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Abstract

The issues of Ukraine’s development within the framework of the Euro-
pean integration project and its transformation under the influence of the conver-
gence processes of the EU economies, Brexit, and the search for a new «Euro-
pean identity» are studied. The influence of European integration on the dynam-
ics of social and macroeconomic development of Ukraine after the signing of
2014 and the implementation of the Association Agreement with the EU is re-
vealed. The main achievements of Ukraine’s European integration are high-
lighted, which are mainly related to the improvement of its institutional environ-
ment, the formation of civil society, the growth of trade between Ukraine and the
EU, increasing Ukraine’s capacity to overcome internal crises, including those re-
lated to the ongoing armed conflict. Donbass and modernization of the national
system of public administration. Emphasis is placed on the key challenges of
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Ukraine’s European integration, which must be in the field of view of the national
government in order to effectively overcome them through the tools of state regu-
lation. It is established that the most serious challenges of Ukraine’s European
integration are related to the problems of economic growth, deindustrialization,
structural and dynamic disparities in foreign trade, macro-financial stability, as
well as the inhibition of convergence between Ukraine and the EU. The key insti-
tutional challenges related to the implementation of the Agreement and institu-
tional crises in the development of the EU have been identified. It is substanti-
ated that Ukraine needs the reconstruction of the national economy in accor-
dance with the new architecture in Europe and the world, which provides, in par-
ticular, the restoration of Ukraine’s own identity and economic subjectivity on the
basis of social justice, which will ultimately contribute to its socio-economic con-
vergence and full integration with the EU.
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Introduction

The increased competition in the globalized world has strengthened the
need for stable systems of production and marketing, trade, finance, information
and digital and other interstate relations and contributed to the intensification of
international integration processes in the socio-economic sphere. This intensifi-
cation is also explained by the fact that regional or bloc integration provides a
significant expansion and synergy of opportunities for a fuller realization of the
economic interests of the member states of integration associations. In this con-
text, a good example is the integration project of the European Union, launched
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in 1957, which has been recognized as successful for several decades and main-
tains leadership positions in the world economic and geopolitical space.

The EU as an integration association is attractive to many European coun-
tries that have been working for years to meet fairly strict criteria for readiness to
become full members. The signing of the Maastricht Treaty (1992), which for the
first time enshrined the EU’s multidimensional economic and political integration,
became the institutional foundation for the large-scale expansion of the European
project in 2004, as well as subsequent waves of European integration. External
and internal crises continue to test this foundation for strength, and the unre-
solved institutional and socio-economic contradictions of the European Union re-
inforce the need to transform the current European integration model (Gritsenko
et al., 2021).

The imperfection of this model is reflected in the significant intensification
of Euroscepticism and disintegration in a united Europe, culminating in Brexit, the
UK’s exit from the EU, which officially ended in January 2020 after nearly half a
century of membership. Undoubtedly, this step will have negative budgetary, fi-
nancial and trade-economic consequences for the EU integration project, weak-
ening it for a while and forcing it to look for compensatory instruments to over-
come them (Aktoudianakis et al., 2020). In addition, there are a number of other
serious challenges that the EU needs to address: population aging, climate
change, digitalisation, and growing geopolitical and global economic competition.

Authoritative experts and policy makers agree that the most effective re-
sponse to these challenges should be the resumption of the real convergence
process in the European Union, in other words, the progressive convergence of
economic and social parameters, reducing disparities between «strong» and
«weak» member states (Mascherini, 2020). The World Bank has previously
drawn attention to this question, calling the European Union successful socio-
economic model a «convergence machine» in need of modernization now (Ri-
dao-Cano & Bodewig, 2018).

Restoring and giving impetus to the convergence processes in the EU will
also make it possible to find adequate answers to the social challenges facing
European societies. Thus, the urgent challenge is the need to renovate the
model of Social Europe, which is in high demand in European society (Rinaldi,
2016) and why the European Pillar of Social Rights adopted in 2017 should con-
tribute, and also the Action Plan for its implementation until 2030 (adopted in
2021), aimed at building sustainable social security and social protection sys-
tems, modern education systems, and well-functioning labor markets. There are
serious challenges to ensuring sustainable growth and social cohesion in the EU
(Mursa et al., 2018). The EU has also faced significant challenges from the coro-
navirus pandemic (COVID-19), including the level of solidarity and cohesion, the
resilience of national health and social protection systems, the post-crisis recov-
ery of member economies, etc. (Greubel et al., 2020).
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Despite everything mentioned above, the EU integration project is still very
attractive for countries with the official status of «candidate countries» for acces-
sion to the European Union, especially the Western Balkans, as well as for other
countries seeking to acquire such status, including Ukraine.

The Association Agreement between the European Union and Ukraine
(hereinafter the Agreement) signed in 2014 can be considered as a detailed
roadmap for the large-scale work that needs to be done by Ukraine to practically
approximate the prospects for EU membership. Achieving the goals of the
Agreement crucially depends on overcoming the existing trends of divergence
and launching convergence processes between Ukraine and the European Un-
ion. The lack of real convergence between the EU member states and Ukraine,
despite European integration Ukrainian’ reforms and implementation of the Ac-
tion Plan for the implementation of the Agreement (Resolution of the Cabinet of
Ministers of Ukraine, 2017), indicates the significant shortcomings of the state
regulatory system in Ukraine and the need to correct them based on scientific
evidence.

Literature Review and Problem Statement

Many fundamental scientific papers are devoted to the study of modern
processes of international integration, and, in particular, European integration.
The theoretical foundation for such scientific research was laid by such world-
famous scientists as Jan Tinbergen (1954), who revealed the principles and es-
sence of economic integration at the state-by-state basis. Ernst Haas (1958),
who laid the foundations for a non-functional approach to regional integration by
analysing the experience of European unification in 1950-1957, and Béla
Balassa (1961), who developed the classical gradation of the process of bilateral
regional integration, distinguishing the following five stages: free trade area —
customs union — single market — economic union — complete economic inte-
gration.

A systematic review of basic and modern theories of European integration
is presented in the scientific investigations of T. Diez and A. Wiener (2009), as
well as J. Bergmann and A. Niemann (2015). The authors thoroughly revealed
the content and empirical characteristics of all major theoretical approaches to
European integration — federalism, neofunctionalism, intergovernmentalism, so-
cial constructivism, normative theory and critical political economy.

The theory and practice of European integration processes through the
prism of socio-economic convergence of EU member states are considered in
the works of Kolodko G.W. (2000), Grabner C. et al. (2017), A. Laszlé (2019) etc.
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Empirical studies of integration processes in the European region, in par-
ticular, in relation to post-socialist states, are of considerable interest. In particu-
lar, according to the forecast of the Vienna Institute for International Economic
Studies (Gligorov et al., 2017), the socio-economic convergence of the CEE
countries and the EU in general will take more than 30-35 years, if the start of
this process is considered to be 1995. Assuming that the countries of Central and
Eastern Europe within the EU will grow in terms of GDP per capita at an average
of 2.8% annually, by 2026 none of these countries will be able to reach the aver-
age European GDP per capita. The results of the econometric modelling con-
ducted by the institute show that in 2026 the GDP per capita of Bulgaria will
barely exceed 60% of the level of the EU-28, Croatia and Romania — 70%, Slo-
vakia, Slovenia. Estonia and Lithuania — 80%, and only the Czech Republic will
exceed 90% of the European average. Poland and Hungary will be able to ap-
proach the level of 80% of GDP per capita in the EU-28 only in 2031.

In the work of F. Schimmelfennig (2018) it is described the transformation
of modern theoretical approaches to understanding European integration taking
into account crises faced by the EU. Including crises in the euro area, demo-
graphic and migration crises.

An analytical assessment of the impact on the processes of EU integration
and disintegration of the crisis phenomena related to Brexit is given in the com-
prehensive studies of M. Markakis (2020) and researchers from the European
Policy Centre (Aktoudianakis et al., 2020). Experts from the European Parliamen-
tary Research Service highlighted the problems and structural risks for the Euro-
pean integration project caused by the consequences of the COVID-19 pandemic
(European Parliamentary Research Service, 2020).

Ukrainian scientists V. Sidenko (2011) and O. Bilorus (2013) conducted
thorough research on the conditions and specifics of European integration of
Ukraine, in particular, in the context of globalization and achieving the goals of
sustainable development. D. Lukyanenko and V. Chuzhikov et al. (2010), and
also Y. Savelyev et al. (2021) revealed the specifics of Ukraine’s European inte-
gration in context of ensuring its socio-economic convergence with the EU and
certain groups of member states. Existing economic challenges, new opportuni-
ties, as well as institutional and macrofinancial risks associated with the imple-
mentation of the Association Agreement between the EU and Ukraine, are com-
prehensively studied by experts from the Institute for Economics and Forecasting
of NAS of Ukraine, the National Institute for Strategic Studies, and others.

Given the above, the aim of the article is to reveal the achievements and
identify key challenges to European integration of Ukraine in present-day condi-
tions.
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Methodology

This study was conducted using the following general and special methods
and scientific approaches:

e method of ascending from the abstract to the concrete (to identify the
essence and concretization of contradictions accumulated in the insti-
tutional architecture of the EU);

e |ogical-historical approach (to understand in the logic of historical de-
velopment the need to reconstruct a united Europe in order to restore
its own identity and the Self to be);

e statistical and graphical methods of analysis (for the study of time se-
ries of indicators that characterize the European integration process);

e method of comparative analysis (to assess the processes of European
integration of individual EU member states and Ukraine).

The survey used data from the State Statistics Service of Ukraine and Eu-
rostat; reports of the European Commission and the Government Office for Co-
ordination of European and Euro-Atlantic Integration of Ukraine; forecast models
and estimates by the Institute of Economics and Forecasting of the National
Academy of Sciences of Ukraine; regulations and legislation of Ukraine and the
EU.

The authors’ research is based on several economic theories and ap-
proaches. First, the study is based on the postulates of Neoclassical Economic
Theory, within which economic growth is described by the Cobb-Douglas produc-
tion function. Depending on the influence of these growth factors, scientists are
exploring ways to achieve economic convergence of countries. Among those
considered in the most famous works, we could identify the following main con-
vergence paths: (1) the growth of the level of capital armament of labor; (2) tech-
nological catching-up; (3) accumulation of human capital; (4) structural transfor-
mations; (5) institutional transformation; (6) taking advantage of trade; (7) finan-
cial integration. These ways of convergence play an important role in ensuring
the full integration of countries into international integration projects.

Second, our paper uses the results of calculations for Ukraine based on
the concept of convergence, grounded in the econometric models outlined in the
fundamental work of Barro R. and X. Sala-i-Martin (1992). In particular, our re-
sults concerned the process of o-convergence, which is observed in cases where
the gap in real income levels in the economies of different countries is constantly
narrowing.
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In the econometric sense, the convergence of economies that meets the
criterion of o-convergence should mean a reduction in the variance of the per
capita output of different countries or regions during the convergence period. Im-
portantly, the o-convergence parameter characterizes the presence of a trend in
reducing the gap between «leading countries» and «outsider countries».

Third, in our study, modern processes of European integration are consid-
ered from the standpoint of the Neofunctionalism theory. In a general definition,
Neofunctionalism represents integration as a political process that requires the
reconciliation of social contradictions and the balance of interests within the soci-
ety.

Fourth, within the framework of institutional theory, the approach of sepa-
rately-joint labor developed by Ukrainian theorists in particular, Academician of
the NAS of Ukraine A. A. Grytsenko, was applied. The approach developed by
him assumes that that separately-joint labor was the initial form of socio-
economic relations, from which a person and society, all forms of their existence,
developed. From it, develop in interconnection and interpenetration, on the one
hand, relations of separation and isolation, on the other, cooperation and sociali-
zation, which finds its expression from the side of separation in the formation of a
market economy, and from the side of compatibility — in the emergence and de-
velopment of states. The generalized modern form of realizing the contradiction
of separately-joint labor is the contradiction between globalization, which devel-
ops from the side of compatibility and is realized, first of all, through information
technology and financial and economic mechanisms, and localization, which de-
velops from the side of separation and is realized through spatial and territorial
forms. localization of material and labor resources, unable to move in space at
the speed of financial flows and electronic payments. In essence, this is the main
contradiction of the modern era.

Research Results

Institutional and macroeconomic achievements of European integra-
tion of Ukraine.

Historical retrospective shows that for a long time Ukraine could not boast
of stability and predictability of foreign policy, balancing between two vectors of
integration «Eastern» (Eurasian) and «Western» (European) and trying to com-
bine them. Finally, in 2014 Ukraine made the final choice in favour of the «West-
ern» vector, which confirmed its consolidation in the Constitution in 2019 (Law of
Ukraine, 2019).

In the institutional context of global development, such fluctuations in for-
eign policy are largely explained by the specifics of the processes of democracy
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in post-Soviet societies. Experts rightly point out that democratization in the post-
Soviet Eastern European and Eurasian semi-peripheral segment of the global-
ized space is unique, leading to the emergence of oligarchic democracies in most
societies in these areas, such as inefficient, externally dependent, based on the
extremely unequal distribution of social resources (Kononenko, 2010, p. 71). Po-
litical elites in Ukraine, operating within the model of oligarchic democracy, have
traditionally been guided by their own economic rather than national interests,
declaring one or another integration course of the state.

The ratification by the Ukrainian Parliament in September 2014 of the As-
sociation Agreement with the European Union was the start of a rapid accelera-
tion of European integration processes in Ukraine. At the same time, its work was
intensified within the framework of special EU integration initiatives, first of all,
Eastern Partnership, Trans-European Transport Network (TEN-T), Horizon 2020,
Euratom Program, Erasmus+, Creative Europe, House of Europe in Ukraine, etc.
(Zygierewitcz, 2020).

According to the European Commission, during 2014-2020, the total finan-
cial (credit and grant) support of the European Union in support of the stabiliza-
tion and reform process in Ukraine amounted to 16.5 billion euros (European
Commission, 2020).

Today, Ukrainian-European cooperation is effective and has good pros-
pects. Thus, in Joint statement following the 22nd EU-Ukraine Summit held on
October 6, 2020, the European Union noted Ukraine’s readiness to join the future
EU Research and Innovation Framework Program «Horizon Europe» and the
EU4Health Program, which will be an important factor for Green Deal and digital
recovery after the COVID-19 pandemic. The EU also welcomed the Agreement
on gas transit to the EU after 2019, which consolidated Ukraine’s role as a stra-
tegic energy transit country, and reaffirmed its commitment to conclude a Com-
mon Aviation Area Agreement with Ukraine in the near future (Official Website of
the President of Ukraine, 2020).

It should be noted that several years of implementation of the Agreement
(one of the most important components of this process is the harmonization of
Ukraine’s legislation with the acquis communautaire), opening in January 2016.
The Deep and Comprehensive Free Trade Area between Ukraine and the Euro-
pean Union, granting Ukrainian citizens the right to visa-free entry to member
states since June 2017, as well as significant financial and credit assistance from
the EU have had a significant positive effect on the Ukrainian state. But today its
scale does not meet both the macroeconomic potential of Ukraine and its expec-
tations, formed on the basis of successful European integration experience of the
Baltic States and the Visegrad Group.

In our opinion, in order to objectively assess the situation, it is necessary to
note, on the one hand, the achieved advantages of European integration, and the
serious challenges that hinder this process, on the other hand. An effective re-
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sponse to these challenges is one of the necessary conditions for ensuring
Ukraine-EU convergence and should be an integral part of domestic public pol-

icy.
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The obvious advantages achieved during the period of 2014-2020 during
the European integration of Ukraine are related to its institutional development
and the formation of civil society. During this period, Ukraine has significantly
strengthened its position (in fact, the country has made a «jump») in international
rankings, in particular, the indicators of Democracy Index, World Press Freedom
Index, Corruption Perception Index, Doing Business Index and Global Competi-
tiveness Index and others (see the table).

Table 1

The dynamics of Ukraine’s positions in international rankings, 2014-2019
(2020)

Rating

Ne indicator Main areas of evaluation 2014 year | 2019 year

1 | Democracy electoral process and plural- | 5,42 score | 5,81 score
Index, ism; (at the (at the high-
calculated by political participation; highest in- | est index
the «Econo- civil liberties; dex score | score 10)
mist Intelli- political culture; 10)
gence Unit» functioning of government.

2 | Corruption level of corruption in the 142- nd 117-th
Perception public administration sys- place out place out of
Index, tem. of 175 179 coun-
calculated by risks that people/companies | counties ties world-
the INGO will face bribery or other cor- | worldwide | wide
«Transpar- rupt business practices in
ency Interna- the country.
tional»

3 | World Press legal framework governing 127-th 96-th place
Freedom In- the activities of the media, place out out of 180
dex, presence of direct attacks of 180 counties
calculated by and indirect sources of pres- | counties worldwide
INGO «Re- sure on journalists and the worldwide
porters With- media,
out Borders» dependence of the media on

political influence,
level of self-censorship of
journalists.
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Ne . Rgtmg Main areas of evaluation 2014 year | 2019 year

indicator

4 | Doing Busi- - level of favourable condi- 87-th 64-th place
ness Index, tions created by the state for | place out | out of 190
calculated by doing business in the na- of 189 countries
The World tional economy. countries | worldwide
Bank Group worldwide

5 | Global Com- | Factors of national competi- (2013-
petitiveness tiveness: 2014 yy.) 83-rd place
Index, - quality of institutions, 84-th out of 141
calculated by | - state of infrastructure, place out | countries
the World - macroeconomic stability, of 148 worldwide
Economic Fo- | - innovation activity, countries
rum - labour productivity and em- | worldwide

ployment,
- level of education,
- human capital.

6 | Legatum Functioning of the state in the 63-rd 92-nd place
Prosperity In- | following areas: management; place out out of 167
dex, economy; entrepreneurship; of 142 countries
calculated by | education; Health Care; secu- countries worldwide
the Legatum rity; personal freedoms; social | worldwide
Institute capital; state of the environ-

ment.

7 | Human De- - income of the population
velopment In- (GDP per capita, according | 83-rd i
dex, to PPP); place out 74-th place

; . out of 189
calculated by | - education of the population of 187 .
. . . countries
UNDP (literacy rate among children | countries ;
. ; worldwide
and youth); worldwide
- life expectancy.

8 | Gross Na- - results of surveys of resi-
tional Happi- dents on how happy they
ness Index feel

’ ’ . 87-th 123-th
calculat_ed by |- GDP per capita, place out place out of
UN Project - life expectancy,

. . AP of 156 149 coun-
«Sustainable | - existence of civil liberties, . .
; : countries tries world-
Development | - sense of security and confi- . .
worldwide | wide

Solutions Net-
work»

dence in the future,
- employment guarantees,
- level of trust in society.

Source: Zygierewitcz (2020, p. 9-10), Center for Humanitarian Technologies. (n.d.).
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According to the data in the above table, during 2014-2020, Ukraine sig-
nificantly deteriorated its position in the Legatum Prosperity Index, the Human
Development Index and the National Happiness Index. The reasons for this are
the crisis in the social sphere of Ukraine and the formation of a threatening trend
of its social divergence with the European Union (Borzenko et al., 2020). We can
find confirmation of this thesis in the Resolution of the European Parliament of
February 11, 2021, dedicated to the implementation of the Association Agree-
ment between Ukraine and the EU (AA / DCFTA) (European Parliament, 2021).
In particular, the Resolution notes that «... whereas the AA / DCFTA pursued the
goal of approximating the national law of Ukraine and its national standards to
those of the EU, including in the social area; whereas, despite these commit-
ments, the implementation of the AA / DCFTA in the social sphere remains dis-
satisfactory; whereas Ukraine has ratified the main international instruments, but
continues to fail to implement them».

In the foreign economic sphere, Ukraine has gained obvious advantages
due to European integration, in other words, due to the growth of trade with the
European Union. First of all, it testifies to the effectiveness of the Deep and
Comprehensive Free Trade Area, which since its opening on January 1, 2016
has contributed to an increase in Ukraine-EU trade turnover by more than 1,5
times and the transformation of EU into Ukraine’s largest trading partner. The
share of the EU-28 in Ukraine’s exports of goods and services increased from
31,8% in 2016 to 37,8% in 2020, and imports — respectively, from 39,8% to
43,9% (State Statistics Service of Ukraine, n.d.).

In general, during 2014-2020, Ukraine increased exports of goods and
services to the EU by 2.5 billion USD (from 20.4 to 22.9 billion USD), and imports
— by 2.5 billion USD (from 24.2 to 26.7 billion USD) (see Fig. 1). These trade dy-
namics could have been even better if it had not been affected by the socio-
economic crisis in Ukraine in 2014-2016 and the spread of the COVID-19 pan-
demic from March 2020.

Paying tribute to the positive changes provided by European integration in
the Ukrainian economy and society, it is very important to adequately take into
account the existing challenges and threats that may slow down the integration
process and require state intervention through appropriate regulatory instru-
ments.
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Figure 1

Foreign trade of Ukraine with EU-28 in goods and services, 2014-2020 peri-
ods, bin. USD
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Note: The data collection for 2014-2020 is entered without taking into account the tempo-
rarily uncontrolled AR of Crimea and also part of the territories in Donetsk and Luhansk
regions.

Source: State Statistics Service of Ukraine (n.d.).

Key challenges of Ukraine’s European integration.

Challenges of economic growth. At the present stage, one of the main
challenges of Ukraine’s European integration is to ensure the country’s entry into
the trajectory of sustainable economic growth (after overcoming the crisis caused
by the COVID-19 pandemic) and overcoming existing macroeconomic imbal-
ances that limit the sustainability of public finances and international competitive-
ness of Ukraine.

Due to a number of reasons, such as the ongoing military conflict in the
Donbass region, the slowdown in reforms and degradation of the state economic
management system, Ukraine has seen declining dynamics of a key macroeco-
nomic indicator — GDP per capita. This indicator in Ukraine increased one and a
half times during 1991-2016, and having reached a maximum in 2013
(3969 U.S. dollars), then decreased significantly and may return to these posi-
tions only in a few decades — and this forecast was provided by the IMF even be-
fore the negative impact of COVID-19. According to the IMF forecast, Ukraine’s
GDP per capita in 2022 will be 3967 U.S. dollars, and by the end of 2023 will
reach 4312 U.S. dollars (International Monetary Fund, 2020).
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The comparative assessment shows that in 2019 the volume of GDP per
capita of Ukraine was 5.3 times less than that of Lithuania, the Czech Republic —
5 times, Poland — 3.7 times, Bulgaria — twice. According to the IMF estimate, in
2020 Ukraine’s gap with these EU countries in terms of welfare will become even
more significant: the gap between Ukraine and the Czech Republic will reach 6.7
times, Lithuania — 5.9 times, Poland — 4.5 times, Bulgaria — 2.7 times (see
Fig. 2). This trend, especially taking into account the growing negative impact of
the COVID-19 pandemic due to its «wave-like» nature, points to the threat of di-
vergence between the economies of Ukraine and the EU, which requires the
Ukrainian Government to develop an appropriate response strategy.

Figure 2
GDP per capita, current prices, 2000-2020 periods, U.S. dollars

25000
S 20000
S
=
% 15000
-}
10000
5000
0 o | i B
Czech Lithuania Poland Bulgaria Ukraine
m 2000 year 5998 3297 4476 1614 664
m 2013 year 19913 15709 13777 7696 3969
2019 year 18506 19482 13823 7496 3707
m 2020 year (estimate)| 22850 19883 15431 9267 3425

Source: International Monetary Fund. (2020).

Challenges of deindustrialization. Significant obstacles to Ukraine’s full in-
tegration into a united Europe may arise as a result of the processes of deindustriali-
zation of the Ukrainian economy that have intensified since 2014. According to offi-
cial statistics, the index of physical volume of gross value added (based on the level
of 2016) in the Ukrainian mining and quarrying decreased from 137.9 in 2013 to 91.6
in 2020; in the manufacturing industry from 124.5 to 100.6; in the field of electricity,
gas, steam and air conditioning supply from 122.9 to 91.7 (see Fig. 3).
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Figure 3

Volume indices of gross domestic product and gross value added
by types of economic activity in Ukraine, percent; 2016=100

w2013 2020
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Gross domestic product 7 \\\\\\\\\\\\W 1158
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Mining and quarrying
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Note: The data collection for 2013 is entered without taking into account the AR of Crimea
and for 2020 — also without part of the temporarily uncontrolled territories in Donetsk and
Luhansk regions.

Source: State Statistics Service of Ukraine (2010-2021).

Compared to the industrialized countries of the EU, Ukraine is significantly
losing in industrial development, risking becoming a small, raw material and low-
tech economy. The clear trend of deindustrialization of Ukraine formed in recent
years is a direct path to the «club» of technologically and economically underde-
veloped countries with low competitiveness, which leads in the opposite direction
from developed Europe, which lives by the values of the Fourth Industrial Revolu-
tion and systematically implements the concept of «Industry 4.0». Obviously, the
problem lies in the guidelines and approaches of the state economic policy of
Ukraine, which lead to its divergence in industrial development with the EU.

Ukrainian researchers rightly point to the futility of Ukraine’s passive posi-
tion on the development of its own industrial production, and the fallacy of the
currently dominant approach to the development of the domestic economy only
on the basis of using the country’s current competitive advantages — cheap natu-
ral, land and labor resources. This position has largely led to deep deindustriali-
zation, agrarianization and strengthening the raw material slope of Ukraine’s
economy, while for sustainable development it requires the formation of promis-
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ing competitive advantages based on innovation and high technology, and ulti-
mately — inclusive industrialization (Kindzersky, 2021, pp. 21-23).

However, the course of events gives rise to new evidence of the risks of
further deindustrialization and consolidation of «raw material specialization» of
Ukraine. One such evidence is the signing in July 2021 of a Memorandum of Un-
derstanding between the European Union and Ukraine on a Strategic Partnership
on Raw Materials, which sets out the framework for cooperation in long-term
supply of critical raw materials (including non-ferrous and rare metals) from
Ukraine to the EU and provides, in particular, for the involvement of European
companies in the privatization of Ukrainian mining and processing enterprises.
Developing such cooperation, it is expedient for Ukraine to strengthen its position
in order to make progress in the creation of modern high-tech industries with the
support of the EU.

Foreign trade challenges. The increase in annual exports of Ukrainian
goods to the EU during pre-pandemic period 2014-2019 does not cover the loss
from the catastrophic decline in annual trade in goods with the Commonwealth of
Independent States (CIS) over the same period. Thus, according to the State
Statistics Service of Ukraine (n.d.), Ukraine’s merchandise exports to the EU in-
creased by 3.8 billion dollars U.S. from 17.0 billion dollars U.S. in 2014 to 20.8
billion dollars U.S. in 2019. At the same time, the reduction in exports of Ukrain-
ian goods to the CIS countries reached 8.2 billion dollars U.S. from 14.9 billion
dollars U.S. in 2014 to 6.7 billion dollars U.S. in 2019. Thus, the «net loss» of
geographical reorientation of Ukraine’s exports for this period amounted to 4.4
billion dollars U.S.

In addition, the structure of Ukraine’s trade with the European Union is
dominated by raw materials and goods with low added value. Thus, in 2019, in
the structure of Ukrainian exports of goods to the EU, grain crops accounted for
12,7%, seeds and oilseeds — 7,4%, fats and oils of vegetable or animal origin —
7,4%, ores, slag and ash — 8,5%, ferrous metals — 15,2% (State Statistics Ser-
vice of Ukraine, n.d.). These structural and dynamic imbalances cause long-term
challenges for Ukraine’s foreign trade and balance of payments.

Macro-financial challenges. The insufficiently stable state of the Ukrain-
ian monetary and financial system has a negative impact on the maintenance of
integration and convergence processes between Ukraine and the EU. It is largely
related to the incompleteness of financial sector reforms and the low level of de-
velopment of financial services markets in Ukraine; low efficiency of the country’s
financial integration into the European and global space; the vulnerability of the
national monetary and financial system to the external impact of crisis phenom-
ena (Borzenko et al., 2020, p. 16).

Ukraine’s Western partners have repeatedly drawn attention to the need to
overcome the existing challenges of its post-crisis development. Thus, in July
2019 the IMF member noted that Ukraine, if it wants to catch up with the world in
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economic development, needs a new business model, which «should supply
goods, not people to Europe», and the implementation of this model is impossi-
ble due to the continuation of large-scale corruption and inadequacy of institu-
tions (Ukrinform, 2019, July 2). This remark obviously concerns the problem of
large-scale labour migration of Ukrainian citizens. In 2018, the Ministry of Social
Policy of Ukraine estimated seasonal labour migration from Ukraine at 9 million
people, and permanent migration at 3 million people. At the same time, experts
believe that today between 4.5 and 10 million Ukrainian citizens work abroad,
which is 26%—-58% of the economically active population of working age.

The arguments mentioned above give us reason to believe that the chal-
lenges that currently arise in the process of Ukraine’s European integration are
not fleeting. They have a deep institutional nature and affect the very model of its
macroeconomic development, encouraging its effective transformation. Accord-
ing to the Institute for Economics and Forecasting of the National Academy of
Sciences of Ukraine, at the current stage Ukraine needs not modernization, but
reconstruction of the economy according to the new financial architecture in
Europe and the world. This involves the formation of a new paradigm of eco-
nomic thinking and development, namely reconstructive economic development,
which is a combination of radical restructuring of the supporting structures of the
socio-economic system with the restoration of Ukrainian identity and economic
subjectivity on the basis of social justice (Hrytsenko et al., 2016 ).

Challenges of slowing down convergence and deepening social diver-
gence between Ukraine and the EU. Researchers of the Institute for Economics
and Forecasting of the National Academy of Sciences of Ukraine based on
econometric methods estimated the dynamics of the GDP per capita indicator,
which shows the formation since 2014 the trends of socio-economic divergence of
Ukraine and the EU and its strengthening in recent years. To avoid a negative sce-
nario for the long-term deepening of socio-economic divergence between Ukraine
and the EU, it is necessary for Ukraine to adapt a relevant European experience in
overcoming divergence (see, for example: Laszl6, 2019) to its own realities.

The main ways of such adaptation for Ukraine today are as follows: settle-
ment of the conflict in Donbass, restoration and reintegration of the occupied and
affected by the conflict territories; the implementation of an effective anti-crisis pol-
icy to overcome the consequences of the COVID-19 pandemic; carrying out effec-
tive institutional transformations, in particular, reducing the level of corruption; re-
covery of the industrial profile of the state; acceleration of innovation and invest-
ment modernization and structural and technological renewal of production; over-
coming the debt dependence of the state; strengthening social protection and im-
proving the quality of life; refracting the negative demographic trend and the trend
of rapid labour migration abroad of Ukraine. None of these paths is easy for
Ukraine due to the lack of political will, highly professional managers and the nec-
essary resources can make overcoming the socio-economic divergence of
Ukraine-EU a task for the next decades (Borzenko et al., 2020, p. 16-17).
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Institutional Challenges: the EU — Ukraine Association Agreement. As
already mentioned, over the past few years in Ukraine there has been a trend of
deindustrialization, structural degradation of the economy and foreign trade,
steady growth of debt dependence on foreign lending, large-scale outflow of la-
bour abroad. These reasons have largely prompted Ukrainian officials to initiate a
revision of the Association Agreement with the European Union in late 2019 (it is
only a revision of the annexes to the Association Agreement, as amendments to
its text will require ratification of the updated version by all 27 EU member
states). which is politically difficult and require long time).

Therefore, the parties agreed that the renewal in the specified format of
the Association Agreement between Ukraine and the European Union will take
place in 2021. At the same time, in 2020 work began on a systematic update of
the annexes to the Association Agreement, and the priority areas of cooperation
between Ukraine and the European Union are signing the Common Aviation
Area Agreement, starting negotiations on «industrial visa-free regime», deepen-
ing cooperation in digitalization, as well as cooperation within the framework of
the European Green Deal.

The Joint Statement following the 22nd EU-Ukraine Summit in October
2020 noted progress in updating the Annexes to the Agreement on telecommuni-
cation, environment, climate and financial cooperation (Official Website of the
President of Ukraine, 2020). In fact, the Summit agreed in principle to launch bi-
lateral work on a broad revision of the Annexes to the Agreement. This was the
start of the meeting of the EU-Ukraine Association Council in February 2021, fol-
lowing which the parties agreed to «continue strengthening Ukraine’s economic
integration and regulatory rapprochement with the EU in areas such as the digital
economy, trade facilitation, customs cooperation, justice and home affairs under
the Association Agreements» (Communications Department of the Secretariat of
the Cabinet of Ministers of Ukraine, 2021).

It is obvious that the negotiations on the renewal of the Agreement with the
EU will be difficult — taking into account the real interests of the Ukrainian and
European parties. Thus, Ukrainian officials note that in working on the renewal of
the Association Agreement with the European Union, the Ukrainian side is inter-
ested in three major thematic blocks (Ukrinform, 2019, Nov 20):

I. the revision of trade tariffs, as the current tariffs were developed as a re-
sult of negotiations with the EU in 2006-2007;

Il. updating the provisions on non-tariff trade barriers, which concerns both
the introduction of the so-called «industrial visa-free regime» between Ukraine
and the EU (mutual recognition of conformity and acceptability of industrial prod-
ucts) and clarification of certain articles and terminology in the Agreement that no
longer corresponds to modern economic realities;
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lll. the adaptation of the Agreement provisions to the changes in the legis-
lation of the European Union in the field of energy, digital and other markets that
have taken place in recent years.

Experience shows that in order to effectively defend its own national inter-
ests, Ukraine must be sufficiently ambitious in the negotiation process.

Institutional challenges: The European Union in the context of over-
coming internal crises. In recent years, the architecture and unity of the Euro-
pean Union has been tested under the influence of a number of internal crises,
including the debt, migration, and the Eurozone crisis. Perhaps the deepest of
these challenges is the institutional crisis.

Over more than six decades of the EU functioning, many contradictions
have been accumulated and continuing to improve its current architecture will not
be able to resolve them. The reconstruction of a united Europe is necessary in
order to restore its own ldentity and the Self to be. The identity for Europe is not
what it has officially approved (include conservative values that hinder develop-
ment), but what corresponds to its historical development. The welfare state,
humanistic values, human rights, political correctness should be considered not
as abstract values, but according to its historical development. This approach in-
volves looking at Europe in the context of global development and finding a solu-
tion to its contradictions.

Integration, as one of the forms of resolving the contradiction between
production globalization and localization, is intended to connect spatially local-
ized structures with global financial flows and information flow. It must take into
account the levels of development, mobility, resilience, speed of resources, in-
formation and money flows, and find adequate mechanisms for agreeing on the
parameters of the system. The construction of the European Union did not take
sufficient account of the dialectics of this process. The latest wave of EU
enlargement has to some extent ignored too wide gaps in the development levels
of the participating countries and the Maastricht criteria, which inevitably led to
the accumulation of these contradictions (Gritsenko, 2016).

We can only welcome the attempts of the current EU leadership to over-
come the existing contradictions and crises in the development of the European
Union. In particular, in early 2020, the President of the European Commission
announced the implementation of fundamental reforms on the basis of the new
Initiative «Next Generation EU». However, despite the existence of a strong eco-
nomic and financial justification, this Initiative of the European Commission does
not pay attention to the fundamental issue — to overcome the identity crisis, which
hinders the full integration of member states within the European Union. There-
fore, it is absolutely reasonable to think that the «Next Generation EU» should
not only be aimed at ensuring a Green Deal or digital breakthrough of a united
Europe, but should also ensure the renewal of the concept of European identity
(Hoeksma, 2020, September 29).
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One of the progressive mechanisms for responding to the existential chal-
lenges facing the European Union today — pandemics, irreversible climate change,
limited resources in the face of growing demographic challenges and deepening
inequalities between countries and between people, — can be the upward conver-
gence of member states. According to the experts of the Foundation for European
Progressive Studies, presented in the publication «Our European Future» in May
2021 (Rodrigues, 2021), cohesion, convergence and social justice should be
among the main priorities of the recent EU internal policy to implement the principle
of Global Sustainable Development «leaving no one behind».

Practical implementation

Some results of this study were presented at the 15th Prof. Vladas Gron-
skas International Scientific Conference, held by the Vilnius University Kaunas
Faculty (Kaunas, Lithuania) in December 2020 (Gritsenko et al., June 2021). The
main results of the study on the challenges of European integration, during 2019-
2021 in the form of scientific and analytical notes were provided to the legislative
and central executive bodies of Ukraine.

Conclusions

The Association Agreement between the EU and Ukraine, signed in 2014,
outlines the large-scale work that Ukraine needs to do to bring the prospects of
EU membership closer. Achieving the goals of the Agreement crucially depends
on overcoming the existing trends of divergence and launching convergence
processes between Ukraine and the European Union.

Currently, Ukrainian-European cooperation is effective and has good pros-
pects, which is confirmed in the Joint Statement following the 22nd EU-Ukraine
Summit (October 6, 2020) and the Joint Statement on the results of the 7th Meet-
ing of the Association Council between Ukraine and the EU (February 12, 2021).
However, it is necessary to take into account not only the existing achievements
of Ukraine’s European integration, but also the serious challenges that hinder this
process and should be the focus of the national Government.

The advantages achieved during the period 2014-2020 during the Euro-
pean integration of Ukraine are related to its institutional development and the
formation of civil society. Another significant achievement is the considerable in-
crease in trade with the European Union. First of all, it is evidenced by the effects
of the Deep and Comprehensive Free Trade Area, which was applied since 1
January 2016.
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The most serious challenges to European integration are related to the
problems of economic growth, deindustrialization, structural and dynamic dispari-
ties in foreign trade, macro-financial stability, as well as slowing convergence
and, therefore, deepening Ukraine—EU social divergence. Challenges precipi-
tated by the institutional development of Ukraine and the EU have a significant
impact on the integration process.

At the current stage, Ukraine needs to reconstruct its economy according
to the new financial architecture in Europe and the world. It seems expedient for
the State to move along the path of reconstructive economic development, in
other words, it requires a radical restructuring of the supporting structures of the
socio-economic system with the restoration of its own identity and economic sub-
jectivity of Ukraine on the basis of social justice. This will help to strengthen its
competitiveness and ensure socio-economic convergence and full integration
with the European Union.

At the same time, Ukraine should make appropriate efforts to develop in-
tegration cooperation with the EU (and with its support) to make progress in cre-
ating modern high-tech industries and avoid risks of further deindustrialization
and consolidation of «raw material specialization» of its own economy.
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