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HOW CAN UKRAINE ACHIEVE INTERNAL 

 AND EXTERNAL STABILITY AND SUSTAINABLE GROWTH? 

Hilmar Þór Hilmarsson, PhD, Professor 

School of Business and Science 

University of Akureyri, Iceland 
Abstract 

The objective of the article is to discuss how Ukraine can achieve internal and 

external stability and sustainable economic growth. The article argues that more 

inclusive and sustainable economic growth in Ukraine will require increased 

productivity of the economy with skilled workforce and adequate physical capital, 

more benefits from international trade and investment supported by closer integration 

into the global economy, and well-governed economy with stronger domestic 

institutions to withstand pressures from vested interests. At the center of these goals, 

the strength and durability of the transformation will depend upon successful structural 

reforms, commitment by political leaders in the coming years and stronger support 

from the international community. The US, EU and NATO should make more efforts 

to help Ukraine resolve the current conflict with Russia, and Russia needs to stop the 

military engagement in Ukraine to allow the country recover and benefit for more 

integration and cooperation with the West. At the same time, NATO membership and 

full EU membership should not be considered for now, but Ukraine should be an 

independent and neutral buffer state between the East and the West, with full access to 

the EU common market and free from the devastating effects of the current East-West 

competition for its people and territory. Internal and external stability is critical for fast 

and sustained economic growth and for Ukraine’s ability to keep more of its young and 

most talented human capital within its borders. Ukraine needs increased financial 

support from the EU, US, IMF, and the World Bank for the reconstruction of its 

economy.  
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Introduction 
The recent Russian military build-up at the Ukraine’s border (See, for example, 

Reuters, 2021) returned to our minds a neglected country that has suffered for too long. 

According to the World Bank Ukraine is a lower middle-income country. The country 

has significant potential for economic growth, endowed with important assets, such as, 

fertile land, considerable natural resources, a geographic location at the crossroads of 

Europe and Asia, and an industrialized base with a skilled labor force.  

The fall of the Soviet Union in 1991 resulted in the collapse of GDP in Ukraine, 

see Figure 1 and 2 below. This was to a large extent due to the disruption of 

commercial and production networks associated with the disintegration of the Soviet 

economy and its central planning system. 

In 2000-08 Ukraine’s GDP grew more than seven percent a year. However, the 
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pattern of that growth was based on international capital inflows and credit expansion 

that proved unsustainable. Ukraine is still paying the consequences, most noticeably in 

the high nonperforming loans in the banking sector and difficulties in accessing new 

credit. The 2008/09 crisis affected Ukraine GDP severely, see Figure 2. In 2014-16 

Ukraine experienced serious political, security, and economic challenges. Public 

discontent over fundamental governance failures, capture of the state by vested 

interests, and corruption brought the Maidan uprising triggering new elections and 

changes in government. These changes also led to the rupture of economic and political 

relationships and the realignment of commercial relationships with the rest of the 

world. In addition to Russian occupation of Crimean Peninsula, the government 

effectively lost control of parts of Ukraine and military conflict began in the east of the 

country. The recent coronavirus (COVID-19) crisis, which has turned into a global 

health  and  economic  crisis,  is  now  severely  affecting  Ukraine’s  economic  

growth  performance, see, Figure 2. 

Ukraine has thus experienced four major economic crises since 1991. First after 

the fall of the Soviet Union, second the global crisis in 2008/09, third the crisis in 

2014-16 and forth the COVID-19 crisis. Each time the country was ill prepared for 

such events.  

 

Research Questions and Methodology 

The aim of the article is to address the question, what would it take to move 

Ukraine forward economically? What is holding back progress in Ukraine? Under what 

conditions can Ukraine exit the current deadlock, raise its economic growth, and stop, 

or at least reduce the massive outward migration of its youngest and most talented 

people, and perhaps see more of them returning to help rebuilt a country suffering for 

too long? What does it take for Ukraine to achieve higher more sustainable and shared 

economic growth? What can the international community do to help in this process? 

The methodology used in the article is the case study method. Compared to other 

research methods, a case study enables the researcher to examine the issues at hand in 

greater depth (Yin, 2009). Among the sources of evidence used for the analysis are 

secondary data, including reports and scholarly literature such as peer-reviewed articles 

and books. The database used for the graphs in the article came from the IMF World 

Economic Outlook (WEO) database (IMF, 2019 and 2020) and from World Bank 

reports (World Bank, 2019a & 2019b). The author also conducted interviews in 

Ukraine and Poland including at the World Bank offices in Kiev and Warsaw and met 

with experts at the Kiev School of Economics, the International Humanitarian 

University in Odessa, and Warsaw School of Economics.   

 

Ukraine’s key challenges 

The key problems highlighted in this article are: (i) the poor economic 

performance of Ukraine post-Soviet Union, (ii) uncertain integration with the West, 

most notably the EU, NATO, and the US, with associated conflict with Russia, (iii) 

weak governance and corruption, and finally, (iv) massive outward migration of its 

human capital to richer European countries.  

 

 Post-Soviet Union economic performance 

At the beginning of its transition in 1991, Ukraine’s gross domestic product 
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(GDP) per capita was similar to that of neighboring Poland. By 2018 Ukraine’s GDP 

per capita (in purchasing power parity, PPP terms) was less than one third of that in 

Poland, see Figure 1. This happened though Ukraine has better climate and soil and 

more mineral deposits, and in 1991 it had a stronger industrial base and lower public 

debt than did Poland. 

 

 
Figure 1. Gross domestic product per capita, USD constant prices – PPP 

Source: IMF (2020) 

 

Figure 2. Gross domestic product constant prices - Percent change 
Source: IMF (2020) 

 

The only period of high growth in Ukraine post-Soviet Union was short lived 

and supported by favorable external conditions. Before the global crisis (between 1999 

and 2008) Ukraine’s average rate of growth of GDP was about seven percent per year, 

see Figure 2. With this growth rate, Ukraine managed to almost double its GDP per 

capita in one decade on, see Figure 1. 

According to the World Bank about half of the accumulated income gap between 

Ukraine and Poland is explained by divergent growth trajectories during the first 

decade of the transition, see Figure 3 (World Bank, 2019b). But the 2000s and 2010s 

have also been challenging, most notably the global crisis in 2008/09 and the 2014/15 

Crimea crisis (see Figures 1 and 2). Now the COVID-19 crisis is severely affecting 

Ukraine’s economy. 
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Figure 3. Decomposition of widening income gap between Ukraine and Poland: 

Income per capita in Ukraine and Poland, in USD PPP, 2017 
Source: World Bank (2019b) 

 

The collapse of GDP in Ukraine in the 1990s was to a large extent due to the 

disruption of commercial and production networks associated with the disintegration of 

the Soviet Union. Then there was recovery from 2000 to 2008. During the 2008/09 

global crisis Ukraine went on to experience a sharp recession in 2009, with GDP 

falling by about 15 percent. A weak and short-lived recovery gave way to an even 

sharper recession in 2014-15, triggered by the Euromaidan events and a conflict in the 

East of Ukraine. As a result, during 2014-15 Ukraine’s GDP fell by a cumulative 

16 percent, see Figure 2. 

At the GDP growth rate, before the COVID-19 crisis hit, about three percent per 

year, it would, according to the World Bank, have taken Ukraine almost a hundred 

years to reach the current levels of income of Germany and about fifty years to reach 

income levels of Poland, see Figure 4 (World Bank, 2019b). This will increase pressure 

on outward migration as the young and most talented Ukrainians are unlikely to want 

to wait, but choose to vote with their feet, and exit the country to richer Western 

countries and some to Russia. 

 

 
Figure 4. A Relationship between annual GDP per capita Growth and years 

needed to close the income gap between Poland/Germany and Ukraine 
Source: World Bank (2019b) 

 

Aggregate productivity in Ukraine remains low. According to the World Bank an 
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average worker in Germany can in 17 days produces as much as an average worker in 

Ukraine in one year (World Bank, 2019b). Differences in output per worker between 

Ukraine and Germany are due to both efficiency gaps and capital gaps. Increasing 

productivity of the aggregate economy will among other things require improved 

public investment and infrastructure to reduce costs and equip firms to be able to 

produce more competitively (World Bank, 2019b).  

 

Integration with the West and the Conflict with Russia 

The absence of a clear path to EU accession limited the resources available to 

transform Ukraine’s economy anywhere close to the transformation that took place in 

neighboring Poland that had a shared vision for EU membership and successfully 

accessed EU investment grants.  

Ukraine remains a politically divided country with the western part tending to 

support EU and NATO accession, while the eastern part tends to favor stronger 

relations with Russia. Seeking full EU membership may thus not be realistic in order to 

keep the country together. Russia also sees Ukraine’s EU aspirations, and particularly 

NATO membership, as a security threat. As EU and NATO have moved closer to 

Russia proper, the blowback from Moscow has increased (Howorth, 2017). 

Nevertheless, Ukraine’s access to the EU common market is critical.  

The Association Agreement between the EU and Ukraine entered into force in 

September 2017 and the Deep and Comprehensive Free Trade Area started its 

application in January 2016 (EEAS, 2019; see also EU, 2014). Furthermore the EFTA 

States signed a Free Trade Agreement with Ukraine in Iceland in 2010. That agreement 

entered into force in 2012 (EFTA, 2019). 

According to the World Bank, the Free Trade Agreement with the European 

Union may provide an institutional umbrella that facilitates the modernization of the 

economy. Introducing laws and regulatory procedures and reforming nontransparent 

practices will certainly become easier with the support of this Agreement than had 

previously been the case (World Bank, 2019b).  

In addition to this, Ukraine is affected by the US, as highlighted by the recent 

phone conversation between the Ukrainian president, Volodymyr Zelensky, and the 

president of the United States, Donald Trump. During it Trump requested an 

investigation of the former US vice-president, Joe Biden— then a nominee for the 

Democratic presidential candidacy—and his son. The presidents agreed during their 

conversation that the EU was not doing much to help Ukraine. Trump said: ‘Angela 

Merkel she talks Ukraine, but she doesn't do anything’ (CNN, 2019). With Biden now 

in office it remains to be seen how the relations between the two countries develop.  

Obviously, Ukraine is in a vulnerable position, because it needs from the US, not 

only continued bilateral financial support, but also support at international 

organizations such as the International Monetary Fund and the World Bank, 

headquartered in Washington DC.  

Ukraine has been affected by external forces before. With the Budapest 

Memorandum in 1994, it agreed to eliminate all its nuclear weapons in exchange for 

respect of its independence and sovereignty and its existing borders. Russia, the US 

and the UK were all signatories of the agreement (Budapest Memorandum, 1994). The 

trouble with Russia began with the declaration issued by the heads of state and 

government after the North Atlantic Council in Bucharest in 2008: ‘NATO welcomes 

https://www.efta.int/sites/default/files/documents/legal-texts/free-trade-relations/ukraine/EFTA-Ukraine%20Free%20Trade%20Agreement.pdf
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Ukraine’s and Georgia’s Euro-Atlantic aspirations for membership in NATO. We 

agreed today that these countries will become members of NATO. Both nations have 

made valuable contributions to Alliance operations’ (NATO, 2008).  It was clear that 

this would not be acceptable to Russia and it eventually resulted in the invasions of 

Georgia in 2008 and Ukraine in 2014. It has been argued that US and European leaders 

blundered in attempting to turn Ukraine into a Western stronghold on Russia’s border 

(Mearsheimer, 2014). Russia knows well that NATO and the EU are not likely to admit 

countries if their borders are disputed—and Russia acted accordingly. Russia invaded 

both Georgia and Ukraine.  

Ukraine is not of strategic importance for the US and the EU has few obvious 

interests in Ukraine except cheap labor flowing from Ukraine to the Western Europe. If 

Ukraine was of strategic importance to the EU or the US, there would also be 

willingness to sacrifice lives if necessary, to defend their interests.  It is clear that 

neither the US nor the EU is willing to send troops to fight with the Ukrainian military 

against Russia.  

It has been argued that Russia knows what it wants from Ukraine, while Ukraine 

clearly knows what it wants from the EU, but the EU has no clear policy goal towards 

Ukraine (Getmanchuk, 2014). And one can add that the US does not care much about 

the fate of Ukraine. There seems little in Ukraine vital for US interest. 

 

Weak Governance and Corruption 

Many internal problems have contributed to Ukraine’s decline, including 

misguided economic policies, corruption and failed privatization. In 2017 the total net 

worth of Ukraine’s three richest individuals comprised more than six per cent of 

Ukraine’s GDP, more than three times the proportion in Poland (World Bank, 2019b). 

The influence of vested interests on the economy have undermined the effectiveness of 

Ukraine’s economic institutions and delayed much needed industrial restructuring 

toward developing high-value added export-oriented industries. Activing a better 

balance between vested interests/oligarch and the government is one of the key 

arguments in favor of Ukraine’s EU membership as it could result in a more shared 

power and responsibility between Kiev and Brussels.  

Policies that would distribute economic growth dividends more fairly across 

society in Ukraine by creating access to opportunities for all would make growth more 

inclusive. Economic growth is only sustainable if it does not leave vulnerable groups 

behind. But can the EU help with that? Given EU’s strict fiscal and monetary policies 

during and post 2008/09 crisis in former Soviet Republics, such as the Baltic States, 

one could question the benefits of EU membership for a country that needs more 

flexible fiscal and monetary policy that the EU demands. Policies those are more 

suitable for the rich EU member states than emerging countries like Ukraine. Also, 

these former Soviet Republics that have joined the EU do not have a very impressive 

record when it comes to income and wealth equality, inclusiveness and social justice 

(Hilmarsson, 2019a, 2019b; Eurostat, 2020). The Baltics went from Soviet central 

planning to neoliberalism, including flat taxes and minimal governments, too week to 

support anything approaching the Scandinavian welfare states with progressive tax 

systems and systems for redistribution to the most vulnerable members of their 

societies.  
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Outward Migration to Richer Countries 

There are limited economics opportunities for a large share of Ukraine’s human 

capital. In 1992 Ukraine had a population of about 52 million people (IMF, 2019). 

Now here are 42 million left. In contrast Poland’s population has remained stable at 

about 38 million for the same period, see Figure 5.  

 

 
Figure 5. Population – Millions 

Source: IMF (2019) 

 

Many young Ukrainians have opted to emigrate, attracted by higher expected 

earnings in neighboring countries including Poland and Germany. The majority of 

those leaving Ukraine are high skilled/tertiary educated (Atoyan et al., 2016). Given 

demographic characteristics and outward migration, there will be a significant decline 

in the labor force in Ukraine in the next decade. Without sufficient human capital 

Ukraine cannot sustain economic growth, will not have a workforce prepared for 

highly skilled jobs and will not compete efficiently. 

On one hand the burden on investment and productivity growth are particularly 

high in Ukraine given that its labor force is projected to decline due to the demographic 

factors and migration. On the other hand, the contribution of capital to support growth 

is also constrained by a low domestic savings rate and low foreign direct investment. 

Also, to be productive a workforce requires physical capital (i.e. infrastructure) and 

well governed economy. 

For the richer EU member states, the outward migration from Ukraine to EU is 

not necessarily a bad thing. Countries like Germany are facing competition from Asian 

countries, most notably from China. Getting skilled workers from Ukraine, an 

industrial country, willing to work for low pay helps in this competition.  

 

Conclusions 

The recent Russian military build-up at the Ukraine’s border returned to our 

minds a neglected country frozen in conflict. There does not seem to be much pressure 

from outside forces to help. The EU benefits from the flow of mostly young and skilled 

people from Ukraine, amounting to about 10 million since 1991. The populations of 

Western-European countries are aging. Many Ukrainians leave for Poland, some on the 

way to a Germany which needs skilled workers for its industry and where the pay is 

better. Others leave for Russia where per capita income is higher than in Ukraine. 

Ukraine is not of strategic importance to the US, which is increasingly 
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preoccupied with Asia, because of the rise of China, and the Persian Gulf countries, 

and because of oil. EU sanctions hurt Russia, but the latter seems unlikely to accept 

further integration of Ukraine into the West especially NATO membership. Russia also 

opposes full EU membership. Geographically Ukraine is perhaps as important for 

Russia as Canada or Mexico for the US. What would the US do if Russia or China 

formed a military alliance with those countries? The recent military build-up at 

Ukraine’s border is a signal from Russia that it will not tolerate Ukraine’s accession to 

the EU and NATO. 

In the meantime, Ukraine is stuck in a crisis. In a low-growth scenario more and 

more people in eastern Ukraine may want to join Russia, with higher per capita 

income. An increasing number in western Ukraine could meanwhile see continuing 

benefits in migrating to the EU. The risk is that an already divided country will 

formally split into two.  

Should Ukraine be an independent and neutral buffer state, between the EU and 

Russia, not seeking formal EU and NATO membership? It could co-operate with and 

receive increased financial assistance from the EU, the US, the IMF and the World 

Bank, also under the condition that Russia would respect its territorial integrity. Export 

Credit Agencies can also facilitate trade and investment in Ukraine (Hilmarsson and 

Dinh, 2013). In that scenario, Ukraine could possibly have some peace to grow and 

reach its economic potential. Whatever scenario is chosen it needs to have the 

ownership of the Ukrainian people, not only outside forces. Despite divisions, most 

Ukrainians want to keep the country together. Nevertheless, EU, NATO and US 

leaders need to start tabling options that would also be acceptable for Russia. Ukraine 

politicians need advice and even initiative from the West here.  

What can be said about conditions for favorable inclusive growth dynamics for 

Ukraine? The first condition is political commitment. Fast and sustained economic 

growth sufficient for Ukraine to catch up requires long-term commitment by its 

political leaders. There is a need to adjust the role of the state, giving everyone an 

equal opportunity and strengthening rule of law to make economic institutions more 

resilient. Second, economic growth and development depend on human and physical 

capital, and on the factors affecting their productivity. The speed of growth is to a large 

extent driven Ukraine’s ability to keep its highly skilled labor force within its borders 

by offering attractive job opportunities, but also by the pace of investment, public and 

private. This investment requires increased domestic savings and external capital flow 

into Ukraine. Facilitating FDI and integration into global value chains, improving 

logistics and connectivity to fully leverage external opportunities is also important. 

Third, more integration into the world economy, especially the common EU market, is 

critical. Markets for exports and opportunities to import ideas, technology, and know-

how are vital for Ukraine.  

To achieve this much needed economic growth Ukraine needs to maintain stable 

macroeconomic policies and above all it needs peace and stability, not the deadlock 

that is to a large extend caused from and the East-West competition for this country in 

crisis. It is time for the West and the East to stop torturing Ukraine and instead help 

Ukraine build a healthy, sustainable and enabling environment for growth and 

prosperity. This is not only important for Ukraine, but it will also benefit the whole 

European continent and ease tensions between the US and Russia. 

 



 

 

 
 

29 

References 

Atoyan, R., Christiansen, L., Dizioli, A., Ebeke, C., Ilahi, N., Ilyina, A., Mehrez, G., 

Qu, H., Raei, F., Rhee, A., and Zakharova, D. (2016), “Emigration and Its 

Economic Impact on Eastern Europe”, IMF Staff Discussion Note, SDN/16/07, 

International Monetary Fund, Washington DC, July, available at: 

https://www.imf.org/external/pubs/ft/sdn/2016/sdn1607.pdf (accessed March 20, 

2021). 

Budapest Memorandum (1994), “Memorandum on Security Assurances in connection 

with Ukraine’s accession to the Treaty on the Non-Proliferation of Nuclear 

Weapons”, Budapest, 5 December, available at: 

http://www.pircenter.org/media/content/files/12/13943175580.pdf (accessed 

December 3, 2020). 

CNN (2019), “Read Trump's phone conversation with Volodymyr Zelensky”, CNN, 26 

September, available at: https://edition.cnn.com/2019/09/25/politics/donald-

trump-ukraine-transcript-call/index.html (accessed December 3, 2020).  

EEAS (2019), “Advancing mutual commitment: joint statement following the 21st EU-

Ukraine Summit”, European External Action Service, 10 July, available at: 

https://eeas.europa.eu/delegations/ukraine/65219/advancing-mutual-

commitment-joint-statement-following-21st-eu-ukraine-summit_en (accessed 

January 30, 2021). 

EFTA (2019), “Free Trade Agreement between the EFTA states and Ukraine”, 

European Free Trade Association, Geneva, available at: 

https://www.efta.int/free-trade/free-trade-agreements/ukraine (accessed January 

14, 2021).  

Eurostat (2020), Database, Eurostat, Luxembourg, available at: 

http://ec.europa.eu/eurostat/data/database (accessed January 14, 2021).  

EU (2014), “Association Agreement between the European Union and Ukraine”, 

Official Journal of the European Union, 29 May, available at: 

https://trade.ec.europa.eu/doclib/docs/2016/november/tradoc_155103.pdf 

(accessed January 14, 2021).  

Getmanchuk, A. (2014), “Tracing the Origins of the Ukraine Crisis: Should the EU 

Share the Blame?”, Europe’s World, 15 June, available at: 

https://www.friendsofeurope.org/insights/tracing-the-origins-of-the-ukraine-

crisis-should-the-eu-share-the-blame/ (accessed December 15, 2020). 

Hilmarsson, H.Þ. and Dinh, T.Q. (2013), “Can export credit agencies facilitate cross 

border trade to emerging economies and help increase investments in their food 

processing industries?”, Journal of Applied Management and Investments, Vol. 2 

No. 3, pp. 176-186.  

Hilmarsson, H.Þ. (2019a), The Economic Crisis and its Aftermath in the Nordic and 

Baltic Countries – Do As We Say and Not As We Do, Routledge, London. 

Hilmarsson, H. Þ. (2019b), “Drinking the blood of Ukraine: east-west competition for a 

country in Crisis”, Social Europe, 30 October, available at: 

https://www.socialeurope.eu/drinking-the-blood-of-ukraine-east-west-

competition-for-a-country-in-crisis (accessed December 15, 2020). 

Howorth, J. (2017), “Stability on the Borders’: The Ukraine Crisis and the EU’s 

Constrained Policy towards the Eastern Neighbourhood”, Journal of Common 

Market Studies, Vol. 55 No. 1, pp. 121-136.  

https://www.efta.int/sites/default/files/documents/legal-texts/free-trade-relations/ukraine/EFTA-Ukraine%20Free%20Trade%20Agreement.pdf


 

 

30 

IMF (2019), World Economic Outlook Database, International Monetary Fund, 

Washington DC, available at: https://www.imf.org/external/pubs/ft/weo/2019/ 

02/weodata/index.aspx (accessed December 15, 2020). 

IMF (2020), World Economic Outlook Database, International Monetary Fund, 

Washington DC, available at: https://www.imf.org/en/Publications/WEO/weo-

database/2020/October (accessed December 15, 2020). 

Mearsheimer, J.J. (2014), “Why the Ukraine Crisis is the West’s Fault”, Foreign 

Affairs, Vol. 93 No. 5, pp. 1-12. 

NATO (2008), “Bucharest Summit Declaration”, North Atlantic Treaty Organization, 3 

April, available at: https://www.nato.int/cps/en/natolive/official_texts_8443.htm 

(accessed April 21, 2021). 

Reuters (2021), “Russian military build-up near Ukraine numbers more than 100,000 

troops”, Reuters, 20 April, available at: 

https://www.reuters.com/world/europe/russian-military-build-up-near-ukraine-

numbers-more-than-150000-troops-eus-2021-04-19 (accessed April 21, 2021). 

World Bank (2019a), Financial Inclusion. Europe and Central Asia Economic Update, 

Office of the Chief Economist, World Bank, Washington DC, Spring, available 

at: https://www.sipotra.it/wp-content/uploads/2019/04/World-Bank-ECA-

Economic-Update-Spring-2019.pdf (accessed December 15, 2020). 

World Bank (2019b), “Ukraine Growth Study Final Document: Faster, Lasting and 

Kinder”, World Bank, Washington DC, available at: 

http://documents.worldbank.org/curated/en/543041554211825812/Ukraine-

Growth-Study-Final-Document-Faster-Lasting-and-Kinder (accessed December 

15, 2020). 

Yin, R.K. (2009), Case Study Research: Design and Methods, Sage, Thousand Oaks. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 


