitions.

Secondly, in Ukraine there 
are no consolidated political 
parties representing clearly 
defined attitudes, neither a 
formulated electorate target 
group. The only exception 
is the communist party and 

other outer left or right wing 
parties, which have no political 
influence in Ukraine.

No room for 
maneuvering
Thirdly, Ukraine is, to the 
highest extent possible, 

dependent on its surroundings 
- even more dependent than it 
is on its own capabilities.

The country is affected from the 
East by Russia’s expansionary 
ambitions and from the West 
by the European Union’s 
aspirations for eastward 
integration.

Ukraine’s export industry is 
dependent on global demand for 
raw materials, and its exporting 
companies are generally price 
takers. 

Furthermore, and lately this has 
become more and more obvious, 
Ukrainian politicians do not 
have many options among 
which they can prioritize. At 
the moment the situation in 
Ukraine is critical and the tasks 
ahead are not about fine-tuning 
– they are purely technical tasks 
of saving the country from 
technical implosion. 

The business journal 
“korrespondent.net” pinpoints 
10 policy areas where experts 
agree that actions are needed if 
the independent and undivided 
Ukraine is to survive: Public 
utilities (gas, water, electricity, 
heat, sewage etc.) are breaking 
down; physical infrastructure 
(roads, airports, railroads, 
public transportation etc.) has 
reached capacity limits and 
is deteriorating; the health 
care sector is unable to supply 
minimal health care to the 
population; corruption is 
rampant and getting out of 
control; the judicial system 
and the law enforcement 
bodies are weak, inefficient and 
unaccountable. 
In the coming years the need 

to deal with these practicalities 
will further limit the options 
for the politicians. Taking 
into account the low level of 
institutional capacity, the low 
competitiveness of businesses 
and the weakness of the state, 
politicians have only little room 
for political maneuvering.  The 
key point is that political action 
will matter - but it does not 
really matter which politicians 
are in charge.

Business 
opportunities
Not only will the 
aforementioned practicalities 
keep Ukrainian politics, and 
hence the business environment, 
stable, - they will also be a source 
for enormous opportunities: 
Gas pipes needs mending, 
roads need paving, hospitals 
need new equipment, etc. All 
this will increase demand. Thus, 
from a business point of view 
the challenges ahead may be 
looked at not only as barriers, 
but as potentials.

The rewards and risks are high in 
Ukraine. The risks are based on 
something much deeper and more 
fundamental than the political 
leadership. For the same reasons 
the risks can be expected to be high 
for the next many years to come, no 
matter if “he” or “she” is in charge.
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