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UKRAINE, THE ENLARGEMENT OF THE EUROPEAN UNION
AND CONSEQUENCES FOR HIGHER EDUCATION

Even though Ukraine is to some extent integrated into the world trading system, and is characterized by a
remarkably high education index, both the structural composition of imports and exports and the absolute
numbers on GDPper capita and on expenditures/or research and development represent a considerable gap
between the economic development in Ukraine and in the member states ofthe European Union. The enlarge-
ment ofthe European Union and the establishment ofthe Free Trade Area between Ukraine and the Europe-
an Union will offer Ukraine an enhanced opportunity for fostering its economic growth. In order to accommo-
date the increasing capital intensity due to the rising flow of foreign direct investment, it will be necessary to
raise labour intensity by shifting the focus to new products with higher knowledge content. This in turn requires
a careful analysis ofadequate study programs in the institutions ofhigher learning.

I. Introduction ern European countries. Take, for example, Ger-

many. The two countries, Germany and Ukraine,

In analysing the national data, one can notice have almost identical education index, which corn-
some similarities between Ukraine and large West-  bines adult literacy rate and gross student enrolment
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Table I. Ukraine and Germany (Source: UNDP (2003))

Human development index Ukraine Germany

Life expectancy index, 2001 0,74 0,88
Education index, 200 1 093 0,96
GDP index, 2001 0,63 0,92
Human development index (HDI) value, 2001 0,766 0921
GDP per capita (PPP USS) rank minus HDI rank 23 -5
Demographic trends

Population under age 15 (as % of total), 2001 17,2 154
Population under age 15 (as % of total), 2015 132 132
Population over age 65 (as % of total), 2001 14,2 16,7
Population over age 65 (as % of total), 2015 16,1 208
Commitment to education: public spending

Public expenditure on education (as % of GDP), 1998-2000 44 4,6
Technology: diffusion and creation

Research and development (R&D) expenditures (as % of GDP), 1996-2000 0,9 25
Scientists & engineers in R& D (per million people), 1996-2000 2118 3161,0
Thestructureof trade

Imports of goods and services (as % of GDP), 1990 29 25
Imports of goods and services (as % of GDP), 2001 54 33
Exports of goods and services (as % of GDP), 1990 28 29
Exports of goods and services (as % of GDP), 2001 56 35

ratio. They have comparable levels of public spend-
ing on education and of dependence of the econo-
mieson international trade. The countries also face
similar demographic trends. But, obviously, there
are some substantial differences reflected by the
Table 1.

Naturally, there is aclear disparity in the GDP
per capitalevels. Infact, the current standard of liv-
ing in Ukraine amountsto approximately 15 % of
the average European Union level. There isdso a
sizablegap in the R& D expenditures. In addition,
a closer look at the Ukrainian trade relations re-
vedls that, in 2002, as little as 19 percent of Uk-
raine's exports went to the European Union. This
low level of trade constitutes a sharp deviation from
the predictions of the gravity model, which, given
the size of the countries' economies and the geo-
graphical distance between them, assessesthelevel
of intra-country trade. According to Aslund (2003),
the share of the Ukrainian trade with the European
Union should be about 60 percent of the total vo-
lume and grow even further in view of the EU en-
largement.

Within the European Union the main partners
in export as well as in import (more than 50 % of
the general trade turnover with the European Union

countries) are Germany, Italy and Great Britain.
Most important, however, isthefollowing compo-
sition of Ukraine's exports and importsto (respec-
tively, from) the European Union (in 2002, taken
from AHT (2003)) (seetabl. 2, 3).

Table. 2. Ukraine's exportsto the European Union, %

Base metals and metal goods 22,6
Mineral products 222
Lightindustry goods 158
Agricultural products and food products 16,1
Machinery, equipment and mechanisms 109

Table 3. Ukraine'simports from the European Union, %

Machinery, equipment,vehicles 424
Chemicals and related products 225
Light industry products 9,7

Thus, Ukraine suffers from a predominance of
productsin its exports, which are particul arly exposed
to protectionist measures by other countries. They
account for about three-quarters of Ukraine's total
exports. Stedl comprises 40 % of Ukraine's exports,
while each of the three sensitive commodity groups,
agricultural goods, chemicals and textiles, account
forover 10%. Thefollowingchart (takenfrom ESDP
of UNDP (2003)) showsthe overall composition of
exportsofthe Ukraine (Fig. 1).
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Fig. 1. Overal composition of exports
of Ukrain (Sourse UNDP (2003))

Thus, three quarters of Ukraine's exports con-
centrate on natural resources and on labour-inten-
sive products, which require a limited amount of
skilled labour, whereas imports include technolo-
gically more advanced commodities. One must no-
ticethat thisimbal ance hasbeen avoided by the new
accession countriesto the EU, who, at least to some
degree, succeeded in switching their exportsto the
European Union to more labour-intensive pro-
ducts, which are characterized by ahigher content
oftechnologically advanced knowledge (cf. Quais-
ser and Vincentz (2001)).

[1. Ukraine and the European Union

The Agreement on Partnership and Coopera-
tion (PCA) between EU and Ukraine came into
forceon March 1, 1998, when one of the objectives
is the promotion of trade, investment and econo-
mic relationsbetweentwo sides. Naturally, these be-
came even more important as the result of the re-
cent enlargement of the European Union, which
create the common border of the Union with the
Republicof Ukraine(cf. again AHT (2003)). Tobe
more precise, PCA establishes the most favoured
nation treatment between Ukraine and the mem-
ber states of the European Union. There is, more-
over, a possibility of a Free Trade Area between
Ukraine and the European Union, although the
PCA does not set any specific time frame or dead-
lineforitsimplementation.

Up to now, the European Union has had some
reservationsagainst this Free Trade Area: initsview

02001
#2002

(i) Ukraine should first implement its structural
reforms by means of a planned and stable policy,
(ii) it should eliminate some problematic issues,
whicharoseinbilateral relations, (iii) there should
be a substantial advance in Ukraine's accession to
the World Trade Organization. In fact, the acces-
sion to the WTO is even considered to be a neces-
sary precondition for discussing the creation of the
Free Trade Area.

Given thecurrent development, Ukraine could
possibly be admitted to the WTO in 2003 or 2004.
Then the most important requirements for launch-
ing the negotiations on creating the Free Trade Area
will be fulfilled, and the Free Trade Area between
Ukraine and the member states of the European
Union could soon become readlity. What will hap-
pen then? And how can Ukraine favourably affect
what isgoing to happen?

111. The Structure of Free Trade

Given the common border of Ukraine and the
European Union, free trade to emerge in the en-
visaged Free Trade Areais, in principle, beneficial
for both sides, especialy for Ukraine. In order to
carefully examinethis development, Ukraine and
the European Union have undertakenjoint research
on the prospects and relevance of the Free Trade
Area. The results of this investigation generated the
following conclusions (excerpt, cf. AHT (2003)):

1. The Free Trade Area Agreement will bring
substantial economic benefits to both Parties, if it
is established within a favourable environment,



whichwill allow theindividual economicentities
to enjoy all the newly created possibilities.

2. Among other areas the agreement on Free
Trade Area must comprise agriculture, which is an
important industry of Ukraine. According to the
survey results, Ukraine expects to see an increase
in the volume of agricultural trade by 50 % com-
pared to aprospect of growth inthe industry by only
10%!

3. Evenin casethe agricultural exportsinto the
European Union make up a substantial share, the
European Union agricultural marketsare unlikely
to feel the significant impact of Ukrainian produce.

The conclusion that "Ukraine expectsto see an
increase in the volume of agricultural trade by 50 %
compared to a prospect of growth in the industry
by only 10 %" is somewhat surprising. On the one
hand, the extended opportunitiesfor international
trade will strengthen the traditional export sectors
of the Ukrainian economy. On the other hand, these
traditional export sectors, as we aready know, are
characterized by the vast employment of mostly
unskilled labour, and therefore contrasting the com-
paratively high value of the Ukrainian education
index.

In order to understand this somewhat parado-
xical situation, we have to investigate the internal
mechanisms of free trade more carefully. We shall
thereby make extended use of thewell known Heck-
scher-Ohlin model of international trade (see for
example Ethier(1995)), which seemsto be appro-
priate for this case. The Heckscher-Ohlin model
explainsinternational trade by means of differen-
cesin relative factor endowments. Thus, under the
conditionsoffreetrade, acountrywill increasingly
produce and supply for export the commodities,
whose production requires more intensive utiliza-
tion of the factors that are abundant in that count-
ry. These relative factor abundances translate into
comparative advantages in the production of some
commodities under the conditions of free trade.
Observe that the emphasis is here on relative factor
abundance, and not on absolute factor abundance!
In addition to these shifts in the production and the
export structure, due to free trade, flexible factor
prices for the relatively abundant factors will in-
crease, aswill the pricesfor the corresponding com-
modities. In contrast to this positive result, prices
for the other factors will decrease. If factor prices
are downward inflexible, then therewill be an in-
creasing unemployment with respect to the less
abundant factors.

What conclusions for the development of
Ukraine could and should be drawn from the theo-
ry ofinternational trade, especially from the Heck-

scher-Ohlinmodel ?Webelievethat, lookingatthe
perspectives for the Ukrainian export structure on
the basis of these results and some indicators pro-
vided earlier, the skilled labour does not represent
the relatively abundant factor in the Ukraine, at
least not in comparison to the other member states
of the European Union. The skilled labour will not
representtherelatively abundant factorinthe near
futureand, moreover, one should also not expect a
dramatic increase in the wagesfor skilled labour,
whereaswagesforunskilledlabourwill rise. There
are some indications that these wage adjustments
started already last year!

4. Should Ukraine be Satisfied with this Pro-
spective Devel opment?

The tentative negative answer to thisimportant
question immediately raisesthe next question: what
isto be donein orderto change thisperspectiveto a
more agreeable and more reasonable development?
To provide a sensible answer to this second ques-
tion is, however, much more difficult, and again
requires some careful analysis. For this we shall
consider some more or less obvious arguments:

1. Laisser-Faire-Policy. Of course, one could
argue that the economic situation of Ukraine will
change and improve in the course of time as the
stimulation of economic growthwill show itsposi-
tive results sooner or later.

In order to evaluate this "laisser-faire" argu-
ment, assume, fora moment, that the average eco-
nomicgrowthin Ukrainewill equal 4,5 % over the
next seven years. Then nominal GDP of Ukraine
will not exceed US $60 billion in market pricesby
theyear 2010. In2001 theGDPofGreece-asmall
member state of the European Union with apopu-
lation of 10,6 million and one of the poorest eco-
nomiesof the current European Union — amoun-
ted to US $ 119,7 billion in market prices. In other
words, in 2001 the G DP ofthe poorest member state
of the European Union, whose population is 4,5
fold lessthan that of the Ukraine, doubled over the
GDPratethat Ukraine might obtain in 2010, given
the average rate of economic growth accounts to
4,5 % peryear (these numbers are taken from AHT
(2003)). Thissimple, but—giventhecurrentsitua-
tion — neverthel essrealistic exercise demonstrates
that Ukraine may stay far behind the less prospe-
rous member states of the European Union with
such alaisser-faire regime, even after the enlarge-
ment of the European Union. Economic potential
of the Ukraine and welfare will remain on a rela-
tively low level for many yearsto come.

Foreign Direct I nvestments. Then onemight ar-
gue that after the enlargement of the European
Unionwagesintheaccession countrieswill tendto
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increase. As an immediate consequence, foreign
direct investmentsin Ukrainewill start to increase,
too. The resulting accelerator and multiplier effects

o0  ,130.9
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Fig. 2. FDI in Ukraine -
(SourseUNDP(2003))

Now, foreign direct investment in Ukrainerose
to anew high of 2,1 percent of GDP in 2002 (cf.
the above chart, taken again from ESDP of UN DP
(2003)), and further growth islikely, though thisis
only one third of the East-Central European level.
One important reason for a lack of massive foreign
investment in Ukraineisthe country'slimited mar-
ket access, hindered by the wide array of various
barriers. Thus, a Free Trade Areabetween Ukraine
and The European Union could indeed speed up
the process of economic growth in Ukraine!

There is, however, one additional point, which
should be respected when discussing amajorinflow
offoreign investments. Asweindicated above, there
aresome striking similaritiesbetween Ukraine and
the EU, demonstrated in comparison with Germa-
ny. And to some extent, the coming exposure of
Ukraine to free trade with the member states of the
European Union resembles the economic effect of
the German reunification on the former G DR. Of
course, the eastern part of Germany was not only
exposed to free trade, but to full competition with
all of Western Europe. On the other hand, however,
the Western provinces (lands) of Germany suppor-
ted the Eastern counterparts (and continue to do
s0) on unprecedented scaleup tothisday. Actually,
direct investmentsmoved the capital intensity ofthe
eastern part of Germany even ahead of the western
part of Germany, at least in some areas.

So, what was the economic effect of these "fo-
reign direct investments" in the eastern part of Ger-
many? There is one striking paradox, the so called
"Productivity Gap" (cf. thefollowing chart), which
allows some reflections on what should be done in
Ukraine (Fig. 3).

will then contribute towards a stimulation of eco-
nomic growth in the Ukraine with increasingly
higher growth rates (Fig. 2).
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This diagram (cf. Klodt (2000)) demonstrates
that, in spite of huge direct investmentsinto the East
German economy, the gap between the labour pro-
ductivity inthewestern part of Germany (ABL) and
the eastern part (NBL) did not close. For an expla-
nation, one could point to the fact that price dif-
ferences between the East and the West make up
forthe difference. But then there remainsthe prob-
lem, why are these price differences so persistent?
In spite of the sometimes higher capital intensity in
the East (cf. Klodt (1999)) of the high value of the
education index in former GDR, economists at-
tribute this fact to a difference in labour intensity.
Thus there seems to be an insufficient supply of
productswith a high knowledge content, which pre-
vented and continues to prevent many enterprises
in the East to charge higher prices for their com-
modities.

The situation in Ukraine with relatively small
expenditures on research and development activi-
ties points to a similar effect of increasing foreign
direct investments. Even though, some voicesin the
European Union argue that Ukraine should raise



the degree of processing of its export goodsto avoid
the barriersto the markets of the European Union.
However, theaboveanal ysisdemonstratesthat isnot
an easy challenge. Alonewithforeigndirectinvest-
ments, investments into the capital stock, the
growth process need not change substantially. What
isneeded isinvestment in human capital to accom-
modate the fast growth of the real stock of capital!

V. Consequences for Higher Education in Ukraine

The enlargement of the European Union can help
to stimulate or even boost economic growth in
Ukraine. The grounds are well prepared for a fast
economic development: the creation of a Free Trade
Areabetween Ukraineand the European Unionwill
leadtoavisibleincreaseinforeigndirectinvestments
in Ukraine. Thehighvalueofthe Ukrainian educa-
tion index guarantees, moreover, an adequate sup-
ply of skilled labour. However, in order to optimally
accommodatetheincreasingcapital intensity, itwill
00N be necessary to raise |abour intensity, too. This
implies an increasing production of sophisticated
commodities with high knowledge content in the
near future. The physical basiswill bethe built-up of
the capital stock due to further increasing foreign
direct investments. The economy of Ukraine will

then gradually shift from supplying agricultural com-
modities, mineral productsand steel to an economy
producing technol ogically advanced goods, which
promiseahigher return and thereforeaso ahigher
growth rate. A substantially higher growth rate is,
however, necessary in order to catch up at least with
the accession countriesofthe European Union.

What can U kraine do intermsofthe system of
higher education to support thisprocessin an ade-
quate way? Taking again the experience from
former GDR asabenchmark, it seemsto be im-
portant to increase the familiarity of young stu-
dents, employeesinresearch and devel opment and
executives with the basic principles of a market
economy. In an empirical study carried through
in 1995, the examination of enterprisesin the east-
ern part of Germany that went through dramatic
changesafterreunification(cf. Topfer(1995)) has
shown that more than 50 % of the participating
firms conceded a too weak emphasis on manage-
ment qualities, on product quality, and onproduc-
tivity. Not surprisingly, many of these firms had
serious problems emerging from the sudden ex-
posure to competition! Once the Free Trade Area
is established, Ukrainian enterpriseswill make the
same experience, if they do not get ready for this
increasing competition.
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lanc Beiicmem

VKPATHA, PO3IINPEHHS €BPOMENCBKOIO COIO3Y
TA HACJILJIKM 1JIs1 CUCTEMM BUIIIOI OCBITU

Ilonpu me, wo Yxpaina nesnoro mipor iHmeepoeanay ceimogy mopeo8eavHy cucmemy ma xapaKkmepu-
3YEMbCA HAO36UMALHO BUCOKUM OCEIMHIM IHOEKCOM, CMPYKMYPHUL CKAAd eKcnopmy ma imnopmy, abco-
nmomHi 3nauenns BBIIy po3paxynky na o0Hy ocody ma eumpamu Ha HAYK080-00CAIOHI 1i KOHCMPYKMOPCbKI
pobomu 6Ka3yOMb HA 3HAMHUIL PO3PUB MINC eKOHOMIYHUM PO36UMKOM YKkpainu ma kpainamu-usenamu €epo-
neiicbkoeo Corw3zy. Poswupenns €eponeiicokoeo Coro3y ma 6cmaHo8AeHHA inbHOI 30HU mopeieni midc Yk-
painoro ma €Eeponeiicokum Corozom Hadacmv YKpaini binvuie Moxcaugocmeil 0aa CMUMyAOBAHHA ii eKOHO-
MiuH020 po3eumky. Jlis moeo, w06 3ab6e3neuumu 3pOCMAHHS KANIMAAOMICMKOCMI 34 PAXYHOK 30iAbUieHHS
HOMOKY NPAMUX [HO3eMHUX iHéecmuuyiil, nompioHo Oyde 30inbuiumu mpydomicmkicmo uepes nepeopicHma-
Uiro Ha eUPOOHULMBO HOBUX NPOOYKmMie, AKi sumaearoms Oinvuloi Kinvkocmi 3Hawns. lle, 6 ceoro uepey, no-
mpelye pemeabHo20 aHAAIZY A0eK8AMHUX OCEIMHIX NPoepam y 3aKAadax euujoi oceimu.



