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Labour Market in Ukraine: Migration Challenges
Summary
Analytical report “Labour Market in Ukraine: Migration Challenges”, prepared by the Institute of Economic Research and Policy Consulting, is the part of “Open Ukraine” Foundation’s project “Ukraine in International Migration Processes: Realizing Challenges and Preparing Adequate Response” that envisages the analysis of preconditions, reasons for, and consequences of international labour migration of Ukraine’s population. The aim of this part of research is a complex study of the Ukrainian labour market for identifying macroeconomic preconditions and reasons for outwards migration of population. The study creates the foundation for next complex microeconomic study of Ukraine’s migration based on sociological survey.

The specificity of this report is that analysis is conducted not only on the national level but also on the regional level, as obviously conditions in regions are not identical and, therefore, the migration activity of population differs across oblasts.

The analysis revealed that there are two types of territories in Ukraine, with high and low pressure on the labour market. The former one includes mainly Western oblasts with poor economic situation and limited opportunities to find worthy work place, but also with minor demographic problems, rapid population replacement and, therefore, rise of labour supply in the future. The latter type includes Eastern oblasts, where the economic conditions are better, mainly thanks to developed industry, but the population replacement rate is lower and population density is high. 

Inequality of regions’ development stimulates migration. There are several factors that limit internal migration. First of all, it is a high housing prices and living costs, and difficulty to earn enough on a new place to cover living costs increased due to relocation. One of the fastest-growing sectors of economy is trade, but wages in this sector are not so high.

Second, there is a lack of professional attainments for finding job at a new place. In particular, in 2000-2007, the highest growth of employment was noted in financial sector, trade and sector of real estate, renting and business activities. At the same time, demand for labour reduced in agriculture and industry. However, the investigation showed that the job placement services continue retraining mostly for the needs of industry and agriculture that does not match with the new structure of market. Therefore, supply does not always meet labour demand in regions maintaining structural unemployment and outwards labour migration.

Third, if person decides to leave his/her long-term place of living, the emigration looks much more attractive due to potentially higher gains in wages.

Finally, inequalities between neighbouring regions becomes less and less critical in Ukraine. For example, real wages growth rates are converging to the same level. As a result, potential migrant finds it  better off to work abroad if migration requires the change in professional attainment. For Ukraine it implies decrease in the most productive and reproductive part of population that lives in the country.

The investigation has found a potential threat of labour supply lack among women (2.65 millions till 2016) because of ageing and low participation rate in economic activity. On the other hand, decrease in economically active male population (2 millions till 2016) will be less painful for the economy due to their more gradual transition to retirement and higher rate of economic activity.

In the situation of future lack of human resources the migration and the labour market policies become more and more important. However, the solution of labour market problems requires realization of a package of structural reforms, most of which have being on agenda for times. Analysis of the labour market in Ukraine and migration flows of labour force allows distinguishing the following reforms:

· Payroll taxes reform. In order to secure return of migrants in Ukraine and keep potential migrants within the country the wage level has to be increased in the country. One of the factors for an increase is a reduction of payroll taxes that are paid by employers pushing wages in the shadow and an establishment of the single payroll tax.

· Pension system reform. Against the background of population aging it is necessary to increase the mandatory retirement age for labour supply increment, and equalize retirement age for males and females. Also, it is necessary to broaden tax base for the pay-as-you-go pension system. In the middle-run it is important to introduce the second pillar of the pension system.

· Housing market reform. The important reason for migration is housing problems. Therefore, the housing market development strategy should be set; in particular, structural obstacles for housing supply increase should be eliminated.

· Education reform. Educational migration becomes more significant, what explains significant share of youth in migration flows. Reform of education, including its financing, is called upon for stabilization educational migration flows.

· Small and medium business development. Another way to reduce or prevent unemployment is an establishment of appropriate regulatory preconditions for the development of small and medium business.

· Regional policy reform. In terms of different development of regions that reflects in different intensity of regional migration flows the program for settlements’ infrastructure development up should be created aimed at ensuring equal living standards in urban and rural areas. For these purposes new indicator of depressive regions should be developed covering not only economic, but also social and ecological conditions. Also, the development of region potential indicator seems useful. Efficient regional policy will help to reduce outflow of population to other countries or other oblasts, and to ensure harmonic development of Ukraine’s regions.

· Active labour market policies. In order to increase population adaptation to labour market requirements the active informing about opportunities should be conducted, training and retraining programs must be agreed with real demand on the regional labour markets, professional education system must be supported, and systematic analysis of needs in labour force for different types of enterprises should be conducted in order to form appropriate public education order.

· Ukrainian labour migrants support policy. It is necessary to continue policy of lobbying of Ukrainian labour migrants interests in other countries, enforcing the Agreement with the EU on the status of labour migrants, and creating conditions for legal job placing of Ukrainian migrants including the establishment of mechanisms for pension payments and other payroll taxes payment from abroad.

· Active immigration policy. In terms of population decrease and increased inflow of migrant into the country it is important to conduct more active immigration policy, in particular solving problems of legal job placing of migrants, establishing of professional and educational requirements to immigrants, analysing immigrant labour distribution among sectors of economy, and estimating the need of the domestic economy in the foreign labour force.
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