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2.9 ECONOMIC DEVELOPMENT VERSUS ECONOMIC GROWTH:
CASE STUDY OF UKRAINE

Introduction: Modern world is globalized. All processes are accompanied by 
instant socioeconomic changes in each sphere. The labor mobility, the absence of 
restrictions on the capital movement, the active economy's digitalization, the 
development of cross-country cooperation, the informational openness such features
determine all the processes taking place in the economic development of any country.
The economic development is a prerequisite for economic growth, but not necessarily
its condition. Therefore, an important aspect of studying the phenomenon of economic
growth is a multi-vector analysis of the factors mentioned above, the reactions of 
economies to the internal and external shocks, as well as the population's confidence 
in the future. Unfortunately, the economic growth models existing in the classic 
economic theory are no longer applicable to the current realities, they describe only 
the general dynamics and patterns of economic processes' changes from the point of 
view of the state regulation (government intervention). However, digital economy 
factors require the description and consideration of different aspects of the rapid 
development of an innovations, human capital, digital monetization, artificial 
intelligence systems and so on, which are behind the existing graphical concepts or 
economical and mathematical models, because they can be realized in high level 
economical modelling and simulations models. Therefore, this work is an integrated 
assessment of the factors, causes, results and consequences of economic development
using of Ukraine as an example country with a transitive economy. This topic 
represents the intersection of the interests of social and economic science based on 
in-depth analysis of ongoing political changes.

Politic Preconditions of Economic Development in Ukraine: Relations between
Ukraine and the European Union originate in 1991, when the EU recognized its 
independence. In 1992, Ukraine became a zone of clash of geopolitical interests of 
Russian Federation and the EU. The EU policy towards Ukraine in the early 1990s 
is characterized by uncertainty. The EU's mistrust of Ukraine was due to a number 
of reasons (1) Ukraine's reluctance to compromise on nuclear weapons on its 
territory; (2) uncertainty in the closure of the Chernobyl nuclear power plant; (3) 
high economic instability. in 1994, when Ukraine declared a nuclear-free status, the 
EU took the first official step towards developing relations with Ukraine, viz. on 
June 14, 1994, Ukraine and the EU signed a Partnership and Cooperation Agreement 
(Kondratyuk, 2011).

On November 28, 1994, the EU Council adopted a Common Position on Ukraine, 
according to which the European Union identified several priority directions in the 
emergence of cooperation: (1) the development of close political relations; (2) 
maintaining democracy by advising on the development of new legislation and 
support in establishing democratic institutions; (3) supporting market reforms and 
helping stabilize the economic system (ibid). However, further practical initiatives 
did not happen. Under such conditions, Ukraine was forced to balance between the 
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EU, NATO and Russian Federation seeking for economic preferences. Such policy 
is known as a multi-vector policy. Unfortunately, such a policy gave a temporary 
effect, which certainly affected the temporary growth of economic indicators. But in 
the political arena, it looked like "friendship with everyone a little bit" depending on 
the current circumstances. However, the progressive domestic political struggle 
between pro-Russian and pro-Western forces led to the Orange Revolution and a 
new test of the Ukrainian economy (Batsa, 2017).

In 2005, President Yushchenko emphasized foreign policy towards deepening 
cooperation with the EU, the US and NATO. Foreign policy has become clearly pro-
Western. Nevertheless, despite the victory of democracy in the "Orange Revolution" 
and due to election of a pro-European President in 2005-2007, the EU was very cautious
towards Ukraine. Yushchenko's foreign policy being rigid and one-vectored (anti-
Russian), did not bring tangible results to Ukraine. The strategic partnership with 
Russia was destroyed, moreover, Ukraine and Russia became geopolitical opponents,
and the strategic partnership with the West Europe was not created (ibid).

In 2010, Yanukovych became the President of Ukraine. Despite the decline in 

Agreement with the EU passed the initiation process, and an agreement was signed 
on an in-depth and comprehensive free trade zone. Ukraine has also ratified the CIS 
Free Trade Area Agreement (Havrylyshyn, 2017).

As soon as Yanukovych became to the post of President of Ukraine, the country 
returns to the 'Kuchma's Era", i.e. again a multi-vector policy is adopted as a base 
(friendship with the EU, the US and Russian Federation). Immediately, the economic 
growth becomes visible, and relative political stability is restored. Ukrainians begin 
to rebel amid constant corruption scandals and personal enrichment of the 
Yanukovych family. With his reign, xenophobia, provocations on ethnic grounds, 
willingness to violence, intolerance of the opinions of others entered the political life 
of Ukraine, which played a decisive role during the events on the Maidan. The killing 
of people protesting against the current government led Yanukovych to run to the 
Russian Federation and to leave political power. Under such situation, new President 
Petro Poroshenko has been elected. A quick association and an obvious policy path 
towards the European Union mobilized the Russian Federation to take prompt action. 
As a result, the Autonomous Republic of Crimea was annexed within two weeks and 
the situation was militarized with the support of local authorities of Donetsk and 
Lugansk regions (ibid).

In such extremely unstable situation, the first step was a meeting with Putin, 
Merkel and Hollande in Normandy (the "Norman Four"). In Minsk, an agreement 
was signed on a ceasefire, as well as on a peaceful settlement of the situation in the 
Donbass, which did not hold until now (Tataryn, 2019).

Leading by Poroshenko, Ukraine received financial loan from the IMF, which 
was critical at that time for a country where the hryvnia exceeded 30 (vs 11 before 
the military conflict). But from the first days of 'new way of living' (politic slogan), 
the Ukrainian authorities sabotage the implementation of the political changes. First 
of all, because they did not see any sense. Poroshenko was quite steady in maintaining
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the status-quo. Around the demarcation line (according to the Minsk agreement) has 
developed corruption infrastructure. Throughout 2015-2016, consultations between 
the Russian, Ukrainian and Western parties continued, during which a preliminary 
scheme was developed, which does not work up to now (Tataryn, 2019).

Based on the results of the 100-days work (October, 2019) the newly elected 
President Zelenskyi, the following results were published on its official statistics 
website (1) creation of a new efficient parliament; (2) bringing new politicians with 
promising views towards European cooperation on the key positions; (3) reforms in 
current legislation (especially, regarding the judiciary); (3) abolishment of decrees 
of previous presidents regarding the parliamentarians inviolability; adoption of a law 
on the judiciary, reform of the National Security Service of Ukraine, signed a decree 
on simplification granting Ukrainian citizenship to foreigners who support interests 
of Ukraine; (4) Returning to the 'Minsk format' of agreements and negotiations 
according to the finishing of military conflict in the East of Ukraine; (5) Infrastructure
restoration in the temporarily occupied territories, i.e. Donetsk and Lugansk regions; 
(6) Negotiations on the settlement of the military conflict consists in the invitation 
to the "Norman format" with the participation of US President; (7) Being officially 
recognized as a President of Ukraine globally, by world leaders, and setting a new 
democratic regime in Ukraine; (8) Start of the local government reforming.

Referring to the socioeconomic indicators for all independence period, Official 
Sate Statistic Service of Ukraine informs the following (November, 2019).

(1) Real GDP growth in the third quarter 2019 reached 4.2%. It is the second best 
quarterly result for the 2017-2019. Thus, the growth for the 9 months of 2019 
amounted to 3.9%. This is the fastest growth rate of the Ukrainian economy in the 
last 8 years.

(2) Inflation rate have slowed to 6.5% (October, 2019), the Consumer Price Index 
(CPI) increased by 0.7%. This was much less than in October, 2018, causing CPI 
growth year-on-year to slow down by 1 percentage point: from 7.5% in September 
to 6.5% in October. Thus, the inflation dynamics came close to the targeted by 
National Bank of Ukraine corridor (4-6%).

(3) The inflow of clients' funds is accelerating. In October, 2019, deposits in the 
national currency of banks increased by UAH 4.8 billion (1.7%), in foreign currency 
by USD 217 million. Corporate clients also increased their account balances by UAH 
1.3 billion (0.5%) and USD 88 million (1.4%). In October, 2019, the total weighted 
growth rate of banks' deposit base reached a new post-crisis maximum of 14%.

(4) International reserves have been stable. The National Bank of Ukraine's 
reserves remained unchanged at USD 21.4 billion (October, 2019).

(5) IMF's mission returned to Kyiv to negotiate a new financial support program 
for Ukraine. Ukrainian Parliament (Verkhovna Rada) has approved a number of reform
laws, including the so-called "gas-banding" in the field of natural gas transportation, 
and the creation of the Debt Agency of Ukraine. The first reading adopted bills on 
agricultural land turnover, abolition of the state monopoly on production and export 
of ethyl, reformation of the amber production. The State Budget of Ukraine for 2020 
was approved on time, with a moderate deficit of 2.1% of GDP.
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It should be noted, that 25-years independence experience of Ukraine, the most 
meaningful changes and policy towards of European integration were adopted 
during the presidency of the second President of Ukraine Kuchma. At the same time, 
there has been an economic upturn as a stage of the economic business cycle. The 
East-West relationship was established (Havrylyshyn, 2017). However, the theory 
of economic cycles is based on the Lead-Lag analysis, which suggests that the 
economic results are manifested at least 3-5 years after the implementation of these 
processes (Zahir, & Masih, 2018). In our case, it means that each of the subsequent 
presidents in their activities, economic and political reforms, part of the success and 
the failures were inherited from the predecessor. Thus, analyzing the current stage 
and the abovementioned performance indicators, we can say that some policies have 
been inherited from the predecessor Poroshenko. At the moment, Ukraine is at the 
stage of another economic recovery, which gives us reason to put this trend forward 
for a 5-year period until 2023.

There are many indicators are used to describe a state of economic development. 
Well-known are HDI and Real GDP Growth Rate. But we see it necessary to follow 
more trustful and adjusted on inflation and living standards indicator, which is GDP 
per Capita based on purchasing-power-parity (PPP). Dynamics on this indicator in 
form of Times Series Analysis is presented in Figure 1.

Figure 1: GDP based on purchasing power parity (PPP)
Source: created by author according to IMF Economic Report (2019)

The dynamics of GDP per capita based on PPP reflects constantly falling living 
standards in Ukraine since 1991. Ukrainian currency UAH have been depreciating 
with a huge pace, economy is constantly experiences supply and demand shocks. On 
the background of depopulation, which is stated to be visible from 2008 and one of 
the highest migration rates worldwide (especially among the youth), nowadays it is 
resulting in a sticky recessionary gap. Despite of actively announced information 
about positive trend, our conclusion is still look pessimistic, showing slowdown.
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Numerical characteristics of Ukraine's economy are (Official State Statistics 
Service of Ukraine, November, 2019):

(1) "Free fall" of economy: in 1991 Ukraine's economy has been ranked as 60th

worldwide overcoming Poland and Belarus. In 2018, Ukraine is far from mentioned 
countries.

(2) GDP per capita 2013-2015 decreased in 2.5 times; during this period Ukraine 
became poorer nearly twice with comparison to 1991.

(3) At the beginning 1994, public debt of Ukraine was 4.8 billion USD including 
75% external debt; in 2018 governmental debt rose up 15 times and became 76.3 
billion USD. Currently, debt of Ukraine 2.6 times more than golden reserves. It 
means, to cover governmental debt of Ukraine, each Ukrainian has to pay 1800 USD 
currently.

(4) Depopulation and geopolitical insolvency:
(a) territory of Ukraine in 1991 includes 603.7 thousand square meters. In 2018, 

it decreased up to 557.5 thousand square meters without occupied regions of Donetsk 
and Luhansk and Crimean Autonomous Republic; (b) due to environmental catastrophe
(Chernobyl and violent relation towards the nature from the side of industrial 
enterprises 42.6 thousand square kilometers are lost); (c) depopulation in Ukraine is 
indicated in declining in population from 51.5 million citizens in 1991 up to 42.2 
million at the end of 2018, but according to the expert estimation, real population 
includes only 36 million (7-8 million unofficial living and working abroad). In front 
of mentioned tendentious level of mortality is overcoming birth rate (for 100 death 
people was born only 64 newborns in 2018). According to the official forecast of 
United Nations, population of Ukraine will decrease in 2050 for 6.5 million people. 
In comparison, life expectancy has increased from 69 years up to 71 in 2018; (d) 
criminality level rose significantly: in 1991, Ministry of Inner Affairs has registered 
405516 crimes vs 496000 registered crimes in 2018, but according to estimation of 
International Security Service, real crimes in Ukraine are amounted in 523902 not 
including unofficial, unreported and closed cases; (e) decline in science: in 1991, 
313097 scientists have been registered in Ukraine, in 2018 only 94274 scientists are 
registered. Currently, National Academy of Science of Ukraine has a huge problem: 
average age of academicians 74 years. Young people have no willingness and 
possibilities as well to join scientific/research activity, because of low level wages 
and absence of working places (according to the current Law on retirement, retired 
people are able to work, earning double income retirement help plus salaries on 
occupied positions); (f) absence of centralized public healthcare system: Ukrainian 
medicine is deeply ineffective, in 1991, 227 thousand accredited doctors have been 
registered; in 2018, their amount reached 187 thousand and accreditation control is 
almost ruined that makes a very low quality of provided medical care. Medical 
service staff (nurses, ambulatory assistants, etc) has amounted by 607 thousand in 
1991, but 367 thousand in 2018. In 2018 significantly decreased number of hospitals 
1700 (vs 4500 in 1991). According to the United Nations Report, quality of medical 
service decreased 18.8 times with comparison to 1991; (g) education system is 
working pretty well (imaginary): one of pluses of educational sphere in Ukraine is 
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availability and governmental provisions. If in 1991, public education has covered 
82% in 2018 only 48%. In 1991, 50% of secondary schools were Russian language 
schools in 2018 only 7%. For comparison, the literacy level in 1991 amounted 86%; 
in 2018 it decreased up to 52%.

Modelling Scenario for economic development in Ukraine: Scenario analysis 
is a process of examining and evaluating possible events that could take place in the 
future by considering various feasible results or outcomes. That is why we will start 
from the point of 2014 (time of economic and politic destabilization and start of 
military conflict in the East part of Ukraine). A very large impact on Ukraine's 
economy has been done in result of Crimea annexation by Russian Federation and 
the partial occupation of Donetsk and Luhansk regions. Ukraine lost a part of its 
territories and part of GDP creation. Moreover, since Ukrainian economy was highly 
dependent on Russian products and mutual beneficial trading attitudes, relatively 
high percentage of exports went down. The price of Crimea cost Russia 31.4% of its 
GDP and its global ranking felt down from 8th to 12th position. Now, Ukraine needs 
to increase its exports mainly to the EU and the US. Moreover, it seems a good 
opportunity, to increase the production of alternative energy which accounts 2% of 
all energy produced. Furthermore, this could be also a good alternative to reduce the 
import of natural gas from Russia.

Ukraine has some various free trade agreements that are very important drivers 
in attracting new investors, since business have very good chances for trading with 
foreign partners, and can have a plenty of benefits. Currently, Ukraine has signed 
Free Trade Agreements with the EU, Canada, Montenegro, Macedonia, Azerbaijan, 
Georgia, Uzbekistan, Turkmenistan and Tajikistan. On the progress, negotiations are 
regarding Free Trade Agreement with Turkey and Israel.

In the beginning of 2000s, economic growth of Ukraine depended on the raw 
material prices. During last decade, Ukraine was leading in supplying metallurgical 
production on external markets. Agricultural production was occupying second 
position in the Ukraine's export. Taking into the consideration the fact that the 
interest for raw materials is decreasing on background of Chinese breakthrough in 
world markets, and recognition of climate control by society, Ukraine looks quite 
vulnerable. Such conditions put Ukraine under the choice of changing strategy of 
integration into world economy. In our opinion, in the path of creating new strategy, 
it is required to analyze following question:

(1) Complete finalization of the raw material cycle. It should be stated that China 
currently produces over 50% of Lithium and Steel demand (including the fact that 
Ukraine is one of the buyer of this product from China), what makes Ukrainian 
metallurgic sector completely uncompetitive.

(2) Influence of developing consumers' markets. In progressive developing markets
(agro industry, energy business, light industry) Ukraine has a perspective, since it 
processes a good land, favorable preconditions for development small and medium 
enterprises for light industry and effective building of supply chains.

(3) Possibility of reestablishing new trade cooperation links. The new growth centers
located outside the EU and Russia, i.e. traditional trade partners of Ukraine, which 
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account for up to 50% of the country's exports, can be described as a first markets 
approximation that provide easy access and further expansion of activities. In this 
plan, economic growth is possible with the diversification of markets in direction of 
Asia, Africa and Middle East. Such cooperation looks beneficial, since Ukraine 
exceed them in production development in agribusiness, technology of growing 
cattle and food culture, forage crops and with modern financial instruments required 
for foreign trade and export financing.

(4) New prospects in the sale of engineering products. Ukraine has huge depositary
of patented engineering developments in all branches of industrial complex. It could 
be justified perspective to join new market of engineering service support, as in 
neighboring European countries (Hungary, Romania and Bulgaria) and engineering 
support in the vector Germany-Central Europe. This will be a way for technical and 
technological growth and possibility to improve Ukrainian engineering branch. This 
step is possible, since Europe supports all initiatives of Ukraine under new wave of 
democracy and new policymakers from 2018.

(5) New challenges on international labor market. In the current period, European 
Union has a high deficit workers having vocational training education (medical 
sisters, nurses, housemaids) and for men (mechanics, building engineers, projecting 
engineers, IT specialist all levels, agricultural engineers and chemical engineers). 
This creates favorable conditions to capture new opening segment in Europe. In turn, 
this will contribute the merging and deep integration Ukrainian labor market with 
European, easy exchange of labor forces, rising wages and as a result, promoting 
economic growth.

(6) Creating strong institutional system. Ukraine has traditional bureaucratic 
structure in public governance. From one side, it hinders the necessary managing 
decisions, in other side, provides direct access to the public funds. Since all technical 
project decisions supported by governmental guaranties and levels the risk down for 
investors, this looks as a good perspective for the fast-public reengineering and 
strengthen infrastructure connections. Should be noted, as new president Zelenskyi 
was elected, new deep transformation in public governance took place. As well 
Juridical Reform was made, which increased Ukraine in rating of Rule of Law Index 
provided by The World Justice Project. In fact, the level of trust from the side of 
foreign political elite grew.

(7) Easier access to the innovation and investments. At the end of 2018, new 
trend on joining the innovative technologies market has been outlined. Ukraine has 
significant developments and human capital in the IT field. This increases credit trust 
for foreign investors in IT sphere. Ukraine should use this advantage for scale 
development of own IT market. For this, it requires appropriate public regulation 
and subsidization.

(8) Key approach for modernization of Ukrainian economy is renovation of 
energy sector which is based on high quality of energy suppliers. In 1991-1997, 
Ukraine was a leader in energy delivery by relatively lower prices. The only problem 
left is an inefficient government institutions based on deep bureaucracy.

(9) Improvement of governmental institutions. The core of efficient and mobile 
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decisions making is flexible public governance and regulation. Traditionally Ukraine 
is the country which is adopted system of public management based on bureaucracy 
(inherited from USSR), but since last elected president in 2019 public government 
became to the system adaptive governance (e-governance) significantly reducing 
quantity of officials and clerks and replacing them by implemented innovative 
document-flow-technologies.

(10) Involvement of unrealized potential. Despite the fact that the main factor 
hindering Ukrainian economic growth is continuing military conflict against Russian 
Federation, there are several reserved to integrate Ukrainian economy into European 
Community. (a) Diversification energy supplying; (b) Strengthening Gas market on 
the background of shale deposits discovered in Ukraine (in occupied Donetsk and 
Luhansk regions); the return of temporarily occupied territories will lead to the 
opening a new market in Ukraine and possibility to be equal partner in the EU area; 
(c) In the shelf of Black Sea before military conflict the project of opening a terminal 
for the storage of liquefied natural gas was approved, which was aimed of stabilizing 
gas supplies from the Persian Gulf and Azerbaijan; (d) Creating structures of energetic
security with the aim to provide control of energy supply and demand. Recently, 
Ukraine possesses with significant potential to develop renewable energy sources: 
wind energy, solar energy, burning biomass energy. All abovementioned reserves 
comply to EU integration policies are at the forefront of green energy.

Conclusions: As our comprehensive analyzes of the economic situation in Ukraine
show, economy is developed under supply and demand-shock at macro level and is 
pushed by international shocks. This was manifested in the operational (rather than 
strategic) approach to the public management in a temporary reactive form. Such 
fragmentary state policy and the lack of clear priorities in foreign economic policy 
made Ukraine dependent on inefficient multi-vector uncertainty. We can state the 
following:

1) Ukraine is characterized by depressive economic development and diminishing
dynamics of GDP per capita by PPP.

2) Ukraine is a transitive country, which leads to the conclusion that the economy 
should be transitive as well.

3) It is necessary to switch to the model of strategic management in public 
governance and form a cluster government for narrowly focused work in strong 
sectors of the economy.

Given the prevailing prerequisites and the current economic situation, we see the 
possible 3 scenarios of economic development of Ukraine.

Considering economic development in economic coordinates "favorable/ 
unfavorable" these economic development scenarios are possible.

(1) Optimistic forecast. Way to the European Union. Development of public-
private partnerships. Digitalization of the economy. The development of small and 
medium-sized businesses. Attracting foreign investment in connection with land 
reform.

(2) Neutral forecast. Bet on a neutral government. Continuation of the policy of 
external loans. Bet on a big oligarchic business. Directing money only to the primary 
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sector. Fragmented support for the giving industries.
(3) Pessimistic forecast. Inability to implement political reform. The insolvency 

of Ukraine, and the recognition of default, the collapse of small and medium-sized 
businesses. The growing dissatisfaction of the population and a new wave of 
destabilization.
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