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Overview1

Key Findings
•	 Ukrainian	employers	demand	advanced	cognitive,	socio-emotional,	and	technical	skills.
•	 Existing	formal	education	and	training	systems	have	been	slow	to	adapt	to	new	skill	
	 demands.
•	 Ad	hoc	and	uneven	nature	of	policy	reforms	in	Ukraine	has	led	to	outdated	education,	
						 training,		and	labor	market	systems.

Policy Agenda
•	 Build	foundational	skills	for	new	labor	market	entrants.	
•	 Enhance	the	quality	of	higher	education	and	employment	institutions	to	build	advanced	
	 skills	of	the	current	working-age	population	and	future	workers.	
•	 Improve	the	institutional	environment	to	ease	the	use	of	current	workforce’s	skills.

A Tortuous Transition from a Soviet to a Prosperous Modern Economy

Ukraine’s promising economic potential after its independence in 1991 has not translated into 
broad-based prosperity.	It	is	home	to	a	range	of	natural	resources	and	industries	and	a	workforce	
with	relatively	high	educational	attainment,	 inherited	from	the	Soviet	legacy.	In	the	early	1990s,	
Ukraine	had	levels	of	gross	domestic	product	(GDP)	per	capita	that	were	similar	to	other	middle-in-
come	(peer)	countries	like	Brazil,	Poland,	or	Turkey.	Today,	Ukrainians	still	have	relatively	high	lit-
eracy	rates,	high	numbers	of	university	students,	and	significant	numbers	of	graduates	contributing	
to	industrial	and	scientific	progress	(World	Bank	2011a).	However,	economic	performance	remains	
tenuous	at	best,	productivity	levels	among	the	workforce	are	low	compared	to	peer	countries,	and	
standard	of	living	for	the	average	Ukrainian	in	2015	is	lower	than	they	were	25	years	ago.	

One of the main causes for the disappointing economic performance is the lack or slow pace of 
reform, especially among policies which regulate labor markets and education and training institu-
tions.	The	labor	regulatory	code	contains	many	pre-transition	features	as	it	was	drafted	in	1971	
and	amended	only	marginally	over	the	years.	The	absence	of	adaptions	in	labor	market	laws	lim-
its	incentives	for	firms	to	hire	and	grow	and	leads	to	forms	of	suboptimal	workforce	allocations	
such	as	informal	employment,	underemployment,	and	wage	arrears.	Meanwhile,	stagnation	in	
vocational	 and	 post-secondary	 level	 instruction	 is	 hindering	 the	 ability	 of	 training	 and	 edu-
cation	institutions	to	be	responsive	to	fast-changing	labor	market	needs.	Underfinancing	and	
limited	technical	capacity	of	stakeholders	have	constrained	the	implementation	reforms,	when	
they	were	approved,	and	their	effectiveness	is	unclear.	Structural	issues	such	as	the	fast	pace	of	
decline	and	low	internal	mobility	of	the	labor	force	are	additional	challenges.	As	a	result	of	these	
factors,	Ukraine	roughly	ranks	in	the	bottom	tier	of	countries	around	the	globe	in	indicators	rat-
ing	the	ease	of	doing	business,	which	is	below	most	other	Eastern	European	and	Central	Asian	
countries—96th	place	out	of	189	countries	in	2014	(World	Bank	2014a).

  1  This report was prepared by a team comprising Ximena Del Carpio, Olga Kupets, Noel Muller, and Anna Olefir.  Employer STEP data was col-
lected jointly with the OECD Eurasia competitiveness Program (task led by Gabriela Miranda).
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On top of structural issues, the ongoing conflict in the eastern regions of the country, jointly 
with an economic downturn, further weakens labor market prospects and economic performance 
more broadly. Since	 the	 beginning	 of	 the	 conflict	 in	 February	 2014,	 employment	 losses	 have	
been	considerable	due	to	the	exclusion	of	employment	opportunities	from	the	Autonomous	Re-
public	of	Crimea	and	Sevastopol	City	and	quasi	cessation	of	economic	activities	in	the	Donbas	
region,	an	important	mining	extraction	and	manufacturing	area	in	the	country.	In	the	Donbas	
region	alone,	800,000	jobs	were	lost.	Over	a	million	people	migrated	to	other	Ukrainian	regions	
or	neighboring	countries;	they	are	referred	as	Internally	Displaced	People	(IDP).	A	significant	
share	of	employment	adjustment	has	also	taken	place	within	firms	through	reduced	hours,	un-
paid	administrative	leave,	and	wage	deferrals	(or	arrears)	–	reported	wage	arrears	increased	in	
2014	from	UAH	753	million	to	UAH	2,437	million.

Building Skills to Boost Employment and Productivity 

Investing in workers’ skills would provide a way to improve productivity and restore compet-
itiveness, to boost economic growth and prosperity. The	importance	of	skills,	beyond	formal	ed-
ucational	achievement,	 in	 fostering	employment	and	productivity	has	been	documented	by	a	
large	body	of	empirical	work	initiated	in	the	early	2000s2.		Fostering	skills	–	people’s	malleable	
abilities	to	perform	tasks	and	respond	to	situations	–	increases	the	employability	of	the	labor	
force,	enables	workers	to	carry	out	their	job	more	efficiently,	use	new	technology	and	innovate,	
and	allows	firms	to	progress	up	the	industries’	value	chains	(World	Bank	2010,	2012;	Arias	et	al.	
2014).	A	better	skills	development	strategy	has	the	potential	to	overcome	structural	challenges	
by	improving	firms’	performance	and	productivity	of	the	Ukrainian	economy.

Figure 1. A Framework for Cognitive, Socio-emotional, and Technical Skills
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Sources: Authors’ elaboration based on Almlund et al. (2011); Borghans et al. (2008); Roberts (2009); OECD (2015).

  2  See reviews by Borghans et al. (2008), Almlund et al. (2011), Kautz et al. (2014), OECD (2015).
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Skills are broadly defined as individual characteristics that are malleable through changes in 
learning environments and investments. Schools	are	a	privileged	place	but	not	the	only	one	where	
skills	are	formed.	The	full	spectrum	of	a	person’s	skills	is	also	influenced	by	other	factors	such	as	
family	background,	work,	extracurricular	activities,	and	environment.	The	term	skills	refers	to	
“competencies,	attitudes,	beliefs,	and	behaviors	that	are	malleable	(modifiable)	across	an	indi-
vidual’s	development	and	can	be	learned	and	improved	through	specific	programs	and	policies”	
(Guerra	et	al.	2014).	Skills	are	multi-dimensional	and	can	be	categorized	into	three	broad	over-
lapping	sets:	cognitive,	socio-emotional,	and	technical	skills,	which	can	succinctly	be	defined	as	
follows	(Figure	1):

•	 Cognitive skills can	be	defined	as	intelligence	or	mental	abilities;	they	include	basic	aca-
demic	knowledge	(like	literacy)	and	more	complex	thinking	(like	critical	thinking	or	problem	
solving).

•	 Socio-emotional skills	are	behaviors,	attitudes,	and	personality	traits	that	enable	individu-
als	to	navigate	personal	and	social	situations	effectively	(like	managing	emotions,	working	with	
others).

•	 Technical skills	can	be	defined	as	specific	knowledge	to	carry	out	one’s	job	(like	repairing	
electronic	equipment	or	designing)	and	psychomotor	and	manual	dexterity.

Despite the clear relevance of the skills agenda for employment, productivity, and living 
standards in Ukraine, there has been little up-to-date or granular evidence before this report to 
guide policy priorities in the country. With	this	in	mind,	the	analysis	and	evidence	presented	
in	this	report	mainly	draw	on	new	micro-datasets	that	allow	for	a	more	detailed	understand-
ing	of	the	distribution	of	cognitive,	technical,	and	socio-emotional	skills	among	the	work-
ing-age	population	and	those	 skills	 that	employers	 look	 for	 in	 the	country.	These	 surveys	
were	created	under	the Skills Toward Employment and Productivity (STEP)	measurement	ini-
tiative	of	the	World	Bank	and	allow	cross-country	comparisons	where	STEP	surveys	have	
been	completed.	This	study	also	relies	on	a	unique	dataset	of	job	vacancies	from	public	and	
private	portals,	allowing	to	draw	job	requirements	for	a	broader	range	of	sectors	than	pro-
vided	by	the	firm	survey.

Employers Demand Advanced Cognitive, Socio-emotional, and Technical 
Skills

Skill gaps significantly constrain firms’ performance in Ukraine.	In	a	2014	survey	of	four	key	
sectors,	4	firms	out	of	10	reported	a	significant	gap	between	the	type	of	skills	their	employ-
ees	have	and	those	they	need	to	achieve	business	objectives.	This	is	the	case	for	roughly	half	
of	the	firms	in	the	food	processing	and	in	the	information	and	communication	technologies	
(ICT)	sector	–	one	that	mostly	hires	workers	with	post-secondary	education	levels.	The	lack	
of	required	skills	of	their	employees	are	less	salient	in	the	renewable	energy	sector	and	among	
agribusiness	growers,	but	at	least	one	out	of	five	firms	in	these	two	sectors	reports	facing	this	
issue.	Skill	gaps	limit	the	company’s	efficiency,	service	quality,	and	ability	to	retain	and	grow	
its	client	base	(Figure	2).	Also,	skill	gaps	are	impeding	firms	from	finding	the	right	candidate	
for	the	job	in	the	hiring	process,	especially	in	the	higher-skilled	occupations	and	in	occupa-
tional	categories	that	require	workers	to	possess	job-specific	technical	skills	when	they	start	
working.
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Figure 2.Reported Consequences of Skill Gaps on Firms in Four Key Sectors
Share of Firms Reporting that Skill Gaps Caused a Given Business Problem, %
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Source: Ukraine STEP Employer Survey 2014.

Note: ‘Skill Gaps’ refers to the breach between the type of skills a firm’s employees have and those it needs to achieve business 

objectives.

What are these skills that employers value and lament the lack thereof? Most demanded skills 
include a mix of technical, socio-emotional, and advanced cognitive skills. Insights	from	a	firm	sur-
vey	and	a	dataset	of	2015	job	vacancies	show	that	advanced	cognitive	skills	that	allow	workers	to	
analyze	and	solve	problems,	manage	their	time,	gain	new	knowledge	and	learn	new	methods,	and	
communicate	effectively,	are	highly	demanded	in	Ukraine	(Table	1).	Employers	not	only	look	
for	workers	who	think	well	but	also	for	those	who	demonstrate	socio-emotional	skills	that	help	
manage	one’s	emotions	and	behaviors	(like	self-management,	resilience,	ethics),	goal	setting	and	
willingness	to	learn	(achievement	motivation),	and	the	ability	to	work	with	others	(teamwork).	
A	core	set	of	technical	skills	is	harder	to	define	as	they	often	are	occupation-	or	job-specific	and	
the	only	source	of	detailed	technical	skills,	the	job	vacancy	dataset,	tends	to	target	higher-skilled	
occupations.	Yet,	like	sales	skills,	knowledge	of	markets	and	products,	and	advanced	computing	
skills	are	demanded	in	a	range	of	occupations.

Table 1. Frequent Skill Requirements in Job Vacancies, March 2015

Cognitive Socio-emotional Technical

Communication Responsibility Sales	skills

Learning Stress	resistance Knowledge	of	markets	and	
products

Time	management Self-management Analytical	methods

Analytical	skills Goal	orientation Proficiency	in	field-specific	
software

Foreign	languages Teamwork Knowledge	of	legislations
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Cognitive Socio-emotional Technical

Multi-tasking Negotiation Web	programming

Critical	thinking Organization Design

Problem	solving	 Professionalism Driving

Decision	making Teamwork Basic	computer	tools

Source: Authors’ compilation of job vacancies from Head Hunter online portal (2015).

Note: The table features examples of skills frequently cited as requirement in a sample of job vacancies rather than a strict rank-

ing of these skills. Other frequently cited socio-emotional skills include cooperation (agreeableness), accuracy (detail orientation), 

leadership, and perseverance. The Head Hunter portal tends to target high-skilled occupations and therefore skill requirements may 

be more representative of these types of occupations.

Most valued skills are consistent across sectors and types of occupations. Employers	 from	
four	 key	 sectors	 rank	 virtually	 the	 same	 top	 5	 skills	 out	 of	 14	 options:	 job-specific	 techni-
cal	 skills	 (technical	 skills),	 professional	 behavior	 (socio-emotional	 skill),	 problem	 solving	
(advanced	 cognitive	 skill),	 the	 ability	 to	 work	 independently	 (socio-emotional	 skill),	 and	
teamwork	(socio-emotional	skill)	(Table	2).	These	skills	are	virtually	equally	 important	 for	
both	high-skilled	occupations	(like	managers)	and	low-	and	middle-skilled	occupations	(like	
clerks).This	uniformity	is	remarkable	given	the	diversity	of	these	sectors	with	regard	to	lo-
cation,	size,	number	of	jobs	they	represent,	their	occupational	structure,	and	the	extent	they	
report	being	affected	by	skill	gaps.	For	example,	demand	for	lower-skilled	occupations	in	ag-
riculture	is	prominent	while	other	sectors	like	information	technology	and	renewable	energy	
express	a	clear	demand	for	workers	in	higher-skilled	occupations,	especially	in	managerial	and	
professional	occupations.

Table 2. Overview of Firms’ Skill and Labor Needs and Gaps for Four Key Sectors

	
Agribusiness 

growers
Agribusiness 

food processors
Renewable 

energy
Information 
technology

Main regions of 
location

Dnipropetrovsk

Odessa

Mykolaiv

Kyiv	City	and	
Oblast

Dnipropetrovsk

Kharkiv

Kyiv	City

Lviv

Cherkasy

Kyiv

Kharkiv

Dnipropetrovsk

5 most valued 
skills

1.	Job-specific	
technical

2.	Professional	
behavior

3.	Problem	solving

4.	Ability	to	work	
independently

5.	Team	work

1.	Job-specific	
technical

2.	Professional	
behavior

3.	Problem	solv-
ing

4.	Team	work

5.	Ability	to	
work	inde-
pendently

1.	Job-specific	
technical

2.	Problem	solv-
ing

3.	Creative	and	
critical	thinking

4.	Professional	
behavior

5.	Team	work

1.	Job-specific	
technical

2.	Problem	solv-
ing

3.	Professional	
behavior

4.	Ability	to	
work	inde-
pendently

5.	Team	work
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Agribusiness 

growers
Agribusiness 

food processors
Renewable 

energy
Information 
technology

% of firms re-
port ing a sig-
nificant skills 
gap in their 
workforce

48 45 29 21

3 most de-
manded occu-
pation catego-
ries

1.	Laborers

2.	Machine	oper-
ators

3.	Technicians

1.	Laborers

2.	Technicians

3.	Machine	oper-
ators

1.	Professionals

2.	Craftsperson

3.	Laborers

1.	Professionals

2.	Technicians

3.	Clerks

3 occupation 
categories 
with major skill 
gaps*

1.	Machine	oper-
ators

2.	Craftspersons

3.	Skilled	agricul-
tural	workers

1.	Craftspersons

2.	Technicians

3.	Machine	oper-
ators

1.	Technicians

2.	Professionals

3.	Clerks

1.	Professionals

2.	Technicians

3.	Clerks

Specific occu-
pations with 
major skill 
gaps**

1.	Laborer

2.	Tractor	driver

3.	Animal	produc-
ers

4.	Repairman

5.	Veterinarian

1.	Laborer

2.	Service	and	
shop	workers

3.	Associate	pro-
fessionals	in	food	
technology

4.	Bakers	and	
pastry-cooks

5.	Shop	assistant

1.	Diverse	ma-
chine	operators

2.Cartographers	
and	surveyors

3.	Civil	engi-
neers

4.	Geologists	
and	geophysi-
cists

5.	Technology	
guide	bioenergy	
installer

1.	Computer	
assistants

2.	Programmers

3.	Service	and	
shop	workers

4.	Computer	
system	designers	
and	analysts

5.	Diverse	clerks

Source: Authors’ compilation based on Ukraine’s STEP Employer Survey 2014. 

Notes : *1-digit ISCO classification; ** 5-digit ISCO classification.

Skills and Labor Market Outcomes of Urban Ukrainians

A 2012 Household Skills Survey in urban areas permits to explore the level of measures of Ukrainian 
adults’ cognitive and socio-emotional skills. Overall,	the	Ukrainians	from	urban	areas	have	good	basic	
cognitive	skills	(measuring	the	ability	to	evaluate	and	reflect	from	written	text),	which	are	equiva-
lent	on	average	to	OECD	countries	and	higher	than	all	middle-income	countries	with	comparable	
data.	Levels	of	basic	cognitive	skills	of	urban	adults	are	relatively	well	distributed	across	demograph-
ic	groups	but	large	gaps	exist	across	generations:	adults	educated	during	the	transition	years	(34–45	
years	old	in	2014)	have	significantly	low	average	levels	of	basic	cognitive	skills	than	their	older	or	
younger	peers	(Figure	3).	Differences	in	socio-emotional	skills	across	age,	gender,	or	educational	lev-
el	are	modest	and	levels	of	these	skills	cannot	be	meaningfully	compared	across	countries.
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Figure 3. Average Reading Proficiency Levels by 10-year Age Groups, By Country
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Sources: World Bank STEP calculations for Armenia and Georgia STEP Household Sur-
veys 2013. Authors’ calculations for Ukraine based on ULMS-STEP Household Survey 2012. 
OECD’s calculation for OECD-23 based on PIAAC data (2008–2013).

Ukrainian workers who possess high levels of skills-mainly those with high socio-emotional 
skills-experience more favorable labor market outcomes than those with lower levels of skills. In	line	
with	the	high	demand	for	socio-emotional	skills	of	employers,	the	analysis	shows	that	in	Ukraine,	
people	who	are	creative,	proactive,	perseverant,	responsible,	adaptable,	and	emotionally	stable	
are	rewarded	with	higher	wages,	higher	occupational	status,	or	more	active	participation	in	the	
labor	market.	Basic	cognitive	skills,	conversely,	do	not	appear	to	be	significantly	associated	with	
these	outcomes.	A	plausible	explanation	is	that	on	average	a	high	level	of	foundational	cognitive	
skills,	provided	by	the	current	education	system,	is	fairly	homogeneous	across	the	urban	popula-
tion	in	Ukraine	and	thus	likely	to	be	taken	for	granted	by	employers.

The relative importance of cognitive and socio-emotional skills, and of other factors, varies 
across age groups and types of occupations. Skills,	especially	socio-emotional,	explain	more	wage	
difference	for	youth	between	15	and	30	years	and	older	workers	(45–64	years)	than	middle-age	
workers	(30–44	years)	(Figure	4).	Socio-emotional	skills	for	older	workers	are	associated	with	
the	largest	wage	variation,	in	particular	for	grit	(perseverance)	and	openness	to	experience.	To	
put	the	relative	importance	of	skills	in	perspective,	observable	factors	other	than	skills	explain	a	
larger	portion	of	wage	variations;	such	factors	include	demographic,	job	function,	and	location	
characteristics.	For	example,	work	experience	matters	greatly	for	youth	and	gender	 is	 largely	
associated	with	wage	differences	for	middle-age	adults,	reflecting	the	disproportionate	represen-
tation	of	women	in	low-paid	sectors	(such	as	education,	health	care,	retail	trade,	or	individual	
services).
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Figure 4. Factors Associated with the Variation in Wages, by Age Group and Occupation
Proportion of the explained variance in hourly wage explained by cognitive and socio-emotional skills, experience, and demo-

graphic factors (urban Ukraine, 2012)
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skilled 
occupation

High-skilled 
occupations

 Source: ULMS-STEP Household Survey 2012.

Note: Results obtained using a Fields’ regression-based decomposition of the log of hourly wages (Fields 2003). The 

height of each bar represents the total variation of wages explained by the data used for that regression (coefficient of 

determination, R2). The subcomponents of each bar show the contribution of each factor to the total wage variation. 

Family background refers to mother’s education and main language spoken at home (Ukrainian, Russian, both, or either); 

potential work experience is the difference between the age and the approximate age at the end of one’s studies (it also 

includes a squared term). Cognitive skills refers to reading proficiency; socio-emotional skills refers to openness to ex-

perience, conscientiousness, extraversion, agreeableness, emotional stability, grit, hostile attribution bias, and decision 

making. 

Changing Conventional Learning to Include Socio-emotional Skills

Socio-emotional skills, which are highly demanded by employers and rewarded by better labor out-
comes, are often lacking from formal education or training programs but should be part of a compre-
hensive skill development strategy. In	Ukraine,	like	in	other	countries,	studies	show	that	individuals	
with	higher	levels	of	socio-emotional	skills	are	more	successful	in	school	and	at	work,	in	addition	
to	better	health	and	other	social	outcomes.	Socio-emotional	skills	are	not	a	substitute	for	cognitive	
or	technical	skills	but	act	as	a	pedestal	to	learn	better,	strive,	and	achieve	labor	market	success.	So-
cio-emotional	skills	are	by	nature	malleable	and	therefore	can	be	fostered	through	interventions.	
Yet,	these	skills	are	generally	not	explicitly	taught	at	school	or	in	job	training	in	Ukraine.	Improving	
the	educational	and	training	system	in	Ukraine	requires	to	reexamine	which	skills	matter,	in	what	
combination,	and	how	and	when	best	to	form	them.
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What are the key socio-emotional skills that matter for labor market success in Ukraine? A	
core	 set	of	 socio-emotional	 skills	emerges	 from	the	analysis	of	 job	vacancies	and	household	
and	firm	skills	surveys.	Successful	workers	and	those	in	demand	demonstrate	socio-emotional	
skills	 that	 help	 manage	 one’s	 emotions	 and	 behaviors	 (like	 control,	 resilience,	 ethics),	 goal	
setting	and	willingness	 to	 learn	(achievement	motivation),	and	ability	 to	work	with	others	
(teamwork).	Each	of	these	skills	comprises	facets	and	can	be	acquired	and	reinforced	during	
optimal	age	periods	that	are	detailed	in	the	body	of	the	report.	Although	data	sources	often	
measure	different	facets	of	skills	or	use	competing	terms,	skills	can	be	mapped	across	different	
taxonomies,	focused	either	on	broad	personality	traits	or	more	specific	behaviors	(Table	3).

Table 3. Demanded Socio-emotional Skills in Ukraine According to Various Taxonomies

Socio-emotional skills de-
manded by firms

Equivalent in the PRACTICE 
taxonomy of labor-mar-

ket-oriented skills

Associated Big-Five person-
ality traits

Professional	behavior Control	and	Ethics Conscientiousness

Self-management Control Conscientiousness

Stress	resistance	and	perse-
verance

Resilience
Conscientiousness	(grit),	

emotional	stability

Goal	orientation	and	motiva-
tion	to	learn

Achievement	Motivation
Conscientiousness	(grit),	

openness	to	experience

Teamwork Teamwork Extraversion,	agreeableness

Leadership Initiative
Conscientiousness,	openness	

to	experience

Sources: Authors’ elaboration based on Guerra et al. (2014) and findings from Ukraine STEP Employer Survey (2014) and 

Head Hunter job vacancy dataset (2015).

Note:‘PRACTICE’ refers to a taxonomy of labor-market-oriented skills, elaborated by Guerra et al. (2014), which includes 

the following skills: problem-solving, resilience, achievement motivation, control, teamwork, initiative, confidence, and ethics.

Rethinking Post-secondary Education and Training Institutions to Build 
Skills

Education is the most fertile ground to build skills, but the current system lacks flexibility, qual-
ity standards, and relevance for today’s labor market needs.	Six	out	of	ten	firms	from	four	key	
sectors	regret	that	formal	education	institutions,	both	general	education	and	vocational,	do	not	
train	students	to	have	the	skills	that	employers	need	(Figure	5).	In	particular,	most	employers	
consider	that	the	education	system	does	not	produce	enough	people	with	practical	skills,	the	
right	kind	or	level	of	skills,	or	up-to-date	knowledge.	Employers	also	lament	the	schools	do	not	
teach	good	attitude	and	self-discipline.
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Figure 5. Firms’ Opinions about the Education System in Four Key Sectors (%), 2014
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 Source: Ukraine STEP Employer Survey 2014.

Note: The four sectors surveyed include agribusiness food growers, agribusiness food processors, renewable energy, and ICT.

While some foundations of performing education systems are in place in Ukraine, post-sec-
ondary education and training systems have not been producing skills that are relevant for a 
changing labor market.	Most	adults	achieve	at	least	upper	secondary	education	and	almost	half	
have	tertiary	education	diplomas.3	Ukraine	also	does	well	in	international	student	assessments	
such	 as	 Trends	 in	 International	 Mathematics	 and	 Science	 Study	 (TIMSS),	 ranking	 in	 the	
same	group	as	high-income	countries	like	Italy,	Norway,	or	Sweden.	However,	beyond	creden-
tials	and	students’	basic	academic	skills,	there	are	questions	about	the	relevance	of	the	work-
ers’	education	received	before	the	transition,	often	vocational,	and	more	generally	about	the	
appropriate	time	for	tracking	students	in	narrow	Technical	Vocational	Education	and	Train-
ing	(TVET)	schools.	Over	the	years,	the	supply	of	university	graduates	has	increased	but	irre-
spective	of	real	production	needs.	Moreover,	employers	know	that	these	degrees	are	obtained	
either	from	schools	and	universities	that	do	not	properly	train	students	or	provide	diplomas	
without	 ensuring	 skills	 are	 acquired,	 thus	 making	 it	 difficult	 for	 employers	 to	 discern	 skill	
levels	solely	based	on	the	education	level	of	the	person.	There	is	also	a	growing	recognition	of	
increasing	imbalances	between	the	technical	training	of	workers	and	the	actual	fast-changing	
demands	of	the	labor	market.

 3  By 2012, 92 percent of the working-age population between 25 and 55 years had attained at least upper secondary schooling, with an aver-
age of 47 percent having attained tertiary education.



13

There are common skills or competencies in the high-, medium-, and low-skilled catego-
ries that are expected by employers to be taught by the education system for a worker to be 
employable.	For	example,	engineers,	 in	 the	higher-skilled	categories,	are	expected	to	have	
physics,	 complex	 problem-solving,	 active	 listening,	 design,	 and	 monitoring	 skills.	 On	 the	
other	 hand,	 manual	 workers	 in	 the	 manufacturing	 sector	 are	 expected	 to	 have	 coordina-
tion,	equipment-handling,	and	receptiveness	skills.	Fortunately,	many	of	these	skills	can	be	
taught	 in	vocational	training	systems,	as	 long	as	the	equipment	that	 is	used	 is	up-to-date	
with	what	firms	use.

While some training and education is demand-led, curricula formation remains a top-down 
process, and the private sector’s engagement with the broader training and formal education sys-
tem remains limited. The	 lack	 of	 interaction	 with	 the	 formal	 education	 system	 exacerbates	
skill	mismatches.	This	top-down	process	means	that	a	large	segment	of	people	are	trained	and	
educated	in	curricula	that	is	not	in	demand,	creating	a	surplus	of	unneeded	skills.	While	firms	
also	seek	to	partner	with	education	institutions	to	provide	inputs	to	their	curricula,	less	than	
a	quarter	of	all	firms	surveyed	actually	have	regular	contact	with	education	or	training	insti-
tutions.

Although the government of Ukraine defined strategies to boost school quality and relevance, 
the implementation of these plans and strategies has been constrained by the lack of financial 
resources and ad hoc coordination of stakeholders involved. Funding	for	vocational	training	is	
not	based	on	explicit	criteria	with	performance	indicators.	Also,	coordination	is	difficult	be-
tween	the	different	government	agencies	(including	the	Ministry	of	Education	and	Science,	
Ministry	of	Social	Policy,	Ministry	of	Economic	Development	and	Trade,	and	State	Employ-
ment	Service)	and	nongovernment	actors	(including	various	employers’	associations,	business	
unions,	chambers	of	congress,	 trade	unions,	and	specialized	nongovernmental	organizations	
[NGOs]).	

Many formal post-secondary education and training institutions need to be reformed to 
improve their strategic framework, system oversight, and service delivery. An	 assessment	 of	
Ukraine’s	 post-secondary	 education	 institutions	 indicates	 that	 the	 workforce	 development	
system	has	clear	structural	issues	and	scores	low	compared	to	internal	standards:4	Education	
and	training	institutions	lack	clear	direction	for	policy	elaboration	and	implementation	as	the	
fragmentation	of	 responsibilities	undermine	 the	ability	 to	develop	a	common	vision,	devise	
policy,	 and	 coordinate	 with	 employers.	 In	 addition,	 the	 funding	 system	 is	 inefficient	 in	 the	
way	it	allocates	resources,	which	affects	the	provision	of	textbooks	and	the	ability	to	upgrade	
obsolete	 infrastructure	and	equipment	of	vocational	 schools	 (Figure	6).	Within	 the	 service	
delivery	dimension,	Ukraine	scores	 relatively	well	with	regard	to	excellence,	which	 is	a	 re-
sult	of	having	higher	diversity	of	non-state	providers	active	in	the	training	market.	However,	
the	performance	of	Ukrainian	education	institutions	are	weaker	in	other	dimensions	such	as	
limited	reliable	 information	on	current	and	emerging	skills	demands	 to	keep	their	program	
offerings	relevant	to	labor	market	conditions,	and	feeble	systems	of	monitoring	and	evaluation	
of	service	delivery.	

 4  The assessment is based on the Bank research tool Systems Approach for Better Education Results (SABER), which is designed to provide 
systematic documentation and assessment of workforce development (WfD) policies and institutions. The tool assesses three overarching dimen-
sions—strategic framework, system oversight, and service delivery—using a scoring system from one to four. A score of one means there are limited 
levels of development and organization and four means the WfD system is advanced and sets world standards of good practice. Overall, Ukraine’s 
WfD is between two and three, which corresponds to a system that is in an emerging level of development, with some established features.
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Figure 6. Assessment of Ukraine’s Post-secondary Education and Training Institutions
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Source: World Bank SABER-WfD Data Collection Instrument 2013.

Stringent Labor Regulations Hinder the Allocation of Workers’ Skills 

Employers see payroll taxes and social security contributions as major constraints to their op-
eration and growth.	The	overwhelming	majority	of	firms	in	four	key	surveyed	sectors	face	diffi-
culties	in	their	operation	and	growth	due	to	problems	related	to	hiring,	employing,	and	firing	
workers	(Figure	7).	In	particular,	they	are	affected	by	high	payroll	taxes,	social	security	contri-
butions,	and	wage	constraints	(high	overall	and	minimum	wage).	Moreover,	an	already	high	tax	
wedge	on	labor	has	increased	during	the	last	year	due	to	two	major	changes	in	labor	taxation.	
Additional	taxes	for	military	expenditures	have	been	temporarily	imposed	on	personal	income,	
and	the	tax	rate	for	monthly	salaries	exceeding	10	minimum	salaries	–	UAH	12,180	–	has	been	
raised	from	17	to	20	percent.	These	two	have	increased	tax	wedges	by	at	least	1	percentage	point	
over	a	year.	
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Figure 7. Firms Reporting Labor-related Problems as Major or Severe Constraints (%)
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 Source: Ukraine STEP Employer Survey 2014.

Such high labor taxation and burdensome labor regulation rigidities have prompted employers 
to find ways to evade strict labor regulations through informality, which is possible because of the 
lax enforcement of such laws.	Increased	evasion	has	resulted	in	a	rise	in	firm	and	labor	informality	
since	the	first	wave	of	the	economic	and	financial	crisis	in	2008.	Workers	under	informal	con-
tracts	are	less	likely	to	be	offered	training	or	benefits	which	allow	them	to	access	training.	Such	
an	increased	deformalization	of	the	labor	market	undermines	the	government’s	goal	of	making	
the	economy	more	productive	and	more	competitive.	

As firms are affected, so is job creation in the formal sector, prompting the Ukrainian govern-
ment to introduce further labor regulations. Some changes aimed to decrease the unified social con-
tribution (USC) rate imposed on employers and others aimed to improve access to work for special 
groups.	In	the	case	of	the	USC,	the	initiative	was	put	in	place	to	formalize	labor	income	and	in-
crease	revenues	to	pension	and	other	social	security	funds	through	the	expanded	tax	base.	While	
a	quota	of	5	percent	applied	to	firms	to	hire	special	groups	(pre-retired	people,	young	special-
ists,	unemployed,	disabled,	and	single	parents)	was	implemented	in	the	early	1990s	to	ease	the	
access	to	work	for	these	groups,	the	2013	law	effectively	envisaged	reimbursement	of	USC	for	
job	placement	of	the	unemployed	from	these	disadvantaged	groups	(in	addition	to	the	5	percent	
quota	measure).	There	were	also	amendments	to	regulate	paid	internships,	limit	discrimination,	
and	help	mobilize	workers	into	the	military.	

Looking at key amendments made to the labor code during the past five years, it is clear 
that in many cases changes have made labor relations more restrictive and employee-focused. 
The	remaining	labor	code	does	not	provide	regulatory	foundations	for	an	adaptable	flexi-
ble	labor	market	or	conditions	conducive	for	creation	of	more	and	better	jobs.	It	continues	
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to	lack	incentives	for	firms	to	increase	formal	employment	by	failing	to	reduce	relatively	
high	labor	costs	and	fails	to	include	contracting	arrangements	that	help	employers	navi-
gate	top-down	business	cycles.	Instead,	it	has	added	new	fines,	penalties,	and	restrictions.	
This	 makes	 the	 skill	 gap	 issue	 and	 its	 negative	 impact	 on	 development	 of	 the	 firms	 and	
the	economy	even	more	acute	as	employers	working	in	the	formal	sector	prefer	not	to	hire	
workers	at	all.

The efficiency of labor regulations reform would depend greatly on constraining economic and 
political factors.	Although	the	severity	of	the	constraints	varies	slightly	across	sectors,	most	em-
ployers	report	that	economic	and	financial	uncertainty,	political	instability,	excessive	taxes,	cor-
ruption,	and	crime	(all	of	which	act	as	added	costs)	are	more	of	a	direct	hindrance	than	skill-re-
lated	limitations	(Figure	7).	Employers	also	judge	that	capital	constraints	and	competition	from	
the	informal	sector	make	it	very	difficult	for	many	Ukrainian	firms	to	compete	favorably	domes-
tically	and	internationally.

Figure 8. Non-labor Market Issues that Constrain Firm Efficiency (%), 2014
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A Policy Agenda for Supporting Workers in Acquiring and Using Skills for 
the Modern Workplace

An	 integrated	 skills	 development	 strategy	 for	 employment	 and	 productivity	 in	 Ukraine	
should	consider	three	policy	pillars:

• Build foundational skills for new labor market entrants. Foundational	skills—that	 is	
a	 solid	 base	 in	 cognitive	 and	 socio-emotional	 skills—are	 imparted	 largely	 in	 early	 childhood,	
primary,	and	lower-secondary	education,	and	play	a	critical	role	in	the	eventual	quality	of	the	
workforce.	Future	workers	need	 to	acquire	good	 foundational	 skills	 to	 learn	better,	 thrive	at	
school	and	the	labor	market,	and	gain	more	advanced	skills	(including	technical	skills),	and	be	
adaptable	to	rapidly	changing	labor	market	needs.	

• Enhance the quality of higher education and employment institutions to build advanced 
skills of the current working-age population and future workers. This	entails	improving	the	rele-
vance	of	higher	education	and	training	programs	(like	developing	feedback	mechanisms	between	the	
education-training	institutions	and	firms),	setting	up	incentives	to	extend	the	coverage	of	training	
programs,	and	developing	a	labor	market	information	system	for	informed	decision	making.

• Improve the institutional environment to ease the use of current workforce’s skills. 
There	are	critical	 institutional	 factors	 that	 facilitate	or	hinder	employment	and	 job	creation.	
These	include	an	institutional	environment	that	enables	more	hiring,	better	job-matching,	and	
facilitating	worker	international	mobility.

Pillar 1 – Building foundational skills for new labor market entrants

The formation of socio-emotional and cognitive skills is a multistage process affected by envi-
ronment and investments. Skills	formation	is	a	cumulative	process	and	interventions	have	to	be	
implemented	as	an	integrated	set	across	one’s	 life.	The	familial	environment	(the	household’s	
living	 standards,	 parents’	 education,	 and	 relationships	 within	 the	 family)	 and	 home	 learning	
environment	play	a	tremendous	part	in	shaping	the	production	of	cognitive	and	socio-emotional	
skills.	Marketable	skills	are	developed	after	childhood	through	informal	learning,	formal	school-
ing,	training,	and	on-the-job	learning.	National	institutions	such	as	the	health	care	system	and	
the	school	system	are	major	components	that	can	alter	the	skills	of	an	individual.	The	benefits	of	
an	investment	depend	on	an	individual’s	prevailing	level	of	skills.	

Interventions for socio-emotional learning must target optimal periods for the development of 
key skills, namely when individuals are biologically and socially ready. Primary	school-age	child-
hood	and	adolescence	are	optimal	(but	not	the	only)	periods—primary	school	because	that	is	
when	children	first	need	to	interact	with	others	on	their	own	(parents	largely	do	it	when	the	kids	
are	younger).	In	adolescence,	more	complex	social	interactions	emerge	due	to	neurobiological	
changes,	larger	influence	of	peer	acceptance,	and	social	changes	which	provide	opportunities	to	
develop	more	complex	patterns	of	social	problem	solving.	The	period	between	6	and	11	years	of	
age	is	optimal	for	all	dimensions	of	socio-emotional	skills	but	younger	or	older	ages	are	also	op-
timal	across	dimensions.	For	example,	resilience	is	best	developed	between	0	and	11	years	of	age	
while	ethics	is	optimally	developed	between	6	and	18	years	of	age.	

Socio-emotional skills can be fostered by a variety of interventions, characterized by specific objec-
tives, targeting age period—preschool, school age, youth, and adult age—and places of implementation 
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such as school, work, or centers. Mentoring,	parenting,	and	human	interactions	are	the	unifying	themes	
of	 successful	 skill	development	strategies	across	 the	entire	 life	cycle.5	 	Early	childhood	 interven-
tions—like	those	promoting	parent-child	interactions—offer	the	largest	returns	and	greatly	influence	
long-term	outcomes.	For	school-age	children,	a	range	of	countries	have	implemented	systemwide	
reforms	to	incorporate	socio-emotional	skills	in	learning	standards	and	curriculum,	training	not	only	
children	but	also	teachers	and	school	principals.	Many	early	or	middle	childhood	programs	also	aim	
to	foster	cognitive	skills.	For	adolescents,	most	promising	programs	integrate	aspects	of	work	into	
traditional	education	and/or	provide	mentoring.	Extracurricular	and	after-school	programs	using	
arts	or	sports	to	teach	socio-emotional	skills	are	also	valuable	alternative	approaches.	Socio-emotion-
al	skills	can	also	be	included	in	job	training	programs	in	additional	to	technical	training,	like	in	the	
youth	training	programs	implemented	in	many	Latin	American	countries.	Many	unknowns	remain	
with	regard	to	the	right	dose	of	training	of	these	programs,	the	sequencing,	the	focus	on	single	or	
multiple	facets,	their	long-term	impact,	quality,	design	of	mechanisms,	and	incentives.	These	consid-
erations	should	be	kept	in	mind	to	design	interventions	and	integrate	them	into	existing	structures.

Pillar 2 – Fostering advanced skills through better information and 
enhanced quality of tertiary education and labor training

Building a strong leadership structure and adopting performance-based financing are promising 
ways to improve the quality of the higher education. To	align	the	Ukrainian	system	with	well-man-
aged	workforce	development	systems	around	the	world,	it	will	be	critical	for	the	government	to	
follow	through	in	the	following	five	areas:	(a)	a	high-level	leadership	committee	to	set	the	strategic	
plan	and	the	vision	of	the	workforce	development	system,	to	align	its	policies	with	the	country’s	
socio-economic	goals,	and	to	ensure	coordination	among	stakeholders;	(b)	a	more	effective	insti-
tutional	setup	for	implementation	of	the	National	Qualification	Framework	(NQF);	(c)	regular	
evaluation	of	the	impact	and	enhancement	of	existing	training	programs	for	all	modes	of	delivery	
with	regard	to	graduates’	labor	market	outcomes;	(d)	funding	linked	to	enrollments,	performance,	
and	effectiveness	of	training	programs;	and	(e)	fostering	competition	among	Vocation	Education	
and	Training	(VET)	institutions	to	enhance	the	provision	of	quality	educational	services.

A major shift to improve the relevance of higher education is to establish steady links between 
schools and enterprises by setting up standards and adapting curricula. To	ensure	to	train	workers	
with	skills	that	are	demanded	by	employers,	tertiary	education	institutions	should	systematize	
partnerships	with	organizations	in	industry	to	develop	occupation	standards	and	adequate	cur-
ricula	and	regularly	review	them.	Ideally,	the	identification	and	quality	review	of	occupation	and	
skills	standards	for	the	workplace	would	be	coordinated	by	a	special	government	body	dedicated	
to	this	task.	Financial	support	and	technical	assistance	from	local	and	international	partners,	do-
nors,	and	the	private	sector	should	be	sought	to	ensure	proper	implementation	and	integration	of	
the	new	standards	throughout	the	education	and	training	system.6	Occupation	standards	would	
help	the	private	sector	to	play	a	more	active	role	in	curricula	design.	As	an	example,	Chicago’s	
college	system	was	fully	reformed	to	align	its	curricula	and	activities	with	the	needs	of	employ-
ers.	As	one	of	the	most	important	institutions	beyond	the	formal	education	system	that	provide	
opportunities	for	lifelong	learning,	the	State	Employment	Services	of	Ukraine	should	also	tie	
training	and	retraining	to	local	labor	demands	more	closely,	which	is	not	currently	the	case.

 5   See Heckman and Mosso (2014) and Kautzet al. (2014) for reviews of interventions fostering skills over the life cycle.
 6  International experience, from various countries that have undergone similar reforms or lead in this area (such as Australia, Ireland, United 
Kingdom, Korea, and Malaysia), should be assessed..
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Financial incentives for firms should be considered to promote on-the-job training, an effective 
way for workers and labor market newcomers to build advanced skills. On-the-job	training	can	
take	various	forms	such	as	training	for	permanent	employees	or	opportunities	for	apprentice-
ships,	internships,	and	fellowships	for	new	workers	to	provide	early	sector	workplace	experienc-
es.	An	employer	training	investment	program	that	assists	interested	businesses	in	training	their	
employees	could	be	targeted	at	companies	 looking	to	expand,	hoping	to	relocate	to	 favorable	
geographic	areas,	or	in	jeopardy	of	closing.	Program	participation	should	be	made	contingent	on	
criteria	that	address	productivity	concerns	(such	as	having	clear	job	creation/retention	goals)	
and	 have	 fund-matching	 mechanisms	 to	 prevent	 abuse.	 With	 respect	 to	 off-the-job	 training,	
short-term	work	schemes	can	retrain	participants	to	be	better	qualified	for	occupations	available	
in	their	local	labor	market.7	The	State	Employment	Services	of	Ukraine	could	act	as	a	bridge	be-
tween	firms	or	jobseekers	and	training	providers	by	coordinating	the	design	of	training,	sharing	
equipment,	 establishing	 teacher-practitioner	 arrangements,	 among	 others.	 Whatever	 the	 set-
ting,	the	training	program	should	be	carefully	monitored	and	evaluated	to	ensure	their	quality.

A better information system on the labor market is essential to facilitate fruitful investments 
in skills formation and identifying the demand for skills. Students,	their	families,	and	jobseekers	
should	have	access	to	reliable	 information	on	labor	market	prospects	across	higher	education	
fields	 and	 institutions	 and	 job	 requirements.	 Career	 and	 labor	 market	 information	 that	 help	
intervene	early	 in	 the	decision	making	can	prevent	misalignments	 later.	Outreach	efforts	are	
critical	and	could	 include	online	 introduction	to	education	and	training	programs,	classroom	
speakers,	firm/plant	tours,	and	shadowing	experiences	while	in	school.	A	labor	market	informa-
tion	platform	should	also	contain	up-to-date	information	on	skills	and	occupations	in	demand	
for	workers	and	educators	and	training	providers:8	on	job	vacancies,	their	requirements	(for	in-
stance	with	regard	to	experience,	education,	or	skills),	wage	information	in	the	sector	and	occu-
pancy	(by	personal	and	geographic	characteristics),	among	other	relevant	dimensions.	

Pillar 3 – Improve the institutional environment to ease the use of current 
workforce’s skills

A strategy to increase the use of people’s skills to encourage job creation through labor regulation reforms 
while ensuring workers benefit from sufficient social protection.	In	the	Eastern	Europe	and	Central	Asia	re-
gion,	Ukraine	has	the	highest	tax	wedge	–	the	difference	between	the	total	cost	of	labor	for	an	employer	
and	the	take-home	that	the	worker	receives.	The	government	of	Ukraine	should	evaluate	the	effective-
ness	of	social	security	contribution	tax	refunds	currently	in	place	(since	2013)	and	where	labor	costs	can	
be	further	reduced,	for	longer-term	measures9.		More	contractual	diversity	would	also	be	a	lever	for	job	
creation	by	easing	the	recourse	to	temporary	forms	of	employment,	increasing	the	length	and	scope	of	
term	contracts,	and	allowing	flexible	working	hours.	However,	contract	diversity	and	reduced	labor	cost	
should	not	come	at	the	expense	of	workers’	protection	in	case	of	job	loss,	meaning	that	the	government	
should	shift	from	the	protection	of	jobs	to	protection	of	workers	by	providing	support	during	periods	
of	transition	from	one	job	to	another	(a	model	called	model	of	‘flexicurity’).	Support	can	be	provided	
either	through	income	(unemployment	insurance)	or	active	labor	market	programs	like	retraining.

  7  Short-term work schemes are not uncommon in Ukraine but their take-up rate can be increased by not only tying the work activities suited 
to the education level of the participants (for example, less manual and more intellectual in nature) but also tying the program to occupational re-
training which responds to the demands of the local labor market.
 8A methodology tested in this report provides an example of collection of job vacancies and identification of job requirements. This exercise 
could be pursued and continuously updated by the State Employment Service in partnerships with the local private sector.  
 9For a detailed review of policy options to reduce labor costs, see Kuddo (2011)
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Promoting the best use of skills also requires efficient intermediation between job seekers and jobs.	
Efficient	labor	intermediation	services	rely	on	comprehensive	information	about	labor	demand,	as	em-
phasized	in	the	agenda	for	pillar	2,	but	also	require	to	address	the	full	range	of	constraints	faced	by	a	
heterogeneous	vulnerable	population	in	the	labor	market	(for	example,	long-term	unemployed,	youth,	
informal	workers).	In	this	spirit,	the	State	Employment	Service	could	improve	its	services	in	develop-
ing	and	using	a	statistical	profiling	tool,	which	can	also	be	used	to	link	individuals	to	short-term	and	
long-term	social	assistance	for	those	that	are	less	able	to	work.	Such	a	tool	can	help	avoid	duplication	in	
the	provision	of	services	and,	in	the	conflict	context,	can	help	in	the	integration	of	IDP	by	registering	
and	providing	them	with	labor	and	social	services	and	also	assistance	with	a	focus	on	activation.	

Removing the barriers to internal migration would allow workers to find more job opportunities and make 
full use of their skills. Ukraine’s	low	internal	mobility	per	international	standards	is	mainly	due	to	the	reg-
ulatory	framework.	Ensuring	the	portability	of	social	benefits	across	region	and	removing	administrative	
procedures	that	require	people	to	be	officially	registered	at	their	place	of	residence,	although	many	people	
prefer	not	to	register	a	new	residence	for	various	reasons,	would	support	internal	migration	of	workers.	

Figure 9.Overview of the Proposed Priorities and Corresponding Actions

 Institutional
Environment

Reform

Institutionalize a system that allows providers of education, training, and 
lifelong learning to identify the skills in demand and to integrate them into 
sector program curricula
Reform labor regulations to reduce labor costs which disincentivize training 
and job creation 

Education & Training 
Institutional Reform

Validate and align education and training curricula with sector employment 
needs and industry credentials
Improve the strategic orientation and oversight of the workforce develop-
ment system
Provide early career awareness opportunities starting in secondary school, 
continuing through vocational and university education in partnership with 
local industry

Firm Level
Incentives

Create systemic partnerships between employers and education and 
training (formal and informal) institutions
Offer incentives for on-the-job and off-the-job training and opportuni-
ties for apprenticeships, internships, and fellowships to provide early 
sector workplace experiences
Evaluate and enhance social security contribution tax refunds to 
promote job creation and investments in worker skills

Individual
Level Assistance

Improve the effectiveness of public employment and training services 
to facilitate access to jobs and to lifelong learning and upskilling 
opportunities for all workers
Improve the functioning of employment and training assistance 
programs to help vulnerable populations (namely IDPs and long-term 
unemployed) obtain skills relevant to the labor market and to stay 
economically active
Provide financial incentives for upskilling and continous training

Source: Authors’ illustration.




