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JOBS, TRADE AND FREE TRAVEL: HOW TO STABILISE UKRAINE 

Berenberg Macro Flash 

Having finally mastered the euro crisis, Europe faces a big new challenge: how to stabilise Ukraine. Much is at stake. A 

thriving Ukraine would advance peace, prosperity and the rule of law across a major swathe of Europe, a weak and crisis-

ridden Ukraine would invite Putin to stoke violent unrest and possibly start a war, with disastrous consequences not just for 

Russia and Ukraine but also for Europe as a whole.  

 

Europe has powerful tools to stabilise Ukraine. It can offer access, money and advice. Europe needs to minimise the pain 

and maximise the upfront gains to be felt across Ukraine, especially for strategically contested Eastern Ukraine. 

 

ACCESS: TRADE, TRAVEL AND JOBS 

The European Union is the biggest single market and one of the most attractive places to work in the world. Offering access 

to itself is the EU's trump card. 

- Trade: the envisaged fast-track abolition of virtually all tariffs on Ukrainian exports to the EU is an excellent start. 

If that is worth up to €500mn per year for Ukraine as the EU claims, it would make a difference. Still, that would 

amount to just 0.4% of Ukrainian GDP. Europe needs to go far beyond that soon. 

- Travel: visa-free travel to the EU is one of the benefits of belonging to Europe most coveted by those outside. The 

psychological impact of granting Ukrainians visa-free entry to the EU (or at least the Schengen area) could be sig-

nificant. 

- Jobs: most importantly, the EU could grant Ukrainians the right to work freely in the EU, putting Ukraine on par 

with accession countries such as Poland. It would bring the EU and Ukraine much closer, it would be a major safe-

ty valve for the Ukrainian labour market in a time of change and remittances could be a significant stabiliser for 

Ukrainian living standards. The free movement of labour would strengthen ties between the EU and Ukraine in a 

myriad of small ways and help Ukraine to transform itself over time. Living in London, I am ready to sing the 

praise of the proverbial Polish plumber any time. I wouldn’t mind trying a Ukrainian one next time. 

- Education: Student interchange broadens horizons. The EU should offer Ukraine an Erasmus programme of stu-

dent interchange writ large. Enabling coalminer's daughter from Donetsk to study a year in Paris could do wonders 

to strengthen pro-European sentiment back home. Moscow just isn’t a match for Paris or Barcelona. 

 

In enhancing and advancing its association agreement with Ukraine, the EU needs to take one precaution, though. The 

economic parts of the agreement with Ukraine should not impose obligations on Ukraine which could artificially disrupt 

Ukrainian exports to Russia. 25% of Ukrainian exports go there.  

 

MONEY: MODEST AMOUNTS CAN GO A LONG WAY 

Ukraine is a sizeable country with 44 million people. But because it has been badly mismanaged, its economy remains small. 

With a GDP of roughly 1.4 % of that of Eurozone, Ukraine trails Portugal and Ireland. Modest amounts of money, proba-

bly well below the €30-35bn which Russia reportedly wasted on Sochi, could go a long way in Ukraine. As part of a com-

prehensive Western support programme, an orderly default on some Ukrainian legacy debt need not be a political taboo, 

including possibly on legacy debt held by Russian institutions.  

 

ADVICE: REFORMS RATHER THAN AUSTERITY 

Support for Ukraine needs to be generous and conditional. But the conditions have to be set wisely. One of the worst mis-

takes Europe could make would be to impose a standard IMF-style austerity programme on Ukraine. First, Ukraine needs 

institutional reforms, a clampdown on corruption and a focus on the general rule of law much more than any macroeco-

nomic adjustment. Second, Ukraine's political situation is far too fragile to impose years of Portuguese-style or even Greek-

style fiscal pain on the country before the gains finally become visible, as they now do in Portugal and – to some extent – in 

Greece. Years of mass unemployment in Donetsk is not what Europe needs to keep the situation calm. At least in addition 

to the macroeconomic experts of the EU/ECB/IMF troika, Europe should send the architects of the outstandingly success-

ful Estonian und Slovakian post-Soviet reforms to Kyiv, backed up by OECD deregulation experts.  
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After years of corrupt mismanagement at the top, Ukrainian institutions are weak and inefficient. To the extent that Europe 

and the IMF can help to shape rules and institutions in the new Ukraine, the focus should be on simple rules that are easy to 

administer.  

- Simple rules are often more efficient. More importantly, they offer less scope for corruption even if, in their sim-

plicity, they may not do justice to all special cases. A flat tax along the initial Slovakian lines is just one example. 

- Part of the structural reforms ought to be the opening up of monopolies. 

- To discourage the wholesale waste of energy, mostly imported from Russia, prices for gas may need to rise in 

Ukraine. But the focus should be on getting incentives right more than on plugging a fiscal hole. The socially vul-

nerable majority of those hurt by higher heating costs should be compensated by targeted direct subsidies or off-

setting tax cuts. 

 

Ukraine has macroeconomic imbalances, with a current account deficit of 6.8%, a fiscal deficit of 5.2% and public debt of 

41% of GDP (2013 estimates). But with access to Europe, pro-growth structural reforms and a better incentive structure, 

these imbalances can narrow over time without drastic upfront austerity. 

 

Under an ever more autocratic Putin, Russia’s fragile petro economy is on a gradual but inexorably decline unless an unex-

pected surge in raw material prices were to interrupt the process for a while. Over time, Russia will look ever less attractive 

to those Ukrainians who may still be torn between Putin and Europe. The challenge for the EU is to manage the Ukrainian 

transition in a way that more and more Ukrainians feel the benefits of joining the European mainstream fast. Putin could 

win any military confrontation on the ground easily for now. But if Europe plays its trump cards wisely, it can and will win 

the competition for hearts and minds which ultimately matters much more. In the end, the example of a Ukraine that gradu-

ally turns itself into a Polish-style success story could set an inspiring example for those many Russians who – like their 

Ukrainian counterparts - yearn for the free and prosperous life under the rule of law which only Western-style democracies 

can offer. 
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