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Executive Summary

The World Development Report WDRWVhi ch i's t he Wor | eknoBraamk 6 s mo
most visible flagship productor 2013focuses on jobs. In parallel with the production of the

main World Development Report, a number of case studies have been conducted in seven
countries, among them Ukrain€he country is faced with a particular jobs challenge given its

aging demographic profile, ongoing structural transformatard fundamental political and
economic changes.

The Ukraine case study follows the main concept of the WDR 2013, linking jotiwee
transformations (living standards, productiviand social cohesion) and making the distinction
betweenfigood jobs for developmem(those that carry a longéerm development pagff) and
other jobs. The studgncompassesgesk and field research The dcesk research provides an
extensive analysis of various aspects of jobs in Ukraased on available quantitative data and
empirical evidenceThe qualitative field researchis based orfocus group discussions with
various categories of individuals dnin-depth interviews with representatives of private
employment agencies conducted by the Kiev International Institute of Sociology in-Kjarich
2012.

Key findings of the country case study

1 During thepast20 years, Ukraingas one of the fasteagingcountries in Europehas been
suffering from severdosses ofpopulation and labor forcelf agespecific labor force
participation rates are kept constant, the labor fggarojected to shrink bynore thanl5
percentbetween 2012 and 203%he ajing poplation and shrinking labor force pose very
serious threats for the future development of the country.

1 In order to compensate ftie labor force decline and ensure unchanging living standards, it
is necessary to provide farsteady increase in laborqauctivity (on averagdy 0.36 percent
annually.

1 The Ukrainian labor market is characterized dayormousskill waste (which coincides with
skill shortages), labor underutilizatioand low mobility of the workforceThis seriously
underming Ukraine's compitiveness under conditions of the global move to a more
knowledgebased and innovatidled economyAt the same timethere is significant room to
adjust to the challenge ah aging and shrinking population through increasing employment
and productivitylevels by bringing hitherto idle youth and adults into the workplace,
encouraging more internal migration and professional mobility of waratsbetter utilizing
their knowledge and skills

1 The omposition of employmenis not socially optimal with the bulk in nonstandard
employment (including casual, temporary, undeclaaed ownaccount work) and generally
low-quality jobs (low skilled, with low and unstable earnings, poor working conditions,
violation of basic workers' rights, limited ghejob training, job security, and promotion
prospects). As a result, employment does not always provide a solid pathway out of poverty,
and households wita working member could face even more severe economic hardship and
social deprivation than households retyion social assistance, pensiand other notabor
income



1 Ukrainian workers pu& low priority on the social value of job (i.ea jobthatis useful for
other people) and the content of work when they decide on their profession/job and work
effort. Mog care abouthe salary level and its timely payment, job security, fringe benefits,
anda healthy work environment (i.efriendly relations with administration and colleagues).
Young people give high preference to career opportunities, work preatigenteresting
work but very low preference tthe social aspects of job&ocus group discussions provide
further evidence for the prevalence onaval attitudes toward jabover theirdevelopment
value (social importance, seakalization, ecological eftts and future development). These
survivalindividualistic strategies d not allow individualsto see the broad perspectivejobs
for development.

1 Access to better jobs is limited and unfair, especially for youth and older wolbwees;
skilled workes, and residents of rural areasnd regions with limited employment
opportunities Education, skills and personal attributdswhich are consideredthe
i ndi v ifetnplaydbifitg assetsin developed countri@appear to be less important for
gaining and raintaining employment in Ukraine than personal connections and social status
(often defined by family background).

1 Job creation occurs predominantly in the informal sector and irplmductivity sectors (less
knowledgeintensive services and medium or lechnology sectors with pollution
externalities). High levels of job creation and destruction in many sectors result in a lot of
churning but noin netcreation of jobs. The structure of available jobs for wage employees in
the formal sectohaschangedrom hightechnology manufacturing and knowleeigéensive
services toward less knowledgg#ensive services(such as retail tradeand basic
manufacturing jobs. Biphso gt pbegpdomhnnbhat by yfison
term development andakie rather detrimental effedfor the future quality of the labor force.

Similar consequences for the labor force can be predicted based on workers switching to the
informal sector or smabcale private entrepreneurship.

1 Labor productivity revealan upvard trend in all sectors over the period 2001 to 200,
services sector has been growing the fastesthasatonsistently demonstrated tlgeeatest
overall productivity. Productivity exhibits clear spatial patserfihe most productive firms
(and the most highly-paid jobs) are locateth the capital city (Kyiv) and in the Eastern
regions, whereas firms in Northern and Central Ukraine show lower labor productivity. The
distribution of theworkforce across regions follows a similar pattern.

9 Similar to othe countries, Ukrainian firms enjoy agglomeration economies through
productivity gains and higher wages in locations veithigher concentration of jobs. Larger
firms, foreignowned firms, and firms in citiebenefit the most from colocation effects.
Thesetypes of firms also tend to pay higher wages to their workers.

1 Althoughforeign direct investmentDI) may potentially bring about the best management
and productiorpractices the effect of FDI on Ukrainian firms is limited due ttee small
number of fims thathaveaccess to FDIIn addition,many foreign affiliatesely on importng
their valuechain components from foreign companies abroad in vietheofack ofadequate
supplies locally or dissatisfaction with the range and quality of local produdersever,
eventhe few foreign firms, on average, hire the most productive workers and pay higher
wages



91 Due to a massive services sector restructuriing access of foreign firms to the Uknan
market has beepeneficial for manufacturing firms. In gecular, firmsthathad used services
more intensively managed to convert better access to these services into greater productivity
gains.

1 Employmentis related to the level of social trust, social participateordp e o pdulgedtise
well-being. Thosavho are employed trust people more, are more actively involved in social
organizations and movements, and evaluate theirlvegtig more positively. But the level of
generalized trust, life satisfactioand evaluation of democracy developments in Ukr&gne
much lower than in EuropeAnd the level of political and civic participation is very low in
Ukraine,althoughthe employed are twice more involved in civic and political activities than
theunemployed. Regardles$ employment status, Ukrainians demipate lowtrustin social
and political institutions, both public (President, government, parliament, police, tax
authorities, court, political partiesand public employment services) and private (banks,
insurance companies, and employers). Trust is yvermvhen it comes to charity foundations,
nongovernmental organization®lGOg, and trade unions. Unless traditional institutions
regenerate public trust, people will continue to give high preference to a close social network
(relatives, friends, colleaggeand neighborsXhus providing grounds fanaintenance of the
existing informal and conservative society with low civic engagement. Alternatively, they will
search for new forms of voice that might eventually end up in greater system instability.

1 Partigpantsin focus group discussioragree that contributions to tReiblicPension Fund are
necessary to support the current generation of the elderly. However, people do not trust the
state and bureaucrabecausehere is no transparency in the distribatiof taxes and no
control of law enforcement. Thereforenany prefer to work informally and suppdheir
pensionage relatives (parents and grandparents) directly rather tharoutih making
contributonsto thePublicPension Fund.

1 Widespread informal enigyment contributes tohe violation of core worker rights in such
aspects as job security, timely and reasonable remuneration for work done, access to fringe
benefits, age and gender equalitytial employmentfor young peopleand employment of
individuals according to their skills and qualificatioms.addition thereare manyschemes
involving cheating and violation of basic rights by employengen in the formal sector, as
documented by numerous exampi@sen bythe focus grougarticipants Bribery and other
forms of corruption are widespread phenomenthe Ukrainian labor market: in order to get
a lucrative job in the public sector (local authorities, tax administration, internal affairs,
railway, etc.) one must pay a sizeable bribe or tradaviors.A high incidence of corruption
occursin those agenciethat are responsible for the rule of law in Ukraine. This makes
impossible to overcome corrupt schemes in access to jobs and government subsidies (both
direct and indirect). Existing unfaiess in the labor markethich is amplified by widespread
corruption and informal schemas one of the biggest threats to trust, civic engagenaeiuit
therefore social cohesion Ukraine

i Taking into account the recent developments in the Ukrainibor lenarket we suggest
several examples of good jobs for developmiat are likely to provide high value for
society due to positive spillovers. These examples are based on the argumehe that
following steps ard&ey to addressing the possible consiisicaused by aging via increasing
productivity and participation: (i) teromotelearning spillovers (e.gfrom FDI or cross
border movement of workergnd increase human capital throughldifey learning (ii) to
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raise the activity and productivity legls of underemployed categories thie population,
including rural residents, youth, women with small children, the elderly, return migrants, and
residents of backward regions; (iii) to enhance innovation and entreprenearsth{p;) to
improve the hedit status ofthe younger generations not only through improvements in
lifestyle and health caydut also through investment in environmémendly and energy
saving technologies. Our examples include the following four categories of jobs: (i) jobs
createdoy companies with FDI (mostly multinational enterprises); (ijyatr jobs for rural
workers created by agricultural (small and middieze farmers) and neagricultural firms;

(ii) jobs created by small entrepreneurs among return migrants; anceywjobs in starup
companies generating "green" energy.

We recognize that there are obstacleth&xreation of good jobs for development in Ukraine

and that even ithe case of removing these obstaclidgre are possible traddfs between

the three @nsformations. For example, an uneven distribution of winners and losers from
productivity and employment growtbupported by FDIimay lead to huge regional/sector

i mbal ances and geogr aphi c,arfpotial kxeldsisdowevér pov er
strong social connections arikle high capacity of local communities to engage in collective
decision making magmergealong withunwillingness to move professionally or territorially

for efficiencyreasonss people choos@aot to rise above the crowd"

The challenge for policymakers is to develop jobs policies and progiaamgocus on
generating employment opportunitiéisat bring positive spillovers with respect to living
standards, productivity gainand social cohesion but minimizbe possible sideeffects.
Improving fairness in the Ukrainian labor marketise of the priority taskéor rebuildng
social cohesion in Ukraine's society and indreashe development pagff of jobs. Other
important areas for policy interventions are removing market distortions and structural
obstaclesto doing businessinvesing, innovatng, and creatig jobs in the formal sector
targetng investment programat activities that have clear potenttal provide productivity
spillovers improving living standards and enhancing social cohesjorfacilitating
employment prospects for youth and those who are older than 45 yeasipusly inactive
women who lack adequate skillsthe rural population, returning migrantsand other
categorieghrough affirmative actionreforming the education and training system aimed at
equipping people with broad, flexibland transferable skills that enable them to progress in
their working lives supportingthe geographical and occupational mobility of the workforce;
andimproving cooperation betweeaducation and labor market institutions, social partners
and businessan order toavoid labor shortages and skills mismatcaed use scarce human
resources more efficiently
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1. Introduction

1. The recent economic crisis, globalizatioand ongoing structural transformation have
resulted in massive jobdses and deteriorating working conditions in many countries, including
Ukraine. These negative developments Hareeight about remarkable changep@&ople'diving
standardglife satisfaction productivity, trustin governmentndvariouspolitical and €onomic
institutions and thecohesiveness fociety.This puts creation of more and better jobs hagh

the policy agendaut the main challenge is tevelop jobs policies and prograthstfocus not
solely on generating employment opportunities thamgoindividual earnings, benefjitand
satisfaction but ratheron jobs that entailadditional value for societthrough positive spillover
effects orpoverty, productivityand social cohesion.

2. The jobs challenge in Ukraine is amplifiedtoyn e ¢ oshrimking and aging population
together withits low labor force participation rates and poor productivity performance. As a
result, Ukraine may face a vicious circle: the decreasing pool of available waidng
individuals may put significant pressure Ohkrainian firms looking for skilled workeysvhereas
smaller cohorts of young peopteight reducethe innovative capacityand competitivenessf
local firms At the same timein order to care for the growing number of eldetihere will be
fiscal presstesreflected in highecontribution rates and taxation among those who participate
the formal economy. This will ultimateliead to higher labor cos&nd a double burden on
formally employed workingage individuals and formal firm§hese development®uld creae
incentives for more individuals and firms to exit to the shadow econbotythey an also
increase social tension and undermine civic engagemettie macrolevel, thismight result in
worsening living standards, decreasing productjatyl lesscohesivenesi society.

3. This case studpims to improveour understanding of the connection between jobs and
important dimensions of social and economic developnrerdn aging societyto provide
countryspecific examples of jobs with potentialigh value for societyand to help address the
most difficult jobsrelated questions facing policymakers. This repoonis of the seven country
studiesof different fitypologie® of countries contribimg to the WDR 2013 on Job$herefore,

like the otker county studies, itfollows the main framework of the WDRBox 1) according to

which jobs areto be understood in a broader (mulimensional) way as they determine living
standardsand productivity levels and contribute to social cohesftire three tansformations)
Moreover,jobs are considered tbhave more than an individual level: they can hpesitive or
negative development pajffs. This is why the WDR emphasizagood jobs for developmento
defined as those contributing the most to societalsg@he society level) The decent work
aspects formulated by tHent er nat i onal L b b @ canstuegtdinciudingt i o n 0 S
creating jobs for sustainable livelihoods, guaranteeing rights at work, extending social protection,
and promoting socialidlogued are leftpretty much out of thpicture The main focus is instead

on how jobs aréinked to three transformationisataccompany the development procéesising
standards, productivityand social cohesignand how specific jolelated programs and
interventions an increasethe development pawpff of jobs. Jobs are defined heras labor
activities that generate income, monetary or in kamti cartake the form of wage employment,
selfemploymentand farming.

Box 1. WDR 2013 on Jobd Main Message




Jobs are multidimensional (transformational). Jobs are at the center of development. They cor
improvements in three development transformations: living standards, productivity gains, and social coh

Living standards. Living standards encompagbe material and subjective aspects of yeling. Jobs
contribute to living standards by generating earnings opportunities that lift people out of poverty, makir
less vulnerable, motivating them, and contributing to their broader happiness afladtgatisvith life.

Productivity. Productivity is the amount of output generated with a given amount of inputs. Higher prody
of individual jobs, creation of more productive jobs and destruction of less productive ones, and reallog
workers wihin countries and across borders drive changes in aggregate productivity.

Social cohesion.Societies are cohesive when they have the capacity to manage collective decision
peacefully. Jobs can contribute to social cohesion by nurturing trust irs dtégond the group to which peog
belong. They can also do so by fostering civic engagement.

What are good jobs for development?These are jobs that contribute the most to societal goals.
development papff of a job is the sum of its value in the skaand its spillovers (if any). The individual val
is the firstorder measure of the development jodfy but spillovers can be substantial as jobs reduce po
and inequality, strengthen value chains and production clusters, or help build trushrudvstiues.

Policies through the jobs lensStrategies, policies, and programs adopt a jobs lens if they take into acco
development papffs from jobs. The jobs lens involves realizing untapped developmerdffsapy addressing
the constraints thigrevent the private sector from creating more good jobs for development.

Source WDR (2013).

4. The research for this study encompassed desk and field qualitative research, as well as
discussionswith the key stakeholdersn January 2012, including repesgatives from the
Ukrainian government and Public Employment Service, trade unions, employer associations,
NGOs, and the ILO The desk research component of the study involved an extensive
guantitative analysis based on availablefjelated datan Ukraine such as aggregate statistics
provided by the State Statistics Service of Ukraine, indivitkiadl datafrom the Labor Force
Survey (LFS)and Social Monitorindpy the Institute of Sociology of thdational Academy of
Science of UkraineNASU); firm-level datafrom the Establishment Survehouseholdevel

data from the Household Budget Survegnd datafrom international surveyssuch asthe
International Social Survey Program (ISSfPg European Social Surve§eSS) andthe Life in
Transition Surveylt also drewextensivelyon existing studiesresearch papersnd ongoing
projects.The second component of the study was qualitative reséasdd onfocus group
discussions with various categories of individuals ardepth interviews with represetitaes of

private employment agencies conducted by the Kiev International Institute of Sociology in
March-April 2012.

5.  Section 2provides an overview of the current demographic and labor market trends and
thinking regarding the existing challengasJkrainewith respect to good jobs for development.
Sections3, 4, and 5 analyze how jobs are related to the three transformations mentioned above,
namely living standardsproductivity, and social cohesion, with particular emphasisttos
development aspects jibs and agingusing the framework of the WDR addition Section5
summarizes the main results of focus group discussions atepth interviews on the attitudes

of Ukrainian workers toward jobs and their social valBection6 offers examples of jabthat

have a high potentidor significant development payffsin Ukraine it also discusses the main
obstacles tdhe creation of such jobs and possible tradis between the three transformations.

It also addresses three of seven difficult-felated policy questions offered in the WDR.
Finally, Section7 sets out conclusiorfsom the country stugdandpolicy recommendations



2. Background information

2.1. Demographic change and its implications for the Ukrainian labor market

6. The resident populatioaf Ukraine declined from 51.7 millioat the end of 1991 to 45.5
million at the beginning of 2012, representing a lossnofe thanl2 percent With an average
annual rate of population decline at P&rcent Ukraine ranks second in the world (togethethwi
Bulgaria and Georgia) after Moldova in terms of the pace of depopulafore to below
replacement fertility levels, high mortaljttand emigration ofthe working-age population,
Ukraine is expected to lesnore thart.2 million people of all ages amdbout 8.3 million people
of working age by 205(Figure2.1).

Figure 2.1. Total and working-age population, 1992050
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Source:State Statistics Service of Ukraine (198@12), Institute of Demography and Social Studidshe NASU
(20132050, medium scena projectionsas ofSeptember 2011).

Note Data refer to resident (de jure) population as of January 1 of the corresponding year.

7.  Like manyindustrializedcountries in the world, Ukraine has been experiencing the third
demographic transition, moving froa regime with high fertility and mortality to the one with
lower levels of fertility and mortalityThis resultsin the aging ofthe population. Althougtthe
mortality rate is still high in Ukraine (14fer thousand populatian 2011), the fertility rate has
beengrowing since 2002 (459 children per woman irR011 comparedwith a minimum of
1.085 in 2001), and the shareth& working-age population has been increasingil recently
(Figure 2.2) Ukraine is classified as "already old" because it hasassed the threshold of 10
percent of population in the 65 and older age g®prld Bank, 2003).

! See UNWorld Population Prospects, the 2010 Revision

2 Projections of the labor force are based on medium scenario population projections-yiyafivege groups
estimated by the Institute of Demography and Social Studies of the NASU in September 2011
(http://www.idss.org.ua/monografii/popforecast201).i@nd the labor force participation rates for six age groups
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Figure 2.2. Population age structure, 1992050
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Source:State Statistics Service of Ukraine (198@12), Institute of Demography and Social Studidgshe NASU
(20132050, medium scenario projections made in September 2011), own calculations.

8. The kabor forcei.e, the population aged B0 yearswhich contributes to the production
of goods and services in the country and includes those who are aipleyyed or unemployed,
is projected to havan even stronger trenbwarddecline and aging thathe total populationl|f
we keepthe labor force participation rates per age group constant at the level oarz@1dke
into account projected changiestotal population by the same age gro@pthe labor forces
projected toshrink bymore thanl5 percentbetween 2012 an8035 (Figure 2.3). The share of
the most active and productive age cohorts in the labordditvese25 to 49 yea® is projected
to increase from 64.percentn 2012 to 66.4ercentin 2020 but then it will persistently decline
to about 59.Dercentin 2035

% Projections of the labor force are based on medium scenario population projections-ysafivage groups
estimated by the Institute of Demography and Social Studies of the NASU in September 2011
(http://www.idss.org.ua/monografii/popforecast201).i@nd the labor force participation rates for six age groups
(1524, 2529, 3639, 4049, 5059, and 6670 years old) in 2011 provided by tBeéate Statistics Service of Ukraine
(http://www.ukrstat.gov.ua/operativ/operativ2011/rp/eans/eans_u/rean_rik11).uAgenlimits for the labor force

are thoseecommended by the ILO for Ukraine and used by the State Statistics Service in Labor Force Surveys

since 1995.
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Figure 2.3. Projections of the Bbor force by age group 20122035
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Source Institute of Demography and Social Studies ofNA&SU, own calculations.

9. The overlap of the demographic transition with ongoing fundamental economic and
political transitions makes Ukraine's experience especially challenging and attfactsredy.
According to the World Bank (2007a), demographic trendshear direct implications for labor
markets through three primary channels: labor supply, labor productivity, and labor demand
(because of shifts in the structure of aggregate demand).

10. The negative impact of aging on per capita growth in Ukraine has aotdizservedntil
recentlybecauseahe share othe working-age populatiorhad beenncreasing. As Figure 2.4
shows, growth in labor productivity, measuredgasss domestic producGDP) per person
employedwasthe greatest contributor to increases ingapita GDP in 2002004 and in 2006
2008. The impact of the employment rate has been minimal except foi22082 At the same
time, aging and depopulatiohave helped relieve labor market pressu@nd reduced the
unemployment rate.

11



Figure 2.4. Decompodtion of per capita annual GDP growth, 19922009
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Source Own calculations based on World DataBank data.

Note Following World Bank (200& p. 14), GDP per person employed is a proxy for labor productivityking-
age population (WAP, aged -B8}) to poplation is a proxy for aging, aremployment toworking-age population is
a proxy for the employment rate. The basic equatisn GDP/Population = (GDP/Employment) *
(Employment/Workingage population)*(Workingage population/Population)rhe log transformnt#on is used to
interprettheresults in terms ahe percenagechange of each component.

11. However, demographic challenges expected in Ukraine in the near filithmey are not
addressed by timely and sensible policy act@insed at increasing produegty and labor force
participation pose fundamental threatsThe decreasing pool of available workiage
individuals will put significant pressure on Ukrainian firms and make it extremely difficult to
maintainthe growth trajectoryWith current labor foce participationrates and slow productivity
growth, the social welfare and pension syster@ay become unsustainablend the risk of
extreme poverty is especially acute for the elderly population. Sowllétee fiscal pressures to
increase contributiorates and taxation among those who do participate formally in order to care
for the growing number of elderly. Thigill lead to higher labor costda double burden on
the formally employed workershan if there were a broadtax base and more people
participated in the formal economylhese developmentsnight also adversely affect
intergenerational relations and social cohesateriorating health of the elderly population
may influene not only female labor force participatioout also childbearim decisionmaking,
putting pressure on women of childbearing age to have children ealiler their parents are
relatively youngor to have fewer children than desirdthese trends will further exacerbate the
problems of aging and depopulation.

12. Generatlg more and bettgobs which would foster labor productivity growth through
capital investment and innovatiomay help alleviate the adverse impact of aging on the
economy.Our simulations with Hree scenarios of GDP per capita trends (GDP per capita
remains constantandincreases by 1 and @ercentper annum)and the assumption that age
specific labor force participation rat@s 20122035 are the same as in 205how that labor
productivity should grow faster in every year than projected GDP perdapdompensate for
the labor force declinéFigure 2.5) In order to keep GDP per capita constant (zero growth),
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GDP per person in the labor foraghich is a rough measure of labor productivity (given low
unemployment)should grow on average by 0.pércentannually or by at least 1percentover

the entire period until 2033f the goal is to reacl GDP per capitaannualgrowth rate of 3
percent labor productivity should grown averagéy 3.36percentannually or by 121percent

in total. Taking inb account that the heaviest burden will fall on younger generations, their
formal education and ethejob training plays a crucial role not only for their future personal
well-being and productivity, but also ftme longterm growth trend of productivitin Ukraine

as a whole.

Figure 25. Projected average productivityannual growth rate (real GDP per a person in thelabor force)
necessary to compensate for thiabor force decline due to demographic trends, 2022035
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13. Alternatively, the impact of aging on the econoamd living standardsould be somehow
cushioned througtan increasein the labor force partipation rateand in the pool of the
employed.This would require creation of more and better jobs for those who are marginally
attached to the labor market or are not attached at all, including youth and older workers,
femalesthedisabledand ethnic rmorities among immigrants.

2.2. Description of the labor market situation:Recent developments and existing challenges
with respect to good jobgor development

14. Total employment in Ukrain@sdefined according to the ILO methodology on the basis of
the labor force surveyl(FS) datafor individuals aged 150 years increased steadily during
2001-2008, with net employment gains of more than a million j¢bse Table2.1). The
economic and financial crisis in 2009 resultedhaloss of about 78000 jobs. This hasbeen
only partly compensated by a slight employment recovery in -201Q (132700 jobs).
According to the latest statistiaa 2011, the number of employed people aged/D5years was
20.3 million people, or 59.percenwof the total populatiom that age group

15. Ukraine experienced unprecedented structural changes not only in the age composition of
the population and the labor forcéut also in employmentThe agricultural and industrial
sectorsexperienced reducedhares in total employment,hile the market services sector
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experienced auge increase inits share (Figure 2.6). Among the 11 sectors shown in the
employment statistics of the State Statistics Service of Ukraine, the largest sector in terms of
employment is trade, repair, hotelsdarestaurantswhich accoungd for 239 percentof total
employmenin 2011

Figure 2.6. Changes in the sector composition of employment in Ukraine, 20@0D11
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Source State Statistics Service of Ukraifiesed on LFS)wn calculations.

Note Public serices include education, health care and social work, and public administration.

16. Agricultural and industrial employmehascontracted bynore tharR0 percentsince 2000
but employment dynamics in agricultuserenot as monotonous as in industhile industrial
employmenthasdeclined steadily since 2000, agricultural employmewtetesed during 2000
2004 and 200010 butincreasgd in 2005 and2011.At the same time, significammployment
losses in agriculture and industry were more than offset bgtauiml gains in financial
intermediation (a increaseof 111 percentbetween 200@&nd 201}, trade, repair, hotels and
restaurantshly 56 percen}, and real estate, rentahd business activitieby 45.5percen}.

17. The share of wage and salaried worketssharply, from around 90.fercentin 2000to
80.7 percentin 2011. These losses wemunterbalanakby a double increase in the share of
selfemployed persons (from 8.1 to &7percen}, particularly in subsistence agriculture and
petty trade.

18. The dare of informally employed individuals in total employment (incidence of
informality) increased from 21.percentin 2005 to 3.1 percentin 2011, mainlyin subsistence
agriculture trade and repair, construction, transgortisomeother activities. Theincidence of
informality in wage employment increased from 7.5 tofitentover the same period

19. The share of unskilled jobs in total employment increased Bypércentage points
between 2000 and 201which is equivalent toan increase 0842 percet in the total number
(Figure 2.7). Other occupational grouphlat experienced employment gains are service workers

% The Informally employed are defined in Ukraine as persons ageth Mears who, during a given reference
period, were employed in at least opeoduction unit of the informal sector, irrespective of their status in
employment, or were salaried workers without a written employment contract.
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and shop and market sales, professionals and senior offemalsnanagers. Overalhe share of
white-collar and office jobs (the top fowccupational groups) fell from 39.2 to 3ercent
mainly due to considerable reduction of jobs for technicians and clérksshare of lne-collar

jobs alsodecreasedgignificantly, which is in line wittobservedemployment losses in industry
and agiculture Skilled agricultural and fishery workers experienced the most severe reduction
of employment opportunitieshe number of employed persons in this occupational ghasp
decreased fror17,000to 203,000since2000.

Figure 2.7. Changes in the ocepational composition of employment in Ukraine, 2000 and 201
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Source State Statistics Service of Ukraine (based on LFS).

20. Hence,despite a small increase in the number of employed people during the 2@00s,
quality of jobshas deterioratedsubstantidy.* In order to examinghe composition of non
standard gndoften precarious) employment and its determinants, the employed popwason
broken downinto three wide groups using available information about ttatus of
employmend wage employment, seémploymentand unpaid family workFigure 2.8) These
groups were further split intmine mutually exclusiveclassesdepending on the type of
employment formal vs. iformal), number of employees for sedimployed persons (own
account workers vs. emplawy, sector of employment for owaccount workers (subsidiary
agriculture vs. other activitiesdnd hours and type of work for wage employ&#s of the nine
classedmarkedin yellow) are attributedo nonstandard employment, and themainingthree
classes refeio standard employment.

* When discussing the quality of jobs based on LFS data, we omit important information on wages anceasge ar
which is missing in the LFS. There is no alternative data source in Ukraine except for the ULMS (Ukrainian
Longitudinal Monitoring Survey) that would provide midevel data on important job characteristics and wages
simultaneously.
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Figure 2.8. Typology of employment (thousand of people aged 1670 years), 2010
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21. The number of people in broadly defined rstandad employmerd which includes
informally employed wage employees, oaocount workers, employerand unpaid family
helpers as well as wage employees engaged in at leasypmef parttime work, temporary
work, or multiple jobholding® grew from 51 million to 5.6 million between 2004 and 2010.
Over the same period, the number of people in standard employment decreased.Zom 15
million to 147 million. These changes resulted in an increasing share ofstandard
employment from 25.percentn 2004 to 27 percentin 2010 (Figure2.9).

*Thetypologyr ef ers to the characteristics of a personds main
time employee if he/she usually works less than 30 hours per week in the main job. Workers who were temporarily
absent from their job and were not sureuttthe possibility of returning to their employer in the next 6 months, are

also classified as patime/temporary workers. As there is no information about the type of employment contract

and its duration, we define temporary workers according to theiver about involvement in temporary or casual

jobs during the reference week.
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Figure 2.9. Share of employed in norstandard employmentby sex percent), 20042010
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Source Own calculations based on LFS data.

Note Non-standard employment includes informally employed wage employeesacsaunt workes, employers
and unpaid family helpers as well as wage employees engaged in at leagteooeparttime work, temporary
work, or multiple jobholding (markeith yellow in Figure2.8).

22. The general shift away from fdfime formal employment affected wam and men
similarly over the observed period, but men were always more likely to &aestandard
form of employmentthan women This finding is supported byhe estimation results of the
multivariate probit model(Table A.1 in the AnneX). However, this finding for Ukraine
contradictsthe findings of a similar analysis undertaken by thieO for 19 European economies
and Russia (ILO, 2012according to which womeron averagehave ahigher probability of
nonstandard employment.

23. Apart from sex, the olr important determinants of natandard employment in Ukraine

are age, marital status, human capital (education and skill level), place of resahehsector of
employment. Youth; persons of retirement and pmetirement age married and divorced
individuals rural residents living inthe Western,Central and Northern regionsand those
holding unskilled jobs in agriculture or construction have a higher probability of being employed
in nonstandard jobgTable A.1 inthe Annex) Surprisingly, higher @ducation does not provide

the expected papff in the form of more secure standard joldthough the incidence of nen
standard employmeiig found todecrease witlthe level ofeducation inthe univariate analysis
(60.4 percentamong the least educatedhgoaredwith 15.2 percentamong the highly educated

in 2010), highereducated workers appear to be more likely to engage instaodard
employment than their leastiucated counterparts when the other relevant factors are taken into
account.

24. Due to the existing skills mismatch age discrimination and lack of decent work
opportunitiesUkrainian workershave a high probabilitgf endng up takingbadly paidsurvival
jobs that do not correspond to thegualifications According to datafrom the sociological
monitoring conducted by the Institute of Sociology of the NA&ljtively more people believe
that it is easy to find any job in tleplace of residencer ajob that corresponds to their
qualifications but offers salarythat isnot sufficient for a armal life (Figure 2.10) At the same
time, a significantly smaller share of respondeiiténk that itis easy to find a job with sufficient
salary, particularlyone that als@orresponds to their qualificationSomparison of these shares
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with those in 208 reveals a sharp decrease indhailability of jobs this might be attributed to
the economic crisjsvhich hit all regions inUkraine. Neverthelessaccording to the focus group
discussionsthere are persistent regional differences in terms of tladahiity of jobs with
different characteristics: it seems relatively easier to find any job in the Eastern welggraas
the Center, owing to Kyiv Cityprovides relatively more opportunities with decent pélye
West is a lagging region in all respggbarticularly in terms ohow easy it igo find a job that
corresponds tndividualqualifications and offers decent pay.

Figure 2.10.Eas of finding a job in the place of residenceccording to people's perceptiondy region, 2010
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Source Sociolgical Monitoring of the Institute of Sociology of NASU, own calculations.

Note The fgure shows the share of respondents who ¢fazanswer "Easy" on the question "Is it difficult to find a
job in your place of residence?"

25. Young people appear to be r@aly more optimistic than their older counterparts with
respect to the easiness of finding any job in their place of residence (Figure 2.11) but they
encounter significant difficulties in finding first significant job that would correspond to their

field of study According to theEuropean Training FoundatioRTF) study oftransitionsfrom

school to work (ETF, 2008pbout half of youngollege and university graduatkslding their

first significant jobafter leaving educatiowere overqualified forheir jobh Because so many
collegeand universitygraclatesare not finding jobs in their fieldsf gtudy, the value of tertiary
educatiorhas come into questi@sthe return on investment is not as high ahauldbe.
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Figure 2.11. Eas of finding a job in the place of residence according to people's perceptions by age group,
2010

30
25
m Any job
20
B Corresponds to qualifications,
R 15 - insufficient salary
Sufficient salary, does not
10 - correspond to qualifications
m Sufficient salary, corresponds
5 - to qualifications
0 -
Total 1524 25-29 30-39 40-49 5059 60+

Source Sociological Monitoring of the Institute of Sociology of NASU, own calculations.

Note The fgure shows the share of respondents who ¢favanswer "Easy" on the quem "Is it difficult to find a
job in your place of residence?"

26. Meanwhile, nany young peopleannotfind any job in Ukraineln 2011, on average 18.6
percentof economically active people agedi 28 years were unemployed, which is twice as
many as thoseamong the 229 years age groupAlthough the youth unemployment rate
decreased significantly in 202007 against the background ah improving situation in the
labor marketalongwith a shrinking workingage population, it increasegjainin the afternath

of the economic crisis 120082009 (Figure 212). The gap betweeannemployment ratefor
youth and for theotal population aged 15 to 70 (an indicator knowntteesyouth-to-total
unemployment rates ratio) widened from 1.95 in 2007 36 th 2011. Young people living in
urban areas are significantly more likely to be unemployed than their rural counterparts
However rural (youth) unemploymentvould bealso serious most rural household$id not use
their land as a last resort for survival
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Figure 2.12. Total and youth unemployment rate, 200Q-2
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27. The unemployment rate tends to be lower among university graduates with complete
higher education (master's or specialist's degree) but not among graduategeddities and
colleges withonly basic higher educatiofibachelor's degree). Bachelor's degree holders appear

to havea much higher unemployment rate (2Q&rcentin 2011) not only compared with
master's degree holders (@&rcen}, but alsocomparedwith lower educated individuals (e,g.

6.9 percentamong those with basic general or vocational secondary education). This can be
explained by fairly low demand in Ukraine fgoung individualsvi t h a bachhey or 6s
are not considered by local players as persons wittompletehigher educationcompared

with holders ofaspecialisb er masted degree)The lackof parttime jobs available to students

withabachel or6s degr ee

also bean explanationin addition individuals withlower levels of educatiomnd no specific
skills have lower reservation wages aleltteremployment opportunitieboth in Ukraine and

abroad

28. Nonstandard employment andgh unemploymentre not the oty problens faced by
young people in UkrainéAnother problem is idcouragementwhich isdefined according to a
broad definition, i.e.including not only workers who searched for a job and despaired of
successbut also those who did not know hawwhere to look for a job,or believed that there
was no suitable jgband those who hoped to come back to previous wiodkuding seasonal
work. Discouragemenis a fairly widespreagghenomenon among young pedpl&l.6 percent

of all inactive young personsged15-24 years who were not in education or training in 2011

comparedvith 109 percentn 2008

29. Another worrisome development the decreasing labor force participation ragethe
populationaged unded0 yearsparticularly in urban areg3able A.2 inthe Annex).Decreased
labor force participation of young men reflected in an increasm the number ofyoung
pensionersthose involved in unpaid household wopdnd those believing that there are no
suitable jobs for themThis may be attributed tthe lack of decent work opportunitiesvhich
wasreinforced during the global economic crisas, well adow work motivationand changing
genderand familyroles Similarly, young womenmay havebewmme less active in their job
search effortdbecausethey werepursuing education in colleges and universjtigst more
importantly due tohousehold work anaare responsibilities which are often encouraged by

wtheos tau cei ecsu rtr ewd rl dmayp uma uti



generous childbirth benefits and limited access to-Qigddity childcare facilitiesSuchidleness
and freeriding by young people undermisethe welfare state and rassessues of
intergenerational equity and contrsdh contrast, older people of retirement dgavebecome
more activeovertime, probablydueto decreasing pensiomsreal termsand increasqg pressure
to supportheyounger generationghildren and grandchildren)

30. Overall,more thard.5 million people of working age and wiweremost likely ableand

ready to work under favorable conditiodsl not work in 201 because of unsuccessful job
search (unemployment and discouragement) or because of engagement in household work and
dependencyTable2.1). In addition according to the official employment statistics based on the
survey of enterprises and organizations with at least 10 emplogeeayerage 189500
employees were on unpaid administrative leew@011and 90800 workers wereemployed
parttime for economic reasonghis hugdabor underutilization seriously affedtse growth and
developmenipotential of the Ukrainian economy in theontext of itsdepopulating and aging
society

Table 2.1. The labor force and itsunderutilization (in thousands of peopleaged 1570 yearg, 20062011

Engaged in Labor underutilization

household As % of

. work and [labor

Total Labor Unemployed | Discouraged | depencents Number, force +(2)

Year population force Employed (1) 2) 3) D)+(2)+(3) +(3)]
2000 | 36149.2 | 22830.8| 20175.0 2655.8 719.2 1544.9 4919.9 19.6
2001 | 36022.1 | 22426.5| 19971.5 2455.0 856.5 1481.9 4793.4 19.4
2002 | 35899.4 | 22231.9| 20091.2 2140.7 820.1 1476.1 4436.8 18.1
2003 | 35858.9 | 22171.3| 20163.3 2008.0 766.5 1450.9 4225.4 17.3
2004 | 35825.3 | 22202.4| 20295.7 1906.7 776.5 1702.9 4386.1 17.8
2005 | 35840.5 | 22280.8| 20680.0 1600.8 650.9 2006.8 4258.5 17.1
2006 | 35787.5 | 22245.4| 20730.4 1515.0 4604 2220.9 4196.3 16.8
2007 | 35634.3 | 22322.3| 20904.7 1417.6 372.7 2263.0 4053.4 16.2
2008 | 35368.5 | 22397.4| 20972.3 14251 324.3 2295.9 4045.3 16.2
2009 | 34973.3 | 22150.3| 201915 1958.8 436.0 2385.1 4779.9 19.1
2010 | 34627.1 | 22051.6| 20266.0 1785.6 364.7 24522 4602.5 18.5
2011 | 343224 | 22056.9| 20324.2 1732.7 269.8 2551.2 4553.8 18.3

Source State Statistics Service of Ukraine (based on LFS), own calculations.

Note "Discouraged"” includes workers who searched for a job and despaired of success as welvdwtbasaot
know howor whereto look for a job, believed that thevgereno suitable job, or those who hoped to come back to
previous workincluding seasonal workers.

31. The nobility of working-ageUkrainiansbetween labor market statuses is fairly low:®
percentof people who were employed in 2009 were also employed in 2010, anpde3@& of
inactive people in 2009 were also inactive in 26Muchfewerpeople remaiedin the status of

® For this analysis, we use micro data from the Labor Force Survey (LFS) with a rotating panel. In the Ukrainian
LFS, each sampled person was interviewed a maximum of six timekree consecutive months of the yeand

21



unemployment over a yeéut their share increased significanth 20092010 comparedvith
earlier yeargTable2.2). The probabiliies of transition fromemployment to unemployment and
from unemployment into employmentlso reversed thie positive trends in 20092010
suggeshg that labor market prospects fdkrainians worsened in the aftermath of the economic
crisis Inactivity is frequently used in Ukraine as an alternativeust&t unemployment during
job losses and voluntary periods out of warlore than3.5 percentof those employed in 2009
moved to inactiwly in 2010, comparedith 0.8 percentof those who moved to unemployment
and 21.5percentof those previously unemployadho moved to inactivity. During 20042006,
inactivity playedan even more important role in absorbing both previously employed and
unemployedindividuals

Table 2.2. Transitions betweerthree labor market statuses percent), 20042010

Period I:)EE I:)EU PEN PUE I:)UU PUN PNE IDNU I:)NN
20042005 92.5 1.0 6.6 45.4 25.6 29.1 12.4 1.3 86.3
20052006 94.8 0.7 45 46.9 27.6 25.5 114 1.0 87.6
20062007 95.9 0.6 35 49.5 25.5 25.1 10.1 0.8 89.2
20072008 96.5 0.5 3.0 50.1 245 25.4 7.1 0.7 92.3
20092010 95.6 0.8 35 48.1 30.4 21.5 8.5 0.8 90.8

Source Own calculations based on LFS data.

Note Period20082009 is skippedherebecause of significarchanges in the sample design in May 2@8s the
probability of transition from stasi in yeart to statis in yeart+1 multiplied by 100, whereE stands for
employmentU for unemployment, antll for inactivity. See footnoté for definitions of transition probabilities.

32. Analysis of transitionscross four states with disaggregated employment into standard
and nonstandardtypes reveals large churning betweermnstandardemployment and nen
employment stais (unemployment and inactivityWwhich is reflected bylarge flowsbetween
them (Table 2.3). More than 40 percentof the unemployed dok a job in nonstandard
employmenbr moved to inactivityver the yearwhile only slightly more than onéourth of the
previously unemployed (26.percentin 20092010 enteed a formal sectorjob in standard
employmentPreviously inactive personscluding young newcomers to the labor mankete
much more likely to end up in nestandard employmen{5.5 percent than in standard
employment(2.9 percen} or unemployment(0.8 percen}. The striking development between
20042005 and 2002010wasa significant increase in the share of 'mployedvho got stuck
in nonstandard employmeribr a year or mordgfrom 65.9 to 82.7percen); the probability of
moving b standard employmentas almost halved

then in the same months of the yest. It is therefore possible to compute yadyear flow statistics comparing

the labor market situation of the sample people in yearglt+1. Selecting one observatigrer one person (first
observation with a complete pair of yaaryear flows) and applying monthly weights for the base period, we
calculated transition probabilities in the same manner as for the panel data utilizing Markovian flow analysis
(Bellmann efal., 1995. The transition probability from labor market staituis yeart to labor market statysn year

t+1 is equal tdP;=F;/S, whereF; stands fothe number of individuals observed in statisyeart and in statugin
yeart+1, and§ is the stock of individuals in statusin the initial period. The estimates are not corrected for the
potential problems of attrition, misclassification, and rotnijaping.
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Table 2.3. Transitions between four labor market statusespgercent), 20042005 vs. 2002010

Status in year t+1
Standard Non-standard

Status in year t employment | employment | Unemployment | Inactivity

20042005
Standard employment 92.8 3.6 0.9 2.8
Non-standard employment 15.6 65.9 1.2 17.3
Unemployment 24.9 20.4 25.6 29.1
Inactivity 3.4 8.9 1.3 86.3

20092010
Standard employment 95.7 1.7 0.8 1.9
Non-standard employment 8.0 82.7 1.0 8.2
Unemployment 26.9 21.2 304 215
Inactivity 2.9 5.5 0.8 90.8

Source Own calculations based on LFS data.

Note Nonstandard employment includes informally employed wage employeesacsaunt workers, employers
and unpaid family helpers as well as wage employeesgedga at least one dhe following: parttime work,
temporary work, or multiple jobholding. See footn6tr definitions of transition probabilities.

33. The comparison of transition probabilities for various sa@mographic groups (Table
A.3 in the Annex) indicates that there are considerable differences in transition rates bteveen
two types of employment anthe two nonremployment staises acrossgender, ageand
educationgroups Yet the most striking differences are among rural and urban residere

rural population has significantly higher probabilities of moving from any other status to non
standard employment and significantly lower probabilities of mowitegystandard employment.
Similar patternsare observed forunskilled workers withbasc secondaryor a lower level of
education.

34. Therefore development of the Ukrainian labor market that seems beneétififst
glancé® with a slight rise in absolute employment numbers anelatively low unemployment
rate,particularlyin rural areamndamong unskilled workeés might actually be quite worrisome
for Ukrainian policymakersA great sharef the observedimprovement inthe labor market
indicators seems time caused btheincreasen precarious employment relationships.

35. Thislabor market suation requires a change in the jobs policy appréamivay from free

hand adjustment dhe population to the transformation shocks to concerted structural and labor
market reforms aimed at boosting job quality. Improvements in job quality will rewardngkrai
with a more solid basis for growth and development, better productivity performance in the
official economy and declining risk of social unrest. This is particularly importéort
counterbalancinthe negative impaatof aging.

36. Aging alsoputs atoll on internal mobility The gatial mobility of Ukrainians within the
country is fairly low in spite oflarge disparities in income and labor market outcomes across
regions (World Bank, 2012)n addition migrantsdo not necessarilghooseregions with betr
labor market condition€©ften theyaremotivated to move to regiongith similareconomic and
human development fmarious noreconomiaeasonsln view of high migration costs and other
barriers workers often use temporary labor migration and cormguas a substitute for
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residential migration. Evidence also shows that some Ukrainians living in bordering regions and
with strongconnectionsabroad(social capitallare more inclined to find temporary employment
abroad than within UkraineThey motivatetheir choiceexplaining that there is no sense
"trading bad for worse" in moving to some other part of Ukraine. Low and inefficient internal
labor mobility does not lead to a desired labor reallocation in the economy and therefore still
plays a limitedrole in productivity gains and improvements time living standards ofthe
population.
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3. Jobsand living standards

3.1. Jobs, povertyand subjective weltbeing: The individual perspective

37. Like in many other countries, labor activities (wage employnmenttepreneurial activity
and subsistence agriculture) are the major source of household income in Ukraine3HEiyure
The share of wages alonethe average monthly household money incamceeased fronb4.6

to 56.9 percentbetween2000and2007 andhen declined t®4.9 percentin 2011. As expected,
wages playa more significantrole in urban households than in their rural counterpauttgch
relied heavily on income fromthe sale of agricultural goodsat the beginning of the 2000s
However, income tim subsistence agriculture was crowded out by increasing public transfers
and as a consequengci lost its share andelativeimportancein rural areagfrom 24.9percent
in 2000 to 2.2 percentin 2010). Entrepreneurial income isignificantly less impeotant for
Ukrainian households than wagaad various transferdue to a low incidence of medium and
largescale businesses and low earningsealf-employedworkers But its relative importance
increasedrom 3.5 percentof average monthly household incenm2000to 5.3 percentin 2011.

Figure 3.1. Composition of arterage monthly householdnoney income (percent) in 2000, 2007, and 2011
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Source:State Statistics Service of Ukraine

38. Due to substantial increases in gtatutoryminimum wage positive retuns to economic
growthin 200:2008 and gradual wage increases in the public seeigrage monthly wages
went upsubstantially, both in real terms and relative to the statutory subsistence minimum for
the populationable to work(Figure 3.2).” Wage incrases, combined with increases in social
transfers and growing remittances from migrant workers, had a positive effect on household
income and expenditures and contributed to a significant reduction in absolute paverty
income inequality (World Bank, 260and 2007b; UNDP, 2010)

" The statutory subsistence minimum for the population able to work is equal to titlelyTrainimum wage since
November 2009.
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Figure 3.2. Indicators of monthly wages200:2011

450
400
350
300

250

200 /Mﬁgg\/v \/
150 - A A _.f/\'/
100 W — __

50 P P

0 -
R R EEE R
3 || |22 | |< 0 D 3

B
D LD
O '!: » M
=2

N
Jo—]
2
=
Eavamm
Jart—
Jut—
Eavamm
Jar—]|

Nov—
ADr—
-4 —
Sep-
Foabh—
—C1—
Do
2CC—
\V/E=\ Vi
Foh—
—C1io0—
Oct—
NMar—
m1oi
R
o —|
Nov—
NOV—]

2006 2011

2001 | 2002 | 2003 2004| 2005 2007| 2008 2009| 2010

- Average wage to subsistence minimum ('
== Minimum wage to subsistence minimum (%
- Real wage index (Jan 2001=1(

Source:State Statistics Service of Ukraine, Laws on the State Budget of Ukraine, own calculations.

39. Yet average wageaccording to theofficial statisticsof the State Statistis Service of
Ukraine are very low in absolute terms (UAH 3,054 or USD 38Xat5December 2011)and
there is no reliable information about average watlpes takes into account theexisting
measurement problerfisUkraine lags behind not only developedunties but also most
transition economies in theurope and Central Asiggionin terms ofgrossaveragemonthly
wages (Figure 3.3). Existing wage differentials and demand for Ukrainian workers abroad,
particularly in the aging Europa countries and Rsig encourage thousands of Ukrainians to
look for better employmentand incomeopportunitiesabroad Although international labor
migration is likely to have positive development effects through remittances, returationg
and Diaspora involvement, aent studies show that these effects have not been fully utiized
Ukraineso far (Malynovska, 2011; Kupets, 2011a and 2012

8 Average gross monthly wages are calculated in Ukraine as the total monthly wage bill divided by the average listed
number of all employees including both ftilne and partime workers. The information is presetti®r employees

working in enterprises and organizations with at least ten employees and therefore it does not cover employees
working in micreenterprises or for entrepreneynigysical persons. i@en that many Ukrainian employers under
declare their wagéill for tax and social security purposes, despite being formal in other senses, and pay some
proportion of wages cash-hand (secalled envelope wages); some others avoid regular payroll taxes through
contracting of individual entrepreneurs within thenglified tax system; and many others evade taxes by not
declaring jobs and income, the wage data based on official statistics should be interpreted with caution.
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Figure 3.3. Gross arerage monthly wagein Ukraine and selected countries, 2010
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40. Examining the determinants of differences in average monthly wages adjusted for
purchasing power parity between transition economies in-2008 Kupets (201b) finds that

low wages in Ukraine may be explained not only by lower average labor produatidityigher

share of agriculture in GDP (used as a proxy for technological development), but also by limited
labor freedom and slowrogress in marketriented reformgmeasured by the EBRD transition
index)? The author concludghat in order to producsustainable wage increasgghe levels of

more advanced transition economies without losshefcountry's competitivenesdJkraine

should accelerate its pace of structural and institutional reforms, including reforming the rigid
employment protection t¢gslation inherited from the Soviet Union. Another important issue for
Ukraineds competitiveness is to promote grea
combination of institutional reforms and the rationalization of employment, so that thecsetto
offer competitive wages without further increases in the wage bill and crowding out necessary
spending on equipment and new capital investment (Raiser, 2007).

41. Furthermore, there are still many workers who earn less than the minimum wage per
month. Of 7.5 million officially registeredworkers who worked fultime in December2011,
117500 (or 1.6 percentof full-time employegshada gross monthly wage at about thatutory
subsistence minimum fdhe populationable to work(UAH 1,004). In many sectisd suchas
fishing, agriculture, manufacturing of textiles and wood products, construction, education, health
care, cultureand sport8 this proportionwasevenlarger.In line with the ILO definition othe
working poor as people whose earnings leave theable to afford to lift themselves and their
families above the poverty threshdld O, 2005, p. 26, theseworkerscould be classified as
working poorif they do nothave other incomencluding envelope wagesocial assistancer
incomefrom other haisehold member® Only 11 percentof employees who worked at least 50

° Distortion of wage data by underreporting and other statistical problems were also memgione@uthor but not
taken into account in the regression analysis.

°The ILO concept of working poverty includes the whole family and not only working individuals (ILO, 2005).
The comparable estimates of working poverty taking into account the houséticltdre and standard poverty
threshold (US$1.25 or US$2 a day) are not available for Ukraine (see:
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percentof working time in December 2Qlearned more than UAH,@0 per month (before
income tax and social security deductions).

42. Overall earnings ar@ot distributed equallyn Ukraine with large differentials between
and within regions, sectorsstate and private companiespmen and men, young and old
individuals, and unskilled and highly skilled worker&or examplethe average gross wage in
Kyiv City is severaltimes larger thanni Ternopil oblast (UAH @12 vs. UAH 1871in 2011);
men earn on averagé.2 percentmore than women (UARBO35vs. UAH 2272in 2011); the
declared average wagjef staff employeesn stateenterprisesand open joint stockompanies
aremore than twice asiige as the average wagef those employed ismall private enterprises
(UAH 3329 UAH 3342 and UAH B12respectively in 201); and employeesn air transport
earn significantly more thdishermen(UAH 8742vs. UAH 1369in 2011).

43. Multivariate analysis othe determinants of individuagarningsbased ormicro data from
the Ukrainian Longitudinal Monitoring Surveghows thateducation significantly affects
individual earnings buteturns to education are on average relativelyitoWkraing at around 6
percentper year of adjusted educati@@oupé and Vakhitova, 2011yleanwhile,women have
significantly higher returnger year of education than men (7.4 vs. pdycentin 2007). The
other important determinants of wagesUKkraine are age (or experience, #h the expected
concave relationshipplace of residence, sector of employment, size of flamgérfirms pay
higherwage$, andownership type (foreigowned firms pay the highest wages ceteris paribus,
followed by private firms, while the state sechas the lowest wage¢Coupé and Vakhitova,
2011; Gorodnichenko and Sabirianova Pe005). Lehmann et al. (2005jind no wage
premium for being a trade union member auarginally significant and positive premium for
working in the informal sectpibased on the latter findinghe authorsconcluce that workers

mi g ht be Apulledo into good oppAredent mpirical e s
study by Constant et al. (2011) revetdlat ethnicity, manifested via language, also signifigantl
affects individual earnings in UkrainRussiarspeakingworkersenjoy a wage premium in the
local labor marketlthough the official language in Ukraine is Ukrainian.

44. Specific adjustment mechanisnfrequently used by Ukrainian employesiich aswvage
arrears and "envelope wage$ accentuate theroblem of fairly low wages and uneven
differentiation As of Januaryl, 2012 the amount of wage arreanss more thanUAH 977
million, or 3 percentof the total wage bill inDecember 2011with the bulk(44.6 percen)
accumulatedn economically active enterprises and organizatidhsreareno official statistics
about the magnitude mthe incidence ofunderdeclaredincome (i.e. envelope wages)but
according to the public opinion poll performed by the Razam&entre Sociological Service in
April 2010, 29.8 percentof respondents reported that the practice of wage payrient
envelope’s was widespread in their region of residence, another 3@&&entconsidered it as
ratherwidespread, and only 14 @ercentreportedthat there wer@nly infrequentcases, or this
was not the case at all. Polled experts apguktar be even less optimistic: 44p&rcentof them
reported that the practice t#nvelope wagéswas verywidespread in their region. Furthermore,
a siqqificant share of respondents (g&rcentamong surveyed individuals and 434ércent
among experts) did not believe that Ukrainians would exchange Wiagesvelope's for wider
social guarantees (UCEPS, 2010).

http://kilm.ilo.org/KILMnet/view.asp?t=Table 18b Working poverty (nhational estimates, by sex and age
group)&I=K18b&C=*&Y=*&S=|1|&P3=|0||1||2]). Estimatgsesented in the ILO country report (ILO, 2011, Table
3) refer to poverty in general rather than to working poverty.
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45. Employment is an important source of houddhncome, but it is not always likely to lift
people out of poverty because of underemployment wages and unstable earnings sélf
employedworkers, particularly of those engaged in subsistence agriculistienates for 2008
showthateveryfourth household with children in which all adults were employed was classified
as poor according to the national methodolagth relative criteria(UNDP, 2010, p. 13).
Although the highest poverty rates and risks of poveaye been observeainong households
headed by the unemploye@World Bank, 2007 UNDP, 2010, about 44percentof poor
Ukrainianslived in household$ieaded bymployesin 2008(Table3.1). Households headed by
employerswerein arelatively better situation but stéllmostevery fifth houshold headed by an
employerwaspoor (UNDP, 2010, p. 14).

Table 3.1. Composition of the poor bythe economic status othe household head, 2008

Economic status Shareof Share of poor Share of poor

of the household head householdg%) | households(%) | population (%)
Employee 47.0 22.3 43.8
Employer 1.0 11.3 0.4
Unemployed 6.9 43.7 12.9
Pensioner 37.1 30.4 32.7

Source:UNDP (2010),Table 2.3.

46. The share of poor households defined according todtienal methodology with absolute
poverty criteria (avera@ per capitaequivalentincome at the level ofhe statutory subsistence
minimum) appears to be significantly larger among the households with at least one working
member than among households with no working members (F3gdirelhis suggests thdhe
labor income of one working household member is not sufficient tthefhousehold members
out of poverty, and the more household members work the betterdles®f their age Along
theselines, the reduced risk of income poverty in households vatharger share o€lderly
(women agedver 55 yearsand men agedver 60 year3, found by Briick et al. (2010and
attribued by the authorgo strong pension increasesay alsobe explained byhe contribution

of working pensioners to household income thtotheir labor income. According to the State
Statistics Service of Ukraine (SSSU, 2@12f 10.6 million individuals receivingn oldage
pensionat the end of 2011, 1.4 million (onore thanl3 percen} were employed in enterprises
or organizations withat least 10 employee€omparison of these figures with earlier years (e.qg.
2005) shows an increase in both numbers and shares of working pensioners.
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Figure 3.4. The share of households with average per capitquivalentincome lower than subsistence
minimum depending on the number of working members, 20
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Source:State Statistics Service of Ukraine (Yearbook based on Household budget survey data)
Note * Average sbsistence minimum in 2Qlwas UAH914.08.

47. As regardsthe subjective wellbeing of Ukranian workers, gb satisfaction increas
comparedwith the beginning of 2000u1 it is still low (Table 3.2). Job satisfaction is higher
among betteoff individuals with higher or incomplete higher education. Unexpectedly,
residents of poorer Western oflis appear to be more satisfied with their jobs compartd

their counterparts living in more prosperous parts of Ukraine. This regional difference in
subjective assessments is attributed not so much to the differences in the type of jobs as to the
differences in the socipsychological climate in those regions aheé general satisfaction of
people with their life and situation in the coun{tyCEPS, 201Q)Younger people (189) are

much less satisfied with their jobs than people of retirement age.

Table 3.2. Job satisfaction in Ukraine 2000 vs. 2003 vs. 2010

Category Score
UKRAINE February 2000 5.18
November 2003 5.53
April 2010 5.65
REGIONS (2010) West 6
Cener 5.59
South 5.19
East 5.8
AGE (2010) 1829 5.62
30-39 5.62
40-49 5.72
50-59 5.65
60+ 6
EDUCATION (2010) Secondary and secondary vocational 5.44
Higher and incomplete higher 6.02
FINANCIAL STATUS (2010) | Hardly make ends meet 5.09
Enough for buying food 5.63
Enough for life but the purchase of durables is difficult 5.5
Better off but not able to make some purchases 7.05
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SOCIAL CLASS (2010) Middle 5.9

Lower 5.08
Source Public opinion poll performed by the Razumkov Centre Sociological Service in April 2EBRS, 2010).
Note Mean score based aril0-point scalérom 1 (dissatisfied) to 10 (satisfied)f all respondentsver18 years
old, 50.4 percenthad a job at the time dfieinterview.

48. According to theEBRD-World BankLife in Transition Surveyn 201Q Ukraine is among
ten countriesat the bottom ofthe distribution in terms of the share of employees satisfied with
their job (Figure3.5). Only 45.3percentof the employed respondents wesadisfied with their
job as a whole. Furthermore, less thanp&dcentof Ukrainians whowere generally satisfied
with their jobsweresatisfied with their financial situatio®By comparison, in Sweden the share
of workerssatisfied with theijob andfinancial situationwasabout 79ercent

Figure 3.5. Job satisfaction in Ukraine and selected countries, 2010

90
80
70
60
o 50
(=)

40
30
20
10

0 c>,a)¥ccﬂsc5¢55cuc5 T g0 > NS g S sBwoS B g>88a

s o 8gcecs8c8csRc=2002x0ec8cecs8s5S8ScETE

8§%Dm*;,cuO%ggagﬂmggfuaggccsﬁcug'a?,’n;Ocmsw

LT > e o =3 = S
SSrf =580 -%385 £59P 885 2EScx55na558E
=
"o RSO N s $7P S8 8-gs =TT«
D v [3) < o o X
g « =
O L

Source EBRD-World Bank Life in Transition Survey in 2010, own calculations.

Note The poportion of employed respondents with definite answers who answered "Agree" and "Strongly agree"
on the question "All things considered, | am satisfied with my job as a whole

49. Fewer Ukrainiansare satisfied with their jobs not only because of low wages pebige
also becausthey perceiwe the wages are unjust given their skills and efforts. According to the
International Social Survey Prograemployed Ukrainians more often thavorkers from many
other countriesevaluatel the level of return for their work as very unjutigure 3.6).0f
surveyed Ukranians, 47 percentconsideed their paymuch less than jusgomparedwith 9
percentin the United Kingdomand 11percentin WestGermany.Only 14 percet of Ukrainian
workers perceived their paysgust for their skills and effortsEmployees who perceive
unfairness in the workplace may experience feelings of eeyg@reciatiorandlack of respect
and recognition that malead to laver levels of employee engagement and higher levels of
negative behaviorgnd thereforédower production and performance levels.
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Figure 3.6. Perception ofvorkers about just pay for their job, 2009
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Source International Social Survey Program (ISSP), Miedon Inequalities2009 fttp://www.issp.org), own
calculations.

Note The questi on i slsyouw papnjust?adMe are notaasking abdutlhowwnsich yau would like to
ear® but what you feel is justgiveno ur s ki | | spereentdempléyédd.r t 6 (i n

50. Comparative analysis of thmain reasons for putting effort {0 work in 26 European
countries, including Ukraine and Russia, based on thefaatathe European Social Survey in
2010 revealsignificantdifferences between Ukraine and developed countries (Ta®)leTBe
mostpopular reasafor putting effort into work mentioned hyalf the respondents in Ukraine
is to keep their jolor to geta higher wage or promotigrwhereas the bulk of respondemnts i
developed countries do it to tsatisfied with whatthey accomplish.Many Europeans from
betteroff countries, both in terms of economic indicators and social cohesion, are also interested
in the usefulness of their work for other people or at leashierésting work taskd he survey
shows thaR.5 perceniof working Ukrainians do not panyeffort into theirwork at all, whereas
thisis not an issue for European societiise distribution of motives for wolikg harderamong
the employed in Ukrainesian indicationof the survival life course (just to keegob and geta
higher wage) and limited orientatiaf workerstoward more human andocial development (to
be satisfied with doing the best, to haae interesting job and to douseful work for aher
peoplelthat could carry an additional value for the society
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Table 3.3.Main r easons for putting efforts ino work in Europe and Ukraine (percentageof respondents,
2010

Be satisfied| Keep My work is Get a higher| My work | Itis everyone's | | do not put
Country with what | my useful for wage or tasks are | duty to always | effortinto
accomplish| job other people | promotion | interesting| do their best my work
Sweden 56.9 4.4 16.1 2.8 14 54
Denmark 51.4 54 15 15 16.8 8.8 0.6
Spain 49.5 23.6 10.1 3 2.8 10.8
Finland 48.4 4.9 16.9 4.3 111 14.4
Ei”r:;ed%m 47.7 17 11.3 5.9 7.1 10 0.1
Slovenia 43.5 19.7 8.3 6.6 6.8 14 0.6
Germany 40.2 23.1 9.7 5 10.7 9.6 0.4
Switzerland 38.8 10.4 14.4 3.2 26.2 6.2
Ireland 37.8 30.3 13.1 4.8 6.2 6.9 0.3
Norway 371 5.9 18.2 34 26.8 7.8
Belgium 31.7 17.2 16.7 3.9 18.5 11.6
Portugal 30.2 41.7 10.3 3.4 3.7 8.6 0.2
France 29.9 15.7 15.2 2.6 27.1 9.2
Netherlands 29.8 8.7 20.2 4.1 25.3 10.1
Hungary 27.9 32.9 9.9 9.9 4.7 13.8 0.5
Poland 27 24.7 12.1 12.5 5.6 17.8
Bulgaria 18.2 36.7 8.8 17.8 7.4 10.3 0.5
Croatia 17.7 40.2 9.7 13 4.8 13.6 0.2
Israel 17.6 36.1 11.1 13.9 9.5 8.5 0.9
Eé‘jz'rzrt‘ion 16.9 16.3 13.9 31.4 11.9 7 1.1
Slovakia 16.8 38.5 13 12.7 55 12.6
Ukraine 16.4 29.1 11 22.3 4.9 12.4 2.5
Cyprus 16.1 33.7 10.6 11.8 3.8 23.6 0.3
Estonia 154 16 17.7 20.1 12.7 15.1 15
Greece 14.2 45.6 13.3 4.1 5.8 16.2 04
SZ‘;‘[’JE”C 13.7 43.6 8 16.8 9.4 6.6 1.2

Source European Social Survey (ESS, 2010), amalculations.

Note Distribution on the ran reasons people personally put effort into their waslapercentagef those who
havea paid job

51. In additionto the pay leveland stability of work the other most important characteristics

of jobs for Ukrainians are eworkers, working hours, visibl results, and promotion
opportunities. There are noticeable changes in the workers' attitudes between 2000 and 2010
toward more importance of promotion opportunities and leisure time (convenient working hours,
long leave and notvery intensive work) antess importance of the content of wdilkable 3.4).

Young people report more frequently than their older counterparts about individual job
characteristics such as promotion opportunities, interesting, prestigiodsresponsible work

33



where they can showitiative. Relatively fewer young people care about social characteristics
of jobs like "pleasant peoplé'socially useful work' and "work with peoplé&

Table 3.4. Important characteristics of jobs for Ukrainians (percentageof respondents) I ndividual
perspective

Individuals (18+) Individuals, by age group(Apr 2010)
Marc
Feb h Nov | Apr
2000 | 2003 | 2003 | 2010 | 1829 | 30-39 | 4049 | 5059 | 60+

Good pay 895 | 830 | 821 | 80.3 | 828 | 834 | 821 | 80.7 | 749
Guaranteed work 46.3 | 35.1 | 38.8 | 405 | 36.8 | 415 | 43.3 | 451 | 38.6
Pleasant people 23.2 191 | 188 | 180 | 145 | 16.3 | 18.7 | 17.1 | 21.8
Convenient working hours 12.3 13.0 | 140 | 179 | 165 | 20.7 | 18.2 | 17.8 | 17.2

Work where you see concrete | 155 | 1345 | 176 | 146 | 13.8 | 160 | 153 | 175 | 125

results

Opportunity to make a career 9.6 9.8 10.4 | 143 277 | 158 | 119 | 10.2 6.1
Interesting work 300 | 225 | 19.7 | 134 | 161 | 155 | 132 | 120 | 109
Wor k meeting o| 140 | 151 | 108 | 118 | 116 | 13.2 | 104 | 11.3 | 12.2
Prestigious work 10.2 9.0 9.2 105 | 16.1 7.4 10.1 8.0 9.4
I&Z;S Le;“’e' sufficientquantity 0 55 | 64 | 68 | 94 | 76 | 83 | 114 | 120 | 8.9
Not very intensive work 4.7 6.3 6.4 9.4 6.9 8.3 6.0 116 | 133
Opportunity to show initiative 4.8 3.2 4.5 8.5 11.4 7.7 10.1 6.9 6.5
Socially useful work 3.4 3.6 3.5 4.2 2.7 4.6 3.6 55 5.0
Work with people 9.1 6.5 6.9 4.2 3.1 4.3 6.8 4.0 3.5
Responsible work 3.3 2.9 2.8 2.6 4.5 0.6 2.6 2.9 2.6

Source Public opinion poll performed by the Razumkov Centre Sociological Service in April RTIBRS, 2010)

Note Answersto the question"Which of the followirg is important in work for you personallyRespondents were
asked to mark no more than three acceptable options.

52. The najority of the respondents in Ukraine consider the state (government) responsible for
providing job opportunities for peopl€Table 3.5) Surprisingly, hese attitudes are strong not
only amongolder workers who grew up and worked in the centrally planned ecomdrase
employment was defined as a stgteranteed social rightut also among youth boatthe end

of the Soviet era or duminUkraine's transition to a market econordkrainians stilldo not feel
personal responsibility for their lives and employment, and do not perceive employers or trade
unions as responsible parties for emphepnt
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Table 3.5. People's perception about the ain responsible party for employment percentageof respondents)

Total Individuals, by agegroup (2010)
January 2005 April 2010 April 2010
(experts) (experts) (individuals) | 1829 | 30-39 | 4049 | 5059 | 60 +
The state 82.7 84.0 87.2 88.2 | 84.0 | 839 | 89.1 | 89.7
People themselves 8.7 5.7 3.9 3.6 7.1 6.5 2.2 1.1
Employers 1.0 1.9 24 1.8 3.7 2.1 1.8 24
Trade unions 1.0 0.9 14 0.7 2.0 1.6 2.2 1.3
Other 3.8 3.8 15 1.3 11 2.3 1.8 0.9
Difficult to say 2.8 3.8 3.6 4.4 2.1 3.6 2.9 4.6

Source:Public opinion pdiperformed by the Razumkov Centre Sociological Service in April 2010 (UCEPS, 2010).

Note: Answersto the question"Who do you think should bear the main responsibility for employment?"

3.2. Jobs and living standardsDevelopment perspective and aging

53. Jabs provide earnings opportunities to lift households out of poverty, raise their living
standardsand improvetheir subjective wellbeing, but they can also carry an additional value
for society through positive externalities suchiepact onthe earning of others,poverty
reduction, gender eality, youth participation, human development, etc.

54. Earnings of others Any remunerative work, particularly imé formal sectorcreatesa

base forthe creation of jobs irthe sectors producing consumption goodsl an the services
sector through multiplier effects. Even if a person works in the informal sector, multiplier effects
have an effectbecause "at least twthirds of the income earned in the shadow economy is
immediately spent in the official economy, shiiaving a positive effect on the official economy”
(Schneider and Enste, 2000, p.78

55. But existing barriers to entry, operatjoand exit of firms limited competition weak
incentives for technology adoption and innovatiand low diversification and prduct
sophistication discourage potential investimsm staring new ventures in UkraineThese
factors alsdimit the reallocation of resources from sectors and firms with outdated technology
which are heavily supported by the stdte new sectors anfirms (World Bank, 2010). Such
market distortions hinddghe generation of welpaid jobsthatwould carry a sizeable value for
society with respect to the earnings of others.

56. The scarcity ofgood jobs is especially pronounced faider people The anecdoal
evidence and focus group discussi@nasented beloyoint out that individual®ver 40 years

old start experiencing substantial difficulties when looking for a nevb@mause of existing age
discrimination and limited access to standard employnmfena result, the major motivaticior

older cohortsof workersis to keep their current job at whatever cost, ratt@nto invest in
human capital angersonaldevelopmentwith subsequent movement to more productive .jobs
Thesebehavioral patternslearly restrain productivity growtland effectivelabor reallocation
between the sectark addition they provide less room for prospering and moving up the career
ladder.

57. The aging andshrinking labor force will ultimately lead t@ scarcity of skilled workers
and, consequentlyteversalof the current trendEmployers will be bound to changéeir

preferencesboutthe desirable working age of employees wiiltl be more willing to hire older
personnel with outdated skills or young workers without specific wagderience. This will call
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for special policies to equip people with the necessary skillst@mhcourage investment in
lifelong learning.

58. One of the most important barriers in changing jobhédow mobility of workers, both
occupationaland spatial.The probability of moving to a new location igour times as high
among young workers (134 years old) comparedith all other age group&upets 2012).
Low mobility of older workersreate additional challenges for employers and social servites
theaging societyasplacementn new jobsin the futuremay fail unless relocation programs and
moving incentives are explicitly providddr the workersn older age cohorts

59. Female employment gender equality and household decisionsWho gets the earnings

in the household andow they are subsequently spent can matter for the living standards of both

the current and the next generation as well. As the WDR on Gender Equity and Development
shows, jobsdoi nf |l uence womends bar gaiandin gocigyocande r Wi |
decrease women's risk of domestic viole(W®rld Bank 2011).

60. Female employmenin Ukraineis traditionally high 63.5 percentof women aged 154

years (working age according to Ukrainian legislation) were employed in 2011, comptred

69.3 percentamong workingage men (159 years)Similar figures fora wider age group (15

70 years) are 54 derceniof womenand 64.4ercentof men Theemployment rate of Ukrainian
working-age women is higher than tliropean Unioraverage (58.fpercentof women aged

1564 years), whereas the gender gapai$ asnarrow(5.8 percentage pomin Ukraine vs. 11.6
percentage points in tieuropean Union At the same time, Ukrainian women experience lower
unemployment than men (7.8 vs. 92rcentamong working age labor force in 2011).
Nevertheless, there are pronounced gender inequalities in terms of working hours, access to top
positions and better paid jobs, quality of life after retirement, etc., reinforced by strong gender
stereotypes’

61. Ukrainian society hasa more traditional perception of gender rolesmparedwith
European societi¢$ and therefore more traditional attitudesvénd female employmenand

w0 me raccass to jobsFor example, significantly more Ukrainignsegardlessof their
employment status;onsider that a woman should be prepared to cut down on paid work for the
sake of familyand that men should have more rightafob than women when jobs are scarce
(Figure 3.7) However,employed persons demonstrate less sugpornegual rights of women

and men in their access to joas opposed tanemployed or inactive persortdence, higher
employmentmay beassociated with momgender equality, and vice versa

' See more on gender inequalities in the Ukrainian labor market and the role of the Public Employment Service in
gender mainstreaming in igets (2010).

2 Here and in Figures 5.3 and 5.4, Europe includes all countries that participated in the European Social Survey in
2008 except for Russia and Ukraine: Belgium, Bulgaria, Switzerland, Cyprus, Czech Republic, Germany, Denmark,
Estonia, Spain, iRland, France, United Kingdom, Greece, Croatia, Hungary, Israel, Latvia, Netherlands, Norway,
Poland, Portugal, Romania, Sweden, Slovenia, Slovakia, and Turkey.
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Figure 3.7.Attitudes toward gender inequality by labor market statusin Europe and Ukraine, 2008
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62. Employmentof female household members in addition to standard male employment
usuallyleads tohigher household incomds a resultsuchhousehold are able tependmore
money on clothes, durables entertainmentand culture restaurants and hotelgnd most
importantly education(Figure 3.8). For example, households with two working members spent
on educationin a typical month in 2011 on average twice as much as households with one
working memberin total (UAH 79 vs. UAH 38.2)and 65percentmore per one household
member (UAH30.7 vs. UAH 18.6). However, this simple analysis based on aggregated data
does not take into account various household characteristics and should bedevtieped
using househoklkvel data angropensity score matching.
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Figure 3.8. Differences inper capita household money expenditures depending on the number of working
members in the household, 201
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Source:State Statistics Service of Ukraine (based on HBS), own calculations.

Note The fgure showsthe percentage change the average monthlyer capitahousehold
moneyexpenditures on various items between households wittotwwore working members

(the second one is most likely a woman) and households with one working n{emksdikely,

a man) Per capita expenditures are calculated as average monthly household expenditures
divided by the averagequivalentsize ofthe household (25 persons for households with one
working member, &7 persons for households with two working merd) and 3.2 persons for
households with threer more working members).

63. There are significant differences between women in terms of tawing family and
children, work effort and income. @reerorientedand highly educatevomen tend to have
lower fetility rates because of role incompatibility, greater opportunity costs, and preference for
career over children (PereHarris, 2006and 2008. Family-oriented women tentb have more
children and/or tstay on parental leave longer in view of the thett available jobfn Ukraine

are oftenincompatible withchildrearing analo not offer flexible working hours

64. As numerous poverty studies in Ukraine show (see, among others, UNDP, 2010; World
Bank, 2007b)households witltwo or more childrerhave a sigificantly higherrisk of poverty,
particularly in rural areasAccording to UNICEF (2010, p/2-73), the poverty rate in families

with threeor more children was 64.percentin 2007, comparewvith 27.3 percentfor families

with one child and 40.@ercentfor families with two children. Although employment of both
parents doemot always ensure adequate wieding for their children anthefamily as a whole,

the presence of a nemorking person of working age in a family wittvo children increasethe
monetarypovertyrateby more tharllO percerdge points

65. Furthermore, nommployment of one of the parents increases the depriviadéised
poverty rateby 9.4 percentage points in families with one child and by 11.9 percentageipoints
families with two chidren (UNICEF, 2010, p. 101) Families with children face such
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deprivations asack of accessibilityto medical services (all families with children regardlets

place of residence) and social infrastructure facilities (particularly in rural areashtyrtakbuy

chil drenos clothes and foot wear , Il naccessib
(particularly in rural aregsand housingondition deprivations.

66. Whenwomenwith children enter the labor force, they often face a wage penalthdor
motherhood. According to estimations based on the ULMS (@&itasarenko, 2007), Ukrainian
womenwith only one child are found to eaéb percentless than females without children, and
females with two or more childrexarn approximately 13 percentess

67. Increasing costs gbostsecondary and tertiargducationand low education motivation
exacerbate the problem and further impdde social andlabor marketmobility of children
coming from poor households With a poor educational backgroundnd no necesry
connectionsthey usually have a slim chanad finding a high-quality jobin the primary labor
marketand aremore likely to end up with only lowkilled and lowpaid jobs.This leads to a
conservation of poverty anfiirther segmentation of the labanarket, with inherent income
inequality social exclusionand deterioration of thetock ofhuman capital.

68. Therefore, Ukraine faces a trad# between better educated but less numenbuisiren
coming from households with working females adss eduated but larger number of children
coming from households with namorking females and many childrdn other words, there is a
tradeoff betweenthe quality and quantity of the future workfordit both dimensions are of
particular importance in the agjrsociety

69. Poverty reduction. By benefitting other categories of population through redistribution of
tax payments and social security contributions, formal sector jobs are likely to reduce poverty
the country However, as our analysis showlecenttmployment in the formal sectan Ukraine
demonstratess downward trend over thpast yearsdespite strong economic growth in 2001
2008 (secalled jobless growth)Moreover, even formally employgukeopleare often forced to
accept only minimm wage contractswith the rest oftheir wages paid unofficially (in
envelopes)

70. One of the most important consequences of ikigative trends a decrease of effective
contributions to thePension Fund and social insuranicaends which resuls in significant
worsening 6 the financial position of these funds and stsapublic finances Pension
expenditures expressed as a share of GDP increased from aropedc@r@in 2003 to about 18
percentin 2009, one of the highest in the worlet many pensioners receiadow pension in
nominal term8 the average pension benefit was UARR3.3at the beginning of 204 Of 13.8
million Pension Fundeneficiariesmore thanl.8 million people (or 3.1 percent receiveda
pension at the subsistence minimum |deelthe nonworking populationor less(SSSU, 2012a
and there is a lack of differentiation in pension benefits among the majority of pensioners.

71. Ukraine's aging populatiorwith an inherentincrease inthe old-age dependency ratio,
alongwith its low retirement age, earkgtirement provisionextensive special pension regimes
and compliance problems on the revenue side thredieshortterm fiscal viability and long

term sustainability of théensionFund. It is estimated that by 2020 there will be almost one
pensioneffor each contributor in the system, and the ratio will worsen sharply after that (World
Bank, 2010)This significantlyincreases the risk of poverty among the elderly, especially in the
next generation.
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72. Declining employment in the formal sector is somewdmampensated by the growth of the
informal sectorActing as a buffer,nformal employmendlid help lift manyindividuals and their
household®ut of extremepoverty,but thisis only a shorterm solution. Since those employed

in the informal sector areery reluctanto make voluntarycontributions to the sociahsurance
funds andhe PensionFund, whereas the savings rate in Ukraine is very low, they are very likely
to encounter severe poverty outcomes in the case of job loss and particularly whegptioagh
pension age.

73. There are several options for keeping the pension scheme b&@anced r ease wor k:
pension contributionsdecrease the replacement ratacrease the share of government
contributions (throughan increase in tax contributionsiot @nsidered he)e and raise the

pension ageAccording to Lisenkova (2011n increase ithe female pension age by 5 years to

match that of males (60 yearap suggested by the recent pension referauld not beenough

to sustain the balance of tipay-asyou-go pension scheme without significant changeshe

other parameters.hife ef fecti ve rate of workersod pensi
increased from 2Percentn 2007to 39 percentoy 20,2 or the replacement rate would have to
decrease fnim 35 to20 percentin the same periodlhe latter change would definitely increase

the risk of poverty among the elderlyhereas the former would increase the burden on the
employed younger cohort$o lessen this burden dhe population working in thedrmal sectar

it will be vital to broaden the contribution base througksbdadowing the economyegalizing

all labor income and introdutg incentives for young workers to participdte the pension
system.The real challenge for policymakers is to ma&se publictrust andrenegotiate the
"intergenerational contrdcthatwould reflect an adjustment to the realities of an aging society in

terms of resource distribution and thinking

¥“The effective workersd contribution r pensiondomrib®&iéns 7 i s c.
taken from the balance of the pagyorg 0 pensi on scheme, and employeesdé com
Accounting Matrix (Lisenkova, 2011). The standard contribution rate to the Pension Fund is 35.2 percent of gross
wages sice 2007 33.2 percent from the employer's side and 2 percent from the employee's side.
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4. Jobsand productivity

4.1. Trajectories of labor and total factor productivity **

74. As has been discussed above, the pressure on the labor force in Ukraine is bound to
increase in the near future becausetlodé gradual aging of thepopulation Under such
unfavorabledemographidrends boosting the productivity of availables@urcesand achieving

high degrees of efficiency in the labor markétl be key to counterbalancing the impact of
aging This sectionfocuses on the analysis pfoductivity patternsn recent yearsind possible
sources foincreasing productivity.

75. The labor productivitymeasured hers the sizewei ght ed average sof the
real output divided by its fulime equivalent of employmenitt demonstrated an upward trend

in all sectors over the peridcbm 2001 to 2009 (Figure 4.1The ®rvicessectof” has been the

clear leadein terms of productivityProduction of electricity, wateland gaqutilities) appears

to be another leader in productivity. However, the stories behind the reasons for such high
productivity in the leading sectors areitqudifferent. The services sector was to a large extent
influenced bythe opening of the markets to foreign services and, as a result, by an influx of
foreign capital,with foreign companie®pening new banks, insurance companiegels and
shopping mds. By contrast the utilities sector has served mostly local markets, has been
subjected to natural monopoljemdhasenjoyed substantial monopoly renég.the same time,

all other sectors demonstrdtenore modestlevels of productivity,although with positive
dynamics.

4 The analysis in this section is based on fievel data for 2002009 from several statistical forms annually
submitted to the State Statistics Service by all coriakfirms in the country. Public organizations financed from

the budget (such as most schools, hospitals, public administration, etc.), as well as commercial banks are not
included in the sample. Originally, there were more than 400,000 firms per yreever, firms that failed to report
positive |l evels of empl oyment or out put (and, therefo
productivity description. Hence, the number of firms varied between 200,000 and 250,000 per year. The data are
restricted and not available for public use.

15 The sectors are defined based on the NACE classification. The services sector includes wholesale and retail trade,
repair of motor vehicles, motorcycles and personal and household goods, hotels and resfmaanisl
intermediation, real estate, renting and business activities, private health care, private education and other services.
Utilities include electricity, gas and water supply. The names of other sectors coincide with those in the NACE
classificaion.
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Figure 4.1 Labor productivity by sector, 2002009
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Source:Own calculations based on firlavel data.

Note Labor productivityis measured as sizageighted real output in thousands of 2001 UAH (PPI deflated) per full
time equivalent employment

76. There are significantifierences between sectors not oniy terms oflabor productivity

but also in terms ofnnual employment changes (Figure 44)hough employment inutilities

has been mostly stable over tieservedperiod, employmenin the services sector hdsadthe
highest rates of growth followed by a decline only after the crisis beédanufacturing and
mining hadan overall positive trend in productivity, with the exception of the year immediately
following the crisis of 2008At the same timeit has been suffed decline in employmenin
most years especially in 2009Construction experiencethe largest employmerdecline in
20082009 with 30 percent of jobs destroyed in 2009Given that construction and
manufacturing combied provide jobs to approximately 4fercentof the total registered
workforce in the countrywithout public organizations financed from the budget and commercial
banks) the decline inemployment in these two sectors may h&eael a substantial negative
impactontheliving standards othe populationliving in industrial regions

77. There were terminal changes in agricultural employmearitich demonstrated large
negative growth rates over the entire period. Only constantly growing prices for agricultural
production and an increase in global food demand could ensure an upward trend in productivity.
However prolonged employment outflow from the sector may jeopardize both the future of the
sectod sustainabilityand the availability of highly-skilled agricultual workers especially for

new firms.
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Figure 4.2. Annual employment growth rate by sector, 20@-2009
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78. Variationin total factor productivity is higher between regions than within regiehich
indicats t he presence of nl eadi ng
time, the sector cuoff of productivity dispersion does not reveal clear leading sectors, since
variation is greater within sectors rather than betwieem(Shepotyloand Vakhitov, 2012).

79. Using the weighted mean tdtal factor productivity among manufacturing firms (Figure
4.3), it is possible to map regions according to the average productivity of local firms. The most
productive manufacturing firms seem to be locatedKyiv, the capitalcity and the distinct
leader, the East (Kharkiv, DnipropetrovsikdZaporizhia), and one oblast in the South (Odesa).
The most eastward region, Luhansk, appears
core0 At the sametimether e i s a clearly visible Athel t o
majority of agricultural regions in the Western and Northerrsditt/kraine.

80. One of the possible reasons for such sharp-megional discrepancies may be explained

by the fact tharesidents of the Easteragiontraditionally choose jobs in the formal sector and

at the same time, #hregion is a large manufacturing core with large and monopolized markets,
producing outputs with high added vallReople in the Western and Northeregionseither
follow a nontraditional employment track, such as informal or seasonal employment, or pursue
entrepreneurial career¥he share of agricultural and senaadated jobs in those regions is
higher, and they are more competitive. Theseofacinay lead to lower markups, which may
explaintherelatively low total factor productivity in the Western and Northern regions.
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Figure 4.3. Weighted meartotal factor productivity by region, 2009
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Note: The map shows the distribution of weighted mazal factorproductivity by region (oblastin Ukraine. The
numbers in the legend increase with the color intensity and déregpeoductivity level, with 4 indicating regions
with the most productive fims.

81. The nmjority of jobs are located in the East (Figure 4.4), and most of them are in
manufacturingand mining. Firms in the East aralsousually larger. Despite the fact that large
firms are on average more productive, if negative demographic tremdsnin the East (lower
birth rates, higher mortality ratesnd high ouimigration of young peop)etheir total effects on
GDP growth and welfare in the entire nation are likely to be negative in the long run.

82. Another problem in the Eastern region itated to a number of oreompany industrial
towns, the majority of which are located in Donetsk and Luhansk oblasts. These firms are
traditionally monopsonists in the local labor markets. They were heavily subsidized by the state
in the past, or at leasatl guaranteed welistablished markets for their outputs. After dissolution

of economic ties with their partners all over the former Soviet Union and the overall change
market trends, they have faced a sharp drop in demand for output and therefaberdriey

have alsoexperienced deterioration in the quality of the available workforce due to negative
demographic developments, environmental pollyteomd selselective migration. As a result,
poverty and related social problelmsvebemme especiajl acute in such settlements.
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83. At the same timethe Western and Central regions are dominated by smaller firms, with
services having the same or even greater share in total employment. This is especially true for
Kyiv City and Lvivoblasts highly productive regions with a large share of financial firms. More
diverse distribution of activities across sectors may help sustairriongevelopment, but lower

labor force participation angdorse human capital stock in many backward regroayg call for

other foms of interaction between employers and potential workers than formal employment.

Figure 4.4. Spatial distribution of total employment and industry structure, 2009
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distribution of industries in each oblast.

84. Agriculture providesa significantly larger share of employment in the Central and Western
Ukraine comparedavith the East. The agricultural sector has been undergoing drastic changes
overthepastd ecade. Small farms and individual prod:
constantly diminishing, whereas the share of large agricultural holdings is on the sharp rise.
Implementing less labor intensive technologies, such holdings releaseataoyets of hired

labor. Released workers move from formal employmenttimtanformal sector or choose other

career paths, such as migrating to cities or abroad.

4.2. Agglomeration and spillover effects

85. External economies of scale (such as urbanizationl@alization effects) are present in

the Ukrainian economy to a similar extent as in Western countries. In particular, placing
production close to other firms in the same industry, or in a larger city, tends to increase an
average f i r mobwevep agglameration effacts accrue Hifterently to different firms.
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In particular, large firms in urban settlements are more likely to benefit from agglomeration
economies than smaller fisor firms in rural areas.

86. One of the strongest channéts aggloneration economiess the presence of other firms

in the vicinity. First, agglomeration effects tend to attenuate very quickly: after 3th&raffect
vanishes almost completely (Rosenthal and Strange, 2003). Second, the effects are strongest
where the loationis sufficiently diverse and providea wide choice of specialists and firms for

the local labor market. The size of the market also pagée: the larger is the pool of workers

and potential jobs, the lower are the search coststtendreateris competition for the best
workers, which immediately transforms into productivity gains for the firms and higher wages
for the workers (Rosenthal and Strange, 2004).

87. The pesence of foreign capital in a city also plays an important role: femeigred firms

are able to benefit more from agglomeration effeetedominantly stateontrolled firms and

firms with more complex governance structure (with many branches over the country) are less
successful in accruing productivity gains from agglomeration ecosorhielocations witha

larger share of obsolete fixed assets, as well as in locationsVaitger share of former state
owned firms, agglomeration effects are less pronounced (Vakhitov and Bollinger, 2010)

88. [Economistsagreethat active participation ofofeign firms in an economy (with FDI, first

of all) should have strong positive spillover effects. Foreign firms are supposedly able to
stimulate competition and provide more advahaesd modern standards of production, forming
value chains and distributionetworks, as well as signaling to other foreign firms about a new
potential market for possible entrance (Tytel and Yudaeva, 2B@Wever, the share of firms

with foreign capital in Ukraine is too small (aboutp®&rcen), with a substantial share of
ownership from offshore countriesThis makes it difficult to discussvhether knowledge
transfers are indeed significant or whether they might have any spillover effect for the rest of the
economy. However foreignowned firms do indeed pay higher wages aridnd to hie
employees with better education and skills. Natural churning of their former workers across the
economy after leaving the foreign employer leads to slow dissemination of best practices and
thus may have a positive effect on working conditjsaariesand the total number of good

jobs in the long run.

89. There are statistically significant spillovers from upstream firms in services to downstream
firms in manufacturing. Massive restructuring of the services sector (granting foreign companies
acess to banking, insurance, reforms in telecommunications, opening the stock market for
individuals, lifting currency controld)ashad a strong and positive effect on productivity gains

in the manufacturing sector. The effedtave beerespecially strongdr smaller domestic firms
(Shepotylo and Vakhitov, 2012).

90. Preliminary results of studies of Ukrainian firms point to the fact that variation in the
number of firms is more important in explaining agglomeration effects than variation in total
employment inthe location. This fact can be explained by a greater reliance offirmdinks

and contadamongmanagers and experts rather thgrusing the common pool of knowledge
and sharing information between employees. This may suggest lower cohesion revels i
Ukrainian firms and lower reliance on networks. It appears thathigh potential of
interpersonal relations for productivity has yet to be uncovered.

4.3.Recenttrends in job creation and destruction

46



91. Previous studies on job creation and destruction Wkraine have documented that
employment growth in Ukraine in thesarly 2000s was accompanied by an important process of
job reallocation, with jobs simultaneously being created and destréi@dever, most job
reallocation occurred predominantly withirlatively narrowly defined sectors rather than
between themandthe destruction of jobs far exceeded creation in many settéisllowing a
similar methodologyand applying it to a large sample of filevel data we calculategrossjob
creation and job ektruction rategn 20022009 in order to get a better understandhgecent
patterns of job creation in Ukrain€he sample size varies from 204,778 to 306,502 firms per
year and includes all commercial firms in all sectors except banks and orgasifetzmted by

the stateAccording to Davis and Haltiwanger (1992, 1999133 job creation is defined as the
sum of all employment gains in all expanding and new firms within a given group. Similarly, job
destruction is calculated as the sum of employnh@sses in contracting and exiting firms. As
has become standard in the literature, job destruction is presented asegative number as
well. Both measures are expressed as rates totddeemployment in a given group (taken as the
average of two @ansecutive yearsMeasured irthis way, job creation and job destruction rates
allow calculating the total gross job reallocation réitee sum ofthe two measuresand net
employment growth ratéhe difference between creation and destruction raiés excess job
reallocation ratewhich is a measure of churning or reallocation of jobs above the amount of job
reallocation necessary to accommodate a given net aggregate employment growith rate
calculated athe gross job reallocation rate less theoalis net employment growth rate.

92. Table 4.1 presents annual rategobf flows in 20022009. The central fact captured by this
table is thatdespitea positive GDP growth rate in 20#D08, net employment changes the

formal sectowerenegative in all gars Thisalsocontradicts positive employment dynamics in
20012008 according to the LFS presented in Table 2.1 above. This contradiction may be
attributed to aonsiderableontribution of the informal sector and selhployed persons tihe
creation ofjobsin Ukraine which iscaptured by the LFS data bt by firmlevel statisticson

the average listed number of wage employ&bs. excess job reallocation rate of19 percent

in 20042008 points to a particularly impressive amount of genuine jabooation in this
period. Higher dominance of job destruction in the aftermath of the economic crisis in 2009 led
to a decrease ithe excess reallocation rate to levels typical for the late 1990s and early 2000s.
Once the data are cut into subsampies general tendency is preserved: the net employment
growth rate is negative across almost all regions, sectors, size or productivity classes, and types
of settlements (urban or rural).

Table 4.1. Annual gross job flow ratesin Ukraine, 20022009

Job Job Gross Excess
creation | destruction | Net employment | reallocation | reallocation

Year rate, % rate, % growth rate, % rate, % rate, %
2002 6.87 12.69 -5.82 19.56 13.74
2003 7.45 12.77 -5.32 20.21 14.90
2004 9.59 11.46 -1.87 21.04 19.17
2005 9.01 10.36 -1.35 1937 18.02
2006 8.63 9.92 -1.28 18.55 17.27
2007 8.51 10.25 -1.74 18.77 17.03
2008 9.22 10.25 -1.03 19.48 18.44

16 See a summary review of earlier studies on job creation and job destruction in Ukraine and alternative estimations
of sector job flows in 2006 based on administrative statistics in ETF (2009, Chapter 3.2).
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2000 | 606 | 1920 | -13.23 | 2535 | 1212

Source:Own calculations based on firlavel data

93. Among all sectors, agriculture sustained the highdstigstruction rates (Table 4.2arge

job destruction rates wera@so observed inthe high-technology and mediwhigh technology
manufacturing sectors, whereas in lowe&rh manufacturing the job destruction rates were
lower. In other sectors, job creatiand job destruction pattex appeared to be pryclical with

a period of growth over the first several years of the defideved bya sharp declinen 2008

or 2009 This pattern was most pronounceéd construction By contrast the services sector
demonstrates lower than average job destruction rates with occasional net job creation in selected
years. Inmining and utilities, job creation rates were the lowest over the observed peresk Th
patterrs suggest that sectors requiriaghigherskilled workforce have beergradually replaced
by sectors withow-skilled jobs This may havea negative longerm prospective for the future
growth of good jobsn Ukraine

Table 4.2. Job creation and jobsdestruction ratesby sector

Sector 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009
Agriculture, fishery and JCR, % | 5.56 5.23 6.98 6.14 6.24 5.61 6.34 5.47
forestry JDR, % | 1595 | 21.09 | 20.21 | 18.30 | 16.67 | 19.25 | 15.81 | 17.59
Mining and etraction JCR,% | 2.65 3.40 | 11.35| 9.93 2.12 2.60 2.22 181

JDR, % | 8.06 5.31 4.86 4.21 4.81 5.22 4.96 8.55
High technology JCR,% | 4.00 | 4.74 4.22 3.80 4.37 3.99 | 20.06 | 2.92
manufacturing JDR, % | 12.09 | 8.28 7.56 8.04 8.47 8.19 7.93 | 29.96
Medium-high technology JCR, % | 4.61 5.53 7.09 8.44 4.58 5.37 9.82 2.15
manufacturing JDR, % | 12.45| 11.08 | 8.90 9.12 | 11.14 | 931 8.19 | 23.99
Mediumlow technology JCR, % | 5.89 5.51 8.55 7.75 6.05 4.78 4.41 2.03
manufacturing JDR, % | 10.34 | 8.97 5.93 6.39 7.28 9.80 8.79 | 19.86
Low technology JCR,% | 8.94 9.29 | 11.93 | 10.55| 9.19 7.78 7.07 4.82
manufacturing JDR, % | 14.88 | 14.45 | 12.25| 10.66 | 12.61 | 11.39 | 13.12 | 18.36
Utilities JCR,% | 7.63 | 4.69 5.82 4.64 3.02 2.63 3.96 2.93

JDR, % | 7.66 | 4.53 4.69 4.85 4.60 4.05 3.88 3.91
Construction JCR,% | 894 | 1153 | 1444 | 1264 | 1255 | 13.79 | 11.05| 6.28

JDR, % | 16.25 | 13.33 | 12.32 | 13.91 | 11.84 | 10.08 | 14.35 | 35.30
Knowledgeintensive JCR, % | 8.09 9.40 | 1041 | 9.82 | 11.08 | 11.87 | 12.98 | 10.57
services JDR, % | 11.81 | 11.74 | 12.28 | 10.19 | 8.71 | 10.42 | 11.85 | 22.42
Lessknowledgeintensive | JCR, % | 8.05 9.16 | 10.72 | 10.48 | 12.74 | 11.91 | 1157 | 7.95
services JDR, % | 11.21 | 11.11 | 10.51 | 9.66 8.71 9.28 9.02 | 18.28

Source Own calculations based on firflavel data.

Note Eurostat's approach is used in the aggregation of the manufacturing industry and services sectors based on
NACE Rev. 1.1.littp://epp.eurostat.ec.europa.eu/cache/ITY SDDS/Annexes/htec_esms JadZRdéthejob
creation rate, and JDRtisejob destruction rate.

94. From a geographical perspective, rural areas saffemuch greater job destruction
comparedwith cities (Table 4.3)whichcan bepredominantlyexplained by the reductian jobs

in agriculture Limited job opportunities in rural areas and lack of proper infrastructure make
living in rural areasnuch lessattractive particularlyfor younger peoplevho tend to move to
urban areas for employmerKyiv, the largest urban arehas always been the most attractive
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target for internal migration and remains the only macro region where net employment changes
were positive almost every year, with the exception of the immediateqoigst period. In all

other macro regionsnet employment changes were negative. In the East, with large
manufacturing firms and predomingnformal employment patterns, job destructiates were
among the lowest. On the contratlye more agricultural West and South demonstrated higher
job destruction rates.

Table 4.3. Job creation and job destruction ratesby urban/rural divide and macroregion

2002 2003 2004 2005 2006 2007 2008 200
JCR,% | 6.26 6.51 8.58 7.91 8.01 8.39 9.03 6.27

Rural
JDR, % | 16.84 19.73 18.64 16.01 14.71 15.58 14.22 19.35
Urban JCR, % 7.14 7.83 9.93 9.35 8.81 8.55 9.27 6.01
JDR, % | 10.82 9.93 8.96 8.61 8.56 8.86 9.28 19.28
Kyiv City JCR, % 7.47 8.36 11.15 1081 11.92 11.31 10.84 10.05

JDR, % 7.93 7.84 6.64 7.54 7.3 8.41 9.26 18.61
North and Center | JCR, % 6.97 7.05 9.15 8.36 8.27 8.21 9.77 5.43
JDR, % 13.5 15.78 14.43 13.02 12.48 12.17 11.9 21.38

East JCR, % | 6.64 7.05 9.6 9.12 7.28 7.01 8.74 4.57
JDR, % | 11.39 10.54 9.33 8.86 8.58 9.31 9.13 19.4
South JCR,% | 7.09 7.52 9.04 8.6 8.67 8.53 8.07 5.63
JDR, % | 13.77 14.91 13.66 12.14 10.96 10.79 11.17 17.4
West JCR,% | 6.62 7.86 9.01 7.96 8.49 9.04 8.51 5.32

JDR, % | 17.11 15.61 14.49 12.01 11.97 11.96 11.64 18.95

Source Own calculations based on firflavel data.

Note JCR isthejob creation rate, and JDRtisejob destruction rate.

95. Analysis of job creation and job destruction across different firm sizes reveals that the
highest rates of job destructioave been observed among the smallest firms (Table A.4 in the
Annex). At the same time, firms from the three smallest size classes demonstrated the most
significant gross job creation and job destruction patfEne. largest firms not only had smaller

net pb destruction, but even reported moderate job creation in several years. This finding
suggesta higher rate of the churning processes among the smallest firms.

96. The poductivity of firms appears to be in direct relationship with job creation and job
destuction patterngTable A.5 in the Annex)More productive firms tend to create more jobs
than | ess productive. Mor eover, firms in the
jobs tharweredestrogdover the entire period of study (28Q009). Thdeast productive firms,

in turn, demonstrated the highest rates of the gross churning. This finding, in general, supports
the theory of productiviggnduced growth and more active churning processes among young
firms thathave not managed to achielvighe productivity levels tharlder and usually larger
enterprises.

4.4. Jobs and productivity:Development perspective and aging

97. Agglomeration effects. Mutual location of firms may potentially increase their
productivity due to access socommon labor poolsharing input markets, large output markets
and knowledge spillovers. In Ukraine, agglomeration economies are presesitiiar fashion

as in other countries. However, the specific feature of Ukraine is the decline of its labor force
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due to aging anthe natural decrease dle population. The local labor market size reportedly
affects productivity growth (see Rosenthal and Strange (2004) for the latest review of empirical
findings). If the local labor market shrinks, not orlyg firms that hire immeditely on this

market suffer, but the lonagrm effect on the economy of the entire region can also be
projected. The problem is exacerbated by increased migration from rural areas and small towns
to larger cities and abroad. Sing&rainian migrants are ggdominantly engaged in legkilled

jobs paying merely surval wages, it may have negative lotegm effects on the quality of the

local labor force ands pension perspectives.

98. Global integration. Theory predicts that foreign presence might have piodiyc
spillover effects on domestic firms through knowledge and technology sharing. However,
empirical studies confirm this hypothesis only partially. For example, Tytell and Yud2@d2a (

find that spillovers take place only in regiongh a moreeducded workforce and only after a
certain threshold of FDI presence is achievatportantobstacle for both the foreign presence

and spilloversare the level of corruption in the target regions aheé level ofinstitutional
development irUkraing due towhich the threshold has not been achieved yet. As a result, the
share of firng with FDI in the country isfairly low (between 3 and percentof all firms,
employing between 10 and p&rcentof the total formal labor force).

99. Large companiewith foreign nvestmentare the prime employers for the most productive
young workers.At the same timep ot ent i al empl oyees with fdaver
years and over have quite slim chanoédfinding a job in such companies. Employees of
foreign-owned firms usually report better education (both in terms of the level and quality) and
more diverse skills, which results in greater personal productivity and higher wages. This cohort
has substantially higher personal and social mobility as they move betweeanplvegions

more easily and more often. Due to their better qualificateord skills they exercise higher
bargaining power in discussirtige conditions of their workTheyalsohave higher legal literacy

rates andaremore likely to solve conflicts ingaceful and lavoriented ways. This is the group
thatcan afford better living standards, demonstrates higher producawithhasstronger social
cohesion. At the personal level, they definitely create positive spillovers in terms of knowledge
skills, and experience. One of the possible spillover effects is exercised through the former
employees, who choose other career paths after achieving a certain level at the foreign
companies. The most successful workers usualbpsd one of the two possible pat&®me of

them transfer to domestic companies with substantial professional advancement. Others start
their own business and thus do not only create new jobs, but also implement modern standards
within these new domestic firms. However, the total numbesuoh employers is quite low to

have significant systemic effects.

100. Environmental impacts. The atial distribution of industry, populatipnand,
respectively, jobs in Ukraine is highly heterogeneous. The Eastern region (represented by five
oblasts: Dniproptrovsk, Donetsk, Zaporizhia, Luhansk, and Kharkiv) possesses substantial
natural resources, such as coal, aluminum bauxied,ron ores. As a consequence, these
regions have traditionally been the backbone of heavy manufacturing, hosting large
metallugical, machinebuilding, and chemical firms, as well as coal mines and quarries. Many
of these large enterpris@gere built during the Industrialization period in tH®30s Energy
generating facilities, both hydwmectric plants and nuclear power planése also located
predominantly near manufacturing centers, completing the concept of teriitduatrial
complexes (TPC)which wasalso introduced in those times. A typical TPC would combine
natural resources, energy genergtiand manufacturing. Shca manufacturing structuralso
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required substantial human resources. Hence, the Eastern region is the most populated: the
combined population of the five oblasts composes a third of the total population in the country.
And the region is heavily urbanizedlmost 85percentof the population in these five oblasts

lives in urban settlements.

101. The Western and Southern regions are predominantly agricultural, with less numerous and
much smaller firms. With the exception of several industrial centers, most ioh \ahe the
administrative centers as well (such as Lviv, Odessiykolaiv), and a large industrial cluster
around the capital city of Kyiv, industrial production is scattésee Fgure 4.4)

102. Such locational patterns determitie types of environmeat effects of local industries.

Most jobs in the Eastern part of the d¢heuntry
environment. Many enterprises reached their total depreciation point long ago, but only some of
them have been reconstructed. iDgrreconstruction, only minimal requirements for purification
equipment installation are usually mthe staté ®fforts at regulating levels of emissions

through economic stimuli or systerof penalties are evidently not sufficient. As a resthlg

levels of emissions of air, spiind water pollutants observed in the Eastern Ukraine exceed all
possible limits of acceptable concentration and ttremteobvious danger for the health and

lives of local population.

103. Figure 4.5 showsmissios of air pollutants in urban territories as of 200ze SouthEast

of the country is especially contaminated with air emissions from stationary sources. A similar
picture is evident from Figur&.1 in the Annexwhich shows not only contamination tbi air,

but also st pollutants in 2006. The same regions are shown to have several sources of
pollutants. Annual reports from the Ministry of Environmental Protection also indicate that the
overall stock of different types of contamination substances grows every yea, tBac
purification and cleaning efforts of firms and local governments are not sufficient to cope with
these levels of pollution.
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Figure 4.5. Emission of air pollutants from stationary and mobile sources, 2004

Source http://www.rav.com.ua/useful_knowmmaps/ecological_cards/, accessed on September 24, 2012

Note The size of circles corresponds to the level of pollutants; the purple color denotes stationary sources, whereas
theolive color stands for mobile sources.

104. The melatively fast economic growtbf household incomes in the first decade of the
century, which was especially pronouncedairge cities caused increased demand for personal
vehicles. As a result, the total number of cars in private posseggiooached 6.6illion by the

end of 2010comparedwith 5.1 million carsat the end of 2000As is evident from the map

Figure 4.5, KyivCity holds leadershipin the amount of air pollution from vehicles owned by

private household$ut also by firms and organizatiornkhe fact thamore tharb0 percentof the

vehicles are old and not equipped with modern catalytic convemdreh would reduce

pollution, exacerbates the problem. This poses an unexpected outcome of having a good job:
current jobs provide fAgood afford a negvltar,ibuttisnoe 0 f o1
Asufficiently goodo -friemdlyadr fA®arresultatotal agr poliution emdse nt a
to increase.

105. Massive contamination dhe air and soil in several regions of Ukraine has negative-long
term consequencder the health status of the local population. The average life expectancy in
those regions is about two to four years shorter compaitid the rest of Ukrainé’ The
pollution has clear intergenerational effecighich areevident through a series of inited
distortionsin development and chronic diseases among children. Combined with lower fertility

" For example, life expectancy at birthDonetsk oblast (East) was 69.64 years in 2011, compared with 72.97 years
in Chernivtsi oblast (West) and 74.15 years in Kyiv City.
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and birth rates, the loAgrm development perspectives of regions watlpoor ecological
situationlook grim. It appears that in the ne2® years, Ukrairans will not only become older,
but also lessiealthy which will have negative impasbn the quantity and qualitgf the labor
force.

106. One of possible policy actions from the state shoultbkencourag local manufacturing

firms to increase the share obsts which could be directed toward purification of emissions
from the largest pollutants. As another possible recommendation, expenditure on health care and
diagnostics, as well as investments in health care infrastructure, should be significantiethcrea
and more effectively usedn alternativenvould be to finance programs that promptgulation
relocation to less polluted areas.
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5. Jobsand social cohesion

5.1. Jobs within the framavork of social cohesionMacrod at a and peopl eds

107. Ukraine las undergone multidimensional transformatasnapostUSSR society over the
past two decades. Social cohesion as a quality of sduastgmergé within the framework of
the social institutionschangesanddevelopment o$ocial relations in the coursé management
of multiple conflicts It is rooted in readines®r cooperation and framed by theansition of
social attitudes. Social cohesiongsnerallydefined aghe capacity of a society (rather than a
feature of social groups or networks) to mangmeacefully collective action problems
(Woolcock, 2011).This definition offers a broad entry point for looking at a wide range of
traditional and subjective measures of social cohesimcluding income inequality life
satisfaction, participation in civsociety and political lifefrust andgroup membership (OECD,
2011a).To map Ukraine to the general context of societal development in this resjgect
compare parameters of social cohesion in Ukraine and other European sasetgethe
available da from sociological surveys.

108. Macro-societal development® Ukraine measured by international indexes demonstrate
negative dynamics in the core social cohesion paranuiersy thepast decade. The complexity

of the postUSSR transformation, which is tHeackground for thee o u n tsacigl @ahesion
development, is rooted in thehanging social institutions and the efficiency of societal
management. The quality of societal management is a backgiamuthe peaceful resolution of
collective action problemst is an essential part of social cohesi®he development ofogial
institutions is gorerequisitefor cooperation, participatigand social trust. These parameters are
measured by the Bertelsmann Transformation Index (BuH)ch is composed from theesub
indexes: democracy development, market econaang managemeniThe d/namics of this
index in 20032010 are presented in Table 5.1vhich reveals itsgradual ncreasein Ukraine
betweer2006and2008 followed bydecline in 2010. Ukraine is doing iile betterthanRussia

and Belaru¥® but much worsethan Poland and the other neighboring Central and Eastern
Europansocieties (Table 5.1).

Table 5.1. Bertelsmann Transformation Index in Ukraine and selected countries, 202910

Country Total Index of Management Total Index of Status of Democracy and Market
Economy

2003 2006 2008 2010 2003 2006 2008 2010

Poland 6.6 6.36 5.27 6.52 9.4 8.90 8.76 8.86
Hungary 6.7 6.81 6.67 6.51 9.7 9.16 9.18 9.00
Bulgaria 6.4 6.51 6.73 6.67 7.7 7.98 8.44 8.36
Romania 5.7 6.33 6.49 6.27 7.3 7.89 8.31 8.23
Ukraine 5.1 4.69 5.21 4.92 5.9 6.96 6.93 6.55
Russia 55 3.84 3.84 3.41 6.0 6.14 5.94 5.70
Belarus 2.2 2.74 2.89 3.26 3.9 4.47 4.47 452

Source:Bertelsmann Stiftunghttp://www.bertelsmamtransformatiorindex.dey.

Note: The index ranges from O (poor development) to 10 (best efficiency).

109. All three macresocietal institutional parametérgjuality of management, status of
democracy and markt econom§ show negativedevelopmenin 2010 compaed with 2008
This may be attributed tthe negativeimpact ofthe globaleconomic crisisas well as tahe

18 See more details on the institutional and social consequences of #é¢S®&Rttransformation in Babenko (2011).
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change in the political course of the country after presidential electiodanuary 2010
Consittutional, tax and pension reforminitiated by the new governmerdand the very slow
recovery of the Ukrainian economy after the deep recession in 2939 brought about an
increase ininformal enploymentusedas a survival strategpy a significant sha of the
workforce According to the ILO (2012), Ukraine is among the countries with increased share of
informal nonragricultural employment, and it is the ofdyropean countrgn this list.

110. Internal parameters of institutional developments have bothctolgeand subjective
dimensions, measured ke quality of the functioning ofs oc i al i nstitutions
attitudes toward these social institutions. The latter shapes the corridor sthihiay of the

social institutions and changwithin the pstUSSR transformation patithe pstUSSR path

of transformation in Ukraine proceedetirdugh s o call ed Adoubl e I nsi
(Golovakha and Panina, 2001), which produeeldigh level of estrangemenbetweenstate
authoritiesand civil society. Iproceeded through simulationSthefunctioning and legitimating

of old and new, formal and informal norms, valuasd legacies from the level of individual

practices to societal operation of social institutions.

111. This situationgave rise to dow level of trustin all the social institutions antb a high

level of trust onlyin the nearest networks of communication (Figwel and 52). The datéor
about20 years of public opinion monitoring demonstratpersistentlyhigh level of trusin the
nearestfriends and relatives (above 0.2hnda much bwer but still positive level of trusin
colleagues andhe citizens of Ukraine @bout 0.7) All the actorsin economic relations and
institutions are below the level of trust Ukraine: approximately thease level of distrust

about 03-0.350 of directors of state enterprises and private entrepreneurs as well as traditional
trade unions, and the highest distdut2-0.25 of economic institutions (banks, insurance
companies, and tax authoritie§)he same gitation occurswith trustin political actors and
institutions: al | of them have a rather stabl
0.28, except for one peak of social hope after the Orange revolution in 2005, when the level of
trustin the President was 0.647, andthe Parliament0.557 (Figure 5.2) However, in 2006 it
dropped back tthedistrust level, about the same as in previous years.

112. Such patterns of trusin various institutionscreae ground for empowerment of the
informal socety and economy, which is based tre preferencefor mutual interpersonal
agreements to the detriment of official contracts and lawdJI8ainianswho usually distrust
organizations and authorities rely predominantly on close networladl types of advities,
includingthose related teducation and employment
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Figure 5.1. Dynamics of trustin people and economic actors in Ukraine, 1992010
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——Banks —=—|nsurance companies

Source Sociological Monitoring of the Institute of Sociology of the National Academy of Sciences of Ukraine
(NASU), own calculations.

Note Theindex of trust varies fromdabsolute distrust to 18 complete trugi and 05 is the level of relative
zero, indicaing that the level of trust is equal to the level of distrlibie ndexwascalculatedrom the distributio
ofanswerd¢ o0 t he Havwe smuom dio ywlive dptiansfos thedanswer: & absolute distrust, @
distrust more than trust@3difficult to say, 4 trust more than distrusaind58 absolute trustlt is equal tal00plus
theshare of those ansvieg "5" and "4'minus theshare of those answering "2" and diided by200.

Figure 5.2. Dynamics of trustin people and political actors and institutions in Ukraine, 19942010

1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2008 2010
—A— Citizens of Ukraine Charity foundations, NGO: —«— Political parties
—&— Local government —&— State government —— Parliament
—o— President —&—Police —A— Courts

Source Sociological Monitoring of the Institute of Sociology of NASU, oealculations.

Note See note to Figure 5.1.
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113. Interestingly, here is no statistically significant difference in trustboth economic and
political actors and institutions between people whibadhpaid job and those whweereout of the

labor force. A slipt difference (less than 0.1) can be observed between those whpaid job

and the unemployed in their trust toward economic actors (private entrepreneurs and trade
unions).This could be just a case of smalhmpleerror asthe average level of trugs indeed

low.

114. As defined abovghe most important indicators for social cohesion are the level ofitrust
people, trustn social institutionsand the level of social participation. All of them, measured by
objective macresocietal indicators and pe@d attitudesdemonstrate lowchancego achieve
social cohesion in Ukraine.

115. If we compare Ukrainavith Europeancountries we can see thdioth in Ukraine and
Europe employmenis positively relatedto p e o p level ok trustand subjective weklbeing
(Figure 5.3) the employed trusted people more than the unemployed, and were more satisfied
with life and democracy. However, the level of generalized trust, life satisfaatidrevaluation

of the development oflemocracy is much lower in Ukraine than iar&pe. Meanwhile, the
employed in Ukraine trust people more than the unemployed in Ewvbpsh is in line with our
expectations.
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Figure 5.3. Impact oflabor market status on trust and other indicators in Europe and Ukraine, 2008

a) Trust (generalized tustin people) b) Life satisfaction
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Source European Social Survey data (ESS, 2008), own calculations

Note The values areampared meanshescale iSrom 1 to 10 (1 ighe lowest value, 10 is the highest vali&ge
footnote 12 for a sample of European countries used in the comparisons.

116. Aging is a demographic challenge for societal development in Eusspeell as in
Ukraine. Different age groups have different attitessi toward many social valuesnd assess
differently social processes and ever@@isnservative approachesually increag with age.In
Europe the level of trust is highest among mieatied people (354 years) and then it
decreases with age, with the lest level among the oldest (Figure 5.4a)Ukrainegeneralized
trust is lower for youth (aged iB4) andit is almost at the same level among the other age
groups.The lowestlevel of trustamongUkrainian youth may havea verynegative impact for
socialcohesion irthefuture.
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Figure 5.4. Impact of age onrust and satisfaction with democracyin Europe and Ukraine, 2008

a) Trust (generalized trustin people)

b) Satisfaction with the way democracy works irthe country
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Source European Social Suryalata (ESS, 2008), own calculations

Note The values areampared meanshescale ifrom 1 to 10 (1 is the lowest value, 10 is the highest value)

117. However, youth demonstrates the highest level of satisfaction withdéhelopmentof
democracyboth inEurope and Ukraine (Figure 5.48yYhereaghe level of satisfaction with the
way democracy works igther stable withirall age groups in Europdé declinesin Ukraine
with age As a resultall the groups agedver 35 yearsshare very pessimistiews as to how
democracyorksin Ukraine.

118. Despite the relatively low unemployment rate in Ukraine compameidh the other
countries, fear of unemployment increased rapitlising the pastfew years from 60 percentof
respondents who worried about unemploytriar2008 to 8Qpercentin 2010 (Figure %.). The
fear of the nofregulated inflation is ranked first, whereas the third fearoisbeing paid (or
experiencingdelay in payment)Of the topfive fears in 2010 the second, thirdand fifth
concernswererelated tgobs (unemployment risi80 percent nonpayment risk74 percentand
enterprise suspension rjsk3 percen}. By comparison, almost all the risks to social cohesion at
the macresocietal level (related to societal goods) are at the bottone ditllluringall 20 years
of monitoring The only exception is the increasecrime, whichwas one of the biggest fears in
the 199G (65-70 percent and gradually decreased to gércentin 2010, occupying the fourth
place among top issu@sp e 0 p | xety m Ulaiame.
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Figure 5.5. Dynamics of the most antkast important social threatsaccording to public opinion in Ukraine,
19922010
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Source Sociological Monitoring of the Institute of Sociology of NASU, own calculations.

119. The authors of Sociological dmitoring in Ukraine (Golovakha and Panina) developed an

index of social welbeing based on the deprivation approach. Among the indicators of shprtages
they ask questionsboutwhat people lack (or have sufficient), and among them there are some
importart indicatorssuch as a good jolAccording to the SociologicalMonitoring data in 2010

47 percentof respondentseportedthat they lacked good job,which is about 1(percentmore

than in 2008(Table 5.2). @ly 25 percentreportedthata good jobwassufficient for them which

is 7 percentless than in 2008There was asimilane gat i ve change in peopl
had an opportunity to work at full potentiah third of the respondents laet this). The most
dynamicchangesn deprivationwerealsorelated to jobs and financee index of deprivation

of a good job dcreasedrom 0475 in 2008to 0.39in 2010

Table 5.2. The perception of social and individual goods deprivation, 2008 vs. 2010

Insufficient Sufficient Index of
What of the following are you lacking? deprivation
2008 2010 2008 2010 2008 2010

Savings to support webeing during this

g PP g g 75 80 9 6 0.17 0.13
year
Order in society 74 72 9 7 0.175 0.175
Rule of law in Ukraine 68 69 9 8 0.205 0.195
Confidence irthefuture 65 64 13 12 0.24 0.24
P0_55|b|I|ty to give complete education to 47 52 16 11 0.345 0.295
children
Possibility to get additional earnings 41 47 24 18 0.415 0.355
Good job 37 47 32 25 0.475 0.39
Possibility to buy basic food 32 32 48 47 0.58 0.575
Opportunity to vark at full potential 27 32 39 38 0.56 0.53

Source Sociological Monitoring of the Institute of Sociology of NASU, own calculations.

Note The index of deprivation is calculated the formula: 1d=(100+sufficiertnsufficient)/200 It variesfrom 0 to
1, where 0 ighe complete absence of a social good, and 1 is fully supplied with a social goaslalrelative zero,
meaning parity between lack asdfficiencyof a particular social good.
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120. According to about 70 percent of people in Ukraoreer in soety and the rule of law are
unavailablesocial goodsPeople feel thathese general social gootisve beerpermanently
insufficient overthe years of economic crisis. This is a visible threat to social cohesidthe
capacity to peacefiyl resole collective action problemsyecausethe rule of law and social
order are the principaineans forthe development of agreements and implementing them in
policies and practices.

121. Due tothe low level of trustin social institutions andhe lack of real opportuties to
impact the situation, civic and political participation in Ukraine ddlasbeen at a very low level
during thepast two decades. Thimskept the majority of Ukrainians at a long distance from the
social and political processeghe only exceptin was in 2002005 when people from all over
Ukraine mobilizedto participae in the Orange revolutioniThe share olUkrainianswho are
members of a political party or civic organizationigdrabout 35 percenteachyearoverthe
past two decadedeverheless, employed people wabout twiceas likely to beincluded in
political and civic activitieasthe unemployed (Table 5.3Yhis suppors the argument that jobs
positively influence civic engagemerit would be worthwhileto exclude studestfrom those
who are out of the labor forcebecause they aijjest as activeor sometimesvenmore active
than theemployed(unlike other groupssuch asousewves pensionersetc), but thenumberof
politically involvedpeople in Ukraine is too smdbr further analysis.

Table 5.3. Political participation in Europe and Ukraine by labor market status percent), 2008

Europe Ukraine
oL
Paid work | Unemployed | OLF | Paid work | Unemployed F

Worked in political party or action group 4.1 2.5 2.9 4.5 2.6 1.9
during the last 12 months
Worked in another organization or 13.1 5.7 9 3.1 1.8 1.3
association during the last 12 months
Took part inalawful public demonstratior| 6.9 5.8 4.3 5.6 5.2 3.6
during the last 12 months

Source European Social Survey data (ESS, 2008); oalculations.
Note Europe N=5391, Ukraine N=8B06.

122. Ukrainian data ormembership in civic angolitical organizations support the previous
finding: the employed participate any kind of organizatiomore oftenthanthe unemployed
(Figure 5.6.) Stadtically significant difference in membership in civic organizatiortsy the
employed, unemployedand inactive (OLF)are found only for participation in trade unions,
professional organizations, and religious organizations. Among the organizations where
employedpeople typically participaterade unions are ranked fir&bout Spercentduring all
the years) followed by professional associations (aboutp®rceny, spors clubs (about 4
percen}, and religious organizations (aboup8rcenf. Membershign religious organizations
almost wvice more often among inactive peopke.very low level of participation (about 1
percen} wasfound for all kinds of civic organizations and movements like N§&@cological
movemend, clubs, charity foundationgnd socio-political movementsj.e., all the forms of
social activities that consolidate and devetopc society at the level of individual involvement
in social problemsawarenessand activities.Therefore, there ivery limited ability of the
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Ukrainian saiety to promote social cohesion from the bottom to the Jops seem toplay a
marginal rolein promoting civic and political empowerment.

Figure 5.6. Membership of Ukrainians in social and political organizations by the labor market status, 1994
2010
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Source Sociological Monitoring of the Institute of Sociology of NASU, own calculations.

Note The distribution of those who participate in agpge of civic or political organizations.

123. To sum up, there ialack of sotal cohesion in UkraineThereis alow level of trust both
generalized trust and trugt social institutions.However, employed people haveomewhat
greatertrustin the others thathe unemployedandthe sameagoesfor life satisfaction.The level
of civic and political participation ialso low in Ukraine. Agairthe employed are more socially
involved tharthe uremployed, so having a paid job incresthe possibility fothe development
of social cohesionSocial cohesion is promoteteitheras a needed valder society or as a
goal for social developmendr as a matter of social dialogume Ukraine. Therevasno proper
discussion everduring the preelection campaigrfor the Ukrainian Rrliament, despite hot
debateson the core social problenthat need to be resolvedhe OECD (2014) report on
Social Cohesion argues that shifting wealth provides opportunities to strengthen social cohesion.
So the core development goals for Ukraine are rooted in the growth ebeue$) and living
standards througtbetter use of human potential creagion of more productive johsand
improvement irsocial trust.

5.2. Local traps for good jobs in Ukraine:Focus group analysis

124. A good job is a mediator between individyarformancean the labor market and social
outcomes(trust and civic engagementlt influenaes (positively or negatively) behaviors by
changing attitudes values, motivation and productivity. Analyzed data on social trust and
attitudes towardrariousemploymentrelated issues Ukraine put forward the questions tie
common and diffemr® approaches followetdly employed and unemployed people in Ukraine.
The initial goalof the empirical field research in Ukraine was to find out the voice of p@&ople
different employment situatierwho aretypically missed by the mass survey and stasstihe
casestudy research in Ukraine focused on the description of the explanations and attitudes
toward jobsin different localities in Ukraine as well as individual perspectie the role ofa
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] ob i n peopl ebds lofi gooel gobs afar dveldpimenti (see BoiZ on the
methodological details dhefocus group discussions).

Box 2. Focus Group DiscussionsThe Ukrainian CaseStudy

The casestudy in Ukraine was conducted with the fogueup methodand indepth interviewsThe research wa
aimed at collection of qualitative data recording the attitudes of specific groups in Ukraine toward jobs, prq
a description of the general vision afjob, its social implicationsand the core problems fromariousp e o p
perspective. The main group for analyzingd i f f er ences i n peopl e d gespeattgdbu
were formed depending on locatioarljan and rurabre&), employment statusemployedvs. unemployed
informality (employed inthe informal economy vs. formally empied workers), age (young vsppermiddle
aged people)and skill level (highly skilled vs. lower skilled)

Geographical location covered the differences in structure of the labor market and infrastructural develo
four localities of Ukraine:

A Eastern (Donetsk and the regipnHeavy industry regiowith a higher concentration of popuian, a
higher level of working class rebélsoolmining protest@andlargefactoty strikes to protect job righs
andmostlyregularsalary payments

A Western(Lviv and the region Concentrated service economy in cities and agriculturall mrea with
thelowest employment rates

A Southern(Autonomic Republic of Criméa Predominariy seasonal job®f threetypes resortbased
employmentagricultural employment,ral selfemploymenin nontagricultural sectors.

A Kyiv (multi-industrial capital city; The highest wage level anthe highest ratio of internal labg
migration.

The fieldwork was done by the Kyiv International Institute of Sociology in Maqctl 2012 (Table A6 in the

Annex). Overall, 17 focusgroup discussions (157 informants participated) andin-depth interviewswere

conducted The core questions discussed focused on the employment situation in Ukraine, the meaning ¢
job, p e o p &pprdisd of the availability and access to jobs, the placeeafploymentwithin p e o p Valeie
orientations, the role of jobs and employmémtsocial inclusion,and survival strategies and cooperation

different social groupandwithin familiesandacrossggenerations.

A significant shareof the informants recruited fofocusgroupdiscussions (FGE) were those who are employs
informally (with no writtencontract 46 of 163)or arenonregistered seléemployed (13 of 163) as well ésose
working parttime from time to timeandnot registered as unemployed (58 of 163). We hargeted thesgroups
because this part dhe economically active population igypically not included inrepresentative sociologicg
surveys, but it is a significant part e informal economy in Ukraine.

The other part of the FGPparticipants presented the white part of the economy in all four regional employ
locations: 32 of 16formantshad an official employment contract (marked in the official employment histor
trudova, representingthe recently graduated youth ihe IT sector (Lviv), engineering (in Donetsk)and
sociology (in Kyiv), as well as highly skilled professionals (Kyand thoseemployed ina monaindustrial town
(Ukrainsk, Donetsk region)One group onsisted of youth aged 2ZZb who were neither in education nor
employment (in village Vidnyky in Lviv region); it screened their attitudes and opinions about jobs and furt
plans.

Besides, liere weresix in-depth interviews with private recruitig ageng managers (two in Lviv, two in Donets
and two in Simferopol).

125. In general, he main findings from the field research support the previous data from the
guantitative analysisNidespread informal employment contributes to violation of core worker
rights in such aspects as job security, timely and reasonable remuneration for work done, access

to fringe benefits, age and gender equality, gettifgst job for youth, and employment of
individuals according to their skills and qualificatioirs addtion, thereare severalschemes for
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cheating and violation of basic rightssed by employers even in the formal sector, as
documented by numerous examples given byHB® participantsBribery and other forms of
corruption are also quite widespread phaeoa in the Ukrainian labor market: in order to get a
lucrative job in the public sector (local authorities, tax administration, internal affairs, railway,
etc.) one must pay a sizeable bribe or trade in favétgthermore, ahigh incidence of
corruptiontakesplacein those agenciethatare responsible for the rule of law in Ukraine. This
makesit impossible to overcome the corruptive schemes in access to jobs and government
subsidies (both direct and indirect). Existing unfairness in the labor maitkieh is amplified

by widespread corruption and informal schemesone of the biggest threats to trust, civic
engagementnd therefore social cohesion in Ukraifis situation hcreases the power lafical
networks of communication as a guarantee famtactenforcementand produce distrustin
formal rulesand proceduresndividualisticsurvivalstrategies do not allow individuals to see the
broad perspective on jobs for development dadot helpto producea positive scenario in the
Ukrainian labo market

126. In all the FGDs the informants pointed out thagood job in Ukraine is a highly important
issuebut it is a rather scarce phenomendine dilemma is that gigig a job is not extremely
difficult, but being paid for the work done is a big preiph. This is very much in line with the
datafrom the Sociological Monitoring surveywhichshows that to get any job is ratleasy but
to geta properly paid job is a big problem in most of the regions in Ukraine (Figui®)
Unfairness in interactionand mutual distrustind nonenforcemenopf agreementsoth written
and oral run through all spheres of the Ukrainian economy, including the labor market.

127. A good job: Individual applications. The first priority in describingthe meaning and
motivation fa a good job in all locations in Ukrainenslated to remuneratiosalary should be
high and stableandmost importany it should bepaidin the agreed amount and tinTéhe latter
issue was particularly highlighted by informally employed and unemplmyetmants.Highly-
skilled professionals, as well #wse whaecently graduated fromniversities emphasized that
the salary must be high enough to meettalh e w oneekie and t® leave room for self
development and seltalization, social competees and recreation. Almost all participarits
the FGDs highlighted thathe salaryfor a good jobmust be official(i.e., declared)and all taxes
must be paid. However whenformants were asketd choose whether (1) to gatlarger salary
that isundechredor (2) to get halthe salarybut officially, most prefered the former option.
The first reason fothis choiceis lack oftrustin the budget allocation and income redistribution
procedures uselly the Ukrainian governmenthe seconds the low lewel of salales, which
must cover nobnly physical survivingbut also all of the househol@ sieeds.And the third
reason isthat peopleneedextra moneyto coverintergenerational transfers, i.¢o support
children orparentswith low salariesor pensims.

128. The official (written) type of labor contract is the neximostimportant feature fothe
employed in Ukrainelt was very often highlighted that a good job is the one witligned
contracinot onl y i strictly pnéoped it providesipropersocial protection ith all
employment records and official taxes for future pension calculation), guaaatgment of
salary, ands afull-time job.

129. In many cases discussbyg the different groups in all the locationthe respondentsage
examples orhow to get a good job ithe public sector: a bribe must be paid, especially in
medicine, state administration, police, prosecutor's office, cssteacurity the system of
internal affairs),and railways. The situation withthe need to pay bribe$or geting stable
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employment in the public sector reproduces the system of bribery and corruption, because the
largest privilege of working in this sector is the possibility to get additional income from
informal transfers (bribes, presentand social capital conversiod information and the
possibility to resolve problems usir@yn eodvis position orthe positions of other connected
bureaucrats)Participants inthe FGDs pointed out that it is impossible to change this situation
fromthepeopl eds s iisthgart othestai® adnaistration system, which is making

the rules and is built inway to go around the laws asichaspossible.

130. Using ®cial network is the most efficient wag geta job and hae some security for
getting payment. All the parfgantsin the FGD pointed out that the most resic and
widespread way to get a good job (and to get any job) is through friends and acquaintances,
including former colleagues and bosses. All the other ways are much less efficigmowde
fewerguamntiesof decent job relations and fair (or any) payment.

131. The lack of aguarantedor being paid for thevork donewasthe most discussed problem
among all the FGE) and there is no way to protebis core workeright both in case of official
(written) and oral employmentagreement The respondents alsavg a lot of example®f
widespread schemésvolving probation time for a position (ofte-two months) with low or no
salary followed by dismissal andplacement bypew employees with the same schem&he
other schemeised by employers in retail trade (shops aratket$ is to create a shortfall and
takeit from employee8 s a, koathe isadasy is not paid becatisere isa shortfall and the next
employee is hired.

132. Gender equality in the workplac® one of the features of good jobs thatsdiscussed in

the FGD. Violation of w 0 me badis rights was frequently mentioned by youth at the early
stages of their careers, wipyovided examplesfrom their livesand their nearest networks.
Young femaleparticipants pointed out that sexual harassment is considered almost a norm in
vertical job relationsand that women have mecourse tgrosecutioninformal job contracts do

not provide any social security to young female workers in case of sicknessgoapcy, and

the prejudice of employers weard young women who already have small children or will
probably have them in the future is a big obstacle to getting a good job in the formal sector.

133. TheFGD participants in all the regions stated tin@PublicEmployment Sesice (PES) is

not efficient inplacing workers irgood jots. First, firms are obliged tprovideinformation on
vacancies, but they are not interestetlinng peoplefor those vacancies. Second, the vacancies
provided bythe PES are locatkin the low-paid segment opublic enterprises, providing full
time employmentat avery low wage Third, respondents gave exampltgsoral agreemest
between the PES and firmthe PES senda jobseeketo a firm to fill a vacancy, but this
jobseekemud paysome parthe first salary tadhe PES officer for getting job, even though
he/she can bfired in the nar futurebecause of collusion between the PES officer and employer;
then the PES officer sends other jobseeker to the same firm, gets alpathef salary and so
on.

134. Asregardgrivate recruiting agencieBGD participants who [tean experiencesingtheir
services (for aged 40+, mass professions) alswegexample®f how private recruiting agencies
cheat with vacancies a lais they are maly interested in getting paid but not in giving jobs.
From the viewpoint oprivate recruiting agencrepresentatives in all three locations, they are
efficient for searchindor jobs for highlyskilled employeestheywork with official employment

contracts onlyandtheyt ry t o make a fdAbl ack | i shasenosthmg chea
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to do with the scheme of probation, wheejob starts@t anagreed lowwagein the beginningand
is supposed tgay amuch higher wage thereafteWhen the probatn time finishes, the
employee is firedor this or that reason arahew employee ikired undethe same conditian

135. Coping strategies to get better jobskFamily relations and the closest network of relatives
and friends are the masource ofocial suport in caseof unemployment, disease, and other life
difficulties. This point was highlighted within the counsgriousquestionghat werediscusgd
from the means to getjob to the possibilityf surviving in thecase of losingjob andasalary.

136. Labor migration strategies in different locations are differefud attitudes tavard labor
migration aredifferent depending on the n d i v iage Maltllesaged and older generations
have some experienagith internationallabor migration. They poied out that due to the
economic crisisthesituation in Europe has changedd wages there am® longerhigh enough
for migrant workerdo live there andemit money ¢ support family at home. So now they see
more advantages in stayiaghome caiing for family, and overcomingthe difficulties in place.
Younger people would like to use temporarylabor migration in order tadevelop their
professionalism, to see other countriasd to earn morenoney However few participantsin
the FGDs had concrete plansof labor migration, i.e.they pointedout that theyhad checked
someprograms and potential placks migration,learneda foreignlanguage, contactedends
who had migrated tovork abroad etc. Mostly the discussion focused aescribingthe
difficulties and obstacle® internationallabor migration rathethanits advantagesr plansto
migrate Youth (@niversity graduates) ithe Donetsk FGDwere less oriented toard labor
migration thanthosein Lviv and Kyiv. Some Ighly-skilled professionals RGD 10 in Kyiv)
reported that they plan targgrate as soon as thggt a proper job offer abad, and the main
reason for thie emigration intentionsvasto give their childrera better education andetter
prospects byiving in amore civilized societyif Europe, Canadayr Australia).

137. Participants in the FGDs mentionsdveral reasons for labor migration within Ukraine.
The frst oneis lack of employment opportunities in thgitaces ofresidence. fie secondeason

is that the salary ikigher in other ities for the same jobs availablethreir own place The third
reason(discussed in groupsith youth) wasto seethe large attractive cities of Ukraine and
live therefor some time Almost allthe FGDparticipantsconsideed Kyiv as the most attracte
city for gettinga good (highly paid) job.They also considere®onetsk and Kharkito be
possible destinations for labor migta fromthe Donetsk region, but onlyf there weresome
relatives and friends who could help with accommodatamd supporfor getting payment for
thework done.

138. High migration costs(i.e., shelter, food and travel) and the high risk @fot receiving
correct payment onot being paid forwork done are the two predominant reasons for not
considering labor migration within Ukiree as a strategfor geting a better jobFor unemployed
and informally employegheople of both sexefamily is the most important source of support,
but resources to move t®ome other placen Ukraine arevery limited. Furthermore, he labor
market situation is approximately the sanadl over Ukraine Many individualsare the local
unemployedandexpected net benefiteom migration ae notalways positive due to small wage
differentials and relatively high migration casts

139.AiSoci al a g r e gooth and oldebirdividualse Threemain pointscame up in
the discussions aboutontributionsto the Pension Funéndthei nt er gener ati onal
agreemenbd First, it wasobvious for the majority of all FGD patrticipants tlamntributions to
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the Public Pension Fund are necessary to support the current generattmn edfierly andthe
participantsare ready to pay it. But wasmentionedn almost every discussion that there is no
trustin the stateor in bureaucratstherewasno transparencin income redistribution andthat
pension provisionwas inadequateGiven these concernspeople whohawe underdeclared
income from informal employment are ready to support directly their relatateer than
contribute to thé>ublic Pension Fund. Seconith, most casesocial support and protecti@mome
from family and intergenerational support. But tteal problemin Ukraineis that the older
generation of parents is able to suppbetr children in difficult situationsespecially in cases of
unemploymentr temporary or casual jobspuch moreoften than children can support their
retired parentsThis isbecausehe latter receivepensionghat are paidon time and inthe full
amount and their monthly expenditures are usually much lower

140. Third, in most cass, young people agrew support the older generationthre future, both
by direct transfers taheir parents and relativeshd through the necessary contributidasthe
PublicPension Bnd. Butasarationalstrategy for themselvetheywould prefer tasave money
if suchproblens as highnflation, moneary reforms, changes ithe pension lawinstability in

the bankng systemand general uncertainty did not exist in UkraiA@other problenthatis

highlighted by unemployed youth that pensionprovided by the Public Pension Fuade very
low anddo not provideadequateneans forsubsistenceThis forcespensionergo keep working
even after reachinthe official retirement ageand therefordimits the number ojobs for the
youth.

141. Conclusions.This section hasliscussedheissue of good jobs and employment situations
in four locations in Ukraine andmongpeoplewith different labor market experienseThe
FGDs revealedseveral problem areathat haw an impact on individuals andthe social
development of Ukraine. In different social milieupeople emphasized that good jolsuld
ensurethe selfrealization of the person, promote education and skills developmenide
careergrowth opportunitiesand help buildcommunication and social networl@&ut inadequate
returns to education, taleptand skills, and the generdly low level of the quality of
communicationWith anincreasen the informal economy, corruptipand bribery)have caused
the majority ofthe FGD participantsto have a pessimistiziew of social and economic
developmenin Ukraine Theseare some ofthe reasons fohigh intentions teemigrae among
younger and bettexducatedpecialists.

142. A considerable share of the FGD discussions focused on the informal ecaftbowyghit
was rot the primaryfocus of this researchThe topics of concern within the FG8 i.e,
employment strategieshe definition of a good job, internal labor migration, social protection,
etcd raised the issues oihformal practices andnechanismsfor their operéion. Many
participantsn the FG demonstrate high respector thelaw and talled about the need to live
accordingto the laws payment oftaxes; employment according to skills, qualificaioand
experienceand not by relationships or bribeandformal employment withan agreedalary)
But all of them highlighedthat the bureaucratic systamUkraineis corrupt from the top tthe
bottom andit doesnot provide incentivefor behaving well

143. The highest level of mutual support is rooted in saekdtions among the generations, and
the social capital of families and close friends is the most important social protection in all
situations related to job losgnding employmentandrelationships with employs. The level of
dissatisfactionis rathe high, but the level of readiness to collectlygorotest isfairly low. The

low readiness to protest, as was arguethbyparticipantsis based on theipreviousexperience
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in labor conflictsand protestglike the situation with noa-payment ofwage$, which appeared to
beineffectiveand led tadismissal othe most active participants of the protest.

144. People aged 40 years aotber highlighted the difficulties irfinding a job that matched
their experience and skills because of some impdigéthrestold. Representatives of private
employment agencies also pointed ayg asabarrier to official employment.

145. A big problemin employmenirelatedsocial relationships is the lack of truestd mutual

respect anehonenforcement of contracgtsvhich provokea high level ofabuseand unjust labor
relations.People deal with this by relyinan close social networks. thelong run this produces

informal networks of close relationships with distanciranf or ma | rules and At}
included in the netwixs. Such a low level of connection with the wider society repraduce
divisionsb et wassnafnd @At he otherso with the same typ
included in the close networks, which reprociow level of trustin the generalize: others.

146. Strong and weak social connections that compose bridging and bonding sociaf°capital
have their own characteristicin Ukraine They arestrong within local close network of
relativesandfriends At the same timehere islack of trustin soaal institutions andhe wider
society This provideghe grounds ér double institutionalization: formal employment is value

but bureaucratiburden, hightaxes andcorruptive schemes reproduce the social background for
the growth of theinformal econany. Taking into accounp e o p dtrengopinionthatit is the
governmenis responsibilityto provide opportunitiesfor jobs there is a urgentneedfor reform

of the institutional setting in Ukraine and improvent in thefairnessof the labor marketand
other spheres of lifen order to make society more cohesive

5.3. Jobs and social cohesiomevelopment perspective and aging

147. Social identity and societal development Jobs include people in communicative
networksthat shae common values. Having a gogob promotes more tolerant valyason
discriminaing attitudes toward gender, ggend ethnicity and improvement inthe subjective
well-being of a jobholder and his or her close network. At the individual,levell-time job
shaps p e o ptime @rsl &ort, the motivations and norms of interactions, patterns of social
participation and mobility. It also has accumulative effacin the wider society, promoting
social cohesion or cleavages through the connection of social identity to social participatio
sharing norms of legitimate behavior for concrete groups (professional groups, age groups, etc.)
in the society.The ®cial contract between generations (youth and the elderly) in Ukraine is
grounded in the shared perceptiorthid necessity of mutdaupport, both at the individual level
(supportfor relatives) and as generalized support (through tax to the Pension Fund). Hasever
to its practical implementatigrgeneralized support is legitimized only at the level of good job
holders, excludingnformal jobs (oral employment contracts) dod-paid workers So in the
development perspectiviihe crucial issues for the aging society in Ukraine are

A To maintain social support values through shifting informal employment to more
official and securegbs

9 Accordng to Putnam (2000), bridging social capitalinslusive,and bonding social capital Bxclusive.The
difference is in the capacity of bonding social capital to develop streggoup identities for more homogenous
groups and hence lead to cleavagesvben them; bridging social capital is aimed at more heterogenic group
identity, outwardooking networks that encompass people across diverse social cleavages.
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A To use more efficiently the professional capital of unemplpypedpension older
people by implementingn antirageism policy in employment, career promotiand
dismissal

A To provide transparency ithe dissemination of information abowutacanciesand
dismissal policies, promoting ardiscriminative norms of interpersonal and inter
group behavior at the level of state and private employers (firms, companies,
organizations)and especially in state bodies (internal affairs, tax offices, cgstom
padlice, security, etc.).

148. Social networks Employed people affedhe subjective wellbeing of their relatives,
colleaguesand friends by influencing values, attitudesd behaviorsThe aility to develop
new network connections deteriorates with age, @albe given the decreasing propensity to
relocate to a new place or find a new jelmwever networking and mobility are importafar
both social cohesion and job search. As a reanlaging population with limited willingness to
relocate andstart newconnections even within the personal environmentwill face fewer
choices for personal and professional development. At the same time, social networksh@mong
elderly are smaller in size, more stglaadtend topursue more conservative valugsaddtion,
connections betweesuch networkstend to beweaker. From the development point of view,
extreme conservatism hasrather adverse effect, since eve most necessary changes will
face greateoppositionandwill be difficult to implement.

149. The aing of the population anthe resulting demographic pressure on the labor supply

call for more active inclusion of diverse social groups into the labor force. Among the most
obvious examples are young femalih disabled,andrepresentatives of ethnic nairities, but

one can also think of attracting foreigners to substiioteaging labor. Currently, networks of
different ethnic groups are mostly closed and rarely mix in Ukraine. For example, there is a
phenomenon of ethnic entrepreneursimipvhich representatives of the same ethnic minorities

tend to work and live in compact neighborhoods. This finding is robust across regions,
occupations, levels of qualificationsnd other jokrelated characteristics. The only exception is

in large cities, where difffeent groups® representatives miXx (g
still relatively homogenous. Strong social networks within established groups may prevent
representatives of outside groups from penetration and, hence, establishing new networks or eve
expanding the incumbent ones. At the same time, possible synergy effects from expanding these
networks may potentially have positive effects for productivity, generating more social inclusion
and social cohesion in general.

150. Fairness. The most important dckground for social cohesion is mutual trust based on
fairness that mediates relationships from the interpersonal to institutional levels. The low level of
social trust is a principal feature in Ukrainian society that resulted from theUBS&R
transformation It is rooted in the double institutionalization and double consciousness, which
produceda high levé of distancing of people from thdfwial state bodies. It produceallow

level of trustin social institutions anda high level of trustin the narest networks of
communication Such a combination creats the ground for empoweringthe informal society

and economy. The corrupted state bodies reproduce the informal economgceivethe low

level of trust and support from the society as a feddlmt¢ow level of trust bothn employers

and economic institutiongax authoritis, the Pension Fundfrade unionsetc) is a serious
obstacle tdhe development o&neffective market economy in Ukraine.
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151. As long as the number of higjuality jobs in tle primary labor market (according to the
labormarket segmentation theory) is restrigteith limited growth perspectives, there is severe
competition for the available jobs. If the labor market is large, as in large cities and
agglomerations, access tibg is mostly skill and merltased. In smaller marke®sccess to such

jobs is granted predominantly via informal networks, based on personal or family connections, or
on a privilege basis. The job markets in some sectors (civil service, tax admimsedtication,

health care, railroads, etc.) can be so closed that it is impossible to enter them without having
very strong connections with “insiders" or paying brithed exceed the monthly salary by many
times, regardless of educational credentialsessonal achievements.

152. Such invisible barriefs like a "glass ceilingd prevent large numbers of skilled and well
performing workers from obtaining and securing the most prestigious and-gmgttejobs,
bringing about frustration and social deprivation.tAé macrolevel, the seksustained system of
restricted and unfair access to good jobs has adetests on thedevelopment ohuman capital

and productivity growth, becaugke incentives to obtain better education and to work more
productively vanisidue to the lack of merlbased recruitment. Furthermore, if people, having no
other alternatives, do choose to give a bribe or trade in influence to get a job in the primary labor
market, corruptionis sustaied and the system reproduces itself, with @ detrimental
development effects.

153. Young people withouthe necessary connections often start their careers in the secondary
labor market, where jobs are less securewaoiking conditions and pay are generally poorer.
They are forced to take up these Qabs in preference to unemployment, considering such
positions as temporary. Although these jobs may praVideecessary generplrpose training

and a network of contacts, they rarely serve as ports of entry to better jobs in reality. Hence, the
inequdity in access to good jobs does not disappear, and most workers remain trapped in
secondary jobs. The same applies to pgbductivity workers from older age cohorts who were
displaced from their previous jobs in the primary labor market and were dattedhe
secondary labor market because of stringent budget constaairihe one hanénd widespread

age discrimination in the primary markeh the other hand.
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6. Good jobsfor developmentand possible tradeoffs across the three transformationsThe
Ukrainian context

6.1. Good jobsfor development:Examples

154. As our analysis irthe previoussectionsshows, addressing the jobs challenge in an aging
society requires increasing productivithie labor force participation rateind the mobility of
workers. Without substantial productivity gainsvhich would be expected if enterprises
restructuredstrategially, the investment climate improve@nd human capital enhanced by the
responsive VET systenthe living standards of Ukrainians might rapidly declirend the
indicatos of social cohesignwhich are already low in Ukrainenay become even worsén
order to cushion the Ukrainian economy and society against shortfétis supply olabor and
theincreasd burden ofthe agingpopulation, it is particarly important to create more jobzat
have large development pajfs and positively contribute to living standards, productivayd
social cohesion

155. Taking into account the recent developments in the Ukrainian labor mesketuggest
several examplesf good jobs for developmettat are likely toprovide high value for society
due to positive spillovers. These examples are based on the arguméme tfiodiowing arekey
to addressing the possible constraints caused by dgnoggh increasing produivity and
participation:(i) to bring out learning spillovers (e,grom FDI or crossborder movement of
workerg; (ii) to raise the activity and productivity levels ofinderemployed categories tife
population,including rural residents, youth, womenitlv small children, the elderlyreturn
migrants andresidents of backward regign@ii) to enhance innovation arehtrepreneurshijp
and(iv) to improve the health statw$ the younger generationsot only through improvements
in lifestyles and healthace but also through investment in environmentdilgndly and energy
saving technologies

156. Example #1 Companieswith FDI (mostly multinationaknterprisesbringto Ukraine not
only advanced technological and managerial knowletge also Westeristanéirds of work
ethicsand corporate social responsibifityhich are very importarfor an economy iransition.
Foreign companiesisually pay higher salariethat are officially declared and therefore they
contribute disproportionately to the budget, tRension Fundand social insurance funds.
Moreover, they usuallprovide more fringe benefits to their employeaspportbasicworkers'
rights, comply withUkrainian employment protection legislaticeand environmental standards
envisage more training anemployment opportunities for youtlilemonstratetolerancefor
socially vulnerable groupandthereforeprovide more grounds for trust and social cohesion than
domestic firms. These amenities spill over to the rest of #mnomy particularly expor
oriented companies through horizontal and vertical linkages and knowledge diffusion by
demonstration effects and movement of employkeaddition companies with FDhave direct
and indirect effects on the economic development of Ukraine thrieghincreased ability to
attract further capital via agglomeration effects, increadimg pace of financial sector
development, encouraging specializatiamd export diversificatign and putting external
discipline on the Ukrainian governmefitoreign companies myaalso be a potential source of
"greening" effects as they directly transfer more eneffjgient and environmentally friendly
technologies and indirectly facilitate spillovers to domestic firitmgerefore,more jobs created

in such companies are likelp boost productivity andeconomicgrowth, provide sufficient

A a b s o capatityoarelimproveliving standards oUkrainianpopulation.
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157. However,market and natural resourseeking factors still prevail amoriigreigninvestors
in Ukraine, leaving such &&ors as looking for labgproductivity advantageor access tdocal
research and technological expertise (efficiepegking factors)as much less important.
Furthermore,these companies are less likely to enter backwamehs because of poor
infrastructire and low human capital stoandare reluctant to work with local suppliershére
are also still strong barrierdo the operation offoreign firmsin Ukraine The mostimportant
problems faced by foreign investors #éne high level of corruptionthe ambiguity of the legal
system bureaucracy, political and economic instabilitygak contract enforcemerand lack of
implementation of investment policy legislatiudinaand Jakubiak, 2008DECD, 201b and
2012.

158. Example #2 Agricultural (small andmiddle-size farmerg and non-agricultural firms
creating all-year jobs for rural workers in the formal sector may contribute to higher living
standards in rural areas; to productivity gains in agriculture and the allied food processing
industry through ecarmies of scale; and to better human developnogiltomesin agrarian
regionsthrough higher taxes paid to local budg#tat can be spenbn schoolshospitals and

public infrastructureand through incentives for highly educated rural youthréturn to heir
homes? In view of Ukraine's comparative advantage in agriculture (an abundance ef high
quality agricultural land, favorable climatic conditions, and low labor costs) and the expected
increase in global demand for food, agricultural business is enthtee higkpotential sectors

for investment and development defined by the OECD Sector Competitiveness Strategy for
Ukraine (2012).

159. But creation of good jobs bymall andmiddle-size frmersis hampered by the ongoing
processes otapitalizationand landconsolidation, withthe dominanceof domestic vertically
integrated and expororiented "agro-holdings” which are primarily specalized in crop
production @rain, sunflower seeds, rape seedsd corn and poultry farming The major
concern for small ah mediumsize farmers is theifficulty in accessingexternalfinance this
limits their ability to invest irffixed assets, such as machinery and storage fagilaresto buy
high-quality inputs such as seeds, fertilizers, livestpa@nd feed.Strategicinvestmentin
agriculture including foreign investmenis discouragedy existing limitations on ownership of
agricultural landand usage of land assets as collata@lhocimplementation of export quotas
on selected culturesand increasing state érventions in the agricultural busine@@ECD,
2012) The other sector challenges are poor yields and low quality of products (particularly of
milk, with 80 percentof production coming from households that own fewer than five cows,
which do not matchthe quality standards oheighboring countrigs monopolized market
structure in storage and distributjoand lack of technical skills in the field of agronomy,
financial literacy, and entrepreneurship abilities.

160. Example #3:Jobs created by small entreprenews among return migrantsmay alsaobe
good in the development senbecausethey are likely to increase employment levethg
working-age populationwould return to Ukraine for employment and not for retirement as
usual), to boost productivity and investrhém backward areas (through the productive use of
accumulated earnings and new skills brought from abroadinpoove collective decision
making and to change the attitudes and voting behavior of tl@ghborhoodby "remitting'
democratic values andtiéudesfrom abroadEntrepreneurship among return migrants is more

% See a detailed analysis of demographic changes and the problems of the rural populatizairia ok
Skryzhevska and Karacsonyi (2012).
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likely to be "opportunity entrepreneurshipy naturei.e, based omew businesgleas and profit
opportunities, rather than "necessity entrepreneurship” in which individuals are torcezhte

small businesses due to lackvedigeemployment as oftehappensn Ukraine.Entrepreneurship
created from opportunity rather than necessity is expected to generate higher knowledge
spillovers and attract further capital via agglomeration anstet effects (EBRD, 2011).
Therefore, it is likely to hava more positive impact othe living standards othe population

and on economic growththan "necessity entrepreneurshignother positive externality from
suchbusiness staiips by returnees ighat theyset an example for other migrants who stay
abroad for a long time and are afraid of coming back to their home country because of
uncertainty aboutheir work after return toUkraine. The eturn of such migrantseenas "the
agents of developmerand innovatiory is particularly importanfor Ukraine's development,
given the challenges @b aging and shrinking population.

161. A major factorthatis frequently mentioned by migrants duringdepth interviews and
focus group discussionsthe invisible barriers particularly in small towns and villages, created
by public agencies (police, tax authorities, public administration, sanitary service,lctal)
competitors and business racket These barriers are seen as more important among return
migrants than among other Ukrainiapsobably because migrants working in market economies
get used tocivilized business conduct aralbusinesdriendly environmentand because they
lose thenecessary smal connections in Ukrainevhich are very importarfor successfuktart

up.?! In addition opportunity entrepreneurs apeobably ‘ore likely to attract the attention of
corrupt officials since they are more worthwhile targets for extracting Br(E&RD, 2011, p.

86).

162. Example #4:New jobs in the startup companies generating "green" energywind and

solar power plants) in rural or mountain areas with low productive land or unfavorable climate
may be used as an alternative to employment in agriculture and-ssral@l activities. For
example four solar paver plants were recently launched in the villages of Rodnikovoe,
Okhotnykovo, Perovioand Mityaevo in the Crimean ARwo wind power projects are under
realization in the coastal area of the Azov Sea in Zaporizhia and Donetsk ;cdntakttse first

bio gasplant was launched in Cherkasy obl&itch jobs produce positive externalities through
reducing greenhouse gas emissions and through vertical linkages with local supptiense

likely to increase productivity and employment growth in the allied imi#s$? Furthermore,
peoples' involvement in such socially important jobs gives them the fetatghey are
contributing to the "greener" future of Ukrairend better healtfor future generationdn view

of the fact that Ukraine is one of the mostrgyantensive economies in the world, development

of renewable and environmefniendly energy resources, along with improvements in energy
efficiency in the manufacturing sector and energy savings in all sectors, ae hight he countr
policy agenda.

2 According to the EBREWorld Bank Life in Transition Survey in 2010, 11.5 percent of all adult Ukrainian
respondents had ever tried to set up a business but 53.5 percent of them failed. Of those who faiec;ef®.5

listed "lack of capital" as the main reason for not managing to set up a business, and 25.6 percent mentioned "too
much bureaucracy/ red tape,” 18.9 percent mentioned "change in personal situation," 2.7 percent mentioned
"competitors threatened mie2.1 percent mentioned "couldn't afford the bribes," and 1.2 percent mentioned
"couldn't afford protection payments."

2 According to the CEO of Activ Solar, Kaveh Ertefai, four lasgale solar photovoltaic power stations installed

by his company in Cniea in 20142012 are able to save around 230,000 tons of carbon emissions each year on the
peninsula lttp://activsolar.a)l In 2008, Activ Solar launched a comprehensive modernization program for its
semiconductor plant based in Zaporizhia, with a long history of polysilicon production dating back to 1964.
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163. The main problems common to all energy-sebtors in Ukraine are low average tariff
levels that make "green” energy production economically unviabletrangparent price setting
mechanisms and related uncertainties concerning future price levelstramgparent system of

state subsidies and privatization schemes in the sector, payment arrears by coreuners
decreasing efficiency in transmission and distribution infrastructures (OECD, 2011b and 2012).
Lack of the technical skills needed to design aladnch new plants in the renewable energy
sectoris also a serious impediment to the sector's growth. Furthermore, the aging population may
reduce the uptake of expensive renewable energy in a poor country such as Ukraine, as older
persons are less incéd to adopt new technologies and accept higher energy prices for the
benefit of future generations.

6.2. The main obstacles tthe creation of goodjobs in Ukraine

164. There is an array of factors hinderinige growth of small business activities and
preventig many firms from legalizing their status and providing formal employmentace
workers. According to the EBRBNorld Bank surveyof enterprisesn 2008 (Table 6.1), the
major obstacles to small businessin Ukraineinclude high tax rates and social seity
contributionsthatare redistributed netransparentlypolitical instability, capitalconstraintsthe
practices of competitors in the informal sectemd corruptionLimited access to business loans
and high effective interest rates reduce fibaislity to attract capital and grow faster.

Table 6.1. The main obstacles to doing business Ukraine by firm size, 2008

Small Medium Large
(less than 20 (20-99 (100 employees Total
Obstacle employees) employees) and over)
% Rank % Rank % Rank % Rank
Tax rates 23.0 1 21.1 2 22.2 2 22.1 2
Political instability 213 2 26.1 1 23.2 1 23.5 1
Access to finance 13.8 3 10.0 3 7.7 5 10.9 3
_Pract|ces of competitors in the 10.8 4 79 5 88 3 9.2 4
informal sector
Corruption 8.9 5 10.0 3 8.3 4 9.1 5
Inadequatsl educated workforce| 7.9 6 6.1 6 7.7 5 7.2 6
Access to land 3.0 7 4.6 8 2.6 10 3.5 9
Business licensing and permits 2.6 8 5.0 7 3.1 9 3.6 7
Crime, theft and disorder 2.0 9 1.4 11 1.0 14 15 11
Tax administration 2.0 9 3.6 9 6.2 7 3.6 7
Customs and tde regulations 1.6 11 1.8 10 1.6 11 1.7 10
Electricity 13 12 0.7 13 1.6 11 1.2 13
Courts 1.0 13 0.7 13 3.6 8 15 11
Transport 0.7 14 0.0 15 1.0 14 0.5 15
Labor regulations 0.3 15 1.1 12 1.6 11 0.9 14
Total 100 100 100 100
Number of surveyed firsm 305 280 194 779

Source EBRD-World Bank Business Environment and Enterprise Performance Survey (BEEPS) 2008 (available at
http://www.ebrd.com/pages/research/analysis/surbegs’s.shtm) own calculations (without sample weights).

Note The valus represent therswers of Ukrainian sampled enterprises on the questighich of the following
elements of the business environment, if any, currently represents the biggese daseatby this establishment?"

74


http://www.ebrd.com/pages/research/analysis/surveys/beeps.shtml

The valuesare ordered by tleimportance(frequency)for small firms Only one answer was allowedhe aswers
"Dondét know" and "Does not apply"™ are not taken into af

165. Due to weak enforcement of fairly strict laborgulations which are widely evaded,
particularly in norunionized small private firms, and due ttte existence of more important
obstacles, labor regulations are viewed by Ukrainian small businessmen as the least significant
obstacl e t orattomand growth.iHowewethe cregiian of jobs in the formal sector
through violation of key labor regulations (regarding probation time, remuneration, vacation,
sick leave, layoffs, special conditions for women, youl®g disabled and other vulnerable
categories) is not an optimal outcome as it undermines the rule of law, exposes firms to costly
uncertainty and leaves workers without adequate protection (World Bank, 2006). Furthermore,
such practices erodbe trust of Ukrainians in private businessasl the market economy as a
whole, strengthen nostalgia for the Soviet passtl reinforce people's calls for more jobs created

in the public sector and more state interventions in the private sector.

166. Growth of mediurrsize and large firms is impeded byndlar factors but in a different
order of significance. The major constraint for both medsire and large firms is political
instability in Ukraine (Table 6.1). And the issue is not so much in the frequently changing
policies or rules as in the differemhplementation of the same policies and rules by different
governments and fragmentation of the policymaking process in general. Political instability and
uncertainty generate uncertainty about the future course of economic policies (including tax and
exchange rate, inflation, international trade, foreign investment, privatization, industrial,
regional, labor marketand social policies) and the security of property rights (Carmignani,
2003). Weak property rights protection calls for-efh o r i n g ctvitieb and edverselya
affects longterm investment decisions. State capture by narrow interest groups and crony
capitalism which are widespread in Ukraipeonstrain the entry and growth of new firms in the
privileged sectors with high returns and sfgaint state support, and leave the room for
development obmall and medium enterpriseSMES only in less attractivelow-productivty
sectors.

Box 3. iA targeted i Shouwdseffoneto tmpravé themavesarent climate ever target the
areas activities, or firms with thegr eat er potential to create good | obs?590

It haslong been recognized that regional development is one ofnib&t important factors for local sustainable
gr owt h, which should ul ti mat eleyTo meetithis gbah Ukaame establishegla s e o
specific customs and tax regimes for Special (Free) Economic Zones) @tZTerritories of Priority Development
(TPD) atthe beginning of the century to attract investment, stimulate employment, increase exubn®dernize
infrastructure in specific areas. It was shown that prior to 206t FEZs were used for avoiding import excjise
taxes by firms registered there rather than for attracting FDI flows, and the overall effect was dubious for most zones
and teritories with several rare exceptions (Vyzhnya and Nizalova, 2006¢ poductivity of the firms within
those zones has indeed increased, but mostly due to a favorable market position, which was a result of better access
to imported goods and taxationligays rather than due to establishing production assets there. The synergy effects

for firms outside those free economic zones as wehagrowth effects for the hosting regions were not found to

be significant. Furthermore, the cost of these FEZsT#®Ids in terms of tax avoidance amounted to more than 3
percentof GDP annually (OECD, 2011). Recognition of this fact has led to the government's ban on activities of all
FEZs and TPDs in 2005, when all of them were closed and all privileges grantesirtessuentities operating in
these areas have been revoked.

In 2010 the Ukrainian authorities reactivated a special regime in FEZs and diREstly 11 FEZs and 72 TPDs
are again operational in the Crimean AR and 12 oblasts. According to SSSU (201iyeEdent projectavhich
are being realized iaight FEZs and 25 TPDsre supposed to attradSD 2,091.8 million in total. As of January,
2012,USD 1,542.9 million ha already been acquired. However, sare oDl in total investment was only abb
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a third (34perceny, while the reshasbeen invested from within Ukraine. In 2011, local investors allocaten
130.8 million (98.7percen} and foreign investors allocated otsD 1.7 million (1.3 percen}.

Whether preferential treatment of firmsFEZs has any spillover effects remains an open question. The government
still has to develop the level pliang ground and rules of the game for all potential investors willing to invest via
FEZs or TPDs. At the moment, the differentiated tax and custarasment is more favorable toward large logal
firms, which presents high risks of discretionary behavior and abuaddition local governments sometimes lack
funds to develop necessary infrastructure within FE#sch makes Ukraine less attractivengmaredwith foreign
counterparts.

The government of Ukraine has recognizéd importance of targeted and limited supptot the investment
climate and has initiated another piece of legislatiat established the rules for Investment Parks. The iiviéig
waspassed as the Law on Industrial Parks in 2012. The idea ¢fatiks is similar tahat of FEZs, but refers tq
smaller territorial entities. Th@arks are essentially fenced communities with-geeeloped elements of public
infrastructure (such gsower supply, roads, warehouses, administrative support, etc.). The Parks also have special
investment, taxatignand foreign trade regimes. A number of conceptual plans for industrial parks have been
adopted in 201-2012 with direct participation of the L o ¢ a | I nvest ment National Compe
by USAID. Currently, this law is still too new to make any conclusions about its economic effects, but |t does

reflect the understanding of the Ukrainian authorities of the need to attract foreggtors by providing certain
special arrangements for them.

Another concept prevailing in the public discourse on economic development is government feuggpdinhited

number of the fApriority industri eso lepof suehviedostriecsa ar at e
railroads, gas distribution, coal minintpe automotive industrychemicalproduction and metallurgy. Many such
firms in Ukraine have been | ocated in company towns.

importa n bedausehey havetraditionally provided employment for the local workforce, often being the only of the
major employer in the areand major investors in the local infrastructure (such as housing, recreation fagilities,
health care and child caretaslishments, roads and railroads, etc.). After the collapse of the Soviet, thegn
fifsocial O component of such firms was r e-offs igta sepazad vi a
establishments, buhe firmsremained lossnaking inthe majority of cases without public financing. At the same

time, the socicdemographic situation in the cities where such firms dominated, especially in company |towns,
remained tense, which helped the owners of such firms in their lobbying efforts to eamt®iving support from
the state. The support is usually provided in the form of market protection from the foreign competition (both tariffs
and nontariff barriers), minimum price guarariegreferential treatment in government procurement tenderg and
VAT refunds, nontransparent privatization schemasd other forms of softening budget constraints. Such unequal
treatment encourages resgeking activities rather than lotgrm investment, creates excessive monopoly power for
selected firmsand prevets other, more productive firms from entering these markets. From the labor marketfs side,
such state support maintains natural monopsonies in the local labor markets, associated with lower wages|and lower
bargaining power, and hinders effective reallamatf the workforce to more productive firms.

The dforts of the government directed toward creatirgpecial investment climate for potential foreign firms in a
limited number of locationson the one handnd preserving state support to a number of ektim firms on the
other hand may have induced local economic growth in the short run, which has limited support in the data.
However, sucla strategy essentially creates multiple deviations from the most efficient outcome amardigive
considered asustainable in the longer run. As the story with free economic zones suggests, privileges granted on an
ad hocbasis are not guaranteed against the change of the governments restbeasonsidered as preserving the

positive investment climate. As a résindividual firmsandentire industriebavebecome more concerned with the
searchfor the proper supporters of the most appropriate legislation among the decision makers rather than with
production activities.

As a possible alternative to the statefforts, various programs and projecase supported by internationa
organizations. One such program was financed by USAID in -2008 and is aimed at local econonic
development. The program provided technical assistance to selected municipalitiegrnimgdscal development

plans. Nizalov (2009) conducted the impact evaluation of the pr@geifacs onlocal development. The minimu

time span for the effesto settle in and become visible is at least five years, which makes precise evaluation of the

total impacts a challenging task. Another exampla tafrgeted program is the Won@&ntrepreneurship Trainin
Program fAStart and | mprove YourEuBpeaiUnieisls@® Pwiajhd gt tfh&en
Equality in theWorld of Work" in 200-2011 It covered over 700 participants in 12 regions of Ukraine and resulted

2 See more atttp://linc.com.ua/eng/Reports_& Publications/Reports/
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in new businesses and jobs created by young wdéfiEine ongoing UNDP project "Through the Aid for Trade"

(from July 2011until December 2012) is aimed at facilitating internagibtrade on the national and local level by
providing technical assistance to small and medium local businesses throughout the entire businedsfiomcgss

planning, managemendnd finance to processing, standards, branding, market aaoesproductivecapacitied

with a view to promote exporfs.According to the Project Progress Report in 2011, the assessment of SMEs and

| ocal authoritiesbod needs i n t r a-remawnand stireepg wasx goieern t

Neverthelessthe efforts of NGOs are insufficient for creating healthy investment climate in the country and

providing a sufficient number @foodjobs.

Ideally the government should follow ten design principles for industridlinvestmenpolicy in line with Rodrik

deve

(2004): ()icent i ves should be provided only to finewo |activit

success and failureijif there must be a buiih sunset clause; (iv) public support must target activities, not sectors;
(v) activities that are ssldized must have the clear potential of providing spillovers and demonstration effects; (vi)

the authority for carrying out industrial policies must be vested in agencies with demonstrated competence] (vii) the

implementing agencies must be monitored elpdy a principal with a clear stake in the outcomes and whg has
political authority at the highest level; (viii) the agencies carrying out promotion must maintain channpels of

communication with the private sectospgr édxwi ml sjpakes;t

activities need to have the capacity to renew themselves, so that the cycle of discovery becomes an ongoing one.

167. A broadening gap betweeea mp | oy e r ®rba skilledewbikforce with particular
technical and soft skills(such asthe ability to learn, flexibility, mobility, effective
communication and decisiomaking, friendliness, etc.) anthe quite inflexible supply of
academically trained specialists creates another obstacldofog business and producing
innovatiorintensive products in UkraineAccording to the EBRBWorld Bank Business
Environment and Enterprise Performance Survey, $&&entof Ukrainian eterprises of

different size surveyed in 2008 (who gave any positive answer) perceived "inadequately

educaed workforce" as the majof27.4 percen}t or severe(17.2 percent obstacle to the

operations of their firmsBy comparison, the share of employers who considered lack of skilled

workers as the major obstacle in the previous waves of the survey vpesagtin 2002 and
19.8 percentin 2005. Thus, managers tfkrainian firms considerinadequateskills to be a

growing constraint during the 20Q0Bhis points to the fact that employers increasingly suffer
from a shortage of skills. &ording to the World BdanLabor Demand study (2009), the higher
the skill level, the more difficult it is to fill a vacancy, particularly for professionals. But manual

labor requiring a high degree of skill (predominantly craftsmen in construction, maniog

manufacturing) isn high demandoo. Thisexcess demand for some skills coexists with an
overabundance of other skilfse., skills mismatch)that gives rise to structural unemployment

and significant wage penalties among workers with obsolete or inadequate skills

Box4.i Sk i | | & whatconjes floistd

If skills come earlier than jobthere is a high risk adnincreasing skills mismatch and structural unemployresit
happened in Ukraine during the 2000s when many newly educated young workers as well as displacsdramnk
the old (state and privatized) sector were unable to match the skill set ofareadgd jobs in the new (private)
sector. And the wotghing is that possecondary and tertiary educatiavhich is acquired recently and financed
from private fudls does not alwaygprovide thechance to succeed. This, in turn, can have a-lasting adverse

effect on humaitapital formation in Ukraine as it reduces the present stock of human capital through skil| waste
and also negatively affects the future acalation of human capital by reducing private incentives to invest in
education. At the same time, high labor turnover, financial challesgelsthe absence of incentives such as|tax

benefits for employeprovided training inhibit the development of conipeasive orthejob training programs by
employers, especially in the SME sector.

24 Seehttp://gender.ilo.org.ua/eng/News/WE_Technical_seminar_Engaashitp://gurt.org.ua/biz/about/
% Seehttp://www.undp.org.ua/en/projeelist-all/38-prosperitypovertyreducton-andmdgs/124 7-aid-for-trade
projectin-ukraine
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At the same time,ew business ideas and new jobs may not come to full fruitireifocal labor markdtacks an
adequately skilled workforce. This can eventually reduceoterall competitiveness of the economy and|its
attractiveness to investosamper further productivity and employment grovehd hinder the development of the
new modern sector, representatives of which usually form the middle class and struggle (hetpescefully) for
structur al and institutional r e f ocouldargue that Spledifia skilsedns way
be built amongthe available workers with some general skills through learning by doing and spillovers| from
agglomeréion and global integrationBut this would be asecond bess ol ut i on i n, widdkertte{ neds ¢
population is aging and knowledge spillovers between the sectors are limited and very slow.

It would perhaps be more effective tquip people with broad, dkible and transferable skills that enable them to

progress in their working lives (through reforms in the education and training systems, implementgtion of
comprehensive lifelong learning strategiasd improvement of the inclusiveness of educatinrplsopromot the
creation of more and better jobs in the modern secBush jobsvould provide for optimal development of talents
(through improvement of investment athe: business climate in general and targeted support in the most promising
sectors) These strategies would help ensure social security ftine population on the one handnda productive
and flexible workforce for busingssn the other hand. Key stakeholders in the Ukrainian labor market also nged to
strengthen their capacity forrecasting and anticipation of the skill needs and gaps and to improve the matching of
the skills supply with labor market needs. Thi®uld require better cooperation between the worlds of waqrk,

educationand training a developedabor market informatiosystemincreased effectiveness of active labor market

policies and improvenent in theimage of the Public Employment Service among employers and job seEkers.
European Uniomgenda fNew Skill s f or?®miyebea Helpflgddef theiUkrainean|e d i n
authorities in this respect.

6.3. Possible tradeoffs between living standards, productivity and social cohesion

168. Despitethe possible development pajffs of certain jobs mentioned abgwkerecould be
important tradeoffs across the tiee transformations, i.eliving standards, productivityand
social cohesiondue to negative spillovers

169. Productivity d Living Standards Productivity gains in more competitive enterprises
privileged sectors or regions may come at the expense ofjoizsen lesprivileged sectors or
regions For example, foreigmnd betteoff local companies may attract the most productive
resourcesleaving local firms without highly skilled worker3hey may evendisplace small

local firms in the domestic markeit the individual levelthis means that the benefits of recent
waves of productivity growth and technological innovation may accrue disproportionately to the
most talented and wedlducated members of society while leaving the others without jobs and
adeqate means ofsubsistenceGiven high migration costs and other barriers to internal
mobility, low-wage workers and the unemployed are likely to be locked in the lagging regions
with high job destruction and low job creatjdmving no possibilit to escapdo the regions

with higher wages and better employment opportunfepets, 201B). Barriers to professional
mobility playasimilar role.

170. An uneven distribution of winners and losers from productivity and employment growth
leads to huge regional/sectormb al ances and exi stence of geod
deprivation and social exclusiann view of persistent demand for Ukrainian workerdussia,

the European Unionand other countrieghe betteroff residents ofsuch spatial poverty traps

who are dissatisfied with their living conditions and future prospects at haomag take

advantage of workingbroad?’ As evidence shows, mamavemigratedfor an indefiniteperiod

% geehttp://ec.europa.eu/education/news/news1110_en.htm

27 Although the costs of international migration are usually much greater than the costs of mobility within Ukraine,
people often prefer internatial migration because of its much higher expectedgftsy including prospects for
permanent settlement in a developed country with more a secure and comfortable life.
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of time, hoping toreturnto Ukraine whenincome/employment opportunitiesnd the general
quality of life would be much betterMi gr ant s’ remittances and ear
welfare help smooth household consumptiand bring some other value for migrants and their
families the individual perspective)ut they still have limited impact on key aspects of
Ukraine's development, including investment, human capital formation, re@voomic

stability, spatial inequality reduction, and political chafi§epets, 2012a).

171. Living Standardsd Social CohesionThe nobility of somecategories othe population
(including youth moving from rural areas and small towns to cities for employment, often in the
informal sectoyinformation technology workerand other professionals moving from standard
employment to outsourced or freelarveerk,?® women moving to work in top management and
politics, and Ukrainians moving to Western countries for temporary employmentpetter

living standarddor themselvesand their familiesmay leadto greater income inequaligndto
disruption oftraditional social networksasthesepeoplemaybe perceivedasparvenusdy people

in their former neighborhoodrurthermore there are not always direct spillovers to poverty
reduction in the case of outsoadcand freelance wokndinformal employmenbecaus social
insurancecontributionsare notmade at all oaremadeat some minimum required level.

172. Social Cohesio® Productivity . Strong socialconnectionsandthe high capacity of local
communities to engage in collective decision makiray come witlthe non-willingness of their
members to movprofessionally or territoriallyor efficiencyreasonssothey"do not rise above
the crowd' Anecdotal evidence suggests thhe entrenched habits of excessive alcohol
consumption andhe "crowd effect" were seriols impedimerd to the launchand further
development of foreign agricultural companies in the Central oblasts of UKriinever more
productive workersare generally more competitiveand usually more individualistic. Such
individuals tend to participat@ professional networks of similar hilyhskilled individuals, but
they find it difficult to mix in other communities As a result, a natural divide betwetre
representatives of different cohorts is drawn along the productivity line. At the samehime, t
closeness of such professiomammunitiesl i mi t s t he wuse of Asoci al
more difficult to join this group withowpecific personal attributes and sociahnections.

2 According to FES (2011, pp4), the most popular outsourcing services in Ukrain20ih0 were in information
technology (27 percent), legal advice (25 percent), accounting (20 percent), transport (12 percent), and human
resources (6 percent)lkraine is the leading country in Central and Eastern Europe in terms of the number of
outsourcimg firms in the IT sector (850) and the number of professionals working there (14,400 people).
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Box5. fACan jobs policies contribute to social cohgsion?o

Trustis a cornerstone for interpersonal and social relationships. It is developed ttiteugitual expectation thg
contracts and agreements will @eforced This is exactly what is missing the Ukrainian labor marketespecially
in its informal part. Theompensatory mechanism of overcomihgsocial shortage in trust lies the development]

of interpersonal relations in closed social netwovsich havebecomethe background for corruption in recruiting

personnel, develapg ethnic entrepreneurshipndestablishinghon-transparent procedurés dismissal.

Policy measuresaimed atimplementation ofmeritocratic principles forhiring, pay and promotignensuring

transparency immploymentcontracts and addressinghe violation of workers'rights would ke a way to increase

trust.

Ageid stereotypes and prejudicae obstacle to attaining greaterintergenerational trust anthe exchange of

experience between younger and uppéidle aged generation® way to overcomehese obstaclekes in the
promotionof a meritocratic skill-based approach in recruitment and team building in companigsuld also help
in promotingmulti-ethnic human potential.

The most corrudn in access to jobs is ithe public sector (police, tax authorities, local administratiand
prosecutor offices, etc.), whicdso controk the rule of law, includingnforcement of the employment protecti
legislation This threat to trustould be alsoovercome through promoting paks of transparency and meritocra
in the public setor jobs

The eperience of local compact living promotes more conservative attitudes toward other. fiéopleads to

building strong social networks withhigh level of trust and social support, and at the same time iesdiagust
in the generalied others, who are out of direct contabtore teamwork on the job would promote bet
understanding among different kinds of people with different backgrounds, and could increase tolerance ar
trust in the longer run.

The stereotypical division dfkraine into at least two (Eastern and Western) pattgch issupportedrom time to
time through mass media, reproduedsigh level of prejudice and superstition against compattliitsg in other
parss of Ukraine.Internal mobility, including labomobility, is a way to promoté&nowledge transfergyvercone

t

LYy

ter
d mutual

widespread stereotypeandmake the society more cohesive
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7. Conclusions

173. Ukraine is a rapidly aging country withn asyet incomplete economic transition and
notable weaknesses in many areasluding the labor markeat first glance the development

of the Ukrainian labor marketould seem beneficidl with a relatively low unemployment rate
despite the deep economic crisis in 2009, fairly quick recovery of employment and activity
levels and an increase in real wages and job satisfactidowever,there have beemmany
negative developmentsuch as net destruction of jobs in the formal sedador hoarding
through shortime working arrangements and wage arreansincrease in nestandard gften
precarious) employmentpw returns to education and skills, loaccupational ath spatial
mobility of the workforcelack of motivation to workand unfairnessin access to jobs arat
work. These issueadd to the problems of low living standard®w productivity growth and

low trust and intensify social riskin Ukraine Hence the Ukrainian labor market seems to ibe

a bad equilibriumwhich is suboptimal from a social point of view: firms create jobs that are not
as good as they should lmeany peopleare forced to take up thegdswhereas others prefer not

to work at all, and existing jolnnect people less than would be socially desirable.

174. An increasing numbeof idle people of working age reéhg on social assistandegether
with a graving share of the elderly populatigut social safety nets undegmsificant dress At
the same time, informal employment and undeclared wetich continue to persist in the
Ukrainian labor marketlead to significant losses of tax revenues and sosedurity
contributions This situation isespecially unwelcome iatime of serious public deficitdJnder
such conditionsthe government hasnited ability to boost employment througleducing the
tax wedge ordow/medium wage earners and to improve tllity of the workforce through
public investment in education and health care.

175. This situationcalls fora change in the jobs policy approdanhUkrained away from free
hand adjustment othe population to the transformation shocks ®&pecific programs and
interventions aimed at creathg good jobsthat raise living standards, increase aggregate
productivity, and enhance social cohesiand therefore can contribute the most to toergn
societal goalsThe jobsrelated efforts othe government could be effévely supplemented by
private sector initiative and civil society mobilizatidmprovements irthe quality ofjobs and
fairness inaccess to thenwill reward Ukraine with a more solid basis for growth and
development, bettdiving standards ang@roductvity performanceand declining risk of social
unrest. Thiswill be particularly important for counterbalancitite negative impastof theaging
population

176. Policymakersshouldremoveobstacles tdhe creation of such good jobs for development
minimize the possible side effe¢tand ensure equal access all people to these jobShe
priority task should bé& remove market imperfections and government faijwbsch result in

a status quahatis suboptimal from a social point of view. These inclyaditical instability,
excessive red tapand bureaucratic regulationisat inhibit entrepreneurship in new activities
and increaseorruption, remseeking,weak institutionsuneven market poweryeak law and
contractenforcementanunderdeveloped fimecial systemand poor infrastructure.

177. Another important area for policy interventioris implementinginvestment programs
targetedat activities that have the clear potent@aéxpand the range ekportcapabilities of the
Ukrainian economy, provide productivity spillovers, improe living standardsand enhare
social cohesion The risk of capture by private interests should be minimized through
mechanisms of accountabiljityansparencyandclear eligibility criteria
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178. The current contextf an aging soiety alsocalls for modernization of the education and
training systems tequip people with broad, flexihland transferable skills that enable them to
progress in their working livegurthermorethisis necessary ttacilitate employment prospects
for youth and those who are older than 45 years, previously inactive wehtelackadequate
skills, the rural populationetc, through affirmative actiomnd support of mobilityGiven the
entpreneurialism, skills, and exposwfeUkrainian migrantso busness in the developed woyld
who are ready to return home under the right set of circumstaheagyvernment should use
various incentives to encourage their return and entrepreneursbigaine

179. In order to avoidthe skills mismatches and labor undglization that are especially
unwelcome inan economy witha rapidly shrinking and aging population, it important to
strengthencooperation between education and labor market institutions, social pagndrs
businesseto better anticipate skills eimge and provisigrbalance security and flexibilityfight
informal employment and discriminatory practicesake work in the formal sector more
attractive, particularlyor those who are marginally attacheahd provide more opportunities for
effective ‘voice"
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