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Ukraine’s future
and fate hinge upon
a transformation
of the relationship
between citizens,
the economy

and the state

Executive Summary

Four years since the start of its ‘Euromaidan’ revolution, Ukraine is fighting for its
survival as an independent and viable state. Ukrainians took to the streets in late 2013
in protest at their government’s suspension, under pressure from Russia, of plans for
a closer relationship with the European Union. While their activism forced President
Viktor Yanukovych from power and heralded a more EU-aligned foreign policy under
a new government, it also prompted a hostile response from Russia, which annexed
Crimea in early 2014, started a territorial conflict in eastern Ukraine, and continues

to try to fragment and enfeeble its neighbour.

This report is partly about Ukraine’s struggle to hold together and resist Russia’s
interference and pressure — in the military, diplomatic, economic and media spheres.
But it is also about a related internal contest to determine the political, institutional
and civic future of Ukraine. In broader terms the Euromaidan was a response as much
to poor domestic governance and corruption as to thwarted ambitions for European
integration per se. In this context, the ‘struggle’ in the title of this report refers to the
challenges of internal reform — challenges which pit, broadly speaking, modernizing
forces sympathetic to European norms against the entrenched conservatism of vested
interests in political and business elites. Fending off Russia and delivering on policy
reforms in a wide range of areas (including those related to European integration)
are the two defining challenges that Ukraine faces today.

This report recognizes Ukraine’s considerable achievements since the Euromaidan.
The country has not succumbed, despite grievous loss of life and territory, to

Russian military aggression. It has sealed a landmark Association Agreement with
the EU, opening up economic opportunity and making it clear that it sees itself as

a fundamentally ‘European’ country rather than a Russian satellite or tributary. And
it has undertaken deeper and more extensive reform in the past four years than in the
previous 22 of its post-Soviet life. This has included efforts to challenge a deep-seated
culture of corruption and rent-seeking, improve public-sector transparency, and reduce
risks to financial stability and economic distortions in the energy sector. Civil soci-
ety’s contribution to many of these endeavours has been crucial. Ukraine’s future and
fate hinge upon a transformation of the relationship between citizens, the economy
and the state. Both national security and political legitimacy are at stake.

While acknowledging Ukraine’s accomplishments, this report forensically

scrutinizes those areas in which the leadership is failing to live up to the expectations

of its own people, or to meet its new commitments under the EU Association Agreement.
Resistance to reform remains widespread even among those in high office, and there

are recent signs that anti-progressive forces are becoming emboldened in their attempts
to block or dilute the policies Ukraine needs to develop its economy, establish a truly
independent judiciary and provide meaningful deterrents to corruption.

The West’s credibility and cohesion are also at stake. The international community
has invested heavily in Ukraine’s future and spent billions of dollars on support-

ing the country, while rejecting the Russian claim to primacy in deciding Ukraine’s
geopolitical alignment and domestic political arrangement. This report puts forward
recommendations to ensure credibility is retained (or strengthened) through adher-
ence to the principles of the post-Cold War order, and through strictly conditional
financial assistance.
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the promise of

a sea-change in
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Ukraine’s principal challenges

1. Security and defence

Despite three-and-a-half years of multi-variant war against Russia and its separatist
allies, Ukraine has demonstrated an internal robustness that few predicted in 2014.
Thus far, its sense of national purpose has been humbled neither by Russian arms nor by
Ukraine’s unscrupulous system of power, which continues to arouse widespread dissat-
isfaction among Western allies and its own population. The West has provided critical
support in four areas: diplomacy, anti-Russian sanctions, economic and reform assis-
tance, and defence cooperation. Although these efforts have produced some dividends,
more can be done in the political and defence spheres without inordinate expense or
political risk. Worries that the West will succumb to ‘Ukraine fatigue’ or the lure of
‘grand bargains’ with Russia have not been borne out. Thus far, the policies of the US
administration under President Donald Trump have been impressively staunch.

Nevertheless, much of what Ukraine has achieved is susceptible to reversal,

and underlying political conditions are far from healthy. Ukraine’s core security
objectives depend on national cohesion, wise allocation of resources and a long-term
commitment by state and society alike. Neither Ukraine’s own resistance nor Western
steadfastness has dislodged Moscow’s perceptions that Ukraine is an extension of the
homeland and a tool of Western efforts to enfeeble Russia and overthrow its regime.
Russia’s tenacity and adaptability should not be underestimated. The appearance of
stalemate in the parts of Ukraine’s eastern region of Donbas occupied by pro-Russian
separatists — who have established autonomous quasi-republics of dubious legitimacy —
should not divert attention from other means that Russia is employing to sabotage and
‘reset’ the Ukrainian state. It is an illusion to believe that diplomatic formulas alone will
diminish Russia’s determination to dominate Ukraine and rid it of meaningful Western
influence. Russia’s calculations will change only when core elites perceive that a con-
tinuation of the present course is no longer feasible.

2. Reforms

EU integration

The Euromaidan revolution and the conclusion of the EU’s Association Agreement offer
the promise of a sea-change in Ukraine’s relations with Europe. Signed in 2014, and rat-
ified in 2017, the Association Agreement has both political and economic components,
the latter formalized in a Deep and Comprehensive Free Trade Agreement (DCFTA) that
boosts Ukrainian access to the EU single market but requires substantial policy reforms
in return.

The EU has significantly stepped up its assistance to Ukraine. Brussels is involved

in almost every aspect of reforms. The EU’s Support Group for Ukraine (SGUA) plays
a strategic coordination role, matching domestic demand for expertise and assistance
with their supply. However, at the operational level, EU assistance is still delivered via
a large number of classic technical assistance projects, which are known for their inef-
fectiveness both in Ukraine and in other developing countries. The EU has an unprec-
edented political mandate for driving reforms forward in Ukraine. However, it has
been too timid to use this mandate, and thus risks losing the trust of reformers.

A further problem is that many members of Ukrainian political elites still regard reforms
as optional, often merely paying lip service to fundamental reforms of the state and
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implementation of the Association Agreement. There is no single decision-making
centre in Ukraine on matters related to European integration, nor is there effective
coordination. The EU has been too lenient with the Ukrainian authorities, continuously
giving them the ‘benefit of the doubt’. The EU is unwilling to risk triggering a change
of government which could lead to more populist and/or pro-Russian forces gaining
more power. Where meaningful reforms have occurred, they have been championed
by numerous ad hoc ‘reform coalitions’ consisting of politicians, state officials, civil
society groups, and EU officials and experts — albeit in the face of strong resistance
from reform spoilers. The activism of progressive coalitions is welcome, but on its
own it does not provide a sound basis for institutional transformation.

Economic reforms

Of all the areas in which Ukraine needs reform, economic policy is one of the

most critical. It is commonly argued by investors and observers that Ukraine is
un-reformable, and that it should be left in the ‘twilight zone’ between East and
West, as was the case for much of the first 20-odd years of its independence. This
view ignores the reality that the status quo was failing the bulk of Ukraine’s popula-
tion, with the exception of a few hundred business tycoons with privileged access to
the political system and members of political elites who used the system to personal
advantage. The Euromaidan revolution was, at its heart, a rejection of this corrupt
system and a demand for the creation of an economy and society based on Western
and European norms.

Policy developments since 2014, while sometimes failing to meet expectations

for revolutionary change, have nonetheless been encouraging. Ukraine has proven
that change is possible. Basic macroeconomic stability has been achieved, with the
economy returning to growth in real terms in 2016, inflation easing, the hryvnia
strengthening and foreign exchange reserves more than tripling from the lows of 2015.
The current-account and fiscal deficits have been cut to manageable proportions.
Budget spending has been reduced and rationalized, tax reform and debt restruc-
turing rolled out.

The energy sector has been a priority for reform. Energy prices have been hiked to
cut demand and fuel subsidies are now more targeted; this has cut the public-sector
deficit in respect of Naftogaz, Ukraine’s state-owned oil and gas company, to zero
in 2017. The banking sector has also undergone far-reaching change, with almost
half the banks closed and others cleaned up sufficiently to ensure that the sector no
longer imposes a large contingent liability on the public finances. The National Bank
of Ukraine has also undergone remarkable internal reform, with the result that the
central bank is now fit for purpose in terms of managing monetary and exchange
rate policy and regulating and supervising the banking sector. With the country’s
macroeconomic and financial resilience apparently improved, the next challenge is
to enhance the business environment, unlock the potential of the land market and
support investment to deliver much-needed economic growth.

Democratization and governance

Reform of Ukraine’s over-centralized, excessively regulated and dysfunctional system
of governance has started. Large amounts of legislation have been enacted, though

in many cases not yet fully implemented. Decentralization has devolved significant
authority and tax-raising powers to local governments, but reform of the constitu-
tional division of powers, institutional (especially civil service) capacity and the media
has barely begun. Establishment of robust protections and enforcement of the rule
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of law through judicial reform, the essential underpinning of good governance, is
meeting stiff resistance from political and economic groups that currently benefit from
privileged access to power.

The president shares power with the government, and both rely on shifting support
from other political parties. The agenda is often set by populist parties, and vested
interests are still entrenched. This results in damaging institutional rivalry and cor-
ruption of the democratic process. Ukraine has a relatively good record of mostly free
and fair elections since 2004. The October 2014 legislative election greatly reduced
the influence of the Donbas elite, bringing in many new members of parliament

who are pressing for reform. The resistance they encounter testifies to the degree of
change that has already occurred — though also to the gravity of the challenges that
persist. Electoral reform, crucial to the establishment of a more level playing field,

is seriously delayed.

Human capital and civil society

The Furomaidan movement empowered citizens and started a consolidation of civic
identity in Ukraine around justice, accountability and an anti-corruption agenda.
Subsequent Russian aggression provided a powerful bond for Ukrainians to unite
around the idea of Ukrainian nationhood.

Ukrainian civil society has reason to be proud of what it has accomplished to date.
Unlike in the aftermath of the 2004-05 Orange Revolution, society is no longer immo-
bilized in a post-protest phase. Concerted effort at the national level, the presence of
reformers in the government, an inflow of substantial Western assistance with strong
conditionality, and an episodic power vacuum after the Euromaidan have enabled
active citizens to contribute to Ukraine’s transformation. An important democratizing
effect of civil society has been the integration of non-state trust networks into public
politics. Most prominent has been the launch and institutionalization of ProZorro,

a new digital public procurement mechanism. Its success has established a new

norm of transparency in terms of citizens being able to hold the state to account.

However, the dynamism of civil society continues to depend on a small cohort

of activists and professional civil society organizations (CSOs). As the ‘old’ system
of entrenched interests mounts its defences, the persistence of a gap between orga-
nized advocacy and concerned citizens reduces the scope for reform pressure from
grassroots level. Indeed, the increasing mobilization of populist and radical groups
testifies to the continuing weaknesses of civil society, and to the popular frustrations
this generates. Inadequate channels exist for CSOs to listen to citizens’ concerns and
transmit these to the authorities. As a result, there is a sense that CSOs are discon-
nected from local communities, and that activity on behalf of citizens rather than
with citizens prevails.

Anti-corruption reforms

Over the past four years, Ukraine has made significant progress in laying the
foundations for reducing very high levels of public corruption. However, this is
only the start of a long-term process that needs to address two principal problems:
first, a fatalistic acceptance by much of society of endemic corruption; and second,
a concentration of ownership and influence that has prevented the development of
the rule of law. These problems are far from unique to Ukraine, but their accumula-
tion over more than 25 years of ‘state capture’ presents an extraordinary challenge
for the country’s reformers.
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The most notable reform achievements since 2014 have been the elimination of
gas sales from Russia (previously the largest source of corruption in the economy),
which has shrunk the space in which corrupt practices can occur; and improved
public-sector transparency as a result of the above-mentioned introduction of an
electronic system for state procurement tenders. An intrusive new e-declaration
system through which senior officials must declare their assets marks another
victory for anti-corruption reformers.

However, the new agencies established to investigate and prosecute high-level offi-
cial corruption — the National Anti-Corruption Bureau of Ukraine (NABU) and the
Specialized Anti-Corruption Prosecutor’s Office (SAPO) — have yet to deliver results.
This largely reflects the lack of a robust judicial system. Judicial reform remains the
Achilles heel of the anti-corruption effort as a whole. It is clear that Ukraine’s current
leaders may fear an independent judiciary and the effective enforcement of laws.
Not surprisingly, a fierce battle is under way between genuinely reformist forces

and those who would like to preserve as much as possible of the ‘old’ system.

Recommendations

To strengthen security

* The West’s goal must be to ensure that Ukraine has the capacity to preserve
its independence and territorial integrity, irrespective of Russian wishes or
intentions. In this collective undertaking, Ukraine bears primary responsibility
and must shoulder the principal burden. This requires political will and
demonstrable progress in upholding standards of good governance in key
security and political institutions.

e Ukraine must understand that internal transformation is a prerequisite
both to national security and to Euro-Atlantic integration. The establishment
of an effective, trusted and accountable state is a primary national interest.
Unless law enforcement, security and defence institutions are fit for purpose,
the country will remain dangerously vulnerable to infowar, penetration,
sabotage and destabilization.

* NATO and the EU should, respectively, launch security sector and law
enforcement advisory programmes in Ukraine, commensurate with NATO’s
existing efforts in the defence sphere.

* There is no contradiction between dialogue and defence. The West must
work inside and outside the Normandy Format and Minsk process to resolve the
conflict between Ukraine and Russia and strengthen European security. The Minsk
agreements of 2014 and 2015 — which aimed to establish a political solution —
should not be abandoned, but deadlock should not become a pretext for diluting
their core provisions: a comprehensive ceasefire, the withdrawal of foreign forces
and heavy weapons from occupied territories in Donbas, and unimpeded access
for monitors from the Organization for Security and Co-operation in Europe
(OSCE). Verified implementation of these security components must precede
implementation of the political segment of the Minsk protocols.

viii #CHUkraine
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* The West’s sanctions against Russia should be periodically reviewed,
strengthened where necessary, and kept in place however long the illegal
annexation of the Crimean peninsula lasts and destabilization of the east of
the country continues. Full restoration of Ukraine’s internationally recognized
borders should not be compromised.

To advance EU integration

* The EU must have realistic expectations of how long it will take for Ukraine
to reform. The EU must maintain strong conditionality in the long term to
stimulate real, rather than partial or cosmetic, reforms. Ukraine must recognize
that European integration is impossible without delivery of political and
economic transformation.

* The EU’s Support Group for Ukraine (SGUA) has been a particularly successful
innovation in policy towards Ukraine. The SGUA has matched the supply of
expertise to need. The EU should rely on this tailored and agile mechanism
when planning assistance for Ukraine.

e The EU’s support should move away from classic, pre-scripted technical
assistance projects — the effectiveness of which is very low — to tailored, more
flexible and longer-term programmes of at least four to five years in duration.
The EU should consider using some instruments that have been successfully
deployed in Romania (and learn lessons from failure in Bulgaria) to support
the rule of law and judicial reforms.

* Support for Ukrainian businesses, especially small and medium-sized
enterprises, is needed to help them withstand competitive pressures once the
DCFTA transition periods finish. This gap remains a major weakness in the EU’s
strategy towards Ukraine (especially at the regional level), and contrasts with
the support available to EU accession candidate countries.

To boost economic and political reform

* Land reform — allowing and facilitating a functioning market for land — is
badly needed to ensure that Ukraine’s large but low-productivity agricultural
sector is a powerhouse for longer-term economic growth. There are indications
that the Ukrainian government will partially lift a moratorium on land sales
by the end of 2017.

* Further reform of Ukraine’s more than 3,000 state-owned enterprises is
essential. Efforts should focus on three areas: improving the corporate
governance of strategic entities identified as likely to remain in state ownership;
privatizing the remaining enterprises and assets for which there is a ready
market; and closing the rest. Reform should also include the sale of over
10 million hectares of agricultural land currently in state ownership, which
could potentially raise big sums for the state budget.

* Civil society and the international community should place as much stress on
electoral and institutional reform as on anti-corruption measures, to encourage
a break with the old system and allow a new generation of genuine reformers
to shape laws and policies. Wider use of institutional exchanges between

ix
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Ukrainian government entities and EU member state governments will
encourage best practice in administration and better policy formulation
and implementation.

* Building public trust is of critical importance. Responsibility for this lies first
and foremost with the Ukrainian political class, which needs to convince the
population and Ukraine’s foreign friends and partners that there is serious
political will to reform the corrupt political system. Civil society can help to
do this ‘from the top’, by joining forces with reformers in the legislature and
executive. Civil society also needs to work from the ‘bottom up’ to ensure that
citizens can engage in their country’s governance and exercise civic oversight.
Active citizenship could help establish a larger and more reformist political class
in the future. Unless Ukrainian politicians, judges and civil servants accept the
need for their system to change fundamentally — through the creation of robust
institutions, genuine safeguards against corruption, and true political and legal
accountability — old habits will continue, Western partners will grow weary, and
Russia will continue to be able to undermine the country’s territorial integrity,
politics and future sustainability.

* Western donors should integrate requirements for wider popular
participation into their grant-making. They should fund projects that build
civic support networks. They should promote action-based rather than
adversarial revolutionary activism. The expansion of housing associations,
farmers’ unions, credit unions, teachers’ associations and business associations
would make decentralization of power more effective and local government
more accountable.

* Through international development assistance, Western partners must
assist Ukrainian NGOs and nascent political parties, as well as universities and
management schools, in the creation of a new political and managerial class.

* Western countries must sustain pressure for judicial reform and the
prosecution of high-level officials who have abused their office. There must
be continued pressure for progress towards zero tolerance of corruption at all
levels. The establishment of a special trial court or chamber free from political
interference is essential for further progress in the battle against corruption and
the development of a new legal culture. The appeal system must be similarly
independent. Any signs of backtracking on these issues must be addressed
robustly. An independent judiciary is the ultimate test of Ukraine’s reforms.

* To maintain the momentum of the anti-corruption effort, the government
must speed up privatization of state-owned enterprises using transparent tender
procedures. Further deregulation should also be a high priority, in order to
reduce opportunities for officials to extort money from business.

* Ukraine’s anti-corruption reformers must communicate their achievements
to society and address the perception that ‘nothing has changed’ since 2014.
Important progress has been made on reducing the space for corruption,
but the Ukrainian public is generally not aware of these changes.

#CHUkraine
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Progress in Ukraine is clearly discernible on many fronts, but it is in danger.
Incomplete reforms threaten to undermine the credibility of ‘new forces’ and lead to
the disillusionment of millions of Ukrainians. This would open the way for revanchist
and populist forces to hijack Ukraine’s transformation agenda. Delivering on the
policy recommendations proposed above would pave the way for a more open and
efficient system of governance and make Ukraine more resilient.

A Western policy of benign neglect or, worse, accommodation with Moscow at
Ukraine’s expense would seriously destabilize the country, as it remains fragile and

in peril. The evidence presented in this report makes clear the double existential
threat Ukraine is facing. But it also makes the strongest possible case for increased
Western support, despite — perhaps even because of — Europe’s myriad other problems.
Policymakers have less capacity to invest time and effort in Ukraine, but the West
cannot afford yet another defeat. Vladimir Putin’s objectives show no signs of chang-
ing, and neither should those of the West. All is still to play for, with Ukraine ‘on the
edge’ in every sense.

xi

#CHUkraine



PesroMe foCmimKeHHA

YIIpOoZIOBK YOTUPHOX POKIB, BiIKOJIM cllaylaxHyB EBpoMaliziaH, YKpaiHa 60peThes 3a
CBO€E iCHyBaHHSA fK He3aJe)XXHa i )KUTTe3ZaTHa Jep:KaBa. YKpaiHlli BUNIILIN Ha BYJIULI
Hanpukinii 2013 poky, 11106 BUCIOBUTH IIPOTECT IIPOTH 3aTATYBAHHSA YPAZOM — IiJ
THUCKOM Pocii — nporiecy 36mmkeHHA 3 €BpornelicbkuM COr030M. 3aBAAKU CIIPOTUBY
rpoMaAH BAAJIOCA YCYHYTH BiZl BIaay npesugeHTa BikTopa fHykoBu4a i JomMorrucsa
TIOBEPHEHHS ZI0 EBPOOPIEHTOBAHOI 30BHIIIHBOI MOJITUKY i/l KEPIBHUIITBOM HOBOT'O
ypAzy, Ha 110 Pocia Bifpearysasa Bopoxe, aHeKCyBaBIIM Ha o4yaTky 2014 poky
KpuM i posropHyBIu TepuTopiantbHui KOHGIKT Ha Cxoai YkpaiHu. Bona i goci

He TIOJIMIIAE CIIpo6 PO3ALMUTH Ta OCTabUTH CBOTO Cyciza.

Y 11poMy 3BiTi HeTbCsA He Julile mpo 60poThOy YKpaiHu 3a €HicTh Ta ii

Matibymme . " i o N~

- CIIPOTHUB BTPYYaHHIO i THCKY Pocii — y BificbKOBili, AUTUIOMATUYHIM, eKOHOMIUHiH Ta
Ykpainu ma it inpopmariiiniii chepax. baraTo ysaru IpUCBA4€HO BHYTPIlIHOMY IPOTHCTOSHHIO,
dosisl 8 uLiomy 0 BU3HAYa€ MOTITUYHE, IHCTUTYIIifTHE Ta CyCIiTbHE MalOyTHE YKpaiHu.
3aencums 8id Y mmmpimoMy po3yMiHHI €BpoMaiziaH CTaB BiIIOBiA/IO AK Ha 6e3zapHe BHYTpIllIHE
no0dANLLLOL Jlep>KaBHe yIIpaBIiHHA Ta KOPYMIIOBaHICTb, TaK i Ha MepeIKoAH, 0 BUHUKIIN

Ha IUIIXY €BPOiHTerpallii. Y 1boMy KOHTEKCTi «60poThba» B Ha3Bi IIbOT'O 3BiTy

mp ancdop Maull CTOCY€EThCS BHYTPINIHIX pedopM — BaXKIMBUX BUKJIUKIB, IO CTAJIN KaMEHEM
810HOCUH MidIC CTIIOTUKAHHA MK CHJIaMHM, KOTPi MMparHyTh MOZepHi3allii Ha OCHOBi €BpOMENChKUX
2pOMA0sIHaMU, HODM, Ta IpeJCTaBHUKAMU 3aKOCTEHLIOr0 KOHCepBaTU3MY, SIKi IPe/ICTaBJIeH] K
eKOHOMIKOIO ma y BiaziHil Ta i 6i3Hec-emiTax. HuHi mepes YkpaiHo CTOSATH Ba OCHOBHI 3aBJaHHA:
depacasoro Jatu Bizaciu Pocii Ta 3akiHunTu pedopMyBaHHs 6araTbox ramyseli (BKJIIOYHO

3 €BPOiHTerpaliliHuM HallpsAMKOM).

Y 11poMy 3BiTi lepesiiueHo Bci 3HAUHI JIoCATHEHHA YKpaiHu 3 yaciB €BpoMaliziaHy.
He3Ba)xkarouu Ha TsKKI JIIOJCBKi BTpaTH, a TAKOXK 3aXOIUIEHHA TePUTOPIi, YKpaiHa
BUCTOSIIA TIepe/; POCIChKOIO BiliCbKOBOIO arpecieto. BoHa migmucana 01eHOCHY
Yroay mpo acoriiatiito 3 €Bpomneiicbkkum Co1030M, BifkprBarouu Ajs cebe HOBI
€KOHOMIiYHi MOXXJIUBOCTi ¥ HAroJIomyl0Yu TaKUM YHUHOM, IO B MaliOyTHEOMY
6aunTh cebe MPUHIMIIOBO EBPOIEHCHKOIO AepKaBoio, a He caTeiToM Pocil uu
iZJIETJION0 1#1 TepuTopi€eio. KpiM TOro, YIIPOJOBK OCTaHHIX YOTHUPHOX POKiB OYJI0
MpOBe/ieHe 3HAYHO IIubIe pedopMyBaHH:A, HiXK 32 OCTaHHI 22 POKU HE3aJIEKHOCTI.
3HaZO6MWIOCT YUMAJIO 3YCHIIb, 100 MOJ0IaTH IMTMO0KO BKOPiHEHY KOPYIIIIIO Ta
30KpeMa xabapHUIITBO, 3pOOUTHU AisUTbHICTD AePXXaBHOTO CEKTOPA MPO30PilIoto

Ta 3MEHITUTH PUSUKU 11 GiHAHCOBOI CTaGLIPHOCTI i EKOHOMIYHMX 3/I0BXXUBAHb
B €HEepreTUYHOMY CEKTOPi. BHECOK IrPOMaZISTHCHKOTO CYCIILTBCTBA B L0 CIPaBy OYB
BUpitanbHuil. Mat6yTHe Ykpainu Ta ii [0 B I[IOMY 3aJIeXKUTh BiJ TOAAIBIIOL
TpaHchopMaliii BiIHOCUH MiXK TpOMaJiTHaMH1, EKOHOMIKOIO Ta Jep:kaBoio. Ha KiH
MTOCTaBJIEHO i HAI[iOHATBHY 6€3IeKy, i MOMITUYHY JIETITUMHICTb.

YTim, mopsaz i3 BUBHAHHAM ycix 3100yTKiB YKpaiHU, B IbOMY 3BiTi eTaTbHO
po3mIsHyTO cdepH, e Braja He BUIIPABAOBYE CIIOZiBaHb HapoAy abo X He
BUKOHY€ 3000B’13aHb, 110 BUIUIUBAIOTD 3 YTOAU MPO acolliallio 3 EBPOmeicbKUM
Coro3oM. Pedopmam foci onuparoThes HABiTh HA HAWBUIIKX IIAGIAX BIaAH.

Kpim Toro, HafBHi 03HAKU TOTO, 1[0 IPOTUBHUKU MIPOTPECY AOKIAAAI0Th IIOAAITI
6inblire 3ycwib 10 6JI0KyBaHHA abo X MowIabieHHsA Kypey, KU YKpaiHa HOBUHHA
BIIPOBAJUTH 33/UI1 PO3BUTKY €KOHOMIUHOI chepy, BCTAHOBIEHHA CIPAB/i
He3aJIeXXHOT'0 CyIOYMHCTBA Ta 3HAYHOI'0 3HW)XEHHS PiBHA KOPYTIIil.

Ha xapTy nmocTaBieHo TakoX OBipY Ta €HICTb 3aXiHUX KpaiH B YKPaiHCbKOMY
mUTaHHi. Mi>XXKHapoJHa CITIIbHOTA CYTTEBO ZOKIaNacsa 0 MalOyTHhOTO YKpaiHu,
iHBECTYIOUU B Hel MilbsIpAM A0apiB i BOAHOYAC BiIKWIAt04uM 3a3ixaHHsAa Pocii
Ha IIepIIicTh V BUBHAUEHH] MiCIlsl YKpaiHU B MeONOTITUYHIN pO3CTaHOBLII CUJT
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Ta BHYTPILIHbOMOJMITUYHIM cutyauii. TyT mojaHo pekoMeH/allii, ZOTPUMaHHS AKUX
crpuATuMe 36epexxeHHIo (a60 K 3MIITHEHHIO) pelyTallii 3aXiJHuX IapTHEPIB: YiTKe
BUKOHAHHA [IpaBWI, BCTAHOBJIEHUX MiciA X0JI0AHOI BilfHY, i cyBOope ZOTpUMaHHA
YMOB HaJlaHHA MDXXKHapOZAHOI GpiHaHCOBOI ZOTIOMOTH.

OCHOBHI BUKJIUKU YKpaiHU

1. Be3neka i o60poHa

YTIpoaoBK TPhOX i3 MOJIOBUHOIO POKIB, BifKOMU movyanacs 6araToBUMipHa BifiHa
npotu Pocii Ta ii momIiYHUKIB-cemapaTUCTiB, YKpaiHa BUSABWIA TaKy BHYTPIlIHIO
CUJLy, Ky MaJjo XTO Mir criporHosyBatu B 2014 poui. HarionanapHy ifeto foci He
B/IAJTOCSA 3/1aMaTH aHi POCichKiit 36poi, aHi KOPYIIiHIN crcTeMi Baaau, AiAMU SKOI
06ypeHi ¥ 3axigHi COI03HUKY, i caMi ykpaiHIli. 3axis HajaB HEOOXiZHY JOTIOMOTY

B YOTHPBOX chepax: AUIUIOMATIA, CAaHKII mpotu Pocii, ekoHOMiUHe CIIPUAHHA

i mizTprMKa pedopM Ta cIiBIparsa B raixysi oboponu. [Tompu Te, 110 BCi I1i 3yCHIUIA
MIPUHECTH CBOI IUIOAY, B MOJITHUII Ta 060pOHi MOXXHA 6YJI0 6 ZOCATTH 3HAYHO
6impIoro 6e3 HEBUMPABJAHUX BUTPAT i MOMITUYHOTO PU3UKY. [T060OBaHHS,

mo 3axiz Bmazie y cTaH “BTOMU BiZi YKpaiHu” ab0 3K CIIOKYCUTBCA Ha «BEJTUKY
ZIOMOBJIeHiCTh» 3 Pocieto, He Bunpapganucsa. HenmoxurtHa nociizoBHicts CIHA

y mositutii 3 60Ky aaMiHicTpartiii mpesugenTa JJoHanbaa Tpamia Bpakae.

VYTiM, GLIBITCTD TO3UTUBHUX 3MiH B YKpaiHi He Ha3Belll HE3BOPOTHUMH,

a MOJITUYHUYN KIiMaT — 370poBUM. JIOCATHEHHS OCHOBHUX ITiielt y chepi be3mexn
3aJIEXXUTD BiZl 3TYPTOBAHOCTI HAPOAY, MyZI[POTO PO3IOALILY pecypciB i FOTOBHOCTI
JIOBTO i 6araTo MmpaioBaTy 3apaZiy IIbOTO — SIK BIaJi, TaK i cycrmiibeTBy. Hi ommip
YkpaiHu, Hi HEIOXUTHICTD 3axiIHMX KpaiH He 3MycuiIu MOCKBY BiIMOBUTHUCS Bif
ZYMKH IIpO Te, 110 YKpaiHa € «IIpoZoBXeHHAM» Pocii Ta BogHOUYAC 3HAPAAAAM

y PyKax 3axo/y, 1o IparHe ii oc1abuTH i CKUHYTH YMHHY Biazay. He ciriz
HEeZIOOIIiHIOBAaTU HAIOJIEIVINBOCTI Ta 3ZjlaTHOCTI Pocii npucrocoByBaTucsa. Cutyamisa
Ha JloH6aci, 9aCTKOBO OKYIIOBaHOMY IPOPOCIICBKIUMH CeapaTUCTaMu, KOTpi
He3aKOHHO IIPOT'OJIOCIUTY KiTbKa aBTOHOMHUX KBa3ipecny0JIiK, 3aiiliia B TIyXui
KyT, OfHaK y >KOZHOMY pasi He CJIiil BTpayaTy NMWIBHOCTI, azpxe Pocia BUKOPUCTOBYE
iHImi 3acobu Ay «IiIPUBY Ta Mepe3aBaHTAKEHH» YKPaiHU fK JepxKaBu. Bipa B Te,
110 32 J0TIOMOTOIO caMoi JIUIlle JUIJIOMATii BAAcTbCA 3MycUTH Pocito BizMoBUTHCA
BiJ] 3a3ixaHp Ha YKpaiHy Ta MocaabuTH ii HaMip HiBeJIOBaTH 3aXiMHUHI BIUIUB —
imrosida. Ilnauu Pocii 3MiHATBCA NHIe TOZI, KOJU BaagHa ejita sbarde, 1o JZiaTH,
SIK paHillle, y>Ke HEMOXJIUBO.

2. Pedpopmu

€spoinmezpauis

€BpoMaiiiaH Ta mignmucaHHd YToAu MMpo acolliamiio 3 €BporeiicbkuM Co30M
BilllyIOTh pafUKaIbHi 3MiHU y BiIHOCHHAaX YKpaiHu Ta €BpoNu. Yroza mpo
acorriamiro, miamucana 2014 poky Ta parudikoBana 2017-ro, Ma€ i MOMITUYHY,

1 eKOHOMiuHY cKJ1aZioBy. CaMe eKOHOMIYHi aclleKTHU CIiBIIpalli IPOMUCcaHi B yroAi
mpo ITormbieHy Ta BCeOXOIUTIOIYY 30HY BUTbHOI Topriii (IIB3BT), mio BigzkpuBae
YkpaiHi gocTyn 0 eAuHOTO pUHKY €C, BUMaraloyy HaTOMICTh BIPOBa/KeHHs
3HAYHUX pedopM.
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€BPOCOI03 iCTOTHO 36iMbIUINB 06CAT AOMOMOTH YKpaiHi. Bproccensb gonydaeTbes
IIPaKTUYHO J0 KOXKHOTO acleKTy pedopMyBaHH:A. ['pyna miATpuMku YKpainu
€sponericbkoi komicii (I'TTYEK) Bizirpae crpareriyny pojib 3 KOOpAUHAIii,

a TaKO)X BU3HAUYeHHs BHYTPILIHIX MoTpeb i criocobiB ix 3aZj0BOIEHHSA, 30KpeMa,
IIJITXOM eKCIIEPTHOI OIiHKY i 6e3mocepeHbOl JOIOMOTrU. YTiM, Ha po604oMy
piBHI migTpuMKa 3 60Ky €C f0Ci HAAXOAUTH Yepe3 YUCIeHH] IPOEeKTH TeXHITHOL
JIOTIOMOTH, Hee(pEeKTUBHICTh IKUX JOBeJieHa SIK B YKpaiHi, Tak i B iHIMX KpaiHax,
110 pOo3BUBaOThCs. B Ykpaini €C mae 6e3mnpelie/leHTHI TOBHOBaYKEHHS IS
dopcyBanHa pedopm. IIpoTe EBpOCOIO3 0BOJI H0S3KO HATUCKAE HA BaXKETi
BIUIUBY, L0 MOKe IIPU3BECTH JI0 BTpaTU J0Bipyu pedopmaTopis.

OxpiM TOro, YMMaJo IpeJCTaBHUKIB YKPaiHChKOI MOMITUYHOI eJIiTh Aoci
TPaKTyIoTh pebopMu A0BOJi popManbHO, 0OMEKYIOUNCh CTBOPEHHAM BUAUMOCTI
dyHIaMeHTaNIBHUX 3MiH Ta iMIUIEMeHTAaIlii Yroau mpo acoriaiito. B Ykpaini Hemae
aHi €IUHOTO LIEHTPY, 1[0 3aiiMaBcs OU MPUUHATTSAM PillleHb II0A0 €BPOiHTerpariii,
aHi Z1ieBoi KoopAuHAaIlii. EBpocoio3 OyB HAZI3BUYANHO MOOIKIIMBUN 10 YKPAiHCHKOT
BJIa/IY, 3HOBY i 3HOBY HaZlal0uM i1 KpeauT AoBipu. €EC He XOTiB 6U 3aMyCTUTH
JIAHITFOTOBY PEAKIIito, M0 HAaJaIi — MorJia 6 MPU3BECTH /10 3MiHH YPSAY, OCKIIbKU

B TAaKOMY pasi BIay MOXYTb OGIIHATH MOMYJTicTChKi Ta/ab0 MpopoCilichKi

CWIH, KOTPi caMe HabuparoTh 06epTiB. Yci cripaBzi 3HauHI pedopMu BiAOyIHCT
3aB/SIKM YUCTIEHHUMY CUTYaTUBHUM «KOATIIisIM», 10 SKUX JOJyJaTuCs TOTITHKH,
YMHOBHMKY, NIPeJCTAaBHUKY I'POMaJAHCBKOTr0 CyCIIUIbCTBA, IOCAZAO0BLI Ta €KCIIePTU
3 €C, — ase Bce 11i 3MiHM BifOY/IMCSA 32 YMOB 3HAYHOT'O CIIPOTUBY IPOTUBHUKIB
pedopmM. 3BicHO, TPOrPeCcUBHI KOaillii — 1ie Kpalle, HiXK HiY0ro, aje cama 1o cobi
TaKa JisUIbHICTh He MOXKe OYTH MiAIPYHTAM /I iHCTUTYIIOHATBHUX TEPETBOPEHb.

ExoHoMiuHI pehopmu

3-MOMiXK yCix ranmysed, 1o moTpebyioTs pedpopM, EKOHOMIUHA TOTITHKA

YKpaiHu € ofHi€l0 3 HAaWBaXK/IUBIITNX. [HBECTOPHU Ta CIIOCTepiradi HEOJHOPa30BO
HAaTroJIONIyBaJIM Ha TOMY, 110 YKpaiHa B3araii He mizyiirae peopMyBaHHIO i TOMy
MTOBMHHA 3a/IUIIATUCA B «Cipitt 30Hi» MixK CX0Z0oM i 3aX00M, fK Iie OyJI0 BCi
ZIBaJILISITh 3 TAaKOM POKIB ii He3asexxHocTi. Takull oriss HexXTye iHTepecaMu BCbOT'0
HapoAy YKpaiHu, OKpiM KiTbKacoT 6i3Hec-MarHaTiB i3 IpUBLIEHOBAHUM JOCTYIIOM
[10 TIOJIITUYHOI CHCTEMH Ta MPEACTaBHUKIB BIaJY, 1[0 HEAOUAK HAaKUBAJIKCH,
BUKOPHCTOBYIOUM CHCTeMY Ha BJIacHY KOpPHUCTb. fapoM PeBosmonii rizHoCTi crano
TIparHeHHA 371laMaTy cTapy KOPYIIiiiHy cucTeMy i BUWTU Ha TaKUW eKOHOMiUHUN
i colliaIbHUM piBeHb, IO BiAIMOBiZIaB 61 3aXiIHUM Ta €BPOTIEHCHKUM HOpPMaM.

3MiHU B HOJIITUL, AKUX BAAIOCA AocArTU micasa 2014 poky, Xod i He 3aBXAU
BiZITIOBiZIaT BUCOKOMY PiBHIO PEBOJIIOIITHUX BUMOT, YTiM BCEJISUTA HAZIIO.

YkpaiHa foBesa, 1o Moxe 3MiHUTHUCA. Bymo focarHyTo 6a30Boi MaKpOeKOHOMIYHOI
crabinizarii, y 2016 poui ekoHOMiKa IToYaia peaabHO 3pOCTATH, PiBeHb

inGIALii 3HU3UBCSA, TPUBHA 3MIIIHWIACS, BATIOTHI Pe3epBH 30LUIBIIINCA BTPUYi
mopiBHAHO 3 2015 pokoM. [TOTOYHI paxyHKH i AebillUT GIOAKETY BAANIOCST
MIPUBECTH 10 IPUMHATHOTO CTaHy. Bysio 3MeHIIeHo i paljioHanizoBaHo G0/ KETHI
BUTPATH, a TAKOXK PO3POOJIEHO IUIAaH IIPOBeJeHH IOAATKOBOI pedopMu

i pecTpykTypH3aliii 60pris.

EHepreTUYHUI CEKTOP TaKOXK O6yB mpiopuTeToM pedopM. Yps MiAHAB I[iHA HA
eHerpopecypcu, mob 3MeHIUTH monut. Cybcuzil Ha majbHe Telep MaloTh I[iTbOBE
[IpU3HAYEHHs, 3aBJASKN YOMY JepKaBHill kommnaHii Hadtorasy Ykpainu y 2017 poky
BAIAJIOCS 3MEHIIUTH AeillUT V AepKaBHOMY OFO/KETi 10 Hy/s1. BaHKIBCbKUI CEKTOP
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TaKOX 3a3HaB MaCIITaOHUX 3MiH: MaibKe TOJOBUHY 6GaHKIB OYyJI0 3aKpUTO, iHIIT
CYTTEBO «ITiAYUCTWIN» 3 METOIO YHUKHEHHS TIOTEHIIMHUX Jiep>KaBHUX GpiHAHCOBUX
3000B’s13aHb. ¥ HanioHanpHOMY 6aHKY Ykpainu (HBY), romoBHOMY 6GaHKY
KpaiHy, TaKoX OyJI0 IPOBeIeHO BXKINBY BHYTPILIHIO pedopMy, 3aBAAKHU AKIH
HBY BiaTenep 3Moxe BIIPOBa/KyBaTU aleKBaTHY KPeJIUTHO-TPOIIOBY i BATIOTHY
MOJIITUKY, a TAKOXK 37iMCHIOBATH HarIsA y 6aHKiBcbkoMy cekTopi. Ha yepsi micis
OYEBH/THOTO TTOKpAIIeHHS MaKpOEKOHOMIUHOI Ta GiHaHCOBOI cuTyallii B YKpaiHi
CTOITh MOKpAIlleHHs CepeZIoBUIIA /IS BeleHHs 6i3Hecy, PO3KPUTTA MOTEHIiany
PUHKY 3eMJIi Ta MiATPUMKA iHBECTHUIIIH, 110 CIPUATUME TaK HEOOXiTHOMY
€KOHOMIYHOMY 3POCTaHHIO.

Zemoxpamu3sayis ma ynpagaiHHA

PedopmyBaHHA yKpaiHCbKOI HAJTO IIEHTPATI30BAaHOI TA 3aperyIbOBaHOI CUCTEMU
Jlep>KaBHOT'O YIIPABJIiHHSA, O HacwIy QyHKIIIOHYE, PO3Movanocs. Byo yxBaieHo
YUMAaJIo 3aKOHIB, OJHAK Ha MPAKTUIIi iX HOPMU BUKOHYIOTBCS IIe HE TIOBHICTIO.
3aBJAKU JelleHTpasizallii MicileBa BjaJjla OTpUMaia po3UIMpeHi TOBHOBaXKeHHS

i MO’KJIMBIiCTb CAMOCTIMHO CTATYBaTH MOAATKY, OAHAK pehopMyBaHHA
KOHCTUTYLIMHOTO PO3MOALUTY BlAagu, iIHCTUTYIiH (0COBIUBO Aep:KaBHOI CIy:K6HM),
a takoxx 3MI 3aneaBe movanocs. [TomiTHYHI Ta EKOHOMIYHI TPYIIH, IO AO0Ci MaIu
TIpUBiIeiOBaHUM JOCTYII 0 BIagU, YUHATD KOPCTKUM OIip Ha LUIAXY BCTAHOBJIEHHA
BEPXOBEHCTBA IIpaBa Ta MPOBE/IEHHA CyZ0BOi pedOpMH, a TAaKOXK 3aKIaJeHHS
miZBaINH e(eKTUBHOTO Aep>KaBHOTO YIIPABIiHHS.

Biaga posnoginena Mixk mpe3uIeHTOM i ypsiZioM, SIKi, Y CBOIO Yeproro, 3aeKaThb
BiZl MiH/INBOI MiATPUMKY MOJTITUYHUX NapTiii. TOH 4acTo 3a/jal0Th MOMYJIiCTH, TOZAI
SIK BIUTUB Oi3HeC-TpyIl 3a/IMIIA€ThCS He3MiHHUM. Le mpu3BoAUTE 0 HE340POBOI
KOHKYpPeHIIii Mi>K TiJTKaMH BJIaZiv Ta IPOHUKHEHHS KOPYIILIi 10 IeMOKPaTHIHOTO
npouecy. 3 2004 poky YkpaiHa IloKasye A0BOJIi HelloraHUi pe3y/bTaT, IIPOBOAAYU
JIOCTAaTHBO BLTBHI i yecHi Bubopu. Ilicia Bubopis y xoBHi 2014 poOKy BIUIUB
MIOHEIBKOI eJTiTH 3HAYHO MOCTabUBCA, a/pKe ZI0 CKIaly MmapjaaMeHTy YBilIUIA HOBi
JlellyTaTy, KOTPi BCUIAKO IPOCyBIOTH pedopmu. Omip, 1m0 iM YUHATH, CBIAIUTH

He JIMIIIe PO 3HAYYIIiCTh 3MiH, AKi BXKe BifiOy/ucs, a ¥ mpo cepio3HiCTh HOBUX
BUKJIUKIB. YCUTAKO BiATATyeThCs pedopMa BUGOPUOTO 3aKOHOJABCTBA, KA
MMOBMHHA 3a6€3MMeYnTH PiBHI YMOBU IS BCiX YYACHUKIB MOJITUYHOTO MTPOIECY.

I'pomadsiHcwbke cycninbcmeo

3aBaAKU €BpoMailaHy CyCIiIbCTBO, 1[0 BiZ[4yJIO CBOIO CHJLY, PO3II0Yaso
KOHCOJTiIAIlit0 Ha OCHOBI I[IHHOCTeN BepXOBEHCTBA IIPaBa, MiZI3BITHOCTI BIagu
Ta 60pOTHOU 3 KOPYIIILIie0. BogHoYac mi THCKOM pocitichbKol arpecii ykpaiuiri
3TYPTYBAJIUCA HABKOJIO iZlei YKpaiHChKOI Iep>KaBHOCTI.

YkpaiHcbKe rpoMaJIHChKe CYCITLIBCTBO Ma€ BCi MiZICTaBU MUIIATUCS CBOIMU
HUHINTHIMY 3706yTKamu. Ilicis €EBpoMaiziaHy CyCIIIBCTBO BXXe He Y10

Take IapajuisoBaHe, AK micia [TlomapanyeBoi pesomolii 2004—-2005 poxkiB.
3yaroKeHi 3yciwuIa Ha HalliOHATBHOMY DiBHi, HasABHICTb B ypsZi pepopMaTopiB,
HaIUIMB 3Ha4YHOI piHaHCOBOI fomoMoru 3 60Ky 3axo/y 3 }KOPCTKUMU YMOBAMHU
¢diHaHCyBaHHS, a TAKOX €Mi30ANYHUI BaKyyM By, IO YTBOPUBCA MiC/IA
€BpoMaliZiaHy, Z03BOJIWIN aKTUBHUM IPOMaZiTHAM JOTYIUTHUCA 10 TIepeTBOPEHb

B YKpaiHi. BaxnBoio cKIaloBOIO leMOKpaTU3allii craia iHTerpailis HOBUX
HalpaIoBaHHb HEYPAZOBUX MEPEX V AepKaBHi iHCTUTYTH. OJHUM 3 HalOLTbIIIX
JIOCATHEHD € 3aITyCK Ta iHCTUTYyati3alis ProZorro — cucremMu myOIivHUX eJIEKTPOHH
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UX 3aKyTiBesb. 3aBJSKU yCHixy 11iei matdopMu 6y10 BCTAHOBIEHO HOBUH CTaHAAPT
MPO30POCTi Ta MiA3BITHOCTI Ziep>KaBU Mepes TPOMa/IChKICTIO.

YTiMm, AMHAMi3M I'POMaJITHCHKOT'O CYCIUIBCTBO B I[IOMYy TPUMAETHCA Ha HEBEJIUKIN
I'PyIi aKTUBICTiB Ta MpodecitHUX HEYPSAAOBUX OpraHisaliiil. ¥ Toi Jac fiK «crapa
cucTeMa», MiZBIaHa rpyIaM iHTepeciB MOCWIIOE 060POHY, BilipBaHiCTh HeGaHAYKUX
IPOMA/ISH BiZl aZIBOKALIMHOI AisUIBHOCTI TPOMAZICBKUX OpraHisaliii mociabmroe TUCK
Ha pedopmu 3HU3y. Ilogani moMiTHIIIa MOOLTI3allig MOMY/TiCTChKUX Ta PaAUKATbHUX
TPyl CBIZJUYUTH IIPO BPas3IuBiCTh 'POMaZAHCHKOTO CyCIILUIbCTBA, a 1ie, CBOEIO Yeprolo,
TIOPO/IKY€E po3yapyBaHHA. bpakye KaHaliB KOMYyHiKallii Mi>k rpoMaZiHaM¥ Ta
IrpOMa/JICbKUMH OpraHisaliaMu, ki 6 Z03BOJSUIN KOHCOTiZAyBaTh 6aueHHsS TPOMaaH
Ta B MOJAIBIIOMY TPAHCIIOBATH Iie OaueHHs HeBepX 0 OpraHiB Bragu. CKIaZaeTbCs
BpakeHHs, 1[0 I'POMa/IChbKi OopraHi3allii BiJokpeMJIeHi BiJ MiclleBUX TpOMa/i, TOMY
JIOTD pajiie gi0 iMeHi TPOMAZISTH, aHiXK pa3oMm i3 HUMH.

AnmuxopynuitiHi pegpopmu

YIpoZOBK OCTAHHIX YOTUPBOX POKIiB YKpaiHa JocsAria HeabUsAKOro mporpecy Ha
IUIAXY 3MeHIIeHH Ha/I3BUYaiiHO BUCOKOT'O PiBHA KOPYIILii. YTiM, 3aKIaZeHHA
MiZIBAJIVH — 1€ JIUIIE TTOYAaTOK TPUBAIOi POOOTH, 1[0 MA€ HA METi PO3B’SI3aHHSA JIBOX
BRIMBUX IPO6JIEM: TO-TiepIlle, HAeTbCsA Mpo GaTaliCTUYHE CIPUMHATTS MOBATbHOI
KOpYIILii, a o-Apyre — HEMOXJIUBICTh BCTAaHOBJIEHHA BePXOBEHCTBA IIpaBa yepes
30cepe/KEHHA BIaAY i MaliHa B pyKaX HEBEJUKOi rpymu ocib. Lli mpobiemu ajis
YkpaiHu He HOBIi, OfJHaK 3a ITOHAJZ 25 POKiB BPSAAYBaHHA B iHTepecax KiTbKacoT
6i3Hec-MarHaTiB Haby/ M TaKoro Macurtaby, 1o cTaau A1 pedbopMaTopiB AyKe
CepHO3HUM BUKJINKOM.

HatiBusHauHIIINM JOCATHEHHAM Y IiHi cdepi micia 2014 poky cTasa Maiike IOBHA
BiZIMOBa BiJ] mocTauaHHsA rasy 3 Pocii (paniiie Hafi6GiIbII KOpyMIIOBaHa TalIy3b
€KOHOMIKH), 10 aBTOMATHYHO 3BY3WJIO KOJIO MOXXJIUBOCTEN /1T KOPYIIIIMHUAX
obopyzok. Kpim Toro, 3aBAsKY BIIPOBa/IXKEHHIO ONMKCAHOI BUILE CUCTEMU MyOTiYHIX
eJIEKTPOHHUX 3aKYIIiBesb, AisUTbHICT AEP:KaBHOTO CEKTOpA cTaja mpo3opiroro. Ille
OJHi€I0 TIepeMOoTO0I0 HOPIIIB i3 KOPYIIIi€lo CTaB 3aMyCK HOBOi CICTEMU €JIeKTPOHHOI
rmoZlavi IeKIapariii, 3a I0NMOMOTOIO K01 BUCOKOIIOCAIOBIIi 3000B’A3aHi IeKIapyBaTh
CBOI CTaTKH.

YTiM, HOBi iHCTUTYTH, CTBOPEHI U1 PO3C/iZIyBAHHSA Ta MMOKAPAaHHS BUIAKIB
KopyTIiii cepes BucokomnocanoBIiB (HalioHanibHe aHTUKOPYIIIitiHe 610pO

HABY Ta CnemnianizoBaHa aHTUKOPYMIIiliHA TPOKypaTypa), Ille MalThb JOBECTH
Pe3yIbTaTUBHICTb CBOEI POOOTH, L0 34€6LIBIIOT0 TATbMYETHCS Yepes BiICyTHICTh
HaZilHOI cyn0Boi cucreMu. CyzoBa pedopMa 3aIUINAETCA AXILIECOBOIO I ATOIO
BCi€eil aHTUKOPYIIIHHOI AisibHOCTI. OYeBHUAHO, 10 HUHIIIHA YKpaiHChKa BIazia
MOJKe IT0OOIOBATHUCS HE3aJIeXHOT0 CYyZOUYUHCTBA i CyBOPOro ZOTPUMAHHS 3aKOHIB.
Tox He AUBHO, IO MiXK CIIpaBXHIMU pedopmMaTOpaMu i TUMH, XTO 3alliKaBlIeHUHA
y 36epexKeHHi «CTapoi CUCTEMI», TOUUTHCA KOPCTOKA 60pOThHOA.

PexomeHngarrii

3MilfHeHHA Oe3IeKu

* Mera 3axo4y — ZOIOMOI'TH YKpaiHi 3aXUCTUTU CBOIO He3a/IeXKHICTh
i TepUTOpiaIBHY IILUTICHICTD — He3aleXKHO Bifi 6akaHb Ta HaMipiB Pocii. ¥V wiit
CIITBHIM poOOTi OCHOBHA BiANOBIAATBHICTD i HAMOLIBIINIL TATAP JIATAIOTh
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came Ha 1wiedi Ykpainu. /i ii BUKOHaHHSA OTPi6HA MOTITUYHA BOJIA
i MOMITHUII Tporpec y ZOTPUMAaHHI CTaHJAPTIiB HAJIEXXHOT'O BPAAYBaHHA
B KJIFOYOBUX YCTAHOBAX, L0 3aHMalOThcA cheporo 6e3neKu i NOTiTHKOO.

* VYkpaiHa MyCHUTb yCBiZIOMUTH, 1[I0 BHYTPIIIIHE [IEPETBOPEHHS € HEOOXiZHOO
YMOBOIO sIK HaIliOHAIbHOI Oe3IeKH, TaK i EBpOATIIAHTUYHOI iHTerpariii. CTBOpeHH:
ebeKTUBHOI, HaIIHHOI Ta MPO30POi eP}KABHOI CUCTEMHU — 1€ OCHOBHUI
HaIliOHAJBHUMN iHTepec. FKIO MPaBOOXOPOHHI OpraHu, CIy:KO0u Oe3mneKu
i 060pOHY HE BUKOHYBAaTUMYTh CBOiX 00OB’I3KiB, KpaiHa 3a/IMIIaTHUMEThCS
Hebe3MMevyHO BpasIuBoIo i iHpopMaIliliHol BiliHU, BTOPTHEHHS, MiZPUBHOI
JisUIbHOCTI Ta AecTabimizariii.

* HATO Tta €C IOBUHHI 3a11049aTKyBaTHU KOHCYJIbTAaTUBHI IpOrpaMu 3 MUTaHb
po6OTH TPAaBOOXOPOHHUX OPTaHiB i cekTopa 6e3mekw, 1110 6yiu 6 OpraHiYHUM
MIPOZIOBXKEHHAM yKe PO3I0o4aToi AisibHOCTI B cdhepi 060poHH.

* Jliasior i o60poHa He € B3aEMOBUKIIOYHUMU MOHATTAMU. 3371 3aKiHUeHHS
KOHQIIIKTY MixK YKpaiHoio Ta Pocielo i 3MilTHeHHA 6e3neku B EBPOITi 3axif
IIOBHMHEH IIpalloBaTy fAK Y paMKaX, Tak i 1mo3a pamkamu HopmaHzcbkoro
dopmaty i MiHchkux yroz. MiHcbkuMu goMoBneHocTaMu 2014-2015 pokis,
10 MaJIU CTaTH OCHOBOIO MOJIITUYHOTI'O pillleHHd, — He CJIil HeXTyBaTU, OZHAaK
DIyxull KyT, B IKUH 3alillia CUTYyallid, He IIOBUHEH BUXOJIOLIYBATH iX OCHOBHI
TIOJIOXKEeHHS: BCEOXOIUTI0I0Ye IIPUIIMHEeHHS BOTHIO, BUBeleHHA iHO3eMHUX
BilichK i 36p0i 3 OKymoBaHoOi TepuTopii Jjonbacy Ta HEOOMeXKeHUH JOCTYII
MOHiTopuHrOBUX Irpyn Opranizarii 3 6e3neku i criBpobiTHUITBA B €BpoITi
(OBCE). TouHe AOTpUMaHHS BUKJIAZEHUX BUIIlE YMOB O6€3IeKU TOBUHHO
nepesyBaTU iMIIEMeHTAallii MOTITUYHOI CKIaZ0Boi MiHCBKUX yTO/,.

* CankIiil 3axony mpotu Pocii crii mepiofUyHO HeperysaaTy, B pasi moTpebu
TTOCHITIOIOYY ab0 K 3aJTHINAIOYY SK € — i Ile Ma€ TPUBATH CTLUIBKH 3K, CKLUTbKU
TpHUBaTHUMe He3aKOHHa aHeKcist KpuMChKOro MiBOCTPOBA i ZiecTabitizallia Ha
Cxogi Ykpainu. Heo6XiZiHO OGUTHCS MTOBHOTO BiZIHOBJIEHHS MiXKHAPOHO
BU3HAHUX KOPJOHIB YKpaiHU.

IMpumBuLIeHHS €BpOiHTerpartii

* 3axozy CJii MaTU pealiCTUYHI OYiKyBaHHSA IOZO TOTO, CKUIBKY Yacy
3HAI0OUTBCS I [PYHTOBHUX IIEPETBOPEHD B YKpaiHi. EBpOCOI03 IOBUHEH
CTaBUTH JKOPCTKi JOBIOCTPOKOBi YMOBH IIOJ0 HaZaHHA GiHAHCYBAHHSA, IO
CIIPUATHUME TIPOBEJEHHIO CIIPABXKHIX, a He YaCTKOBUX a60 KOCMETUYHUX
pedopM. YkpaiHa MyCUTh BU3HATH, IO €BPOIHTErpallisi HEMOXJIUBaA 6e3
MIOJIITUYHUX Ta eKOHOMIYHUX [TePETBOPEHE.

e T'pyna miaTpuMku Ykpainu €sporeiicbkoi koMicii (I'TIYEK) BuaBuiaca
0COOJIMBO BAAJIMM PilllEHHAM Y MOJITHUII oA0 Ykpainu. ITIYEK Bu3Havyae
i KOOpAVHY€E HAAXOMKEHHS 10 YKpaiHu HeobxigHo1 qomomorwu. ITig yac
IUIAaHYBaHHA J0MOMOTH YKpaini €C ¢1iZi BUKOPHCTOBYBAaTU caMme el
CreliaJibHO CTBOPEHUH i THYYKUI MeXaHi3M.

* €BpOCOI03 IOBUHEH BiIMOBUTUCA BiJl KIACUYHUX [I€TATBHO MPONMCAHUX — 1 iy»Ke
Hee(peKTUBHUX — IPOTpaM TEXHIYHOI JOTIOMOTH Ha KOPUCTb aZJalITOBAHMUX,
THYYKUX JOBI'OCTPOKOBHX IIPOEKTIB, AKi TPUBATUMYTh IIOHANMeHIIIe II'ATh
pokiB. Takox €C Mae po3IVIAHYTU MOXXJIUBICTh BUKOPUCTaHHA AeIKUX
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iHCTPYMEHTIB, 3aB/AKHU SKUM BJAJIOCA ZOCATTH ycrixy B Pymynii (i BunTHCa Ha
noMwiKax bosrapii) A7 migTpUMKY BEpXOBEHCTBA IIpaBa i cyzioBoi pedpopmu.

 [liaTpuMKa yKpaiHchbKOTO 6i3Hecy, 0COGIMBO MAJIOTO i CepeHbOro, IOTpibHa
[UIST TOTO, 11106 BiH BUTPUMAaB KOHKYPEHTHHM THUCK MiC/Is 3aKiHYeHHS
nepexigHoro nepioay I[TormubaeHO] Ta BCEOXOIUTIOIOY0i 30HH BUIBHOI TOPTiBii
(TIB3BT). Bpak Takoi miATPUMKHU € HalcIabIIon YacTHHO crparerii €C 1moa0
Ykpainu (0coO6JMBO Ha PETIOHATHPHOMY PiBHI) Ta CUIBHO BiIpi3HAETHCS Bif
TOTO 00CATY MiATPUMKH, KA HaJAe€ThCA KpaiHaM-KaHAWAaTaM Ha BCTyn a0 €C.

IIpucKOpeHHs EKOHOMIYHUX Ta HOJITUYHUX pedopM

* Heo0bxigHo mpoBecTH 3eMesbHY pedopmy, 3aBAAKYU SAKiit 6y10 61 CTBOPEHO
PHHOK 3eMeJib CLTbChKOTOCITOJapChKOT0 MMPU3HAYEHHsA. Y TaKUi CIiocio
BeJIMUE3HUH, ajle HEMPOAYKTUBHUM CLIbCHKOTOCIIOAAPChKUI CEKTOP
VkpaiHu cTaB 6u reHepaTopoM JOBIOTPUBAIOTO eKOHOMIYHOTO 3pDOCTaHHS.
YKe € MeBHi 03HAKU TOTO, IO YKPAIHCbKUU YPsiJi TOTOBUH 10 9aCTKOBOTO
3HATTS MOPATOPIt0 Ha MPOZaX 3eMli fio KiHnsg 2017 poky.

* HeobxigHo pepopmyBaTu 6inbiie Hixk 3000 Aep:kaBHUX MiAIPUEMCTB YKpaiHH.
3yCcwLIs CIIifi CKepyBaTH B TPhOX HANPSIMKAX: BAOCKOHATIEHHSA KOPIIOPATUBHOI'O
VIIpaBJIiHHSA CTPATETiYHUMU 06’€KTaMU, IO 3aTUIIaTUMYThCS YV AepKaBHil
BJIACHOCTI; IPOZaXX PEIITH MiAIIPUEMCTB Ta aKTUBIB, A/ AKUX iCHYE
TOTOBUM PUHOK; 3aKPUTTA yCixX iHIIHUX. Pedpopma Takox MOBUHHA BKJIIOYATH
npogax Ok HiXk 10 MiTbHOHIB reKTapiB 3eMeJb CLTbCbKOTOCIIOAAPCHKOTO
NpU3HAYEHHs, SKi 3apa3 rmepebGyBaroTh Yy JAepKaBHil BIaCHOCTI, 10
MTOTEHITIHHO MOKe 3HAYHO 30UTBIITUTH 0OCAT epKAaBHOTO OIO/KETY.

* T'poMazsgHCBKE CYCHIBCTBO i MDKHApOAHA CIUTPHOTA MMOBUHHI IPUALIATA
pedopmi BubopUoi cucTeMu Ta pedhopMi AeprKaBHOTO YIIPABIiHHSA CTUIBKU
K YBary, CKUIbKU ¥ aHTUKOPYILIHUM 3axoZiaM. Y TaKOMY pasi MOKHa
OyJe 3HaYHO MIBUZIIIE MO36YTUCSA CTApOl CUCTEMH i BiIKPUTH JOPOTY
CIIpaBXXHIM MoJIoAuM pedopMaTopaM, KOTpi TBOPUTHUMYTh 3aKOHOZIABCTBO
i BU3HAYaTUMyTh IOJIITUKY. [[Iupllle BUKOPUCTaHHA NapTHEPCHKUX IIPOTpaM
0OMiHY OCBiIOM MiX Zep:KyCcTaHOBaMU YKpaiHU Ta ypsAaMu KpaiH-4wieHiB
€C cnpusaTHMe ONTUMI3allii aAMiHICTPAaTUBHUX IPOIECIB Ta BUPOOIEHHIO
i BIpOBA/PKEHHIO OLIBII SKiCHOI MOITUKH.

* BupimanpHe 3HaUeHHS Ma€ MOOYA0Ba CyCIIUIbHOI 0BipHU. BiAMOBiaibHICTD
3a Iie JIeXKUTh HacaMIlepeZ Ha YKpaiHChKil MOITHYHIN esliTi, KoTpa Mae
TepeKOHaTy HaceJeHHs KpaiHu i 3aXiJHUX APy3iB Ta NapTHepiB YKpaiHu
B TOMY, 1110 /11 peOpMyBaHHA KOPYMIIOBAaHOI CHCTEMU € TOTITUYHA BOJIA.
I'poMagsgHCBbKE CYCILUTBCTBO MOTJIO 6 ZOTIOMOITH, [Aif0UYM «3TOPHU JAOHU3Y»
i 06’emHaTH 3ycWLIA 3 pedopMaTOpaMU B 3aKOHO/ABYill Ta BUKOHABYil Biazi.
I'poMazsiHCBbKE CYCIIIBCTBO TaKOXK Mae IIpalfoBaTH «3HU3Y Bropy», 1106
rpOMa/IHU TaKOXX MOTJIU JIOJyYaTUCH IO YIIPaBIiHHA KpaiHoIo i 37ilicHIOBaTH
rPOMAaZChKUM KOHTPOJIb. AKTUBHI IPOMaJsTHH MOTIJIM 6 CTaTU OCHOBOIO /IS
YUCIEHHINIOTO MOJITUYHOrO Kiacy pedpopMaTopiB y Mai6yTHbOMY. SKIIO
VKpaiHChKi OJITUKY, CyAJi Ta Aep:KaBHi CIyKOOBIIi He BU3HAIOTh HEOOXiZAHOCTI
KapAWHAIbHO 3MiHUTU CUCTEMY — IIUIIXOM CTBOPEHHS ebEeKTUBHUX iHCTUTYIIIH,
ZliEBUX MeXaHi3MiB MPOTU/MI KOPYIMIIii, @ TAKOX 3aIIPOBA/KEHHSA PeaTbHOI
TIOJIITUYHOI Ta IOPUANYHOI BiAMOBIZATBHOCTI, — TO CTAPUX 3BUYOK He
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BUKOPIHUTH, a 3aXiZiHi MapTHEPU 3HAYHO NOMIAGIAT MIATPUMKY. Y MiACYMKY
Pocis 3HOBY 3MOXe MiZIipBaTU TEPUTOPiaIbHY LTiCHICTD YKpaiHy, ii MOTITUKY
Ta MalOyTHIO CTAaGIbHICTS.

* 3axigHi ZOHOPU MaloTh J0JAaTH BUMOTH W00 LIMPILIO] y4acTi FpoMajaH
y CBOIX IpaHTOBUX NporpamMax. BoHu noBHHHI ¢piHaHCYBaTU IPOEKTH,
SIKi CIIPUAIOTHh po30yZOBi rPOMaZICbKUX MepeK. KpiM Toro, 1oHOpam
HeOoOXiZIHO MTPOCYBaTH CIIPAB/i Pe3yIbTATUBHI IIPOEKTH, a He MiAATPUMYBaTU
3MarajbHUN PEBOMIOIIMHUN aKTUBi3M. PO3ITMpPeHHA KITbKOCTI 06’€/ITHAaHb
BJIACHUKIB XUTIa, pepMepChbKUX i KPEUTHUX CITIJIOK, acollialliif yIUTesiB
Ta MATIPUEMINB CIPUSIO 6 JelleHTpatisallii Bj1aau i pobuno 6 MiciieBy
BJIaZy GBI MiA3BITHOIO.

* Yepe3 Mi>kHapOZAHi NporpaMu PO3BUTKY 3axXiZHi TapTHepY TOBUHHI JOIIOMOI'TH
YKPalHCbKUM HEYPAZOBUM OpraHisalifiM i HOBOCTBOPEHUM MOJiTUYHUM
NapTifAM, a TAKOX YHIBePCUTETaM Ta IIKOJIaM YIPaBJIiHHA Y BUXOBAHHI HOBOT'O
MOJITUYHOTO Ta YIIPaBJIiHCKbOT'O KJIacy.

e 3axiziHi KpaiHU MOBUHHI 1 Zjai TUCHYTU Ha YKPAiHCHKY BIaZAy 3 METOIO
TIPOBEZIEHHS CyZA0BO1 pepOpMU i PO3CITiIyBaHHSA BUIA/IKIB 3I0BKUBaHHA
BJIA/IOI0 BUCOKOMOCAZIOBILB. L]e Mae TpuBaTH OTH, JOKU He O6yze 3abe3neueHe
MTOBHE HECTIPUHHATTA KOPYIILii Ha Beix piBHAX. CTBOpeHHs abCOMIOTHO
BUTBHOT'O BiZl MOJIITMYHOTO BTPYYaHHS CyAy IepInoi iHcTaHIii abo mamatu
HaJ3BUYaWHO BaXKIUBE IS MOAAJBIIOL TEPEMOTH B OUTBI 3 KOPYIILEO Ta
PO3BUTKY HOBOI ITPaBOBOi KyJIbTYpH. ATIeNIAIiliHA CHCTeMa MOBUHHA OYTH Tak
camo He3aiekHa. Ha Oy/b-sKi BifXWIEeHH: Bij 1IbOTO KypCy MOBUHHA OYTH
giTKa peakIisa. HesasexHe npaBocy/sa — OCHOBHUHN TeCT YKPaiHCbKUX pedopM.

* [o6 migTpuUMaTH JUHAMIKY aHTUKOPYIIIiHHUX 3aX0/iB, YA/ MOBUHEH
MIPULIBU/IINUTY IIPOLiec IpUBaTH3allil Jep>KaBHUX HiAMIPUEMCTB HNIIAXOM
IIpOBeZleHH: [Ipo30pux TeHzAepiB. [loganbliia Aeperyalisa TaKoX 3a/IUIIaeThCA
MIPIOPUTETHOO, akKe HeOOXiTHO yOEe3MeUUTHUCS Biil MOXKIUBHUX CIIPOO6 TOJITUKIB
y MalibyTHbOMY “BUKadyBaTH’ KOILITH 3 Oi3Hecy.

* VYkpaiHchki pedopMarTopu, ski 3aliMaroTbCA AHTUKOPYILIHHUMUA TUTAaHHAMH,
MMOBUHHI iHGOPMYyBaTH CyCHiIbCTBO PO CBOi IOCATHEHHS, IAMAIOYU B TAKUN
croci6 ysABIeHHsA mpo Te, 10 3 2014 pOKy «HIiYOro He 3MiHWIOCs». YUManIoro
ycIixy 6yJ10 IOCATHYTO B 3MEHIIIEHHI MOXUIMBOCTEH I KOPYIIIIIHHUX
000pyZIOK, TPOTE MIUPOKiK 'POMAICHKOCTI B YKpaiHi mpo 11e 371e6i1bIIoro
HIYOTO He BiZJOMO.

[Tporpec B YkpaiHi momiTHMI Ha 6araThox GppoHTax, OAHAK HACIIPABAL CUTYyaIlis
ZIoBOJIi 3arpo3nuBa. HesaBepieHi pepopMu MOXKYTh MiZlipBaTH JA0BiPY 0 «HOBUX
CWJI» 1 IPU3BECTH JI0 pO3UapyBaHHA cepe/, MUIbMOHIB yKpaiHIiiB. Lle cTaHe
«3eJIeHUM CBIiTJIOM» /I PEBAHIIUCTIB i TOMYiCTiB, Ki MParHyTh 3ipBaTH MpoIecu
IepeTBOPEeHHsA B YKpaiHi. 3aBAAKW BUKOHAHHIO BUKJIAIeHUX BUIle PeKOMeH/allii
MOKHA 3pOOUTH CUCTEMY YIIPaBJIiHHA OilbII BiZIKPUTOIO i THYYKOIO, a camy
YKkpaiHy — 3HaYHO BUTPHUBAJIIIIOIO.

3axiziHa mostiTuka 6e3zisuTbHOCTI ab0 XK, 10 Tipiie, criBicHyBaHHS 3 Pocielo 3a
paxyHOK YKpaiHu Moxe AecTabirisyBaTi KpaiHy, OCKUTBKY CUTYAIlisl 3a/HIIAE€ThCSA
HacTabiTbHO Ta Hebe3nevyHoto. JlaHi, HaBe/leHi B I[bOMY 3BiTi, 4iTKO BKa3yIOTb Ha
peaybHy 3arpo3y i YKpaiHu, 10 HaBUCIA 3 JBOX OOKiB. OZHAK 1€ TaKOXK IIPUBIJ
Ut 30UTBIIEHHS 3aX0/I0M ITiIATPUMKH, HE3B)KAI0UX Ha — 200 K HaBITh 3aBASKU —
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YUCIEHHUM iHITUM TIpobieMaM €BpOITU. Y MOJITHUKIB MEHIIIe MOMJTUBOCTEH BKJIAAaTH
yac i 3ycwuIs B YKpaiHy, aie 3aXisi He MOXe I03BOJIUTH COOi 11e OHI€] TOPa3KHU.
Hewmae X0ZHUX 03HAK, 110 CBiAYrM 6 mpo 3MiHy Kypcy Bonogumupa IlytiHa 1moz0
Ykpainy, ToMy i 3axi/] TAKOXK IIOBUHEH OYTH HETIOXUTHUI. YKpaiHa nepebyBae Ha
MeXKi — i KOKHA 31 CTOpOHA Ma€ IIaHCH Ha TIEPEMOTY.

XX
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Pe3ioMme gokiiaza

Ha mpoTrsxeHuu 4eTwlpex JieT ¢ MOMEHTa Hadasa IPOTecTOB B paMKax
EBpoMmaiiiana YkpauHa 60peTcs 3a CBOe CYIeCTBOBaHUE B KaUeCTBE HE3aBUCHMOTO
Y )KU3HECIIOCOOHOTO rOCyapCTBa. YKPauHIIbI BHIIUIA Ha YIULB! B KoHIEe 2013

rojia, IpoTeCTys IPOTUB 3aTATMBAHUA [IPaBUTENbCTBOM — 10/ AaBieHueM Poccun —
mporiecca commkenus ¢ EBponetickum Coro3oM. Biarogaps AelicTBUAM rpaXiaH
yZaJI0Ch OTCTPAHUTH OT BJIACTH Ipe3unzeHTa BukTopa SIHykoBHYa U Z0OUTHCSA
TIOJIMTAYECKOT0 Kypca B CTOPOHY €BpPOMHTErpallUM I0Z PyKOBOACTBOM HOBOI'O
[IpaBUTENIBCTBA, Ha 4TO Poccus oTpearupoBaria Bpaxzae6Ho: B Hauane 2014 roga PO
aHHeKcrpoBaia KpbiM, nociie yero pa3BepHysia TeEPPUTOPHUATBHBIN KOHGINKT HA
BocToke YKpauHBI U [0 CHX [IOP CTApaeTcs Pa3leuTh U OCTabUTh CBOEro cocesia.

B 11€710M peyb UzeT He TOJMBKO 0 60pbbe YKparuHbI 3a €JUHCTBO U €€ COIIPOTHUBIEHNH
BTOPXKEHUIO U JjaBjieHuo Poccuu — B BOEHHOMU, AUTIOMATUYeCKOM, SKOHOMUYECKOH,
a Taxke MHGOPMAIIMOHHOM chepax. BHUMaHVe yzeneHo U BHYTPEHHEMY
TIPOTUBOCTOSTHUIO, OTpe/iesIAIoIIeMy OJUTHYeCKOe, MHCTUTYIIMOHAIbHOE

U obIlecTBeHHOE OyaAylee YKpauHel. B mupokom cMmbicie EBpoMatizian cTat
OTBETOM Kak Ha 6e3[apHOoe BHYTPEHHEe yIIpaBjieHUe U KOPPYMIIMPOBAaHHOCTD,
TaK ¥ Ha IPENATCTBUA, BO3HUKIINE HA ITyTH eBPOUHTErpaIiuu. B 7anHOM
KOHTEKCTe CJIOBO «60ph0a», BHIHECEHHOE B 3aT'0JIOBOK OTYETA, OTHOCUTHCS

K BHYTPEHHUM pepopMaM — BaXKHbIM BbI30BaM, CTaBIITUM KaMHEM NMPETKHOBEHUS
MeXAy MOJIOJBIMU IIPOEBPONEeCKUMU CUIaMHU, CTPEMAMIMMUCA K MOJepHU3AlIUH,
¥ 3aKOCTeHEeJBIM KOHCEPBAaTU3MOM, IIPECTABIEHHBIM MPABAIIUM KJIACCOM

u 6usHec-amuTOM. CeroziHsA nepes YKpauHOH CTOAT iBE OCHOBHBIE 33ja4u:
OTpPa3UTh POCCUUCKOE HaIaieHUe U 3aKOHYUTh pePpOpMUPOBaHUE MHOKECTBA
oTpacjell — eBpOMHTETPAIIMOHHON B TOM YHCIIE.

By@yu;ee Huxe H?pe‘II/ICJIeHH BCe 3HAaYUTe/NbHbIE JOCTKEHUS YKupaI/IHbI CO BpeMeH
u cyab 6a Yipaumol EBpomatizana. OHa He czanach 10 JaBjIeHueM BOeHHOM arpeccuu Poccuy,
HEeCMOTPS Ha KOJIOCCAJIbHBIE YeJI0BeUYeCKye XXePTBEl U TepPUTOPUAIbHBIE IOTEPU.
HANPpAMY10 VYkpauHa nozmnucana cyabboHocHoe CoraiieHue 06 accoruanyu ¢ EBpometickum
3asucsim om Coro30M, OTKPHIBas i cebs HOBBIE SKOHOMUYECKKE BO3MOXKHOCTH U 3aKPEIUIss,
oanvHellwell TaKUM 06pa3oM, CBOe BHEeHHE OYAYIIETO B KaUeCTBe IPUHITUTTHATBHO
mpchgbop Mayuu €BPOIENCKOr0 roCyZIapCcTBa, a He caTesuTuTa JInbo mpuaaTtka Poccuu. Kpome
o TOTO, 32 MMOCJIEAHNE YeThIpe To/la ObLIO MPOBEZEHO 3HAYNUTETHHO 6OJIbIIIE
OmMHOUEHUL pedopm, yeM 3a nociaegHre 22 rofia HesaBUCUMOCTHU. [10Tpe6oBamIoch HEMAJIO
Memay VCWINH I IPEOIOJIEHUS TIIYOOKO YKOPEHUBIIEHCA KOPPYIIIIUY U, B YaCTHOCTH,
ZpamaaHaJ\/m, B3ATOYHUYECTBA, a TaKXKe 1A MOBBIIIEHUA «IIPO3PAYHOCTH» FOCYAAaPCTBEHHOTO
IKOHOMUKOIL U CEKTOpa U yMeHbIIIeHUs PUCKOB /i (UHAHCOBOM CTaOWIBHOCTH U SKOHOMUYECKUX
20 cya apcmeom MePEKOCOB B DHEPTETUUECKOM CeKTope. BKiIaj rpakaaHCcKoro oblecTBa ?bUI §
pemiatomuM. Byayinee u cyZip6a YKpauHbl HAIPSIMYIO 3aBUCAT OT AaTbHEUIIen
TpaHchOpMaIUU OTHOIIEHUH MeXAy rpakJaHaMHy, SKOHOMUKOMN U rOCyZapCTBOM.
Ha xoHy 1 HallMOHaIbHAsA 6€30TaCHOCTD, U MTOJUTUYECKAsS JIETUTUMHOCTbD.
Taxke B JaHHOM OT4YeTe — apaUIeJIbHO C IPU3HAHUEM JIOCTIKEHUH YKpauHbl —
MoAIPOOHO PacCMOTPEHBI chepHI, TZIe BJACTh HE OTPABABIBAET OKUAAHUN Hapozaa
60 He BHIMOJTHIET 06513aTeIbCTB, HAaTOXeHHbIX CoriaieHreM 06 accoriranyun
¢ EBporeiickum Coro3oM. Jlake B BBICHIMX SIIEJIOHAX BIACTU CUIBHO COIIPOTUBIIEHUE
pedpopmam. Kpome Toro, eCcTb CBUJETEIBCTBA TOTO, YTO MPOTUBHUKU IIPOrpecca
MpWIATaloT MACCy YCHIUH it 6JIOKUPOBKH U OCIA0IEHUS TIOJTUTUKH, KOTOPYIO
YKpauHa ZoJbKHa BHEAPUTD IS pa3BUTHSA SKOHOMUYECKOH chephl, obecreueHust
peabHOM HEe3aBUCUMOCTH CyeOHOTO amnmapara U 3HaYUTETbHOTO CHUKEHUS
YPOBHS KOPPYIIIVH.
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Ha kapTy Taxke IocTaB/IeHbI J0BepHe U CIUIOYEHHOCTD 3alaJHbIX

TOCyZapCTB B YKPAUHCKOM Borpoce. MeXyHapogHOe COOBIECTBO BCTIECKU
coZielicTBYeT YKpauHe, BKJIAJBIBAsA B ee OyzAyllee MIUTHAPALI 0JIaPOB

U OTBepras IIpU 3TOM IIpeTeH3un Poccuy Ha EPBEHCTBO B Ollpe/ie/IeHUH MecTa
YKpauHBl B TeONOMUTHYECKON pacCcTaHOBKe CHJI U BHYTPEHHeIIOJINTHIEeCKOH
CUTyaluuy. B JaHHOM oT4YeTe MoJaHbl PeKOMEHAAINY, COOMI0EHNE KOTOPBIX
OyzeT CcoZIeHiCTBOBATh COXpaHEHUIO (JINOO YKPEIUIEHUIO) PeIyTalluy 3armaHbIX
MapTHEPOB: TOYHOE BHITIOJIHEHNE IIPABUJI, YCTAHOBIEHHBIX ITOCiIe XOMIOAHON
BOIHBI, U IIpejocTaBieHre GUHAHCOBOM IIOMOIIY IIPU CTPOTOM BBIITOJHEHUU
ompeZieIeHHBIX YCJIOBUM.

['J1aBHBIE BBI3OBHI 11 YKPAUHBI

1. Be3onacHOCTh 1 060POHA

B TeueHue Tpex c OJIOBUHOM JIeT € TeX [IOP, KaK Hayajacb MHOrOBapHaHTHaA
BOMHa IpoTUB Poccruy U ee COI03HUKOB-CENIapaTUCTOB, YKpauHa
MIPOZIEMOHCTPUPOBAJIA TAKYI0 BHYTPEHHIOK CUIy, 0 KoTopoi B 2014 rozxy masuo

KTO florazipiBasica. [lo HacTosIero BpeMeH! IoIpaTh ee HallMOHAJIBHYIO U/e0 He
yIaJIOCh HU POCCUHUCKOMY OPYKHUI0, HU KOPPYMIIUPOBAaHHOM cucTeMe, IeCTBUAMU
KOTOPOI HeJOBOJIbHEI KaK 3allaZiHble MTapTHephl, TaK U HApoZ. 3araz IpeJoCcTaBuI
HeOoOX0ZNMYIO IIOMOIITh B YeThIpeX 00IaCTsIX: AUILIOMATHS, CAHKIINH IIPOTUB
Poccuy, sxOHOMUYecKast TIOAZEPKKA U coAelicTBUe pedopMaM, COTPYIHUIECTBO

B chepe 060poHEL. HecMOTps Ha TO, YTO YCWINA IPUHECTH CBOM IUIOJBI, B IIOJUTHUKE
1 060pOHE MOXXHO 6BLTO OBI JOCTHUYb HAMHOTO 60JIbIIero 6e3 HeonpaBJaHHBIX
3aTpaT U IOJUTHUYECKOro pucKka. OnaceHus, 4To 3anaj COrIaCUThCA CMAIYUTD

cBOM TpebOBaHUA K YKpaWHe U3-3a YCTAIOCTU OT YKPAUHEL, JIU60 COIJIACUTHCA HA
«bobiIyIo cenKy ¢ Poccueli», He ompaBganuch. Helmokone6uMoCTb MOTUTUIECKOTO
kypca CIIIA npu azMuUHUCTpanuu npesusaenTa JloHanpga TpaMna mopaxaer.

TeM He MeHee, CJIOXKUBIIAACA B YKparuHe CUTYaIUsA MOXET U3MEHUTHCS

K XyZIIeMy, BeZlb IIOJIUTUIECKUE YCIOBUSA HEb3s HAa3BaTh OJIAarONPUATHBIMH.
JlocTIDKeHME OCHOBHBIX 1efieil B cdepe 6€301mMacHOCTU 3aBUCUT OT CIUIOYEHHOCTHU
HapoJa, pa3yMHOTO paclpeZesieHUsI peCypcoB U TOTOBHOCTH JIOJITO U YIIOPHO
paboTaTth pazy 3TOro — KaK BIACTH, TaK U ob1ecTBy. Hu conporusieHue
YKpauHbI, HU HEMOKOJIEOMMOCTh 3aMaZHBIX CTPAH He 3acTaBWIN MOCKBY U3MEHUTh
CBOe MHeHMe 00 YKpauHe KaK «IIpOA0/DKeHUH POANHEL» MO0 NHCTPYMEHTE

B pyKax 3amaja, CTpeMsIerocsi o1abuth Poccrio U CBEPrHYTh HBIHENTHIOK
B1acThb. He CTOUT HeZOOIEHMBATH YIIOPCTBO U IIPUCIOCOOIeMOCTb Poccu.
TynukoBas curyanus Ha JloH6acce, YaCTUYHO OKKYIMPOBAHHOM IIPOPOCCHICKIMU
cemapaTUcTaMy, KOTopble He3aKOHHO IIPOBO3IVIACHIN HECKOJIBKO aBTOHOMHBIX
KBa3upecIyOIrK, He JODKHA OTBIEKAaTh BHUMAHUE OT APYTHX MONBITOK Poccuu
«TIOZIOPBATh U Iepe3arpysuTh» YKpauHy. Bepa B TO, YTO IIpU HOMOIIY AUTLIOMATHUN
MOJKHO 3aCTaBUTh Poccrio 0TKa3aThCA OT NMOCATATENbCTB HA YKPAUHY U BBIBECTU
ee 13 30HBI BIUAHUA 3amaja, — He 6osee yeM wurosus. [Lnanel Poccuy naMeHATCs
JIVIIB B TOM CJIy4yae, eciu IIOJUTHYecKas 3JIUTa CMOXKET IIPUMUPHUTBCA C TEM, UTO
JIeHICTBOBATH TaK, KaK PaHblIle, yKe HEBO3MOXKHO.
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2. Pedopmbl

Espounmezpauus

EBpomMaiizan u PeBostolinsa OCTOMHCTBA, a Takxke nognucaHue CorsameHus

06 accoruanuu ¢ EBponeiickuM Coro30M 06€IAI0T paZuKaabHble H3MEHEHN

B OTHOIIeHMAX YkpauHsl ¢ EC. CorsnameHue 06 acconpanuy, IOAINCAHHOE

B 2014 roxy u parudunupoBaHHoe B 2017 rogy, UMeeT KaK IOJUTAYECKYIO, TaK

Y SKOHOMHYECKYIO COCTaBIsgromye. ITocie Hsasa mpomnycasa B 1oroBope o ['ry6okoi
U BceoObeMITIONIEH 30He cBoboaHOM Toprosau (I'B3CT), oTkphiBaolel YKpanHe
JIOCTYI K eInHOMY PHIHKY EC ITpu ycI0BUM IPOBeEHUA 3aMETHEIX pedopM.

EBpOCOIOB 3HAYUTE/IIbHO YBEJIUYINII 00beM oMo YKpaI/IHe. BpIOCCG]Ib

Hoonucanue MIPUHUMAET yYacTHe MPaKTUIEeCKH BO BCeX acnekTax pedopM. ['pymnmna moaaepRKu
CoznaweHust 06 Ykpaunst EBponetickoit komuccuu (I'TIYEK) urpaeT cTpaTeruyeckyro posib,
accoyuayuu KOOPZUHUPYA Y NPEAOCTaBIAA SKCIIEPTHYIO OLIeHKY U IToMolb. OZHaKo Ha

pa6oqu YPOBHE ITOMOIIb CO CTOPOHBI EC pacrpeaendaeTrcda mocpeaCcTBOM OIrpOMHOTO

¢ Esponeiickum ! !
KOJINYECTBA MPOEKTOB TEXHUYECKOM MMOMOIIH C ZI0Ka3aHHON HeadpPeKTUBHOCTHIO

Cor3om

Kak B YKpauHe, TaK U B [pyTUX pa3BUBaOLIMXcs crpaHax. B Ykpaune EC obnazaer
padukanbHo GecrpeleeHTHBIMU ITOJIUTUYECKUMU TIOJTHOMOYMSAMHU /IS TIPOABDKEHUA pedOpM.
usmeHum Tem He MeHee, EBpPOCO103 A€HCTBYeET OCTATOUYHO GOSA3IUBO, YTO MOXKET OBITH
OMHOLLEHLL YpeBaTo MoTepeii AoBepus pepopMaTopoB.
YKpauHbl Emme ogHO# npob1eMo¥i SBJSETCSA TO, YTO MHOTHE MIPECTABUTENN YKPAUHCKOH
c EC MOJIUTUYECKOH 3IUTBI OTHOCATCA K peopMaM JZOBOIBHO GpOpManIbHO, 3a4acTyio

co37aBast BUAUMOCTD [IPOBeZeHUs GyHAAMEHTAIbHBIX U3MEHEHU, a TAaKKe
nMIuieMeHTanuu CorsanieHus o6 acconuanuu. B YkpaviHe HET HU €IUHOTO
LIEHTpa IPUHATHSA PelleHN, 3aHUMAOIIET0CS BOIIPOCAMU €BPOUHTETPALIHH,

HU 3¢ bEKTUBHON KOOpAWHAIIMHU. EBPOCOI03 GBUT CIIUIIIKOM CHUCXOAUTENEH K
YKPaMHCKOM BJIACTH, BHOBb U BHOBb IIPeJIOCTaBIIAA eil KpeauT goBepus. EC He xoTen
OBl 3aITyCTUTh LIETTOYKY U3MEHEHU, KOTOphIe BIIOCJECTBUY IIPUBEAYT K CMEHE
[IPaBUTEIBCTBA, IIOCKOJIBKY B TAKOM CJIy4dae K BIACTH MOTYT IPUHMTH MOIYJIHCTCKUE
1/WIH IPOPOCCUMCKYE CHJIBI, BIUAHNE KOTOPBIX C KAXKABIM IHEM YCUINBAETCH.
[TpoBezeHNe BceX 3HAYUTENBHBIX pedhOpM IIPOU30ILIO 60Iarogaps MOsSBIEHUIO
CUTYaTUBHBIX «KOQIULIMI», B COCTaB KOTOPHIX BXOAWIU ITOJUTUKU, TOCCIyXKallye,
MIPeACTaBUTEH IPAXKJAHCKOTO OOIIeCTBa, YMHOBHUKY U 3KcepTh u3 EC, — v npu
3TOM HeO6XOAUMO OBUIO MPEO/I0IEeBATh BO3BOAMMEIE TPOTUBHUKAMU pedopM
mpenaTcTBys. EcTecTBeHHO, TporpeccUBHBIE KOATUIIMY — 3TO JIy4llle, YeM HIUYero,
HO caMma 110 cebe Takas eI TEMbHOCTb HE MOXET CTaTh 3ZI0POBOI OCHOBOW IS
MHCTUTYI[MOHATBHBIX [Ipe0bpa3oBaHUil.

DKkoHoMUUecKUe peopMbL

DKOHOMMUYECKAs MTOJUTHKA YKPAUHBI ABIAETCA OJHOMN M3 CAMbIX BOXKHBIX
oTpaciel, rae HeobxoAuMbl pepopMbl. THBECTOPHI U HAbII0AaTE HEOAHOKPATHO
MOJUEepPKUBAU, YTO YKparnHa BooOIIle He MOAIEXUT pehOPMUPOBAHUIO U JOIKHA
OCTaBaThCA B «CEPO 30HE» MeXay BocTokoM u 3amazioM, Kak 3TO GBUIO Bee
[BaZIaTh C JIUIIHUM JIET €€ He3aBUCUMOCTHU. TaKkoe TOJIOXKeHUe SBIAeTC S
MIPOUTPHIIIHEIM /11 BCETO HACeJIeHNs YKPaUHBbI, 32 UCKII0YeHUEeM HECKOTbKIX
cOTeH 6U3HEC-MarHaTOB C IIPUBIIETMPOBAHHBIM OCTYIIOM K ITOJUTUIECKOH
CHUCTEME U TIPe/CTaBUTENEN BJIACTH, YCIENUTHO SKCIUTyaTUPYIOUINX CUCTEMY

C LIeJIbI0 HAXXUBHL. SIApoM PeBOIONY JOCTOMHCTBA CTAJIO CTPEMJIEHHE Pa3pyIINTh
CTapyIo KOPPYyMITMPOBAaHHYIO CHCTEMY U BBIATH Ha COOTBETCTBYIOIINI 3aMaZHbIM
Y €BPOIEMCKUM CTaHZapTaM SKOHOMHUYECKUM U COI[UANBHBIN YPOBEHb.
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V3MeHeHUA B IOMUTHKE, KOTOPBIX yAAI0Ch AOCTHUYb ¢ 2014 roza, XOTh 1 He
BCEer/la COOTBETCTBOBAIM BHICOKOMY YPOBHIO PEBOJIIOIIMOHHBIX TPEOOBaHUH,
HO, 110 KpaliHell Mepe, BCeJIAUIU HaJeXxx/y Ha yaydllleHre. YKpauHa JoKa3aia,
YTO U3MEHEHUA BO3MOXKHBL. BBUIO ZIOCTUTHYTO 62a30BOE MaKpPOIKOHOMHUYECKOE
paBHOBecue, B 2016 rozly yBeJIUYWINCH TEMITBI 9SKOHOMUYECKOT'0 POCTa

B peaJbHOM BhIpaKeHUH, CHU3WICA YPOBeHb UHQIIAINY, TPUBHA YKpeluIach,
BaIIOTHBIE PE3ePBHI OBUIM YBETUYEHBI B TPU pasa 1o cpaBHeHUIo ¢ 2015
rogoM. Tekyiiye cyeta u ZeUIUT OI0AKETa YAaI0Ch CBECTH K TPUEMIEMBIM
pasmepaM. bropkeTHBIe TpaThl yAaaoch ype3aTh 1 pallllOHaIN31POBaTh,
TaKke ObUT pa3paboTaH IUIaH MPOBeAEHUS HATOTOBOM pedOopMBI

U peCTpPyKTypHU3alllU JOJIOB.

[TpuoputeTHOH 1 pehOpPMUPOBAHUSA OTPACIBIO TAKKE ABJIAETCA SHepreTUYeCcKUui
ceKTop. [TIoBBIIIIEHNEe CTOMMOCTU T'OPIOYEro C 1ieIbl0 YMeHbIIIeHUA CIIpoca

U IleJIeHalpaBIeHHOTo pacipeerleHns CyOCUANI B SHEPreTHYECKOM CEKTOpe
no3Bomwio Hedrerasy YkpauHsl, rocyZapcTBeHHON HedTera3oBoii KOMIIAHUH,

B 2017 rozy cHU3UTH AebUIIUT B TOCYAAPCTBEHHOM CEKTOpe 0 HyJs. BaHKoBcKas
OTpacIb TaKXKe IOoABepIIach MaCIITAOHBIM M3MEeHEeHUAM: IIPaKTUIECKH ITI0JIOBUHY
6aHKOB 3aKpPBUIH, IPYTHE CYIIECTBEHHO «IIOAYUCTIIN» C IeJbI0 HUBEIUPOBAHUS
BO3MOXKHBIX 00513aTeJIbCTB 10 OTHOIIEHHUIO K TOCYAapCTBEHHEIM GUHAHCAM

B 6yzymem. B HarmonansHOM 6aHKe YKpauHbI, [JIABHOM OaHKe CTPaHBI, TAKXKe
6bL1a IpOBeZieHa BaKHas BHYTpeHH:AS pedopMa, biarogaps koropoii HBY oTHbiHe
JIy4Ille TIPHUCIIOCO6JIEH K TIPOBEJIEHUIO aIeKBATHOM ZIEeHEXXHO-KPEAUTHOMN U BaJTIOTHON
MOJIUTHKY, a TaKXKe PEryJINpOBaHUIO U Ha/[30py B OaHKOBCKOM cekTope. Ha oyepeznu
IIOCJIe OYEBUHOTO YIy4IIeHUsI MaKpPO3KOHOMUYEeCKON U GUHAHCOBOU CUTYaI[UU

B YKpauHe CTOUT yCWIeHNe JeJIOBOU cpeZibl, PACKPHITHE MMOTEHIINAIA 3eMeTbHOTO
PBIHKA U NIOZIepKKa NHBECTUPOBAHMUS, YTO OYZET COAeHCTBOBATh YPEe3BEIYAliHO
He0b6X0ANMOMY 3KOHOMUYECKOMY POCTY.

Jemoxpamusayus u ynpasnieHue

Hawanoce pedopMupoBaHue YKpauHCKON CBepXLIEHTPAIN30BaHHOM! U IIJIOXO
GYHKIIMOHUPYIOIIEeH CUCTeMBI YIIpaBieH!A. BbUIO IPUHATO MHOXXECTBO

3aKOHOB, XOTS Ha IPAaKTUKe UX HOPMBI BBIITOJIHAIOTCS He IIOJHOCThI0. Biarogaps
JlelleHTpaIN3al[uy MeCTHas BJIACTh OblIa HaZiesieHa pPacuIMpeHHBIMU OTHOMOYUAMHU
Y TOJIyYMIa IIPaBO CaMOCTOSATETHHO B3UMATh HAJIOTU, OAHAKO pedopMUpOBaHUe
KOHCTUTYLIIMOHHO 3aKpeIUIeHHOHN CUCTeMBI paclipeZieJieHHs BlaCTH,
WHCTUTYIIMOHANTBHOTO (0CO6EHHO roCyZIapCTBEHHOM CIy)KObI) MOTEHITHANA, A TAKKe
CMU Tonbko Havasock. ObecreueHre BEPXOBEHCTBA IIPaBa MyTeM IIPOBeAEHU
cyznebHol peOpMBI U CO3aHNUE OCHOBHI ISl 3PPEKTUBHOTO YIIpaBIeHUs

TaK)Xe BCTPEYaroT 0)XeCTOUeHHOe COIIPOTUBJIEHHUE CO CTOPOHBI ITOJUTUYECKUX

Y SKOHOMHYECKUX PYIII UMEeBIIUX IPUBWIETHPOBAHHBIN JOCTYI K BIACTH.

BracTh pacnpegeneHa MeXAy IPE3UAEHTOM U IPAaBUTENbCTBOM, 3aBUCALINM OT
M3MEHYUBO MOAAEPIKKY TOJUTUYECKUX apTuii. TOH 4acTo 33/Iat0T TOIYJIUCTHI,

a BIUSHUE MECTHOH 3JIUTHI MO-TIPEKHEMY CHIBLHO. B UTOTe Hcue3aeT 3q0poBast
MHCTUTYIIMOHANbHAS KOHKYPEHIINs, a B IEMOKPATUIECKUI TIPOLIeCC IPOHUKAET
KOppymuus. YKpanuHa Iokasaja JOBOJIbHO HEIUIOXUE Pe3YIbTaThl IPH IPOBEAEHUN
CBOOOJHEBIX U YeCTHBIX BEIOOPOB, HaunHasA ¢ 2004 roza. [Tocse BEIGOPOB B OKTAGpe
2014 roza 3HaYUTENIBHO 0CIA6JIO BIUAHYE ZOHEUKOH 3JUTHI 61arofaps BXOXIEHUIO
B COCTaB MapJjaMeHTa MOJIOZABIX pepopMaTopoB. COMPOTHBIEHNE, KOTOPOE UM
HeoOX0ZNMO TIPeO0IEBATh, CBUETENBCTBYET O BAXKHOCTH YK€ MPOU3OIIEAINX
n3MeHeHUl. [IpoBesieHMe u3bupaTeabHOl pedopMEl, b1arozaps KOTOPOi BceM
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y4JacTHUKaM Ipoliecca 6yAyT rapaHTUPOBAHBI PABHbIE YCIOBUSA, BCTIECKH
OTKJIaZbIBaETCA.

I'pancdarckoe obuecmso

Brarogapst EBpoMaiiiaiy o6I1ecTBO, OLIyTHBIIEE CBOIO CHITY, Ha4alo
KOHCOJIMIMPOBAThCS BOKPYT HOBOM OOIIECTBEHHON NAEHTHYHOCTH, B OCHOBE
KOTOPO¥ JIEXKAT IIeHHOCTH NIPaBOCYAUsA, TIOAOTYETHOCTH U 60PHOBI C KOPPYIIIHMEH.
B To e BpeMsI, IOZ AaBJIeHUEM POCCHICKON arpeccuu, YKpauHIbl 00beANHIINCH
BOKDYT W/JleV YKPauHCKON roCcyZapCTBEHHOCTH.

YKpauHCKOe TpakZaHCKoe 0bIIecTBO MOXXeT He6e30CHOBATEIbHO TOPAUTHCS CBOUMU
MOCJIEJHUMU JOCTYDKEHUSAMU. B oTndme ot OpaHkeBoil peBosmoriuu 2004-2005
T'O/IOB, TMOC/IE OKOHYAHUS IIPOTECTOB B paMKax EBpomatijaHa O6IIeCTBO yiKe He
6bUTO Mapaau3oBaHo. CiiaXkeHHbIE JeHCTBUSA aKTUBUCTOB Ha IEHTPAIbHOM YPOBHE,
MIPUCYTCTBUE B MPABUTENIbCTBE pepOpMaTOPOB, MPEAOCTaBIEHE Ha ONIPeIeIEHHBIX
YCJIOBUAX TIOAAEPKKHU 3amazia, a Takke 3MM30JUYecKU BaKyyM BJIACTH,
obpasoBaBiIuiicsa nmocie EBpomaiijaHa, MO3BOIWIN aKTUBHBIM TPaKAaHaM BHECTH
CBOIO JIETITY B IIpeo6pa3oBaHre YKpauHbl. BaxKHOM coCTaBJsIoNIel JeMoKpaTH3aIuu
cTajia MHTErpaIusa oOIeCTBEHHBIX CETEH B FOCYZIAPCTBEHHYIO MOMUTHUKY. OHUM

13 HaubOMbIIHX AOCTHKEHUN SABJISETCs 3alyCcK M UHCTUTyanu3aiusa ProZorro —
CUCTEMBI ITyOJIMYHBIX 3JIEKTPOHHBIX 3aKYIOK. Barozaps ycrexy 3Toro mopraia

OBUT YCTAHOBJIEH HOBBIM YPOBEHD IIPO3PAYHOCTH U OTUYETHOCTH TOCYAapCTBa

mepes 06IeCTBEHHOCTHIO.

TeM He MeHee, AMHAMUYHOE Pa3BUTHE IPAXKAAHCKOTO OOIIECTBA TPOUCXOAUT

B OCHOBHOM 0Os1arogaps HeOOJIbIION I'PyIIe aKTHBUCTOB U ONBITHBIX WIEHOB
HeIpaBUTETbCTBEHHBIX OPraHU3aIui. B To BpeMs KakK MOABIACTHAS JIUTAM «CTapas
cucTeMa» YKpeIUisieT 000pOHY, M3-3a pa3phlBa MeXAY OPraHU30BaHHOU aZBOKaIuei
U 3aMHTEPECOBAaHHBIMU IPRKAAHAMU c1abeeT AaBleHUe CO CTOPOHBI aKTUBUCTOB,
Tpebyrouux pedpopM. YCHWINBIIAACT MOOWIN3AIMA TOIMYIUCTCKUX U PAJUKAIbHBIX
TPYTIII CBUAETENbCTBYET O 3aMETHOH YA3BUMOCTH T'PAXKJAHCKOTO 00IIeCTBa, 4TO,

B CBOIO OuUepe/ib, IOPOXKJAEeT pa3oyapoBaHue. He xBaTaeT kKaHaJIOB KOMMYHHUKAIIUU
MeXZy IpakJaHaMy 1 HelIpaBUTeIbCTBeHHBIMY opranusanuamu (HITIO) us-3a gero
«TIOMEeXW» TaKKe TOSBJITIOTCSA Ha dTare JOHeCeHUs OOIeCTBEHHOM MO3UIUHU J0
BJIACTU. B pe3ysibTare MOSBIAETCS OLIyIIEHNE, YTO OOLIeCTBeHHBIE OPraHU3auN
OTOPBaHBI OT MECTHBIX OOIIVH U JeHCTBYIOT CKOpPEE BCErO OT UMEHU TpakaaH,

YyeM BMeCTe C HUMU.

AHMUKOPPYNUYUOHHbLE pedhOpMbL

3a mociesHUe YeThIpe roZia YKparHa JOCTUIVIA 3HAUUTeTbHOI0 IIporpecca

B CO3[JaHUU YCJIOBUH /IS CHIDKEHUS YPE3BBIYATHO BEICOKOTO YPOBHSA KOPPYIILIUU.
OZHAaKO CO3laHKe OCHOBBI — 3TO JIMIIb HAYaAJIO JTUTETbHON pabOTHI, LIEIbI0 KOTOPOI
SIBJIIETCS pellleHre ABYX MPobyieM: BO-TIEPBHIX, PeUb UJAET O GaTaTUCTHIECKOM
BOCIIpUATHY [TOBAJILHOMN KOPPYIIIUH, & BO-BTOPBIX — O HEBO3MOXKHOCTH YKPeIUIeH!A
BEpPXOBEHCTBA IIPaBa U3-32 COCPEJOTOUYEHUS BIUSHUA U COOCTBEHHOCTH B PyKax
HeOOJIBIIION I'PYIIIHEI Jifoel. DTH Ipo6IeMbl He HOBHI /U1 YKPauHbI, OJHAKO 3a Oojee
yeM 25 JIeT KOPPYIIIMOHHOI'O KOHTPOJISI OHU IPUOOPENH TaKoH MacuITad, 9To CTaiu
OY€eHb CEPbEe3HBIM BHI30OBOM IS pedopMaToOpoOB.

CaMbIM 6OJIBITUM JOCTIKEHUEM B 3TOH cdepe mocie 2014 roga cTam IpaKTUYECKH
MIOJTHBIHM OTKa3 OT IOCTABOK ra3a u3 Poccuu (paHee Hanbosiee KOPpyMIHPOBaHHAsS
OTpac/ib 5KOHOMUKH), YTO aBTOMATHUYECKU CY3WIO KPYT BO3MOXXHOCTEH 1
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MIPOBeZIEHM KOPPYIIIMOHHBIX MaxuHatuii. Kpome toro, 6arogapst BHEIPEHUIO
OTIMCAHHOM BBIIIE CHCTEMBI TyOIMYHBIX JTEKTPOHHBIX 3aKYTIOK JeTeTbHOCTD
rOCyZJapCTBEHHOT'O CEKTOpa cTajla HaMHOTO npo3padHee. Eme ogHOM mobeznoi
GOPILIOB C KOPPYIIIMEH CTasl 3alyCK HOBOW CHCTEMBI 3JIEKTPOHHOM MoJauu
JeKIapanyii, B KOTOPOH YMHOBHUKYU 00SI3aHEBI I€KJIapHUPOBATh CBOU JJOXOZBL.

HoBrle yuepexaeHus, CO3ZaHHbIe I PpaccieZlOBaHNs CIydaeB KOPPYIIUT

cpeay YMHOBHUKOB BHICIIEro 3BeHa (HarmoHambHOEe aHTHKOPPYIIIMOHHOE 610pO
HABY u Cnenuasn3upoBaHHas aHTUKOPPYIIIMOHHAS IIPOKypaTypa) AODKHBI

ellle ZIOBECTH CBOIO Pe3Y/IbTaTUBHOCTh, KOTOPOM B OCHOBHOM IIPENATCTBYET
OTCYTCTBHE HaZIeXXHOU cynebHol cucteMbl. CynebHasn pedopma — 3TO axmuiecoBa
IIATa BCeW aHTUKOPPYIIUOHHON AeAaTeabHOCTH. O4eBUAHO, YTO HbIHENTHAA
YKPaWHCKasA BIaCTh MOXKET OIAcaThCsA HE3aBUCUMOTO Cy/ia U CTPOTOTO CIeZ0BaHUA
3aKOHy. HeyZAUBUTENbHO, YTO MEXY HACTOSAIIUMY pedbopMaTopaMu U JUAMU,
3aMHTEPECOBAaHHBIMU B COXPAHEHUU «CTAPOM CUCTEMBI», UJET XKECTOKas OUTBA.

Pexomenzannu

YerHJIeHI/Ie 06€e30MacHOCTH

* 3amajz I0o/DKEH CoZefiCTBOBAaTh TOMY, YTOOB! YKpauHa 6blia crtocobHa
3aIUIIATh CBOIO HE3aBUCHMOCTb U TEPPUTOPUAIBHYIO I[EJIOCTHOCTD —
HE3aBUCHMO OT JKeJIAaHUH U HaMmepeHu# Poccuu. B 3Toi coBMecTHOH paboTe
OCHOBHAfl OTBETCTBEHHOCTDb U HAUOOJIBIINI I'Py3 JIOKHUTCA KaK pa3 Ha IUIeyu
Yxpaunsl. i ee BEIIOTHEHNS HEO6X0AMMA MOTUTHYECKAsd BOJISA Y BUAUMEBIH
IIpOrpecc B CJIeZOBAHUY CTAHAAPTaM Z0OPOCOBECTHOTO YIIPABIEHUS
B KJIIOUEBBIX YIPEKIECHUAX, 3aHUMAIOIINXCA 6€30IaCHOCTBIO U MTOJUTUKOM.

* VYKpauHa [JOJDKHA OCO3HaTh, YTO BHyTpeHHee IIpeoOpa3oBaHue ABIAETCA
HeOOXOZVMBIM yCIOBHEM KaK Ui HAaI[MOHAIBbHOM 6€301MacHOCTH, TaK
U eBpoaTiaHTH4ecKoi uHTerpanuu. Coznanue sGpPpeKTUBHOH, HaIeXKHOH
U IPO3pavyHOl rocylapcTBEHHOY CUCTEMEI — BOT OCHOBHOY HallMOHAIbHBIN
uHTepec. ECii MpaBooXpaHUTENbHBIE OPTaHbl, CIY>KObI 6€30MacCHOCTH
¥ 060POHEI He OY/ZyT BBIMOJHATH CBOM O00SI3aHHOCTH, TO CTPaHa U Jablile
OyzeT omacHO ysI3BUMOH /7151 UHPOPMAIIMOHHOM BOMHBI, BTOPXKEHUS,
MIOPHIBHOM JIeITEILHOCTU U AeCTabIN3alni.

* HATO u EC fomKHBI 3aIlyCTUTh KOHCY/JIbTallMOHHBIE IPOIPAaMMEBI 110
BOIIpocaM paboThl MPaBOOXPAHUTETHHBIX OPTaHOB U CeKTOpa 6€30TacHOCTH,
KOTOpBIE ObUIM OB OPraHUYECKUM MPOAOIKEHUEM Y)Ke HAauaToH AesATeTbHOCTH
B chepe 060POHEL.

e Jlmasnor u 060poOHa He SABJIAITCA B3aNMOUCKIIOYAIOINMY ITOHATUAMHI.
C 1es1bI0 OKOHYAHUS BOMHBI MeXAy YKpauHou u Poccuelt u ykperuieHUs
6e3omacHocTy B EBporie 3amnaz fo/pKeH paboTaTh KaK B paMKax, Tak U BHE
pamok Hopmanzckoro ¢opmaTa 1 MUHCKUX corianieHui. TymuKoBas
CUTyaInsi, B KOTOPOU OKa3aJMCh YIaCTHUKY KOHQIMKTA, HE JOJDKHA
BBIXOJIOCTUTH OCHOBHBIE TIOJIOXKeHUA MUHCKUX J0IOBOPEHHOCTeH
2014-2015 roznos, 1ebl0 KOTOPBIX ABJIAICA IIOUCK ITOJIUTAYECKOT'O PELIeHUs:
BceoOBeEMITIONIEE TIPeKpallieHue OTHs, BhIBeZileHNEe MHOCTPAHHBIX BOMCK
U OPYXKUSA C OKKYITMPOBaHHOM Tepputopu JJoHb6acca U HeOrpaHUYEHHBIHN
ZOCTYII MOHUTOPHUHIOBBIX rpyn OpraHu3anuy 1o 6e30macHOCTH
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u cotpyaHudecTtBy B EBponie (OBCE). BecipekocioBHOe BBHIIIOTHEHE
BBHIIIEU3JIOKEHHBIX YCIOBUH 6€3011acHOCTH JO/DKHO TIPeALIECTBOBATh
UMIUIeMEeHTAIIUY IIOJTUTUIECKON coCTaBIIsAIomelt MUHCKUX coTrvIallieHui.

e Cankiuu 3amnazia mpoTuB Poccuu He06X0AUMO TePHUOJNIECKU
IepecMaTprBaTh, yCUINBAsH INOO OCTABJIASA KaK €CThb — U 3TOT IIPOIIeCC JO/DKeH
[UIUTHCS CTOJIBKO, CKOJIBKO OYZIET UIUThCA HEe3aKOHHAs aHHeKcHsa KphIMCKOTo
MTOJTyOCTPOBA U JecTabwiu3anus Ha BocToke Ykpaunbl. Heo6xoauMo 106UThCs
ITOJIHOTO BOCCTAHOBJIEHUSI MEXKAYHAPOAHO MPHU3HAHHBIX IPAHUI YKPAWHBL.

YckopeHune eBpouHTErpaniuu

* 3amazy He06XOAUMO TPE3BO OLIEHMBATh TO, CKOJIBKO BpEMEHU NOTpebyeTcs
ULl IPOBeZieHNsI TTyOUHHOH TpaHchopManuy YKpauHbl. EBpocor3y Hy:KHO
CTaBUTb JKECTKUE JOJTOCPOYHbIe YCIOBUA MIPeJOCTABIeHNs GUHAHCHUPOBAHMS,
9TO OyZeT CoZeiCTBOBATh IPOBEZEHIIO HACTOSIINX, 8 He YaCTUYHBIX JIHO0
KOCMeTH4ecKux pedbopM. YKpanHa JO/DKHA IPU3HATD, YTO €BPOMHTETPALIUs
HeBO3MOXXHa 6e3 MOJUTUIECKUX ¥ DKOHOMUYECKUX ITPe0Opa3oBaHUI.

e I'pynna nozzep:xku Ykpaunsl EBpornetickoit komuccuu (I'TIYEK) oka3anach
Ype3BbIUAlHO yZJaYHBIM NTOJIUTUYECKUM pellleHeM B OTHOIIEHUHN YKpPauHbI.
I'TIYEK ompegensfeT ¥ KOOPAUHUPYET MOCTYILIEHNE B YKpauHy HEOOXOANMOLM
momo1iy. [Ipy raHupoBaHuM nomoinu YkpauHe EC Heob6xogumo
KCIIOJIb30BaTh UMEHHO 3TOT CHEINAIbHO CO3aHHBINA U THOKUN MEXaHU3M.

* EBpocCoI03 0/KeH 0TKa3aThCA OT KIaCCUYeCKUX IIpe/iBapUTeIbHO
MIPOIIMCAHHBIX — U YPe3BBIYANiHO HedDDEKTUBHEIX — IPOrPAMM TEXHUYECKOH
ITOMOIIY B IIOJIb3Y aJalITUPOBAHHBIX THOKUX JOJITOCPOYHBIX IPOrPAMM
(MuaMMYyM Ha 1ATh JeT). Taxke EC fomKeH paccMOTpeTh BO3MOXKHOCTD
HCIOTh30BaHUA HEKOTOPBIX HHCTPYMEHTOB, OJ1aroiapsi KOTOPBIM yZalIoCh
JOCTUYD ycrexa B PymbiHuM (M yuuThCA Ha omubkax Boiarapuu) s
MoJ/IEP’KKM BEPXOBEHCTBA MpaBa U cyaebHOH pedopMBEl.

* Tloazep:kka YKPaumHCKOTO GU3Heca, 0COGEHHO MaJIOro U CpPeJHero,
HeobOX0oZUMa I TOTO, YTOOBI OH BhIEPXKAT KOHKYPEHTHOE JaBJIeHue II0CIe
OKOHYaHUs ITePEXOHOTO Tepro/ia [TyboKo# 1 BceobbeMITIONEN 30HBI
cBobozaHOoM Toprosiu (I'B3CT). DTOT pa3phiB OCTAETCSI CAaMbIM CJIaOBIM 3BEHOM
crpareruu EC B oTHOIIEHNN YKpauHbl (0COOEHHO Ha PerMOHAIBHOM YPOBHE)
Y 3HAUUTETHHO OTIMYAETCS OT MOAJAEPKKHY, IIPeOCTABIAEMOM CTpaHaM-
KaHgUzAaTaM Ha BeTyiuieHue B EC.

YckopeHre S5KOHOMHUYECKUX U TOIUTUYECKUX pedopM

* Heo6xoauMo IpOBeCTH 3eMeNTbHYI0 pedhopMy, B pe3yIbTaTe KOTOPOM ObLI
OBI CO3ZaH PBIHOK 3eMJIU CEeJIbCKOX037MCTBEHHOTO Ha3HaueH . Takum
06pa3oM OrpOMHBIi, HO HETTPOJAYKTUBHBIHN CETbCKOX03AMCTBEHHBIN CEKTOP
YKpauHBI cTasl OBl TeHEPATOPOM ZOITOBPEMEHHOTO S KOHOMUYECKOTO POCTA.
YKe ecTb HEKOTOpbIe IPU3HAKU TOT'O, YTO IIPABUTEIBCTBO YKPAaUHLI TOTOBO
K YaCTUYHOMY CHATUIO MOPaTOpHUA Ha IMPOAaXy 3emiu Ao KoHua 2017 roza.

* Heobxoaumo pedopmupoBaTh 60see 3000 rocygapCTBEHHBIX
NIpeAnpUATHI YKpauHbl. HyXKHO cOCpeZloTOYMThCA Ha TpeX HallpaBIeHUAX:
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COBEPUIEHCTBOBAHME KOPIIOPATUBHOI'O YIIPABJIECHUSA CTPATETNMYECKNMU
O6’beKTaMI/I, KOTOpPBIE OCTAHYTCA B FOCY,Z[apCTBeHHOfI CO6CTBeHHOCTI/I; nmpozaxa
OCTaBHINXCA Hpe,Z[HpI/IHTI/II‘/JI 1 aKTHBOB, JJI1 KOTOPBIX NMEETCA TOTOBBIH PBIHOK;
3aKpPbITUE BCEX OCTAJIbHBIX. Pecl)opMa TaKKe JO/DKHA BK/IIOYATh IIPOJLAXKY
6osee 10 MUUIOHOB TE€KTapoOB 3€MJ/IN CeJIbCKOX03AHUCTBEHHOT'O Ha3Ha4YeHUA,
KOTOphbIE cetiyac HaxXogATCA B FOCYﬂapCTBEHHOﬁ CO6CTBeHHOCTI/I, 4qTo
MMOTEHINAJIbHO MOXKET 3HAYNUTEJIbHO YBEJINYUTD I‘OC6IO,Z[}K6T.

e TpakiaHCKOe OOIIECTBO M MEXIYHAPOJHOE COODIIECTBO JOIKHBI
yaenasTh pepopMe U36MpaTENbHOM CUCTEMBI M OPraHU3aIUY YIIPABIeHUs
TOCYZapCTBOM CTOJIBKO JK€ BHUMAHUS, CKOJIBKO ¥ aHTUKOPPYILIMOHHBIM
MepaMm. Takum 06pa3oM MOXKHO 3HAYUTENBHO OBICTpee M30aBUTHCS OT
CTapO¥ CUCTEMBI U OTKPHITh ZIOPOTY HACTOSIINM MOJIOABIM pedopMaropam,
KOTOpbIe OYAyT TBOPUTD 3aKOHOAATENTBCTBO U ONPEJEATh MOTUTUKY. Boee
IIMPOKOE UCITOMb30BaHUE MAPTHEPCKUX IIPOTpaMM 0OMeHa OIBITOM MEXAY
TOCy4YpeXIeHUAMI YKPAUHbI U TPABUTEIbCTBAMH rOCYapCTB-4IEHOB
EC 6yzer cozelicTBOBaTh ONTUMU3ALNY aIMUHUCTPATUBHEIX IPOLIECCOB
U BBIpAbOTKe, a TaKXe BHEAPEHUIO 6ojiee KaueCTBEHHOU MOJTUTUKH.

* Pernarolee 3HaYeHNE UMEET yCTAHOBIEHHE OOIECTBEHHOTO JOBEPUS.
OTBETCTBEHHOCTD 3a ITO JIEKUT, B MIEPBYIO OUEPe/lb, HA YKPAUHCKOMN
MOJIMTUYECKOH 27IUTE, KOTOPAs JA0DKHA YOeAUTh HaceJeHUe CTPaHbI
Y 3aMaZIHbIX APY3€eli U MapTHEPOB YKPAaUHbI B TOM, YTO /i pepOpMUPOBAHUS
KOPPYMIIMPOBAHHOM CUCTEMBI €CTh MOJUTHYECKAs BOJA. ['pakaHCKOe
00I1IeCTBO MOTJIO GBI TIOMOYb, A€UCTBY «CBEPXY BHU3», 0OBEAUHSAS YCIINI
¢ pepopMaTropaMy B 3aKOHOZAATENTbHOM U UCIIOTHUTETBHOMN BIACTH.
I'paxxgaHCKoe OOIIECTBO TaKXKe JOJDKHO JeHCTBOBATh «CHU3Y BBEPX»,
9YTOOBI rpa)kaHe MOIJIM IPUHUMATh YYacTHe B YIPaBJIeHUH CTPAHOU
Y COBEPLIATH OBIECTBEHHBIN KOHTPOJIb. AKTUBHBIE YYaCTHUKYU MPOIlecca
MOTJ/IK GBI CTaTh OCHOBO# Z1s1 60JIee MHOTOYMCIEHHOTO MTOJTUTUYECKOTO
KiIacca pebopMaTopoB B OyzAymieM. ECiM yKpauHCKUE TTOMUTUKY,

CyZIbY U TOCYAapCTBEHHBIE CIyXKAIl[Ue He MPU3HAIOT He0OXOANMOCTH
KapAWHATBHO U3MEHUTh CUCTEMY — ITyTEM CO3J[aHUS HAZIEKHBIX MHCTUTYIINIMA,
MIPe/IOCTaBIeHUsl HACTOSIIUX TaAPAHTHUI MPOTUB KOPPYIIIUH, a TAKKE
BHEZIDEHUSI PEaJIbHOM MOMUTUYECKON U IOPUANIECKON OTBETCTBEHHOCTH, —
TO CTaphle TIPUBBIYKH UCKOPEHUTD He y/ACTCA, a 3alajHble TTapTHEPHI
3HAUUTETHHO OCIA0AT MOAAEPIKKY. B uTore Poccust cCMOXKeT CHOBA
TOJOPBATh TEPPUTOPUATBHYIO IIEIOCTHOCTh YKPAUHEI, €€ MOTUTUKY

U GyAyIIyI0 CTabWIBHOCTD.

* 3anazHble JOHOPHI ODKHEI TPeOOBaTh HoJlee MUPOKOTO YIACTUSA TPAKIAH
B CBOMX I'PAaHTOBBIX IIporpaMmMax. ViM HeobXoArMO GUHAHCHUPOBATh IPOEKTHI,
CIIOCOOCTBYIONINE IIOCTPOEHUIO CeTel IpaKJaHCKOM noanepxku. Kpome Toro,
JIOHOPAM HYKHO IIPOJBUTATh JeHCTBUTENBHO PE3yIbTaTUBHBIE IPOEKTEHI, a He
MIOJ/IEP’KUBATh COCTS3aTeNbHBIN PEBOJIOIIMOHHEBIN aKTUBU3M. PacipeHue
KWINITHBIX 00beANHEHMH, GepMepPCKUX U KPEAUTHBIX COI030B, aCCOLIMAIIME
y4uTesed 1 GM3HECMEHOB COZIEHCTBOBANIO OBI /lelleHTpau3aliii BlacTu
U caesnano 6bl MECTHYIO BIacTh Oojiee MOAOTYETHOM.
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e [locpezacTBOM MeXXAyHAPOJHBIX IPOTPAMM Pa3BUTHA 3alaJiHbIe TapTHePhI
JIOJDKHBL IOMOYb YKPAaWHCKUM HeIlpaBUTEeIbCTBEHHBIM OpraHU3aluAM
U HOBBIM ITOJINTUYECKUM MApTHUAM, a TaKKe YHUBEPCUTETaM U IIKOJIaM
VIpaB/leHus B BOIIPOCaX B3pal[MBaHUA HOBOT'O ITOJIUTHUYECKOTO
Y PyKOBOZAIIEro Kiacca.

* 3amaZHbIM cTpaHaM HeOOXOAUMO U Jajiee OCYIeCTBIATh JaBIeHIe
Ha YKPaWHCKYIO BJIACTD C IIeJbI0 MMPOBeAeHUA CyAeOHOM pedopMbl
Y pacc/IeZlOBaHUs CIyYaeB 3/I0yIOTPebIeHNs BIAaCThi0 YNHOBHUKOB BHICIIIETO
3BeHa. JTO JIOJDKHO JJTUTHCA 0 TeX MO, MToKa He 6yaeT obecreyeHa
abCoJIOTHASA HETEPIIMMOCTD B OTHOLIEHUN BCeX GOPM KOPPYIIIHH.
Cozganuie abCOMIOTHO CBOOOAHOTO OT TOJUTUYECKOTO BO3ZEHCTBUA CyAa
MepBOi MHCTAHITUHY JIMOO0 MaJaThl YPE3BHIYANHO BAXKHO I TIOCIEAYIONIeH
mob6esl B 60phOe ¢ KOPPYIIIe U pa3sBUTHUSA HOBOI ITPaBOBOIi KYJIbTYPHI.
Ane/IAIMoOHHAA CUCTeMa TakKe JOo/DKHA OBITh He3aBucuMa. Ha
JIT06BIE OTKJIOHEHUS OT JAHHOTO Kypca ZIO/DKHBI OBITh YeTKas PeaKIys.
YcTaHOBIeHHe HE3aBUCUMOM CyZieOHOM CUCTEMBI SIBJISIETCS TJIaBHOM
MIPOBEPKOI YKpPaUHCKUX pedhopM.

e Jlna nojzep:KKU JMHAMUKY aHTUKOPPYIILIMOHHBIX Mep IIPaBUTEIbCTBO
JIOJDKHO YCKOPUTbD IIpollecc IpUBaTU3aLUU I'OCYAapCTBeHHBIX TpeATIpUATHH
IIyTeM IIPOBeJieHHA IIPO3payHbIX TeHAepOoB. JanbHelasa Aeperyausa TakKe
SIBJISIETCS IPUOPUTETHOH, TTOCKOJIBKY HEOOXOANMO MPEeJOTBPATUTh BO3MOXKHBIE
MIOTIBITKY MOJUTUKOB B3UMAaTh IIOOOPHI U3 6M3Heca B OyAyIIeM.

* VYkpauHckue pepopMaTOpPHI, 3aHUMAIOI[HECs aHTUKOPPYIIIIMOHHEIMU
BOIIPOCAMHU, JOKHBI NHPOPMHUPOBATH OOIIECTBO O CBOUX JAOCTIKEHUAX,
JioMasi TaKUM 06pa3oM IIpejcTaBieHre o0 ToM, 4To ¢ 2014 roza «HUYero He
U3MEHWIOCh». Ha IyTH yMeHblIeHNA BO3MOKHOCTeHN /11 KOPPYILIMOHHBIX
CZIeJIOK OBUI JOCTUTHYT 3HAYUTENBHBIN YCIIeX, HO IIMPOKON O6IeCTBEHHOCTH
B YKpauHe 06 3TOM 3a49acTyr0 HUYETO He U3BECTHO.

[Tporpecc B YkpanHe 3aMeTeH Ha MHOTMX GPOHTaX, XOTA Ha caMOM Jiesie
CUTYyaIUs OCTAETCA JOCTATOYHO yrposkaromieii. HezaBepiieHHEIe pepOPMEL
MOTYT IIOZIOPBAaTh JOBEPUE K «HOBBIM CHJIaM» Y IPUBECTH K pa30odapoBaHUIO
cpeay MWUTMOHOB YKPaUHIIEB. DTO CTAHET «3€JI€HBIM CBETOM» ISl PEBAHIITUCTOB
Y TIOMYJIMICTOB, CTPEMAIINXCA COPBATh TPaHCPOPMALIIOHHBIE ITPOIIECCH

B YkpauHe. biarozaps BHIIIOJTHEHUIO U3/I0KeHHBIX BHIIIE pEKOMEHAAINH MOXHO
c/leaTh CUCTEMY yIIpaBIeHUs 6osiee OTKPHITON U TMOKOM, a caMy YKpauHy —
3HAYUTEIBHO O0JIee YCTOMYUBOMA.

3anazHas MoJUTHKA 6e31esTeNbHOCTH JTMH0, YTO HAMHOTO XYKe,
cocymecTBoBaHMsA ¢ MOCKBOM 3a c4eT YKpauHbI MOXKeT eCTabIN3upoBaTh
CTpaHy, MOCKOJIBbKY CUTyallUs 0 CUX TOp HecTabwibHa U Hebe3onmacHa. DaKTHI,
IIpUBeZIeHHbIE B JAHHOM /JIOKJIaZie, IIPSIMO YKAa3bIBAIOT HA PeIbHYIO YI'PO3Y

JUts YKpauHbl, HABUCIIYIO C IBYX CTOPOH. TeM He MeHee, 3TO TaKXKe fABJAeTCA
IIOBOZIOM /Il YBEJIMYEHUA 3anaioM IIOMOIIY, BOTIPEKU — WIH Jaxe Orarogaps —
MHOTOYHCIEHHBIM TTpobeMaM EBPOIEL. Y TOJTUTUKOB MEHBIIIE BOZMOXKHOCTEMH
BKJIQJIBIBATh CBOE BPEMS U YCWINA B YKpauHy, HO 3anazi He MOXKeT CHOBA JOIyCTUTh
mopakeHus. HeT HUKaKUX MPU3HAKOB TOTO, 4TO Biaaumup [TyTHH M3MeHUT CBOM
Kypc, IT03TOMY U 3anaf JobKeT ocTaeTcs HepyImnM. YKpanHa okasanach Ha
IPaHU — U MIAHCHI HAa TOOey eCTh ¥ KaXKA0M CTOPOHHI.
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Popular desire

for renewal gives
the reformers a
strong mandate.
But entrenched
conservative forces
are resisting, with
some success

1. Introduction

James Nixey

Ukraine’s cohesion and its unqualified independence are central to European security
and stability. Its struggle for self-determination and reform since the Euromaidan
revolution is the principal subject of this report, which takes stock of the tumultuous
politics of the past four years and considers Ukraine’s prospects of fulfilling its citizens’
aspirations for better governance, security and a closer relationship with Europe.

The mass protests against the Viktor Yanukovych administration in late 2013 and

early 2014 set in motion a succession of profound changes to Ukraine’s political, security,
economic and institutional landscape. A corrupt regime with unhealthy ties to Russia
was replaced by the popularly elected and EU-aligned administration of President Petro
Poroshenko — even though this administration is less committed to reducing corruption
than it should be. A ground-breaking Association Agreement with the EU has been
sealed, offering significant economic opportunity but imposing stringent conditionality.
Partly to comply, Ukraine has attempted the most ambitious policy reforms since inde-
pendence in 1991, with mixed (though occasionally impressive) results. And, of course,
Ukraine has been taken to war by Russia and its proxies — an assault that has involved
the illegal annexation of Crimea and the ‘separatist’ occupation, supported by Russian
military power, of territories in the eastern Donbas region.

The upshot of these events is that the struggle for Ukraine is existential in more
senses than one. First and foremost, there is the challenge Ukraine faces to ensure
its survival as a sovereign state. Moscow’s efforts to undermine its neighbour’s
political functioning, to act as a spoiler in Kyiv’s relations with the West, to restrict
Ukrainian trade, and to manipulate and corrupt public opinion continue — and the
military threat is never far away. Russia would likely find it hard to invade and hold
the whole country, but its belligerent interference, if unchecked by Ukrainian and
Western resolve, risks doing enough to fragment Ukraine or, at the least, render

it a politically diminished client state.

Just as important is the fierce contest within the country to decide the type of

society and polity that Ukraine becomes in the future: an open, modern, transparent
and essentially ‘European’ state with institutions and systems to achieve sustainable
economic growth and ensure the welfare of the population; or an inward-looking and
sclerotic nexus of insiders, establishment figures and unscrupulous business interests.
Popular desire for renewal, allied to weariness with Ukraine’s notoriously high levels
of corruption, gives the reformers a strong mandate. But entrenched conservative
forces are resisting, with some success.

This demanding set of conditions, and the critical juncture at which Ukraine finds
itself, provides the context in which this report assesses the country’s position and
prospects. The report’s central argument is that Ukraine’s declared ambitions for
domestic transformation and European integration are fragile and under threat from
outside and from within, and that the country is too important to be allowed to fail.
The six chapters that follow explore the nature of those threats — and the prospects
for overcoming them - taking into account the complications arising from Ukraine’s
Soviet legacy and a Russia hostile to its intended European alignment. The authors
also suggest realistic policy actions, notwithstanding the limitations imposed by
foreign policy divisions in a Western community confronting serious challenges

of its own and in which liberalism is either in retreat or on hiatus.

1]
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To compromise
on supporting
and protecting
Ukraine’s
sovereignty would
be a humiliating
admission of
impotence and
constitute a
surrender of
Western values

The Struggle for Ukraine
Introduction

Why Ukraine matters

The rise of insular, populist politics in the West arguably makes Ukraine’s efforts to
recruit international support more difficult. It may test the resolve of governments and
donors to keep providing material and/or political assistance — especially if reforms
continue to disappoint, as is clearly a risk. But there are important reasons for not
abandoning Ukraine to corrupt elites, not giving up on its project of European integra-
tion, and not accepting as inevitable its capture within Russia’s geopolitical orbit.

The first and most obvious is Ukraine’s determination to shape its own destiny.

Plans for the EU Association Agreement enjoyed significant, though by no means
unanimous, public support,! and it was President Yanukovych’s suspension of the
agreement in late 2013 that triggered the Euromaidan protests leading to the 2014
revolution. In the most recent opinion poll, conducted in 2016, 86 per cent of respon-
dents representing a nominal population of 43 million (a figure excluding Crimea’s

2 million residents) said that it is very important that Ukraine becomes a ‘fully func-
tioning democracy’.? To consign Ukraine to effective Russian control would therefore be
a dangerous option, both in moral and practical terms. It would deprive Ukraine of the
right to choose its own system of governance and international alliances. It would also
open the country to untrammelled criminality and deprivation of human rights, which
would likely contaminate neighbouring EU states and others further afield. The most
likely outcome of forsaking Ukraine would be prolonged instability inside the country,
with the danger of internal armed conflict and refugee flows that could reach beyond
Ukraine’s borders.

The second reason for firm but constructive Western engagement is Ukraine’s impor-
tance to the rest of Europe, NATO and some other former Soviet states. As the largest
country in Europe (after the European part of Russia), bordering four EU member
states, and with a population far in excess of that of Scandinavia and the Baltic states
combined, Ukraine is ‘too big to fail’ — the consequences of it doing so are too severe.
A weak and abandoned Ukraine would present security risks to NATO and the EU,

as well as to individual states that have invested stock and reputation in supporting
the country and proclaiming it as deserving of the same rights as any other state

in Europe.

Ukraine’s failure would also pose a threat to the wider international order. To com-
promise on supporting and protecting Ukraine’s sovereignty would be a humiliating
admission of impotence and constitute a surrender of Western values. It would mean
accepting the existence, in effect, of a two-tier world divided between a privileged set
of fully sovereign states and a group with lesser rights. And it would create a situation
that Russia or other states would be quick to exploit, further weakening the interna-
tional system. The abandonment of Ukraine to a resurgent Russian ‘sphere of influ-
ence’ of any kind would thus surely return to haunt Europe, just as other geopolitical
bargains did in the last century.

! Forty-two per cent of the population supported the EU Association Agreement, according to a poll conducted for the
Razumkov Center in August 2012. This level of support exceeded that for any other policy.

2 National Democratic Institute (2016), ‘Opportunities and Challenges Facing Ukraine’s Democratic Transition: Nationwide
Survey with eight local oversamples, November — December 2016, https://www.ndi.org/sites/default/files/Ukraine%20
Research%20December%202016%20web%20%282%29.pdf.
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Achievements and dangers

Sustained Western support is needed both to limit Russian predations and to

build Ukrainian capacity to effect the institutional, judicial and economic reforms
the country needs. Notwithstanding the West’s uneven resolve to date in holding
Ukraine to policy and governance commitments, that support in principle is neither
unconditional nor inexhaustible — and there is a risk that it will be offered more
reluctantly in the future. This makes it all the more vital that Ukraine do more

to help itself.

To its credit, Ukraine has reformed more since the 2014 Euromaidan revolution

than in the previous 20-plus years of its post-Soviet existence. Under severe economic,
military and psychological pressure, the country has held together after the annexation
of Crimea. Notable achievements include the efforts of the government and the
National Bank of Ukraine, under difficult circumstances, to stabilize the economy

in response to the 2014-15 recession and economic crisis; the formation of new
anti-corruption agencies (albeit with mixed results so far); and the authorities’
increasing use of technology to improve public-sector transparency. Progress has
been especially evident in the transformation of the energy sector. This has involved
Ukraine obtaining gas from sources other than Russia, transferring subsidies to those
most in need, and stopping Naftogaz, the state-owned gas supply and transit company,
from being the major cause of haemorrhage in the public finances. Many of the most
impressive achievements can be attributed to pressure from Ukraine’s remarkably
well-developed and tenacious civil society.

But Ukraine also lives under constant threat. It remains at war with Russia, which
does not even admit to being a participant in that conflict; which has a newly pro-
fessionalized and re-equipped military getting live practice in Syria; which supports
rebellions in the Donbas region; which has organized targeted assassinations in Kyiv
and elsewhere, as well as major and disruptive cyberattacks; and which has an unwav-
ering goal at least as strong as Ukraine’s — to prevent Ukraine from achieving a durable
association with the West.

Arguably the greatest danger to Ukraine comes from within. Ukraine’s establish-
ment, its informal networks, its Soviet legacy and, most of all, vested interests in the
form of businessmen with excessive influence on the levers of power (frequently but
inaccurately known as oligarchs)?® pose the greatest threat to stability and success.
Some brave individuals have come up against enormous pressure from those who
want to dilute reforms and protect the status quo. Key reforms in areas such as health-
care, public administration and the judiciary have either not yet started or are only

in their infancy.

The most recent evidence shows that reform in Ukraine risks stalling, that the

forces ranged against it are pushing back with determination, and that efforts to
foster good governance are being sabotaged by parts of the government, including
at senior levels. Vested interests in Ukraine will remain powerful, albeit to a lesser
extent, even if their most prominent exemplars are deprived of influence through
corruption prosecutions or as a result of declining businesses. In sum, while institu-
tional resilience and capacity have been built up in a number of areas, the proverbial

% The term ‘oligarch’ suggests someone with the power to rule and control. This is inaccurate when applied to Ukraine. It is
fairer to say that Ukrainian tycoons have excessive sway in their country’s politics. This nuance presupposes, however, that
Petro Poroshenko himself, with his business and media interests intact, is not classed as an oligarch, on account of his being
the president.
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concrete has not set. In particular, the activities of civil society are now threatened
by proposed new laws that would undermine it, allowing the government in Kyiv to
backtrack on much-needed administrative and economic policy improvements.

Framing the problem: the need to challenge misconceptions

A precondition of any prognosis on Ukraine’s foreign policy and reform trajectory

is a sound understanding of the nature of the problem at hand. This is especially
critical when expecting others to heed policy recommendations — as this report does.
For this reason, it is helpful as a starting point to puncture a number of misconceptions
(sometimes wilful, sometimes born of ignorance) about the country, its geopolitical
situation, its reform prospects, and the roles of Western interlocutors and donors.

One frequent but uninformed criticism of the West asserts that it forced Ukraine to
choose between itself and Russia in 2013, and that this caused the drastic deterioration
in the West’s relations with Russia. There are several problems with this argument.
The first is that Ukraine has in fact been committed to a European future throughout
its 26 years of independence, and the EU merely offered Ukraine preferential trade
terms in exchange for institutional reform. Indeed, the EU engaged in five years of
negotiations with Ukraine on the Association Agreement before even considering
the deal acceptable.

The second flaw in the argument is that it was Russia, not the West, that tried to
force Ukraine to choose sides. Moscow did this initially through its bribery and coer-
cion of President Yanukovych; and then, once he had fled to Russia, and Ukraine had
undergone what it called a ‘Revolution of Dignity’ (but which Russia falsely claimed
was a Western-backed coup by right-wing forces), through territorial annexation,
destabilization and war.

The third problem is that the downturn in the West’s relations with Russia was well
under way when the Euromaidan protests started. Russia had chosen to define itself
on an increasingly anti-European platform as early as 2012, upsetting the balance in its
bilateral relations with the West in addition to alienating Ukrainians. In short, Western
policy towards Ukraine in 2013 was not, as some have erroneously suggested, an
example of reckless provocation because tensions with Moscow were already elevated.

Another mistake is the ‘basket case’ argument — that Ukraine’s corruption is so great,
and the country’s prospects so hopeless, that it is not deserving of Western support.
The logic is faulty here, too. Of course the West must learn from its mistake of offer-
ing financial support and trade agreements to the corrupt Yanukovych regime. Strict
conditionality is essential: Western financial aid should be dependent on reforms. But
it does not follow that there is a connection between fulfilment of those reforms and
support for Ukraine’s territorial integrity.

The final misconception is by those who argue that Ukraine is always going to be in

a zone of Russian interest. History does not suggest an appropriate precedent. Some of
the Ukrainian lands were indeed under Russian control for over 300 years, but others
were not; earlier, Kyiv had flourished before Moscow was even founded. Over the last
quarter of a century, however, Ukraine has finally emerged as a political nation. This
changes the situation fundamentally. To think of Ukraine as ‘not Europe’ because we
once knew it as a part of the USSR is to surrender to the grip of the past. Instead, this
report takes it as a given that Ukraine is a fledgling European state. Whatever Vladimir
Putin said to George W. Bush in 2008 about Ukraine not being a real country, and
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regardless of what Russia has done to Ukraine since then or may do to it in future,
Ukraine has made its own choice about its political order and European orientation.
In fact, considering the backlash against a European identity in parts of what might
be considered ‘traditional’ Europe, the reality is that Ukraine often acts and speaks
in a more pro-European fashion than do some EU member states.

Winning the struggle

Securing Ukraine’s future as an independent state, preventing further conflict and
ensuring the country derives maximum benefit from a deeper relationship with the
EU will require action and commitment on several fronts. Ukraine’s reasonable record
of success in reform so far will count for nothing if the direction of travel goes into
reverse as a result of domestic and/or exogenous factors. This report warns of that
very real danger, and offers recommendations for avoiding it.

Under normal conditions —i.e. an absence of war — Ukraine could probably survive

as an independent state by ‘muddling through’, as it has done for most of its short,
post-Soviet life. Now, though, it will need greater political, patriotic and military
resolve to stand even a chance. Such is the fundamental level of disagreement between
Russia and Ukraine (and consequently between Russia and the West), such is Russia’s
implacability, and so hard is the task, that Ukraine’s success as a state will entail
sacrifice of many kinds.

First and foremost, many more Ukrainians will have to continue to be prepared to
fight, with the risk of joining the 10,200 of their countrymen who have already died
in the conflict.* Russia is not letting go of its territorial gains or aspirations; nor will
conventional diplomacy persuade it do so. Indeed, Russian diplomacy is designed to
realize the ambition of a return to the Cold War order of great powers deciding the
fates of smaller states. The unpalatable truth, unspoken by Western politicians of
course, is that only more Russian deaths on the Ukrainian battlefield, combined with
a greater economic squeeze through increased sanctions, will pressure Russia suffi-
ciently to change its policy and release its grip.

Second, critical domestic reforms in a host of areas will necessarily bring difficul-

ties and entail hardship. Independent institutions and application of the rule of law
provide the only ways to diminish the excessive influence of inappropriate individuals
in Ukrainian public and political life. Economic modernization is also needed to ensure
that Ukraine is ready for the technical and commercial demands of European inte-
gration, and to provide political legitimacy to reform through improvements to living
standards. Growth of the middle class, supported by an improving economy, would
help in this respect. But prospects are uncertain: the middle class in Ukraine is strug-
gling as the economy, even though it looks set to meet its 2 per cent growth forecast
for 2017,° faces fundamental challenges. Prime among these is the lack of foreign

“ Office of the United Nations Commissioner for Human Rights (2017), Report on the human rights situation in Ukraine:

16 May to 15 August 2017, p. 7, http://www.ohchr.org/Documents/Countries/UA/UAReport19th_EN.pdf (accessed 5 Oct.
2017). The figures cover the period from 14 April 2014 to 15 August 2017. The report also states that the conflict has resulted

in more than 24,000 people wounded. Estimates vary as to the number of internally displaced persons (IDPs) created by the
conflict. An Atlantic Council report gives a figure of 1.6 million registered IDPs, citing Ukrainian government data, but mentions
a UNHCR estimate indicating that the real figure is much higher. Van Metre, L., Steiner, S. E. and Haring, M. (2017), Ukraine’s
Internally Displaced Persons Hold a Key to Peace, Atlantic Council Issue Brief, October 2017, p. 2, http://www.atlanticcouncil.org/
images/Ukraines_Internally Displaced_Persons_Hold_a_Key_to_Peace_web_1003.pdf (accessed 5 Oct. 2017).

® World Bank (2017), ‘Ukraine Economic Update — April 2017’, http://www.worldbank.org/en/country/ukraine/
publication/economic-update-spring-2017 (accessed 8 Sep. 2017).
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investment, a lack of competitiveness and the precipitous fall in trade with Russia.®
Corruption and war are not incentives to invest. (Paradoxically, though, the better
Ukraine does economically, the less policy leverage the West has over it.)”

The prospect of further economic upheaval offers a reminder of the fundamental polit-
ical dimension to reform: Ukraine is in need of such deep-rooted change that most cit-
izens will inevitably become economically worse off before their lives get better. That
is a difficult sell politically, and will not win votes in the 2019 presidential election.
Economic improvement will only come slowly, and the Ukrainian population needs to
resist the blandishments of populist forces. The country is paying heavily for the lack
of reforms before 2014, and there are no instant solutions.

Finally — and on the same subject of politically unpopular policies — the West will need
to sustain its assistance efforts over the medium to long term, and will have to accept
greater sacrifice itself in order to help Ukraine. There is an economic cost associated
with deterring Russian behaviour in Ukraine. As the target of sanctions, Russia is
clearly bound to suffer the greater economic pain.® But there needs to be recognition
in the West that sanctions, if applied properly as opposed to half-heartedly, affect
Western economies too.

In other words, for the West, as for Ukraine, some sacrifices, as well as increased
political resolve, are required for longer-term gains in stability and security. If Western
countries remain committed to supporting Ukraine, both bilaterally and multilaterally
through the G7 and the EU, Russian strategy towards the country can be checked to

a significant extent. The imperative is to win time and make it possible for reforms

to go deeper, and for a new political generation to mature and come to power.

About this report

The challenges for Ukraine are multiple and complex, but for convenience this report
breaks them down into six categories. A separate chapter is devoted to each challenge,
in addition to this introductory essay. The six chapters cover: geopolitics and security
in the context of the conflict with Russia; European integration and the demands of
the Association Agreement; economic reform; governance, democratization and the
media; the development of civil society; and efforts to combat corruption.

Each chapter has been written by a different expert on the region. While the report as
a whole seeks to offer a coherent picture of the situation in Ukraine and the challenges
ahead, it deliberately allows for a diversity of voices. The seven authors are individ-
ually responsible for the views in their own chapters, but have jointly agreed on the
report’s recommendations.

6By 2016, Ukraine’s exports of goods and services to Russia were just $6.68 billion — down from $25.26 billion in 2011.
Kramar, O. (2017), ‘Diversifying from Russia: Don’t stop now...’, Ukrainian Week, 9 June 2017, http://i.tyzhden.ua/content/
photoalbum/2017/06_2017/12/bild/uw/%D0%9A%D0%BD%D0%B8%D0%B3%D0%B06.pdf.

7 Ukraine’s economic recovery is all the more impressive considering the denial of Ukraine’s economic productivity through

its coal and steel industries in occupied Donbas, and the closing-off of the Russian export market. Ukraine’s GDP decreased by
a cumulative 16 per cent in real terms in 2014 and 2015. See World Bank (2017), ‘Ukraine Economic Update — April 2017

8 Connolly, R. (2015), Troubled Times: Stagnation, Sanctions and the Prospects for Economic Reform in Russia, Research Paper,
London: Royal Institute of International Affairs, https://www.chathamhouse.org/publication/troubled-times-stagnation-
sanctions-and-prospects-economic-reform-russia.
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Box 1: Timeline — Euromaidan movement and major post-Euromaidan events

2007-11

2013
21 November

2014
18-20 February

21 February

7 March

18 March

April

April

April

12 April

25 May

17 July

July-August

5 September

September

Negotiations take place over the proposed Association Agreement
between the EU and Ukraine.

Prime Minister Mykola Azarov announces the suspension of preparations
for conclusion of the EU-Ukraine Association Agreement. In response,
the first civic protests begin in ‘Independence Square’ (Maidan
Nezalezhnosti) in Kyiv. The ensuing popular movement and political
transition become known as the ‘Revolution of Dignity’ or ‘Euromaidan’.

Seventy-nine protesters are killed and more than 500 injured in
confrontations with riot police in Kyiv.

President Viktor Yanukovych is removed from office and flees to Russia.
Oleksandr Turchynov is appointed acting president.

Leading NGOs and experts establish the Reanimation Package of Reforms
(RPR), a coalition to lobby for rapid structural reforms.

The Crimean peninsula is annexed by the Russian Federation.

The state-owned National TV and Radio Broadcasting Company (NTU)
is transformed into an independent public broadcaster.

The European Commission establishes the Support Group for Ukraine
(SGUA) to deliver coordinated reform assistance, and approves a package
of Autonomous Trade Preferences (ATP) opening EU markets to Ukraine
on a unilateral basis.

The IMF approves a support programme with a credit line totalling
$17.5 billion.

A group of pro-Russian militants takes control of the police,

security services and administrative buildings in the city of Sloviansk,
signalling the start of Russian intervention in the Donbas region. The
Ukrainian government loses control over large parts of the Donetsk
and Luhansk oblasts.

Petro Poroshenko is elected president of Ukraine in an early election.

A passenger jet, Malaysia Airlines flight MH17, is shot down in eastern
Ukraine by a Buk missile system, transported from Russia into Ukraine
on the same day.

The Ukrainian army reclaims control of some parts of Donbas. However,
separatist militants and Russian regular troops halt the Ukrainian
offensive in a battle at [lovaysk. The Ukrainian army death toll: 241.

The Protocol on the Results of Consultations of the Trilateral Contact
Group, known as ‘Minsk I’, is signed.

The EU adopts Tier 3 sanctions against Russia that introduce asset
freezes, travel bans, and restrictions on access to capital markets and
transfer of dual-use technology.
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September

16 September

14 October

26 October

2015
12 February

18 February

February

31 August

December
2016
1 January

19 February

29 February

18 March

1 April

6 April

The EU and Ukraine agree to postpone provisional application of the
Deep and Comprehensive Free Trade Agreement (DCFTA), a part of the
Association Agreement, for 15 months. Trilateral EU-Ukraine-Russia
negotiations are launched to discuss Moscow’s concerns over the impact
of the DCFTA on Russia—Ukraine trade relations.

The European Parliament and Verkhovna Rada (Ukraine’s parliament)
simultaneously ratify the EU-Ukraine Association Agreement.

The Verkhovna Rada adopts a law creating the National Anti-Corruption
Bureau of Ukraine (NABU).

A parliamentary election results in a wide-ranging realignment of
political forces and the establishment of a pro-reform coalition known as
‘European Ukraine’. Arseniy Yatsenyuk is reappointed as prime minister.

A revised Package of Measures for Implementation of the Minsk
Agreements, known as ‘Minsk IT’, is signed.

Debaltseve, a major rail hub, is captured by pro-Russian separatist forces.
The Ukrainian army death toll: 267.

A law ‘On Open Use of Public Funds’ is passed, requiring all government
entities, including state-owned enterprises, to publish their budgets and
details of their expenditure online.

The first reading of constitutional amendments is adopted in parliament.
The amendments introduce deeper decentralization and incorporate
provisions on the ‘special status’ of self-governance for the Luhansk

and Donetsk oblasts, which are regulated by a separate law. Four police
officers die and 150 are wounded as a result of violent protest against
the ‘special status’ clause.

A new law on the civil service is adopted.

Provisional application of the DCFTA starts. In retaliation, Russia
suspends the application of its free-trade agreement with Ukraine.

The ruling ‘European Ukraine’ coalition loses its parliamentary majority,
sparking a new political crisis.

The State Bureau of Investigation (SBI) is established. When fully
operational, the SBI will assume most of the functions of the Prosecutor
General’s Office (PGO) in respect of investigating serious crimes,
including corruption.

A law on e-declarations of the assets of government officials and judges
is adopted in parliament.

A new digital public procurement system, ProZorro, is introduced for all
state tenders.

Dutch citizens vote in a referendum on the EU-Ukraine Association
Agreement. Their rejection of closer EU links with Ukraine halts the
EU ratification process. Special amendments to the agreement are later
introduced to ensure a positive vote in the Dutch parliament.
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14 April

2 June

3 June

15 August

December

2017
18 February

March

May
11 May

15 May

July

7 July

1 September

Prime Minister Yatsenyuk resigns as the pro-reform coalition crumbles.
Volodymyr Groysman, a close ally of President Poroshenko, is appointed
prime minister.

Constitutional changes are adopted by parliament to facilitate an
overhaul of the judicial system. The changes cover the establishment
of a new Supreme Court, a new High Anti-Corruption Court, courts of
appeal and a new High Court of Intellectual Property Rights. (At the
time of writing, the changes have yet to be fully implemented.)

The government’s Strategic Defence Bulletin lists meeting the criteria for
NATO membership as a priority for Ukraine.

A new National Agency for Prevention of Corruption (NAPC)
becomes operational.

PrivatBank, the country’s biggest lender, owned by the businessman Ihor
Kolomoyskyi, is nationalized. This is the culmination of a major clean-up
of the banking sector.

Vladimir Putin, Russia’s president, signs a decree recognizing the
internal passports issued by the so-called Donetsk People’s Republic
(DPR) and Luhansk People’s Republic (LPR). He authorizes use of the
Russian rouble as legal tender in these separatist ‘republics’.

Amendments to the law on e-declarations require suppliers to anti-
corruption organizations as well as citizens affiliated with them to
complete the same extensive e-declaration forms as government officials.
This makes it harder for anti-corruption NGOs to operate freely.

The Dutch parliament accepts the EU Association Agreement.

The EU Council lifts visa requirements for Ukrainians travelling to the
EU for short stays.

The Ukrainian government bans the use of Russian internet service
providers and social media platforms, such as Vkontakte.

Ukraine is hit by a cyberattack disrupting public institutions. Dubbed
‘NotPetya’, it is believed to be linked to Russian hacking groups.

Kurt Volker, former ambassador to NATO, is appointed as US Special
Representative for Ukraine Negotiations.

The EU-Ukraine Association Agreement and DCFTA fully enter into force,
following completion of the ratification process by all EU member states.
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2. Geopolitics and Security

James Sherr

Ukraine is no longer the country that it was in 2014. It has acquired the sense

of national purpose that eluded it for most of its history. Although the so-called
‘Revolution of Dignity’ — which toppled President Viktor Yanukovych and confirmed
a foreign policy tilt towards Europe — has not fulfilled its promise of political and
economic renewal, Ukrainians have treated the war with Russia not as a referendum
on their political leaders but as an attack on the homeland.

In this sense Ukraine today differs from the France of 1940, where state weakness

led to national collapse. The qualities that have enabled Ukrainians to circumvent
and resist a corrupt state have also mobilized the country against an external enemy.
Thanks to two areas of state success, macroeconomic management and energy policy,
Ukraine is far more able to shoulder the burdens of war than it was in 2014, when the
economy was in free fall and less than one month’s worth of reserves remained in the
central bank.® The armed forces and National Guard are considerably more capable
than the volunteer battalions of 2014, and have established a measure of deterrence
against Russian forces still able to inflict devastating damage on the country.

For all of these accomplishments, confidence in Ukraine’s future continues to rest on
faith more than capacity. To prevail against a state determined to cripple it, Ukraine
requires effective and responsible governance, not only voluntary action. Public
support, modernization of the state, the renewal of elites, the transformation of dys-
functional working practices and the rescue of the economy from ‘shadow structures’
of power are not simply prerequisites to European integration, but matters of national
security. They cannot be accomplished by bottom-up efforts alone.

Although a basis for optimism now exists, the partial hiatus afforded by the

Minsk accords of 2014 and 2015 appears to be drawing to a close. Ukraine’s great-

est trials might lie ahead of it. For Russia, Ukraine’s sustainability over the past
three-and-a-half years has been unexpected.”’ But the Kremlin remains determined to
subordinate Ukraine or wreck it. For the third time since February 2014, it is raising
the stakes and changing its strategy in ways that foreshadow a less familiar and more
testing struggle for Ukraine. The same will be true for Ukraine’s Western partners,
upon whom much continues to depend.

Ukraine and the West: an unsettled partnership

Three-and-a-half years after Russia’s annexation of Crimea, the events of 2014

have lost their power to outrage Western opinion. They have become a wearisome
and deceptively stable set of facts no more unsettling than others that few anticipated
several years ago: refugee crises, nationalist populism in Europe and political revolu-
tion in the US. In 2014, the West was resolved to bring Russia back into compliance
with international law and was hopeful that it could do so without war or undue
risk. Today, that clarity and optimism are much diminished. Many view a baleful but
managed status quo as the only realistic alternative to a wider and uncontrollable
conflict. Those who take a more far-sighted and critical view of these matters must
struggle to maintain their influence. Resources remain woefully out of balance with
policy commitments. The gap in perceptions between national security establish-

° For a succinct overview of these changes, see Jaresko, N. A. (2017), What Ukraine Should Demand of Itself and from the West,
Center for Transatlantic Relations, DGAP and Robert Bosch Stiftung, https://transatlanticrelations.org/publication/ukraine-
demand-west-natalie-jaresko/ (accessed Mar. 2017). Natalie Jaresko served as Ukraine’s finance minister in 2014-16.

10Tn 2014, it was not uncommon to hear the view, as confided to the author by one regime ideologist that November, that
‘by next winter, there will be no Ukraine’.
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ments, broader political elites and electorates is significant. In an age of asymmetrical
warfare, the contrast between the intermittent attentiveness of Western governments
and the fixed, determined focus of the Kremlin has become a dangerous asymmetry
in itself.

Nevertheless, over the past year, Russian assertiveness has been achieving the
unthinkable: reviving Western cohesion. The Kremlin’s intrusions into the domestic
politics (and inner workings of electoral systems) in France, Germany and the US have
created a sense of threat among many who recently believed there was none. Russia’s
antagonism towards the liberal democratic order is no longer simply a perception of
experts. Even if Ukraine’s cause arouses less enthusiasm than it did in 2014, it has
become politically difficult — even for the US president, Donald Trump - to challenge
established Western policy.

Since the annexation of Crimea, that policy has had four dimensions: diplomacy,
economic sanctions against Russia, economic support for Ukraine, and training and
advisory assistance to Ukraine’s armed forces. In each area, fortitude and timidity,
acumen and misjudgment have been present in equal measure. At the same time,
Ukraine’s own determination to renovate and transform itself remains a critical, if
unspoken, variable in Western political will. The stronger Ukraine’s commitment to
reform, the stronger the West’s likely commitment to supporting it against Russia. The
converse, of course, also applies. The purpose of this chapter is to assess whether the
West’s policies on Ukraine and responses to Russian aggression towards the country
are fit for purpose, and whether Ukraine’s own actions help or hinder these efforts.

Diplomacy

The events of 2014 underscored what many knew and pretended not to know: that
Russia now defines its interests in opposition to the post-Cold War security order,
which extended the principles of the 1975 Helsinki Final Act to the former Warsaw
Pact and Soviet states.!! In the words of France’s permanent representative to the

UN, Russia’s actions in early 2014 had ‘vetoed the Charter of the United Nations’.!?
Consequently, the initial aims of Western diplomacy following Russia’s annexation of
Crimea and intervention in eastern Ukraine were not to compromise or negotiate, but
to assist in the formation of a unified response and impress upon Russia the necessity
of restoring Ukraine’s borders, territorial integrity and sovereignty. Even so, the gravity
of the situation was underestimated.

In August 2014, and yet more dramatically in February 2015, Russia raised the
stakes by bringing its conventional military forces on to the battlefield in Ukraine.
This unnerved the German chancellor, Angela Merkel, who up until then had been
the bulwark of the West’s tough policy towards Russia. The two agreements that
followed — the Protocol on the Results of Consultations of the Trilateral Contact

11 Rossiyskaya Gazeta (2015), ‘Dialog a ne voyna: Sergey Naryshkin prizval liderov Zapada uchit’ “uroki Yalty”

[Dialogue rather than War: Sergey Naryshkin calls upon Western leaders to study the “lessons of Yalta”], 4 February 2015,
https://news.rambler.ru/politics/29025835-sergey-naryshkin-prizval-liderov-zapada-uchit-uroki-yalty/. In this he echoed
Vladimir Putin’s Valdai Club speech which contrasted the ‘mechanisms’ established after the Second World War (based

on ‘balance of power’ and ‘respect’) with the emergence of US diktat after the Cold War. Not a word was said about the
post-Cold War system that Mikhail Gorbachev and Boris Yeltsin co-authored. See Office of the President of the Russian
Federation (2014), ‘Zasedaniye Mezhdunarodnogo diskussionnogo kluba «Valday»’ [Meeting of the Valdai International
Discussion Club], 24 October 2014, http://kremlin.ru/events/president/news/46860.

12 Permanent Mission of France to the United Nations in New York (2014), ‘15 March 2014 - Security Council — Ukraine —
Statement by Mr. Gérard Araud, Permanent Representative of France to the United Nations’, http://www.franceonu.
org/15-March-2014-Security-Council.
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Group (known as ‘Minsk I’, 5 September 2014), and the Package of Measures for
Implementation of the Minsk Agreements (‘Minsk IT’, 12 February 2015) — compro-
mised the singularity of purpose that had prevailed until that point.

These agreements were the products of military coercion, and their terms reflected
this unpalatable fact. The Implementation Package (Minsk II) committed the

parties to a settlement that compromised Ukraine’s sovereignty; that formalized

the pretence that Russia was an interested party rather than a belligerent; that gave
quasi-legitimacy to the separatist leaders; and that mandated a process of accord
[soglasovanie] between them and the Ukrainian government. This led to the ‘separate
districts of Donetsk and Luhansk Oblasts’ (ORDLO) in the east of the country being
granted far-reaching autonomy (‘special status’), including a right to independent rela-
tions with contiguous Russian regions (specified in point 11, note 1 of Minsk II).

At the same time, Minsk II reaffirmed several fundamental Ukrainian interests.

It called for an immediate and complete ceasefire, withdrawal of heavy weapons

and unimpeded access for the OSCE® Special Monitoring Mission throughout the
conflict zone (points 1-3); the withdrawal of foreign forces (point 10); the holding
of OSCE-monitored elections (point 11); and, at the end of the process, ‘reinstate-
ment of full control of the state border by the government of Ukraine’ (point 9). Key
Russian and separatist demands fell outside the rubric of the agreements: notably,
‘federalization’ (full autonomy for the ORDLO and the right of veto on Ukraine’s state
policy), as opposed to the provisions of ‘special status’ that Ukraine has provisionally
incorporated into its constitutional reform.*

Taken in the round, the ambiguities in Minsk II have given Russia pretexts to shrug

off the agreement’s core provisions. Instead of a roadmap, the implementation process
has become a maze. Rather than offer robust objections, the European interlocu-

tors in the ‘Normandy Format’ at the time — President Francois Hollande of France,
and Germany’s Chancellor Merkel and Foreign Minister Frank-Walter Steinmeier —
allowed themselves to be pulled further into the minutiae of timing and sequencing.

Beginning in January 2016, Washington invested in a separate channel of
negotiation between US Under-Secretary of State Victoria Nuland and President
Vladimir Putin’s special representative, Vladislav Surkov. That channel swiftly led
nowhere, the overall process stalled, and by the end of the October 2016 Normandy
meeting many were prepared to conclude that the Minsk initiative had definitively
failed. Following his meeting with Merkel in Sochi on 2 May 2017, Putin all but

said as much.

Yet if the Minsk process is dead in practice, Europe has been unwilling to say as

much. As Vladimir Socor has observed, ‘the German government (on a bipartisan
basis) is firmly beholden to the Minsk process, connecting its fulfilment with the lifting
of sanctions on Russia’.’®* Where Germany leads, the EU follows. In the wider German
polity, it is axiomatic that even the toughest policy must be accompanied by dialogue.

13 Organization for Security and Co-operation in Europe.

 After Ukraine’s parliament in July 2015 voted to send draft amendments to the constitution regarding decentralization to
the Constitutional Court, which incorporated ‘special status’ provisions, US Under-Secretary of State Victoria Nuland stated
that Ukraine was ‘doing its job’ and assured Kyiv that ‘there would be no excuses on the other side for renewed violence’.
US Embassy in Ukraine (2015), ‘Assistant Secretary Victoria Nuland Press Availability in Kyiv, Ukraine’, 16 July 2015,
https://ua.usembassy.gov/assistant-secretary-victoria-nuland-press-availability-kyiv-ukraine/.

1> Socor, V. (2017), ‘Putin, Merkel Exchange Views on Ukraine in Sochi (Part 1)’, Jamestown Foundation Eurasia Daily
Monitor (EDM), 10 May 2017, https://jamestown.org/program/putin-merkel-exchange-views-ukraine-sochi-part-one/.
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If not Minsk, then what? Thus far, nobody in Europe has answered that question,
and almost nobody is thinking about it.

In Washington, this hesitancy has disappeared. The appointment of Kurt Volker,
former ambassador to NATO, as US Special Representative for Ukraine Negotiations
is one of the clearest indications yet that the Trump administration, rather than
President Trump himself, exercises stewardship over the US’s Russia policy.
Secretary of State Rex Tillerson’s 31 March 2017 statement at the NATO-Ukraine
Commission was more severe and categorical than any issued by his predeces-

sor, John Kerry, or by President Barack Obama. Tillerson’s perfunctory nod to the
Normandy partners — ‘we thank France and Germany for their determination to
find a diplomatic solution’ — was a forewarning that the US would no longer follow
their meandering lead. Russia would be held ‘accountable’ to its Minsk commit-
ments. Yet in an apparent departure from the policy of linking sanctions to the
terms of the Minsk agreements, Tillerson warned that ‘sanctions will remain until
Moscow reverses the actions that triggered our sanctions’.’® The repetition of this
formula in Kyiv in July, as well as the appointment of Volker, an adamant critic

of Russia’s policy, signalled a clarity of purpose that has long been wanting.'

Yet just how that purpose is to be realized is not certain at all in this most

opaque of American administrations.

This most bizarre configuration of power and responsibility in Washington has
caused perplexity in Moscow. The actions of the previous US administration were
resented but predictable, indeed disarmingly transparent. The actions of the Trump
administration are unpredictable and thus instil caution on Russia’s part. The US
missile strike on Syria, Russia’s ally, in April 2017 and the subsequent downing of

a Syrian air force Su-22 jet two months later demonstrated a new-found American
willingness to act unilaterally, decisively and without warning. The message seems
clear enough: if red lines are crossed, expect a sharp response. Will this principle
be applied to Russia in Donbas, and if so by what means?

For Ukraine, the issues are no less acute than they are for Russia. Hitherto, it could
count on a unified Western policy, with all its evident limitations (notably the absence
of lethal military assistance). Kyiv’s dialogues with Washington and Berlin proceeded
along separate channels but as part of one conversation. For now, the West remains
committed to a common goal, but consensus on the means can no longer be taken

for granted. For all the robust messages that Tillerson’s statements of March and

July delivered, one formula of the Obama era was missing: ‘no decisions on Ukraine
without Ukraine’. Despite its internal discordance, this is a tough-minded US admin-
istration, determined to hold others to their commitments. If Ukraine is to secure its
own interests, it will need to raise its standing among its interlocutors and supporters,
as well as showing greater commitment to delivering the institutional improvements
expected of it. Key to achieving this are institutional capacity and credibility, to be
demonstrated, in Tillerson’s words, by ‘efforts to implement challenging reforms’.”?
Ukraine has no long-term future as a ward of the West.

16U.S. Department of State (2017), ‘Remarks To NATO-Ukraine Commission’, 31 March 2017, https://www.state.gov/
secretary/remarks/2017/03/269359.htm.

7 Sanger, D. E. (2017), Tillerson Says Russia Must Restore Ukraine Territory, or Sanctions Stay’, New York Times,

8 July 2017, https://www.nytimes.com/2017/07/09/world/europe/tillerson-russia-sanctions-ukraine.html?mcubz=0.

18 Reuters (2017), ‘U.S. taps ex-envoy to NATO to resolve Ukraine crisis’, 7 July 2017, https://uk.reuters.com/article/uk-usa-
ukraine-volker-idUKKBN19S1JD?il=0.

9 U.S. Department of State (2017), ‘Remarks To NATO-Ukraine Commission’.
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Sanctions

To date, economic sanctions form the only coercive component of Western policy
towards Russia. In 2014, this fact reflected an underestimation of the tenacity of
Putin’s Russia and its willingness to shrug off Western opprobrium, tolerate penalties
and raise the stakes at times of its choosing. By 2017, sanctions represented the sole
common denominator of Western policy.

In this contest as in others, four factors determine the effectiveness of sanctions:
the adequacy of their design, the unity of action underpinning them, their duration,
and their integration with other policy instruments.

In design the sanctions are both considered and coherent. The enhanced format
adopted in September 2014 (Tier 3) encompasses ‘restrictive measures’ (asset freezes
and travel bans) as well as ‘economic measures’ (restrictions on access to capital
markets and dual-use technology transfer).? The separate package of sanctions on
Crimea, which can be ramped up at a time of the West’s choosing, also encompasses
asset freezes and prohibitions on investment, travel and contact. In both cases, the
sanctions have neither the aim nor the potential to cripple the Russian economy. But
they constrain investment in several high-priority areas and add to the structural ills
that Russia’s unreformed economy imposes upon itself. Inevitably, the sanctions have
provoked countermeasures and, for better or worse, strengthened defiant and autarkic
impulses in what by now is a highly ‘mobilized’ state.?! But they are not a matter of
indifference to Russia. They are a hardship that will be borne as long as the Kremlin
calculates that it can achieve its goals.

Western unity in enforcing sanctions is closely linked to their duration. As long

as the Russian economy continues to suffer the effects of a combination of sanc-

tions and chronic hydrocarbon dependency, the costs and trade-offs associated with
the present political course will gradually increase. Yet while sanctions constrain
capacity, there is no guarantee that they will constrain short-term behaviour. The
intensification of sanctions preceded Russia’s biggest military offensive in January/
February 2015. Despite these limitations, on 28 June 2017 the EU extended its restric-
tive measures by another six months.?? US congressional leaders finalized a yet more
stringent set of measures on 22 July.?* Nevertheless, the adverse reaction in Brussels to
some elements of the US sanctions package shows that Western unity has limits. This
will remain the case as long as the collateral effects of sanctions fall disproportionately
on Europe and, within the EU, more heavily on some member states than others.

20 European Union Newsroom (undated), ‘EU sanctions against Russia over Ukraine crisis’, https://europa.eu/newsroom/
highlights/special-coverage/eu-sanctions-against-russia-over-ukraine-crisis_en (accessed 26 Jul. 2017). For a full timeline
from March 2014, see European Council (2017), ‘Timeline — EU restrictive measures in response to the crisis in Ukraine’,
http://www.consilium.europa.eu/en/policies/sanctions/ukraine-crisis/history-ukraine-crisis/.

2 For discussion of the complexities surrounding these issues, see Connolly, R. and Hanson, P. (2016), Import

Substitution and Economic Sovereignty in Russia, Research Paper, London: Royal Institute of International Affairs,
https://www.chathamhouse.org/publication/import-substitution-and-economic-sovereignty-russia; and Monaghan, A.
(2014), Defibrillating the Vertikal: Putin and Russian Grand Strategy, Research Paper, London: Royal Institute of International
Affairs, https://www.chathamhouse.org/publication/defibrillating-vertikal-putin-and-russian-grand-strategy.

22 The extension runs until 31 January 2018. Reuters (2017), ‘European Union extends Russia sanctions until Jan 2018’,

28 June 2017, https://www.reuters.com/article/us-ukraine-crisis-eu-sanctions-idUSKBN19J1DM.

2 Flegenheimer, M. and Sanger, D. E. (2017), ‘Congress Reaches Deal on Russia Sanctions, Setting Up Tough Choice for Trump’,
New York Times, 22 July 2017, https://www.nytimes.com/2017/07/22/us/politics/congress-sanctions-russia.html?_r=0.
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Economic support

The provision of economic support to Ukraine is not a response to Russian agression
per se. It has been a mainstay of Western policy from the time Ukraine joined the IMF

in September 1992.% Its enhancement since 2014 has not, for the most part, been
stimulated by Russia, but by the change of power in Ukraine and the expectations that
the Revolution of Dignity has raised in the West. Outlays committed (as opposed to those
disbursed) since 2014 amount to $40 billion, backed by the IMF, of which $15 billion
represents the writing off of sovereign and sovereign-guaranteed debt, mostly owed to the
private sector. Although most support has taken the form of macroeconomic assistance,
much is also targeted at sectoral reform, regional development and humanitarian aid.?®

Ukrainians routinely note that such sums pale in comparison with the funding com-
mitted to Greece (estimated in 2012 by José Manuel Barroso, then president of the
European Commission, at €380 billion).2® The comparison is unhelpful for two reasons.
First, it arouses needless irritation. As an EU member state, Greece has a prima facie claim
to greater support, and the potential impact of a default on the euro underscored this fact.
Second, it weakens Ukraine’s message. Ukraine’s debt crisis was minor by Greek stan-
dards, and it was arrested in 201415 primarily by resolute action on the part of the coun-
try’s own authorities. External support of $15 billion was sufficient to restore currency
stability and bring external debt and national reserves to sustainable levels. The sums
required to support Ukraine are reasonable and, given the security stakes, justifiable.

The crux of the matter is that economic assistance in itself will not cure Ukraine’s ills,
which are the result not of macroeconomic mismanagement but of the dysfunctional-
ities of a bloated, destructively centralized and extortionate state. Despite two popular
uprisings with revolutionary potential, Ukraine’s baleful culture of power has managed
to adapt and reformat itself. So long as this culture exists, so will opaque, non-market
relations and a semi-criminalized economy. Injections of further financial assistance —
in effect throwing good money after bad — will feed these pathologies rather than cure
them. When the IMF and other donors link disbursements to strict conditionality and
review, they are acting in Ukraine’s interests. Conditionality has provided essential
support to the Ukrainian reformers who presided over the restructuring of Ukraine’s
banking sector in the face of pressure and personal threats, and to those who trans-
formed the state-owned oil and gas company, Naftogaz, into a profitable entity.?
Equally, in late 2016, the US was entirely within its rights in curtailing assistance to
the State Customs Service when Ukraine failed to honour its commitment to reform
the management of this agency.?®

24 A ‘systemic transformation facility’ was established in October 1994 and the IMF’s first three-year Extended Fund

Facility was approved in September 1998. IMF (2017), ‘Ukraine and the IMF’, updated 20 July 2017, https://www.imf.org/
external/country/UKR/index.htm?pn=0 (accessed 26 Jul. 2017).

% Given the multiplicity of actors and programmes engaged, overall sums are very difficult to arrive at. At the launch

of the European Commission Support Group for Ukraine, President Barroso cited a figure of €11 billion. European
Commission (2014), ‘Support Group for Ukraine’, press release, 9 April 2014, http://europa.eu/rapid/press-release_IP-
14-413_en.htm. See also IMF (2017), ‘Ukraine and the IMF’; The White House, Office of the Press Secretary (2016), ‘FACT
SHEET: U.S. Assistance to Ukraine since February 2014, 15 June 2016, https://obamawhitehouse.archives.gov/the-press-
office/2016/06/15/fact-sheet-us-assistance-ukraine-february-2014.

26 EUbusiness (2012), ‘Barroso values total EU aid for Greece at EUR 380bn’, 18 April 2012, http://www.eubusiness.com/news-
eu/finance-public-debt.g38. Currency conversion as of 31 July 2017, Reuters (2017), ‘Currencies Quote’, http://uk.reuters.com/
business/currencies/quote?srcAmt=1&srcCurr=EUR&destAmt=&destCurr=USD (accessed 31 Jul. 2017).

2 Buckley, N. and Olearchyk, R. (2017), ‘Valeria Gontareva: Ukraine’s Central Bank Reformer’, Financial Times, 26 March
2017, https://www.ft.com/content/48ble1d4-07d2-11e7-97d1-5€720a26771b.

2 On the May 2016 agreement: U.S.-Ukraine Business Council (USUBC) (2016), ‘Broadening and Deepening U.S. Customs
Assistance to Ukraine’, 23 May 2016, http://www.usubc.org/site/recent-news/broadening-and-deepening-us-customs-
assistance-to-ukraine. On ending support: Williams, M. and Polityuk, P. (2016), ‘USAID ends funding for troubled Ukraine
customs reform’, 30 December 2016, http://www.reuters.com/article/us-ukraine-crisis-corruption-usaid-idUSKBN14J10Z.
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Overcoming these problems requires political will, but also realism about what
Ukraine can reasonably achieve over the short to medium term. The system in

Ukraine has repeatedly proved itself to be more powerful than individuals, includ-

ing presidents. The current president, Petro Poroshenko, is a product of this system.
He appoints subordinates on the basis of loyalty rather than excellence. His commit-
ment to reform is less than his commitment to power. In effect, he is a weak monarch
in a neo-feudal and oligarchic system. His powers are limited, and reform does not
depend solely upon him. The powers of Prime Minister Volodymyr Groysman, a more
committed reformer, are even more limited. Rather, it is mainly countervailing forces —
civil society, the IMF and the war itself — that are putting the system under pressure.

Military assistance

The decision of Ukraine’s post-Euromaidan authorities to designate the conflict

with Russia an ‘anti-terrorist operation’ rather than war reflected three concerns:

a fear of escalation; a need to keep the West on board; and the provisions of the
Ukrainian constitution, which link the declaration of war to a state of emergency
and restrictions on civil liberties. The limited nature of Western military support to
Ukraine since then throws into relief the inordinate burden on economic sanctions as
the primary means of reversing Russian aggression. Kuwait, a non-NATO state with
no pretence to democratic governance, was deemed worthy of armed assistance in
1990 because international law was brazenly defied, and major security interests were
at stake. In contrast, Ukraine is not seeking, nor does it require, the intervention of
Western armed forces. Its demand for other forms of military assistance, including
defensive weapons, is intrinsically legitimate. One cannot combat an armed assail-
ant by robbing his bank account.

The question is also whether providing Ukraine with more extensive military support
is prudent. President Obama believed that it was not. To this day, Chancellor Merkel
is adamant that there can be no ‘military solution’ to the Ukraine conflict. For its part,
Russia boasts that Ukrainian resistance could be crushed in a matter of days.?

This is far from axiomatic. Ukraine’s armed forces and National Guard are consid-
erably more capable than the troops that were so savagely mauled in Ilovaysk and
Debaltseve, in eastern Ukraine, in mid-2014 and early 2015. Allied train-and-equip
missions have acquired impressive momentum, and the capacity of Ukraine’s forces to
absorb and amend what is taught is equally impressive. It is they, after all, not NATO,
who have direct experience of Russia’s ‘new generation’ war.

Moreover, Russia’s armed forces have limitations as well as strengths. They are

not occupation troops. They strike and withdraw. Russia has already shown itself
reluctant to risk prolonged exposure of ethnic Russian servicemen to the potential
hostility of Russian-speaking populations in eastern Ukraine. The hazards and burdens
of seizing and holding large parts of the east (let alone other parts of the country)
would be considerable. Russia’s system of state ‘mobilization’ — the complex of state
measures for moving the country on to a wartime footing® — is not only taut, but
stretched. While ‘training by fighting’ enhances the combat effectiveness of Russia’s

2 For example, Lenta (2015), ‘Naryshkin rasskazal o perspektivakh Ukrainiy v voyne s Rossiey’ [Naryshkin talks about
Ukraine’s prospects in war with Russia], 23 July 2015, Lenta.ru/news/2015/07/23/narishkin_war.

%0 For a discussion of state mobilization in the Russian security context, see Monaghan, A. (2016), Russian State
Mobilization: Moving the Country on to a War Footing, Research Paper, London: Royal Institute of International Affairs,
https://www.chathamhouse.org/publication/russian-state-mobilization-moving-country-war-footing.
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armed forces, the continuous deployment of battle groups on Ukraine’s borders
requires extensive infrastructure and support. That burden is compounded by Russia’s
expeditionary operation in Syria, the economic strains of a long-term programme of
defence modernization, and the costs of Crimea’s annexation (which partly reflect the
high cost of supplying electricity and water to Crimea, services formerly provided by
Ukraine). However, the fact remains that Ukraine’s forces would suffer grievous losses
in high-intensity combat with Russia’s battle groups.

There are no silver bullets in this equation. Ukraine’s principal vulnerability is not
the absence of lethal weapons from the West. The army is encumbered by a largely
unreformed defence system, a lack of cohesion and interoperability across units

and branches, distrust between frontline units and higher command echelons, and

a deficit of competent command and staff officers above unit level. Nevertheless, it

is also dangerously outmatched by Russia in many areas of hard capability. Ukraine’s
defence-industrial complex is capable of supplying much of what is needed, but not all.

The aim of Western policy should be to strengthen Russian prudence. Until Russia’s
military options are curtailed and its margins of advantage reduced, force and the
threat of force will remain credible instruments of its policy. To counter this threat,

a structure of deterrence is needed inside Ukraine, not only on the eastern border of
NATO. Western military assistance has a role to play in this enterprise, as do weapons
systems that improve Ukraine’s ability to defend itself. The aims of such assistance
should be: to restrain (rather than defeat) Russia and its separatist allies; to rein-
force Ukraine’s capacity for self-defence; to diminish incentives for offensive military
action (on both sides); to underscore the unviability of the separatist enclaves; and
to increase incentives for diplomacy.

Deterrence depends still more on Ukraine. The leadership’s commitment to reform
in defence is no less vital than it is in other sectors. It will require sustained effort and
presidential support to modernize command structures and the higher management
of defence. Ukraine will not have the military capacity it needs until it builds state
capacity. That is something that only Ukraine can do.

Russia: a tenacious and adaptable adversary

Where Ukraine is concerned, Western reproaches have done little but sustain and rein-
force Russian grievances since the dissolution of the USSR. The premise underpinning
current Western policy — that Russia’s actions in Ukraine constitute an act of aggres-
sion and a breach of international law — arouses little more than cynicism in Moscow
and much of the rest of Russia. Russian interests in Ukraine have emerged from an
amalgam of factors, but identity is the strongest of these. Former US National Security
Advisor Zbigniew Brzezinski’s celebrated axiom — ‘without Ukraine, Russia ceases to
be an empire’ — evokes the Russian riposte that ‘without Ukraine, Russia can be an
empire, but it cannot be Russia’.?! This conviction, now reinforced by state ideology,
arises from far older sentiments and mythologies. The campaigns of Catherine II, who
established Novorossiya in what is now southern Ukraine, were wars not of liberation

% The full Brzezinski quote is: ‘{W]ithout Ukraine, Russia ceases to be an empire, but with Ukraine suborned and then
subordinated, Russia automatically becomes an empire’, Wall Street Journal (2013), ‘The Battle for Ukraine’, 27 November
2013, https://www.wsj.com/articles/the-battle-for-ukraine-1385419698?tesla=y (paywall). Brzezinski, Z. (1994),

‘The Premature Partnership’, Foreign Affairs, March/April 1994, https://www.foreignaffairs.com/articles/russian-
federation/1994-03-01/premature-partnership.
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but of conquest, designed to eradicate the foreignness of those whom Aleksandr II
would later redefine as a branch of the ‘“tripartite Russian people’.*?

Russia’s geopolitical traditions are at least as old as these civilizational ones. The
concepts of buffer zones, spheres of influence and the limited sovereignty of neigh-
bours became central to Russian geopolitical thinking in imperial times, and these
building blocks of security have retained their place in the post-Soviet era. Russia’s
military establishment defines threat in terms of proximity; security is equated with
control of space (irrespective of the views of those who inhabit it) and uncontested
defence perimeters. During the post-Cold War ‘unipolar moment’, Western policy on
issues from Kosovo to Iraq, and of course on NATO enlargement, helped to restore
these premises to orthodoxy in Russia, as did Ukraine’s 2004—05 Orange Revolution
(which fatefully coincided with the EU’s eastern enlargement). Moscow thus views
the post-Cold War ‘order’ as a system of ‘diktat’ and encroachment designed to isolate
Russia and, in the words of Leonid Reshetnikov, then director of the Presidential
Administration’s official analytical centre, ‘overthrow President Putin and produce
the breakup [raskol] of the country’.

Russia’s interests in Ukraine are the product of history, geography and sentiment. But its
policy towards the country is the product of means, opportunity and constraint. Russia’s
actions in 2014 resulted from urgency and improvisation as much as planning. Well
before Putin came to office, Russia had used the means at its disposal to influence and
penetrate Ukraine’s political, business and security structures. By de-professionalizing
and hollowing out the state for his own reasons, Yanukovych facilitated this process.
Had he remained in power, Russia would have had no evident reason to annex Crimea
or foment insurgency in Donbas. Yet he lost power and did so with apparent suddenness.
Three months after securing everything it had asked for, Russia faced a new leadership
in Kyiv and a sudden loss of influence. By invading and annexing Crimea, Russia turned
the tables. It re-established its relevance and, in the process, transformed the balance of
power in the Black Sea. What it profoundly misjudged was Ukraine’s spirit and its capac-
ity to resist — but this has been covered elsewhere and needs no retelling.

As in every complex undertaking, Russian policy in Ukraine proceeds by stages and
adapts to opposition. Since the conflict began, its aim has been to secure Ukraine’s
‘federalization’ (i.e. fragmentation and neutralization), with Western agreement
and in binding form. Yet individuals and institutions close to the Russian state
(including the State Duma) have occasionally articulated more maximalist objec-
tives without official censure. At every stage, Russian policy has targeted points

of perceived weakness.

The key phases in this foreign policy evolution are as follows:

Phase 1: Novorossiya (March-September 2014). Ukraine’s historically
Russian-speaking lands were initially seen as points of weakness, and they became
the focus of Russian operational planning. Published correspondence and recordings
confirm that in early 2014 the Kremlin financed and directed armed actions not only

32 As late as the first Soviet census of 1926, 65.8 per cent of the inhabitants of the eight oblasts approximating

Novorossiya defined their ethnicity as Ukrainian and only 16.4 per cent as Russian. Despite the influx of Russians during
the Stalin-era five-year plans, according to the 2001 Ukrainian census Russians made up just under a quarter of inhabitants
and ethnic Ukrainians just over two-thirds. Clem, S. R. (2014), ‘What Exactly is Putin’s New Russia?’, Washington Post,

4 September 2014,https://www.washingtonpost.com/news/monkey-cage/wp/2014/09/04/what-exactly-is-putins-new-
new-russia/?utm_term=.61d6fdefa3c6.

3 Argumentiy Nedeli (2015), ‘Tsivilizatsiya Rossiya’ [Russian Civilization], 2 April 2015, http://argumenti.ru/toptheme/
n481/394395. Leonid Reshetnikov is the former director of the Russian Institute for Strategic Studies.
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in Donbas but also in Kharkiv, Dnipropetrovsk, Mariupol, Zaporizhia and Odesa.?* These
efforts were hastily improvised and largely ineffective. In the border regions of eastern
Donbas, where they were more successful, documents confirm that the Kremlin’s overall
kurator [overseer], Vladislav Surkov, approved each ministerial appointment before its
‘candidature’ was announced.*> ¢ The Novorossiya project effectively ended when the
Russians launched their combined-arms offensive of September 2014.

Phase 2: Minsk (September 2014-February 2017). After concluding the Minsk
agreements, Moscow proceeded as if the points of Ukraine’s weakness lay in Berlin,
Paris and Washington. Nominally, it claimed to ‘want these [separatist] republics to be
part of Ukraine’.?” But in reality Russia sought to commit the West to a form of inte-
gration that would compromise Ukraine’s territorial integrity and effectively derail

its Euro-Atlantic course. The West’s persistent search for compromise formulas has
only demoralized Kyiv, as has endless reiteration of the mantra that ‘both sides’ should
observe an agreement that has been significantly violated by only one. That said, the
West has neither budged on the agreement’s core provisions nor sought to coerce Kyiv
into accepting Moscow’s blueprint for settlement. Despite repeated war scares and
incursions, Ukraine has not been provoked into reckless acts or lost its nerve. During
the six-day engagement surrounding Avdiivka in February 2017, Ukraine’s forces out-
manoeuvred and defeated a Russian-commanded separatist force despite the latter’s
considerable advantage in artillery.

Phase 3: Destabilization. The more Russia insists on its commitment to the Minsk
agreements, the more implausible the proposition becomes. On 18 February 2017,
Putin signed a decree giving legal standing (albeit on a temporary basis) to the
separatist republics’ internal passports and introduced the Russian rouble as legal
tender within those jurisdictions. In the ensuing weeks, with Moscow’s blessing,

the pro-Russian authorities in the ORDLO expropriated a number of Ukrainian
state-owned and private enterprises that, despite hostilities, had been providing unoc-
cupied Ukraine with anthracite coal, industrial components and tax revenue. The main
impetus behind these seizures was the economic stringencies reducing Russia’s sub-
sidies to the republics. Fortunately for Moscow, the initially unsanctioned Ukrainian
blockade of the ORDLO by veterans of the Anti-Terrorist Operation (ATO) provided

a convenient pretext.’8 3%

34 Recordings of conversations with Sergey Glazyev: Office of Ukraine’s Prosecutor General (2016), Dokazy
prychetnostivlady RF do posyahannya na terytorial’nu tsilisnist’ Ukrayiny [Evidence of the involvement of the Russian
authorities in encroachment on the territorial integrity of Ukraine], https://www.youtube.com/watch?v=16K1_vHrJPU
(accessed 26 Jul. 2017).

% The Insider (2016), ‘Slava v Ukraine: Vzlomannaya perepiska Surkova. Chast’ I’ [Slava in Ukraine: The Hacked
Correspondence of Surkov - Part 1], 26 October 2016, http://theins.ru/politika/34411.

36 The Insider (2016), ‘Slava v Ukraine: Vzlomannaya perepiska Surkova. Chast’ I’ [Slava in Ukraine: The Hacked
Correspondence of Surkov — Part 2], 27 October 2016, http://theins.ru/politika/34558.

% Hirst, T. (2015), ‘Putin’s dream of reuniting the Russian empire is falling apart’, Business Insider, 26 May 2015,
http://uk.businessinsider.com/putin-puts-novorossiya-project-put-on-hold-2015-5.

3 Rakhmanin, S. (2017), ‘Ograblinniy Prezident’ [The Robbed President], Zerkalo Nedeli, 17 March 2017,
http://gazeta.zn.ua/internal/ograblinnyy-prezident-_.html.

% Grytsenko, O. (2017), ‘Russian controlled Donbas splits further from Ukraine’, Kyiv Post, 28 April 2017,
https://www.kyivpost.com/ukraine-politics/russian-controlled-donbas-splits-ukraine.html.
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Eastern Ukraine, status of conflict, September 2017
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Yet the broader purpose of Russia’s latest efforts is becoming more visible. On 18 July,
Aleksandr Zakharchenko, president of the so-called Donetsk People’s Republic,
decreed the establishment (ostensibly the revival) of the Federation of Malorossiya.*
Unlike Novorossiya, which refers to a region of what is now Ukraine, Malorossiya
(meaning ‘Little Russia’) is a historical (and, for Ukrainians, derogatory) term referring
to almost all of Ukraine (19 of today’s 26 oblasts, including Kyiv). In Zakharchenko’s
formulation, Kyiv would lose its status as national capital and be reduced to a ‘centre
of historical and cultural importance’.*

The Kremlin was quick to distance itself from the Malorossiya initiative and reaffirm its
adherence to the Minsk process. Inevitably, however, the situation was not as simple as
that. Within hours, prominent Russian officials — including Leonid Kalashnikov, head of
the State Duma’s Committee for CIS Affairs — were praising the initiative.* The assess-
ment by Surkov (whose lack of forewarning can be doubted) is indicative: ‘All this hype
around a fantasy state Malorossiya is useful in general [author’s emphasis]. What is
important is that Donbas is fighting not to get detached from Ukraine but for its integ-
rity.*® In other words, Zakharchenko’s proclamation — while not ‘real politics’, in the
words of Boris Gryzlov, Russia’s official representative to the Minsk Contact Group —
signals nothing less than an escalation of ideological war against the Ukrainian state.**
Its aim, according to details of an alleged meeting of the Russian state leadership
released by the Security Service of Ukraine (SBU), is squarely to ‘reset the ruling
regime in Ukraine’.*®

Yet as a component of hybrid war, ideological war is not limited to rhetoric. ‘Hard’
methods have also reappeared in unoccupied Ukraine. Since late 2016, these have
included a campaign of assassinations against Ukrainian special forces commanders,
which Ukraine’s security services seem powerless to prevent.*® Less dramatically, such
methods also encompass growing militancy by the pro-Russian opposition (notably

at the 9 May victory parade in Kyiv, where police were unwilling or unable to prevent
the savage beating of Ukrainian ATO veterans); resourceful utilization of criminal
groups to commit violent political acts; ‘false flag’ operations by supposed nationalists;
cyberattacks; and, according to expert testimony, ever more brazen infiltration of law
enforcement agencies and other state structures. Ukraine’s decision to initiate the ATO
in the spring of 2014, and to refrain from declaring war, was justified at the time as a
means of respecting civil liberties, reassuring Western partners and facilitating diplo-
matic progress. Today, it is depriving Ukraine of the legal means to combat a holistic
Russian effort to penetrate and sabotage the state. Current legislative efforts to intro-

40 On the origins of Malorossiya and the implications of Zakharchenko’s initiative, see Edwards, M. (2017), ‘Little Russia,
Big Dreams’, Open Democracy, 19 July 2017, https://www.opendemocracy.net/od-russia/maxim-edwards/little-
russia-big-dreams-0.

“ Interfax (2017), ‘Glava DNR zayavil ob uchrezhdeniiy novogo gosudarstva Malorossiya’ [Head of DPR declares founding
of new state Malorossiya], 18 July 2017, http://www.interfax.ru/world/571007.

“2RIA (2017), ‘Deputat Gosdumiy schitaet neizbezhnym sozdanie gosudarstva Malorossii’ [Deputy of State Duma considers
the creation of Malorossiya inevitable], 18 July 2017, https://ria.ru/world/20170718/1498676570.html.

4 Solovey, I. (2017), ‘Malorossiya as an example of ideological war against Ukraine’s integrity’, LB.ua, 21 July 2017,
https://en.lb.ua/news/2017/07/21/4175_malorossiya_example.html.

4 For an impressive articulation of its aims, see Akopov, P. (2017), ‘Ukraina obrechena snova stat’ Malorossey’ [Ukraine

is destined to become Malorossiyal, Vzglyad, 18 July 2017, https://vz.ru/politics/2017/7/18/879201.html.

4 UNIAN Information Agency (2017), ‘Putin orders intel services to achieve “reset of Ukraine’s ruling regime” — SBU chief’,
22 July 2017, https://www.unian.info/politics/2043429-putin-orders-intel-services-to-achieve-reset-of-ukraines-ruling-
regime-sbu-chief.html.

4 Most dramatically, the murder of Colonel of Military Intelligence (GUR) Maxim Shapoval in January 2017. Brown, D.
(2017), ‘A Ukrainian officer killed in a car bomb was reportedly investigating Russia for international court case’, Business
Insider, 28 June 2017, http://uk.businessinsider.com/the-ukrainian-officer-killed-car-bomb-was-investigating-russia-2017-
6?r=US&IR=T.
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duce a state of emergency in a selected number of eastern districts seem calculated
more to solidify Poroshenko’s electoral position than to strengthen national security.

The audit of war

Engels once warned that ‘war puts nations to the test, pronouncing its sentence of
death on social organisms that have grown calcified’. The conflict that began in 2014
has yet to pronounce its sentence on Ukraine. Indeed, the struggle is far from over. At
the start of 2017, hopes in the West were growing that Russia’s aggressiveness against
its neighbour had peaked. This forecast is premature and possibly mistaken.

At the outbreak of the First World War, Lenin resolved to transform the conflict from
an interstate war into an international civil war between proletariats and ruling elites.
This mode of thinking retains its hold over those who now frame Russian foreign
policy. One dare not lose sight of this, because from Moscow’s standpoint the conflict
in Ukraine is one between Russia and a Western bloc determined to shatter the unity
of Russian civilization. Today, Lenin’s methodology is evident on three levels. First,
Moscow seeks to persuade influential voices in Europe and North America that the
war in Donbas is a civil war in which Russia is a legitimate stakeholder rather than

a belligerent. This gambit has not failed completely, because ignorance about Ukraine
is widespread and the resources Russia devotes to sustaining its own narrative are
formidable. Moreover, the ‘civil war’ paradigm contains elements of truth. The war in
Ukraine is an interstate conflict, but like other irregular wars that Russia has fought on
its periphery, it has civil and internecine dimensions. Blurring the frontiers between
the two is both an aim and a method of what we now call ‘hybrid war’, but it has
along pedigree.

Second, much of Russia’s hybrid methodology is being applied across Europe and

the US. Russia is not the author of the West’s post-modern discontents. But it has identi-
fied them, and has invested in fuelling the underlying grievances with intensity and on
an ambitious scale. Possibly, it has done this too well, making its hand in the domestic
affairs of other countries odiously visible and thereby damaging to its own cause.

Third, despite the importance of what Russia is doing elsewhere, it is in Ukraine that
the employment of its hard and covert tools threatens state survival. As much as in
March 2014, Russia remains determined to get its way or make Ukraine ungovernable.
This is understood by a solid majority of Ukrainians. For the most part, Russia’s narra-
tive and methods have been manifestly counterproductive: entrenching images of it as
the enemy where these perceptions already existed, and arousing the hostility of many
who had once regarded the Russians as a kindred people.

But such views are not universal. In much of the Donbas region, the war has pro-
duced alienation and a distrust of all sides. In some districts wrested from separatist
control, identification with Ukraine is weaker than it was in 2014. This partly reflects
the migration of younger, more professional and better-educated cohorts of the pop-
ulation to comparatively ‘normal’ regions of Ukraine, many of which are experiencing
a new economic dynamism. It also reflects the failure of Ukraine’s authorities to counter
the reach of Russia’s intensive and delusory media coverage and, more abjectly, their
apparent indifference to the social and material needs of regions battered by war.
Elsewhere, the daily inconveniences of life have been borne with remarkable stoicism,
but the economic inequalities between different groups and regions are a latent threat
to stability at least as great as Russian infiltrators. Thus far, Russia’s attempts to subor-
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dinate Ukraine have mostly aroused defiance rather than submission. But it would be
perilous to take the forbearance of Ukrainians for granted.

It is equally important that Ukraine’s leaders respect the basis of national solidar-

ity and do nothing to damage it. The architects of Ukraine’s post-1991 statehood,

as well as its Euro-Atlantic orientation, were in significant measure members of
Russian-speaking, eastern Ukrainian elites. The ethos of the state, faithfully repre-
sented in the 1996 constitution, has been civic, ecumenical and plural. As noted in an
earlier Chatham House report: ‘Between 1992 and 2014, it was the absence of conflict
across ethnic, confessional and linguistic lines that was noted by the UN, OSCE and
PACE (the Parliamentary Assembly of the Council of Europe).’¥ For good and natural
reasons, the war has revived respect for the Ukrainian character of Ukraine. But there
comes a point at which cultural Russophobia becomes the toxin rather than the anti-
dote. The language provisions of the 25 September 2017 Education Act might pass this
point, further damaging relations not only with Russia but with Hungary, Romania
and Poland as well.*®

However relations between Russia and the West evolve, Ukraine will remain the key
protagonist in its own drama. As former president Leonid Kuchma said 20 years ago,
the test of independence is ‘the ability of the country to pull together at a crucial
moment’. Three-and-a-half years of conflict have demonstrated that this ability exists.
But it is not inexhaustible, and it remains dependent not only on Western steadfastness
but on the moral clarity and political wisdom of Ukraine’s leaders and on the forti-
tude of its people.

4 Giles, K., Hanson, P., Lyne, R., Nixey, J., Sherr, J. and Wood, A. (2015), The Russian Challenge, Chatham House Report,
London: Royal Institute of International Affairs, p. 24, https://www.chathamhouse.org/sites/files/chathamhouse/field/
field_document/20150605RussianChallengeGilesHansonLyneNixeySherrWoodUpdate.pdf.

48 Whereas the draft version guaranteed the right of national minorities ‘to learn their native language at state and
municipal educational facilities’, the adopted version confines this right to ‘pre-school and primary education’. At present,
365,000 pupils attend Russian-language schools, 19,000 Romanian and Moldovan schools, and 16,000 Hungarian schools.
Note that only 15 per cent of Ukraine’s residents now declare Russian as their native language. See Daborowski, T., Piechal,
T. and Sadecki, A. (2017), ‘Ukraine: a blow against the national minorities’ school system’, Centre for Eastern Studies
(OSW), Warsaw, 27 September 2017, https://www.osw.waw.pl/en/publikacje/analyses/2017-09-27/ukraine-a-blow-
against-national-minorities-school-system.
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3. European Integration
Kataryna Wolczuk

The political, geopolitical and economic implications of the EU-Ukraine Association
Agreement (AA) are highly significant. For Ukraine, the agreement provides a poten-
tial stimulus for profound and comprehensive reforms of the state and economy. For
the EU, the agreement is a litmus test for its foreign policy at a time when Russia is
sparing no efforts to punish Ukraine for seeking closer ties with Europe.

Signed in March 2014, the Association Agreement commits Ukraine to broad coop-
eration with the EU, including policy and regulatory convergence in a wide range of
areas. The pact also contains provisions specific to trade, required to ensure Ukraine’s
access to the EU’s single market, covered principally in an economic part of the agree-
ment, the Deep and Comprehensive Free Trade Agreement (DCFTA).* The combined
AA-DCFTA fully entered into force on 1 September 2017, although the DCFTA started
to be provisionally applied in January 2016.

This chapter explores the challenges Ukraine faces in meeting its new commitments
under the AA-DCFTA, and surveys the progress (and setbacks) to date. A closer
relationship with the EU has strong appeal for a Ukrainian population weary of cor-
ruption and economic hardship, and eager for better governance and higher living
standards. The clear hope among supporters is that, by prompting Ukraine to adopt
EU-derived rules and standards, implementation of the AA-DCFTA can transform
political life and the economy.

However, the ‘local terrain’ presents an array of obstacles to rapid and effective

reform. Implementation of the AA-DCFTA is hampered in the first instance by Ukraine’s
decayed state institutions and economic difficulties — problems that are exacerbated by
Russia’s coercive actions. Reforms are also impaired by what can be termed Ukraine’s ‘dual
realities’ on the ground, namely the peculiar mismatch between formal laws and informal
practices. Institutions are used by insiders to extract rents rather than to deliver public
goods for society as a whole. Where reforms threaten to curtail the flow of rents, they meet
strong and persistent resistance from state officials and much of the current political elite.

So daunting are its challenges that Ukraine has received unprecedented support

from the EU, exceeded only by the level of assistance reserved for accession countries.
However, the technocratic rule diffusion in which the EU excels is not sufficient to
overcome resistance to reform. Experience so far shows that the EU needs to combine
its diffusion of technical rules with building state capacity and applying a high level
of political pressure, even on specific Ukrainian individuals. The EU should also more
explicitly support reformist actors, especially within civil society, who are under pres-
sure from the Ukrainian authorities.

The AA-DCFTA: commitments and challenges

The AA-DCFTA between Ukraine and the EU is the longest and most detailed agree-
ment of its kind. It is a state-of-the-art exemplar of the ‘new generation’ of ambitious
and comprehensive free-trade agreements (FTAs), which have increasingly superseded
simple tariff-reduction and investment access deals to include ‘beyond border issues’,
such as harmonization of regulations on product standards, anti-monopoly policy and
public procurement. The agreement is dynamic and designed to have built-in flexibility,
enabling the common bodies to change some of its annex provisions where necessary in
the future. While stopping short of offering a route to EU membership, the agreement

4 For a compact and accessible analysis of the AA-DCFTA, see Emerson, M. and Movchan, V. (eds) (2016), Deepening
EU-Ukrainian Relations. What, why and how?, London: Rowman & Littlefield International.
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provides for a far-reaching and privileged relationship with the explicit aim of Ukraine’s
economic integration within the EU’s internal market. Very few EU agreements with
so-called ‘third countries’ provide such extensive access to the single market.

The AA-DCFTA contains detailed and binding provisions that require Ukraine to align
its laws and policies with those of the EU (the acquis communautaire), in a complex
process known as ‘legal approximation’. In addition to tariff elimination, the deal gives
special prominence to institutional and regulatory convergence with EU templates.
This approach reflects the centrality in EU policymaking of sector-specific, techni-

cal and internationally applicable rules. It also highlights the agreement’s broader
purpose of socio-economic and political modernization.

The problem with this framework, however, is that the AA-DCFTA is modelled on
agreements that were never intended to be used for a situation such as Ukraine’s.

The AA-DCFTA is similar in many of its objectives to the pre-accession deals drafted for
countries seeking to join the EU, but with the crucial difference that the acquis is not,
and was not designed to be, a blueprint for modernization of countries at a lower level
of economic and institutional development. The acquis was actually developed for more
advanced ‘market economies’ as part of the overall process of forming the EU’s single
market. Some parts of the acquis are so sophisticated and complex that even EU member
states struggle to implement them. The paradox for Ukraine is that the very problems
that the AA-DCFTA seeks to address — limited administrative capacity, weak rule of law
and a weak economy — are those that hamper the implementation of the AA-DCFTA.

Three other concerns about the agreement stand out. The first is that no roadmap
exists for Ukraine’s economic integration with the EU. The AA-DCFTA envisages the
approximation of 80-90 per cent of the acquis related to the single market, but there
are no estimates of the scale and scope of the overall or sectoral adjustments (or size
of investments) needed for implementation. Individual EU officials, project leaders
and experts are heading into the unknown, tasked with devising a suitable pathway
to legal approximation across different institutions and sectors.

The second concern is that the agreement is not yet sufficiently customized to
Ukraine’s needs. In many respects, the AA-DCFTA represents ‘best practice’ rather

than the ‘best fit’. It exports a sophisticated body of rules to an idiosyncratic Ukrainian
context in which basic problems such as weak institutions and rule of law are yet to be
addressed. The obligations listed by the AA-DCFTA vary across sectors, but transposi-
tion of the acquis is not necessarily a simple and cost-effective recipe for reforms. Much
work is needed to operationalize implementation of the agreement in order to devise
the best fit for the domestic context.

Third, the agreement lacks strong mechanisms, including sanctions, which could be
used in the event that one of the sides (most likely Ukraine) fails to meet its obliga-
tions. The possibility cannot be ruled out that resistance to reforms proves stronger
than expected. If this occurs, and if Ukraine suffers few material consequences for
non-compliance,* the EU could lose the very leverage over policy in Ukraine that
the agreement is intended to create.

50 In the spring of 2017, some Ukrainian officials asked to move beyond the current Association Agreement and start
negotiations on ‘more enhanced relations’. This was a surprising and unproductive move. The EU is certainly not ready to start
discussing a new format in EU-Ukraine relations until the AA-DCFTA has been implemented. This raises the question as to why
the issue was raised. It seems that the initiative was a pre-emptive ploy to counter EU criticism of Ukrainian policymaking, the
idea being that if the EU criticized Ukraine for not implementing reforms, the Ukrainian side would be able to argue that the
EU was not in a position to ‘tell them what to do’ since it had refused to enhance relations with Ukraine. However, there are
good reasons for revising the tariffs and tariff-free quotas in the DCFTA part of the AA, something which can be done if the EU
and Ukraine agree to change these provisions of the AA.
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Box 2: The EU-Ukraine Association Agreement

The EU-Ukraine Association Agreement (AA) is very complex treaty with a sophisticated,
multi-layered structure, including numerous, often very long, annexes. Its content is best
grasped when divided into four main parts:°!

e Part . Political Principles, the Rule of Law and Foreign Policy

e PartII. Deep and Comprehensive Free Trade Agreement (DCFTA)
* PartIIl. Sectoral Cooperation

e PartIV. Institutional Provisions

PartI

This deals with political issues, ranging from democracy, human rights and the rule of
law to anti-corruption policy and foreign and security policy. Arguably, this part of the
agreement represents what could be termed ‘soft law’, in the sense of containing political
pledges and ‘best endeavour’ clauses in respect of cooperation. However, European values,
such as democracy and support for human rights, are defined as essential to the agreement,
and violations of these principles can result in its suspension.

PartIl

The DCFTA is a particularly substantive part of the Association Agreement, dealing with
core trade aspects of bilateral relations. Many of the Association Agreement’s extensive
annexes pertain to the DCFTA.

The DCFTA part of the agreement covers the sophisticated ‘legal approximation’
mechanisms required to ensure uniform interpretation and effective implementation of
relevant EU legislation in Ukraine. The ‘deep’ economic integration envisaged by the DCFTA
requires extensive legal and regulatory approximation. The AA-DCFTA is designed to be
future-proof, and thus includes several mechanisms to accommodate dynamic evolution

of the EU acquis communautaire.

An important feature of the DCFTA is far-reaching conditionality: market access is
subject to specific and continuous monitoring of compliance. To ensure this, the Ukrainian
government is obliged to report periodically to the EU according to approximation
deadlines specified in the agreement. The monitoring procedure may include sending
investigatory missions to make on-the-spot inspections, with participation from EU
institutions, bodies and agencies, non-governmental bodies, supervisory authorities and
independent experts. The strict conditionality in the DCFTA reflects the EU’s cautious
approach to opening up the single market to post-Soviet countries, which have less
developed political and economic systems than those of most EU member states.

Part 111

This deals mainly with economic cooperation and covers 14 ‘sectoral’ issues, including
energy, transport, financial services, agriculture and civil society. Provisions on some
sectoral issues, such as ‘services’, are as complex and detailed as those in the DCFTA.
This is a very-wide ranging section of the agreement, and it underlines the breadth of
this comprehensive treaty.

51 This follows the structure adopted by Emerson and Movchan (eds) (2016), Deepening EU-Ukrainian Relations. What, why
and how?
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Part1V

This deals with the legal and institutional provisions. The Association Agreement has

a sophisticated dispute resolution mechanism and a sophisticated institutional architecture.
Within this structure, a key body is the Association Council. The Council meets at
ministerial level. It operates as a forum for exchange of information and is also competent
to update or amend the agreement’s annexes to keep pace with evolutions in EU law.

The deliberately dynamic structure of the Association Agreement makes it distinct from
the previous EU-Ukraine pact, the 1994 Partnership and Cooperation Agreement (PCA).
The PCA was a fixed and static agreement, meaning that its common bodies could not
change and adapt its content. In contrast, the new Association Agreement allows for
some updates and amendments. However, revisions are only possible with regard to the
annexes — the Council cannot change the main body of the agreement, not least because
this would trigger a complex ratification procedure involving the two parties, with

a particularly drawn-out procedure in the EU.

The Association Agreement came into force on 1 September 2017, following a lengthy
ratification procedure within the EU (see timeline, Box 1, Chapter 1).

Source: Wolczuk, K. (2017), Demystifying the Association Agreements. Review of the Trilogy of Handbooks: on the EU’s
Association Agreements and Deep and Comprehensive Free Trade Areas (DCFTAs) with Georgia, Moldova and Ukraine,

Brussels: Centre for European Policy Studies, http://www.3dcftas.eu/publications/other/demystifying-association-
agreements-review-trilogy-handbooks-eu%E2%80%99s-association.

European integration and Ukrainian realities

Despite a measure of reformist rhetoric, very little systematic economic or political
reform occurred in Ukraine prior to the so-called ‘Revolution of Dignity’ in 2014.
Instead, from the very first days of independence in 1991, Ukraine was overwhelmed
by ‘a process of institutional erosion [that] led to a weakening of the constraints

on state actors and a blurring of the boundaries of acceptability between formal,
rule-based behaviour and informal actions for private gain’.>? As in most other
post-Soviet states, policies and goals were undermined and institutions became the
private fiefdoms of powerful actors.* Transformation in the future will depend on the
reformers ‘taking control’ of these institutions to ensure a focus on delivering public
goods for society as a whole, rather than on generating rents for a few insiders. It will
also depend on Ukraine ending a long tradition of what could be termed ‘declarative
Europeanization’, in which officials fluently use the rhetoric of integrating with the
EU while failing to put promises into practice. All too often, the authorities in effect
mimic reforms without truly implementing them.

The Ukrainian authorities

Integration with the EU affects virtually all aspects of Ukrainian policymaking and
requires strong institutional coordination. Yet the constitutional system, though fairly
effective in protecting against the monopolization of power, does not provide for effec-
tive government. The 2004 version of the constitution, re-introduced in 2014 after

the Euromaidan protests, created a ‘split executive’ consisting of two decision-making

52 Leitch, D. (2016), Assisting Reform in Post-Communist Ukraine, 2000-2012. The Illusions of Donors and the Disillusion
of Beneficiaries, Stuttgart: ibidem Press, p. 69.

53 Kosals, L. and Maksimova, A. (2015), ‘Informality, crime and corruption in Russia: A review of recent literature’,
Theoretical Criminology 19(2), doi:10.1177/1362480615581099, p. 279.
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centres: a cabinet responsible for most policy areas; and regional-level and law
enforcement structures controlled by the president. This split structure creates major
difficulties: on the one hand, it hampers policymaking by blurring lines of authority;
on the other, it provides ample channels to resist reforms (for example, by allowing
the president to veto legislation). International donors struggle to understand the
logic behind such a byzantine system. The National Reform Council, created in 2014, is
designed to overcome these problems. It brings together the president, prime minister,
ministers and parliamentarians, as well as business and international representatives.
However, it has not yet developed into a strategic decision-making centre. As one EU
expert put it: ‘Any other system would be better than this dysfunctional hybrid.”>*

Structural deficiencies in the executive branch are amplified by problems in the
Verkhovna Rada, Ukraine’s unicameral parliament. Although the October 2014 elec-
tion brought to power a wave of new members of the Rada, pro-reform forces in the
legislature remain fragmented and weak, and vested interests entrenched. Factions
and political parties often consist of little more than groups of people gathered around
prominent political figures, such as President Petro Poroshenko or former prime minis-
ter Yulia Tymoshenko, both of whom are prone to populist rhetoric and policies. At the
same time, the Presidential Administration hampers constructive policy development
by neutralizing reformists in parliament.

Real (rather than merely rhetorical) European integration lacks support within the
Verkhovna Rada. Various EU initiatives, such as the Pat Cox-led European Parliament
mission to Ukraine aimed at strengthening and improving the role of the legislature,
have had little traction. Domestically, the Parliamentary Committee on European
Integration lacks proper leadership, and has been unable to establish itself as a coordi-
nation centre or to overcome political resistance to the AA-DCFTA. On average, it takes
one year to deliberate and pass a law in the Verkhovna Rada.* In 2014-15, an import-
ant package of laws on sanitary and phytosanitary standards, technical standards,
competition and state aid was passed relatively quickly. But since then, key stakehold-
ers and interest groups have resisted other measures, such as environmental impact
assessments, on the grounds of cost. In contrast, laws needed for ‘export reorientation’
(to facilitate the penetration of Ukrainian exports into EU and other markets), which
are of interest to many business tycoons, are passed relatively quickly.

It is clear that stakeholders in the current rent-based system are unwilling to

level the playing field for other domestic and international businesses. The logic

of rent-seeking — rather than competition and profit — remains entrenched. On many
DCFTA-related issues, reform fails from a lack of political support. For example, policy
initiatives relating to transport, the gas market and intellectual property rights have all
been blocked in the Verkhovna Rada. Many other measures remain incomplete, and
infighting occurs around virtually every draft law. The Bloc of Petro Poroshenko (BPP),
the largest political faction in parliament, is internally divided between supporters

and opponents of reform, with the former frequently taking positions in opposition

to those of the Presidential Administration.

Within the cabinet, European integration at least has formal recognition as an issue
but is still not a priority. Responsibility for the portfolio sits with the deputy prime
minister for European and Euro-Atlantic integration. The EU insisted on the creation
of this dedicated position to improve coordination on the AA-DCFTA. Yet while Ivanna

54 Interview with an expert from an EU member state, Kyiv, February 2017.
% Interview with a civil society expert, Kyiv, February 2017.
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Klympush-Tsintsadze, appointed to the role in the spring of 2016, has been active in
the international arena, European integration has not risen higher up the agenda.

The deputy prime minister heads the Governmental Office for European Integration
(GOEI), which sits within the secretariat of the Cabinet of Ministers. The GOEI was
established in June 2014 with a nominally strong mandate — a group of experts wrote
a comprehensive concept for the office, intending to create a powerful policy coordina-
tion centre. New staff were recruited, and the department’s relevant expertise started
to grow. However, by the summer of 2016 — after a new prime minister, Volodymyr
Groysman, had taken office — most had left the GOEI, rendering it largely incapable
of fulfilling its wide-ranging tasks. Of the original 30-40 staff, most of those who
remained had little experience. Moreover, the GOEI’s portfolio requires not dozens,
but hundreds, of well-trained officials. Besides European integration, it is responsible
for regional development, transatlantic relations and reform of public administration.
In its current state, the office lacks the necessary formal competencies, personnel

and budget to handle a mandate of this size and complexity. The GOEI’s scope of
operation is simply too broad, and its standing within the government too weak,

for it to be effective.

With the deputy prime minister lacking real political backing®® and the GOEI

unable to override opposition to reform within parliament or the government, no
single centre oversees European integration. The Ministry of Economic Development
and Trade (MEDT), in charge of international assistance, has been coordinating activ-
ity on the DCFTA. But this creates the problem of overlap between the GOEI and the
MEDT. The Ministry of Foreign Affairs also wants to be involved in EU-related matters.
With no leadership or ownership of the reform process, ‘everything seems soft and
fluid’, in the words of one EU expert.”’

Overall, the lack of strategic and financial planning around implementation of the
AA-DCFTA reflects a measure of indifference to European integration among political
leaders in Ukraine, and a profound lack of understanding of the processes involved.
Lacking unity and an overarching strategy, the government is failing to provide leader-
ship for reform in general and implementation of the AA-DCFTA in particular.

Pro-reform coalitions

Despite these problems, important changes are taking place as policymakers adapt
their approaches. In the pre-Euromaidan period, mid-level officials typically promoted
policies within their own ministries and agencies, often teaming up with international
experts to create pro-reform enclaves that acted as informal policy transfer networks.®
But such enclaves were often weak and isolated. As a rule, they failed to overcome

the resistance of anti-reform players intent on protecting rent-seeking networks.

Since 2014, pro-reform groups have developed stronger and broader coalitions

to promote reforms of policies and institutions, from public administration to the
anti-monopoly agency. These coalitions have emerged across different institutions
and sectors, and consist of a variety of actors, including reform-minded politicians,

% Klympush-Tsintsadze is a member of the BPP but does not belong to any core group within the bloc that could provide
her with reliable political support. This underscores the dysfunctional composition of the BPP.

7 Interview with an EU expert, Kyiv, February 2017.

%8 Leitch (2016), Assisting Reform in Post-Communist Ukraine, 2000-2012. See also Wolczuk, K. (2009), ‘Implementation
without Coordination: The Impact of the EU Conditionality on Ukraine under the European Neighbourhood Policy’,
Europe-Asia Studies 61(2), doi: 10.1080,/09668130802630839.
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state officials, members of civil society, members of the media and international
experts. At the same time, the rise of such coalitions has been fostered by some-
what more favourable political conditions for policy advocacy: some ministries,
such as the Ministry for Ecology and Natural Resources, now have reformists at the
helm; in other ministries, such as the MEDT, reform-minded figures among top offi-
cials are helping to drive reforms even though they lack the political mandates of
their opponents.

International support is also helping. For example, to strengthen pro-reform

enclaves, in 2017 the EU set up a programme to pay higher salaries to staff in as many
as 2000 designated ‘reform posts’ in the central government. The idea was for funding
to continue until reforms generated sufficient budgetary gains to sustain higher sala-
ries in other positions as well. The programme enabled the establishment of dedicated
reform support teams in individual ministries. As a result, for example, the Ministry of
Infrastructure, hitherto a reform laggard, now has a 20-strong team tasked with devis-
ing a reform strategy for the ministry. In addition to providing funding and exper-

tise, international donors — most notably the EU — are able to apply limited pressure
through conditionality. The EU Delegation to Ukraine issues public statements prior
to votes in the Rada on important reform- and EU-related laws. These interventions
play a crucial role in pushing reformist laws through parliament.

Within civil society, meanwhile, a coalition called the Reanimation Package of
Reforms (RPR) has emerged as a key actor in pooling the efforts of NGOs and experts
to facilitate and implement reforms (also see Chapter 6). The RPR has been involved
in preparing and lobbying for many laws related to European integration, as well as in
overseeing their subsequent implementation. Journalists support the process by pub-
lishing information on reform measures, often in real time, and by drawing attention
to various efforts to sabotage reform.

The emergence of the National Anti-Corruption Bureau of Ukraine (NABU)
represents an early — though still tentative — success story for Ukraine’s reform
coalitions (see Chapter 7). The creation of the NABU in 2015 was one of the EU’s
conditions for visa liberalization for Ukraine. The involvement of the European
Commission’s European Anti-Fraud Agency (OLAF)* in the selection and nomination
of Ukrainian and European staff for the NABU appeared to ensure an unprecedented
degree of independence for the new body.

Despite its promising beginnings, political tensions over control of the NABU have
persisted. They are indicative of the covert political warfare that still surrounds every
aspect of institutional and economic reform in Ukraine.®® This experience indicates
the importance of external conditionality, as well as the need for continuous vigilance
and pressure from reform coalitions at every step of the policymaking process.

Overall, it is evident that reform coalitions continue to encounter significant
resistance both in parliament and in many parts of the government. The Ministry

of Interior, for example, which controls the police and National Guard, remains ridden
with inefficiency and corruption. Clearly some politicians (across all political parties)
still see reforms as optional or even as a threat to their careers. Nonetheless, opposi-
tion to reforms — and even the sense of a creeping restoration of the old order — has

% Office européen de lutte antifraude.

%0 This resistance was evident, for example, during the appointment of the auditors of the NABU. The auditors have the
exclusive power to dismiss the NABU’s head. It was also evident in the resistance of parliament to authorizing the NABU
to conduct wire-tapping. There is no political will in support of an effective, fully fledged corruption investigation agency.
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not derailed the determination of reformers to spearhead the country’s systemic
transformation. Instead, it has brought the scale of the problem and the depth
of resistance into view.

Coping with Ukrainian realities: EU policy and adaptation

The EU has provided Ukraine with a level of assistance well beyond that usually
offered to ‘third countries’, and exceeded only by its support to accession countries.
The EU is the biggest donor in Ukraine, having provided almost €11 billion during
2014-17 (with microfinancial assistance alone amounting to €3.4 billion in that
period). The EU Delegation to Ukraine is the EU’s second-largest delegation in

the world.

Legal approximation of the EU’s acquis is usually regarded as ‘low politics’, as

a technocratic process in other words. However, the reforms envisaged under the
AA-DCFTA have a potentially high political impact. Recognizing that it is not enough
to focus on assisting legal approximation alone, EU institutions are seeking to
support capacity-building in Ukraine’s state institutions.

One noteworthy innovation in this respect, pioneered by the European Commission,
was the formation of a dedicated Support Group for Ukraine (SGUA). Established
under the initiative of the then president of the Commission, José Manuel Barroso, in
early 2014 and continued under Jean-Claude Juncker, the SGUA consists of officials
from the Commission and EU member states. It is headed by Peter Wagner, and has
become, in the Commission’s words, a ‘catalyst, facilitator and supporter of reform’.®*

The SGUA has been central to coordinating the efforts of European donors. It acts
as a strategic centre for the development of local knowledge, utilizing linkages with
various parts of the Commission, such as the Directorate-General for Trade and
Directorate-General for Energy, as well working with institutions in Ukraine to iden-
tify needs and deliver assistance. This is a massive task given that about 260 assis-
tance projects — including 18 large flagship initiatives — in Ukraine are funded by the
EU and member states. Some EU member states, however, still work on their own,
bypassing the SGUA.

Coordination of assistance is complicated by the clustering of donors around specific
aspects of reform. For example, in 2016 an estimated 480 consultants were working on
decentralization (devolving competences from the central government to the regional
level), a favourite theme of international donors.? Such situations make overlap and
duplication of mandates and effort almost unavoidable. There is a clear risk that at
least some of the decentralization projects will create inefficiencies.®®

The SGUA has nonetheless made a noticeable difference in devising a more agile
and tailored strategy for promoting reforms. Within the European Commission’s
Directorate-General for Neighbourhood and Enlargement Negotiations (DG NEAR),
this more dynamic approach has been supported by the commissioner, Johannes
Hahn, and the deputy director-general, Katarind Mathernovd, who have adapted
the nature of EU assistance to Ukraine in response to challenges on the ground.

 European Commission (2016), Support Group for Ukraine: Activity Report: The first 18 months, October 2016,
https://ec.europa.eu/neighbourhood-enlargement/sites/near/files/neighbourhood/pdf/key-documents/
ukraine/20161028-report-sgua.pdf.

2 Comments by Oksana Syroid, deputy parliamentary speaker, DGAP conference, Kyiv, September 2016.

% See Leitch (2016), Assisting Reform in Post-Communist Ukraine, 2000-2012.
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Assistance has become more systemic, addressing the dysfunctionality of Ukrainian
institutions through a shift — as mentioned above — towards capacity-building.

Most of the reforms launched to date have been related to European integration.

They have included initiatives on sanitary and phytosanitary standards, judicial
reform, technical standards, energy, public procurement, decentralization and tack-
ling corruption. Sectors not directly related to European integration have received rel-
atively little assistance in the first instance from the EU or other international donors,
even though policy in several of these areas — such as public health, education, infra-
structure and social policy — attracts considerable public interest. In recognition of this
gap, the EU has become more involved in both healthcare and social policy reforms

in an effort to provide demand-driven support.

Despite the SGUA’s successes, few tangible results are in evidence as of 2017. The most
successful policies so far have resulted in the creation of new institutions and systems —
examples include the NABU, an ‘e-declaration’ system for electronic asset declarations
and the ProZorro electronic public procurement system (see Chapter 6 in particular).
Reforming existing institutions has proven far more difficult, even though these are the
target of most of the EU’s assistance. Paradoxically, capacity-building projects often
struggle to achieve results because the state institutions with which they collaborate
lack ‘absorption capacity’.

A further problem is that EU officials are reluctant, as a rule, to engage on a political
level.%* The lack of the prospect of EU membership is often cited as one of the reasons
why the EU cannot be too demanding in terms of reform expectations, given that
Ukraine is a ‘third country’ rather than an accession candidate. EU officials are aware
that excessive reform zeal could have unintended political consequences. According
to one official, they are apprehensive about ‘pushing too hard as Ukraine may end

up with a different government’.%® From an EU perspective, working with the current
pro-European administration in Kyiv is preferable, despite the slow pace of reform,

to triggering a change of political leadership by undermining the government’s
popular legitimacy. EU officials typically put a premium on stability and predictability
rather than change.

However, ‘going too easy’ on Ukraine carries its own risks. Given the resistance they
encounter, some EU officials show an unwarranted level of trust and empathy towards
their Ukrainian counterparts. The EU’s indulgence of the ruling elites in Ukraine
threatens to repeat the flawed strategy vis-a-vis Moldova, where the EU supported

a pro-European government out of fear of a return to power by the Communist Party.
Suitably emboldened, the Moldovan governing elites used reformist, pro-European
rhetoric as a ‘fig leaf’ to mask their true hostility to substantive reforms, and duly
continued to engage in extensive rent-seeking. This fostered the perception among
the public that the EU had colluded with self-serving elites in promoting corruption
in Moldova. The resulting popular disillusionment paved the way for the election

of a pro-Russian president in 2016.%° As Ukrainian citizens become more frustrated

4 There have been some valiant examples of more determined engagement, such as those by the EU Delegation during
the tenure of Jan Tombinski. His timely intervention broke the deadlock over electronic asset declarations by warning
that failure to pass the relevant law would endanger Ukraine’s progress towards visa liberalization. See Gressel, G.
(2016), Keeping up appearances: How Europe is supporting Ukraine’s transformation, London: European Council on
Foreign Relations, October 2016, http://www.ecfr.eu/publications/summary/keeping_up_appearances_how_europe_is_
supporting_ukraines_transformation.

% Interview with an EU official, Kyiv, February 2017.

% For example, during a focus group on EU-Moldova relations in Chisinau in May 2014, some participants claimed —
when asked the role of the EU in Moldova - that ‘the EU promotes corruption’.
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with the slow progress of reforms, any reluctance on the part of EU officials to criticize
the government could create a similar impression of indifference, or even collusion.

This leaves EU officials in a difficult position. They rely on the pro-European rhetoric
of some Ukrainian politicians and officials to create political will and galvanize support
for reform. Yet in giving the benefit of the doubt to the Ukrainian political class, the

EU may in effect be turning a blind eye to policy obstruction, thereby inadvertently
undermining its own credibility as a constructive actor in Ukraine.

Many aspects of EU assistance are not yet fully attuned to the specific challenges of
Ukraine’s ‘dual realities’. As one EU official put it: ‘Organizationally, we don’t really
care that it’s a challenging country. Ukraine is different, but nobody takes notice of
this and draws lessons.”” Many EU officials overestimate the political will and capac-
ity of formal institutions inside Ukraine to eradicate informal rent-seeking networks
and practices. For example, the Anti-Monopoly Committee (AMC) has benefited
from international assistance and pursued a visible reformist agenda since 2014. Yet
despite its expertise and mandate, the AMC remains too weak to confront powerful
political and economic players, such as those in the highly monopolized energy sector,
where companies owned by business tycoons (notably Rinat Akhmetov and Dmytro
Firtash, owners of regional electricity and gas distribution companies, respectively)
are dominant. In light of these fundamental constraints, the AMC cannot achieve its
goals through technical assistance alone.®® High-level political pressure needs to be
exerted on the Ukrainian government, so that vested interests in political life and
the economy can be curtailed.

The nature of this challenge is perhaps best illustrated by the programme of the
European Union Advisory Mission to Ukraine (EUAM) to assist reforms in the civilian
security sector. This sector comprises agencies responsible for law enforcement and
the rule of law, including the Ministry of Interior, the Security Service of Ukraine
(SBU) and the Prosecutor General’s Office (PGO). The EUAM team of over 200 inter-
national advisers from EU member states brings a considerable degree of expertise to
what is supposed to be ‘a joint effort to expedite the civilian security sector reform’.®
However, the presence of such a large contingent of experts does not guarantee effec-
tive international support for reforms. If anything, it illustrates the classic shortcom-
ings of technical assistance, as the Ministry of Interior, one of the major beneficiaries
of EUAM assistance, remains largely resistant to reforms. Ukrainian leaders often
depend on extra-legal means to enforce loyalty and intimidate opponents, so there is
little appetite within the political establishment for deep-rooted reform of law enforce-
ment. Meanwhile, the ‘business as usual’ implementation of the EUAM’s technical
recommendations undermines the reputation of the EU because:

... ineffective aid is actually damaging to Ukraine, as it fills in the vacuum created by the
lack of reforms with a pointless process of aid programmes that cannot possibly reach their
declared goals.”

 Interview with an EU official, Kyiv, February 2017.

% Interview with an EU official, Kyiv, February 2017. For a perceptive overview of the anti-monopoly policy, see

Shavalyuk, L. (2016), ‘The daily life of cartels’, Ukrainian Week, No. 11, December 2016, http://ukrainianweek.com/
Economics/180154.

% The EUAM’s mandate is divided into three pillars of activity: 1) strategic advice on civilian security sector reform;

2) support for the implementation of reforms, through hands-on advice and training; and 3) cooperation and coordination
between Ukrainian authorities and international actors.

70 Granovsky, V. and Nanivska, V. (2010), ‘Eurointegration: Rest’, Inside Ukraine, No. 11, Kyiv: International Centre for
Policy Studies, p. 15.
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Ukrainian reformers find it difficult to understand why EU officials ‘do not stand up more
and bang the table’ when the Ukrainian government fails to enact its reform pledges.”:

The EU’s position on a recent programme of macroeconomic assistance is a case

in point. In 2015, the EU offered Ukraine a package of support to be disbursed in
three tranches, subject to a number of conditions. The first tranche was delivered in
2015. The second was delayed because the Ukrainian government had not met all

the necessary conditions. Indeed, it had introduced further trade irritants, such as a
ban on wood exports. Yet the EU still showed a high degree of indulgence towards the
Ukrainian authorities (some in Ukraine would even call it naivety), ultimately disburs-
ing €600 million in funding while praising the country’s political elites for progress on
reforms. The main reason for the EU’s decision to release this second tranche in 2017,
despite Ukraine’s non-compliance with relevant conditions, was that the funds would
otherwise have been reassigned to different projects.

Ukrainian observers have drawn attention to the profound implications of the EU’s
weak enforcement of conditionality:

So far, the EU and the IMF (through their financial aid) were the main stimuli for reform
implementation. But what if the EU through its own actions destroys these incentives?

This is especially at the time when hopes for the political will of the government has almost
evaporated. Will the EU continue to insist that the Ukrainian government fulfill its obligations?
[...] As aresult, the price of EU’s macro-economic assistance to Ukraine may be higher than the
refusal to disburse these funds. What is more important for the country: 600 million euros or
reforms? The government and society may have different answers to this question.”

The DCFTA, Russia and trade reorientation

Ukraine’s integration into the EU’s single market is a long-term objective of the
DCFTA, which provisionally came into force in January 2016. Since 2013, the EU has
been Ukraine’s largest trading partner, accounting for over 40 per cent of the latter’s
trade in 2016. Ukraine’s main exports to the EU are metals, grains, electrical machin-
ery and equipment, ore and slag, fats and oils, wood and wood products.” In principle
the DCFTA offers major opportunities for Ukrainian businesses, especially for food
producers and manufacturers of machinery. However, the practicalities of gaining
access to the EU single market pose significant challenges.”

The EU promoted the DCFTA on the premise that it would deliver economic benefits

to Ukraine over the medium to long term, as institutional reforms and regulatory conver-

gence are achieved. However, the 201415 economic crisis and Russia’s punitive measures
changed the context and shortened time horizons. Access to the EU market has taken on

more urgency following Russia’s halt on trade with Ukraine in retaliation for the DCFTA.

This underlines the fact that the shift in Ukraine’s trade orientation is partly a reflec-
tion of circumstance as well as design. The DCFTA was never intended to exclude one

7! Interviews with EU and Ukrainian experts, Kyiv, February 2017. There are many lessons and instruments from Romania,
Bulgaria and the western Balkans, which could inform the EU’s support for promoting the rule of law in Ukraine, but they
do not seem to inform the EU’s strategies in Ukraine. See Popova, M. (2017), ‘How Can the EU Help Ukraine Build the Rule
of Law and Fight Corruption? Romania and Bulgaria as guideposts’, PONARS Eurasia Policy Memo No. 469.

72 Panchenko, I. and Sydorenko, S. (2017), ‘600mln instead of reforms: EU’s assistance to Ukraine that may become harmful’,
Ukrainska Pravda, 14 March 2017, http://www.eurointegration.com.ua/articles/2017/03/14/7062948/view_print/.

7% Ukraine’s exports to the EU grew by 24.5 per cent in the first quarter of 2017 in comparison to the same period in 2016,
according to the MEDT. See https://twitter.com/mineconomdev/.

7 Adarov, A. and Havlik, P. (2016), Benefits and Costs of DCFTA: Evaluation of the Impact on Georgia, Moldova and Ukraine,
Vienna: The Vienna Institute for International Economic Studies.
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market in preference for another, and is compatible with Ukraine’s numerous other
FTAs, including those with Russia and other Commonwealth of Independent States
(CIS) countries. Indeed the Ukrainian government actively sought to prevent further
trade restrictions by Moscow, through trilateral EU-Ukraine—Russia negotiations on
the DCFTA conducted in 2014-15.

However, these negotiations were unsuccessful. They merely exposed the lack of
substance in Russia’s claims about the potential adverse effects on its economy of
increased EU-Ukraine trade. The negotiations also exposed a lack of interest on
Russia’s part in finding technical solutions to trade-related issues.” Although Moscow
had started blocking some Ukrainian exports as early as the summer of 2013, access to
the Russian market became increasingly restricted following the Euromaidan and the
signing of the DCFTA. This culminated in Russia’s unilateral exclusion of Ukraine, with
effect from 1 January 2016, from the multilateral 2011 CIS FTA (which Ukraine had
joined in 2012). The move was consistent with Moscow’s well-established pattern of
using trade and energy dependency to force political concessions.

For the first time since independence, however, Ukraine was ready to sever the
‘umbilical cord’, leading to a drastic reduction in its economic and energy connectivity
with Russia. As of 2017, according to one EU expert in Kyiv, ‘nobody now thinks that
access to the Russian market is possible’.

Trade with Russia declined from 25.7 per cent of Ukraine’s total trade in 2012 to
11.6 per cent in 2016.7® This change is an immediate blow to the economy but may
force structural flaws to be addressed more quickly. Overdependence until recently
on Russia as an export market and energy supplier has had a distorting long-term
effect on the Ukrainian economy, for example, by discouraging energy efficiency.

It has lowered the competitiveness of Ukrainian companies: ‘What was sufficient
for the Russian market is not enough for the EU,” notes an EU official in Ukraine.”

The adjustment has been complicated, however, by domestic economic crisis,
military conflict in the eastern part of the Donbas region and inconsistent EU support.
Initially, in response to the difficulties in Ukraine, the EU offered a special package
of Autonomous Trade Preferences (ATP) which temporarily provided access to the
single market on an asymmetrical basis during 2014-15. This separate instrument
was not part of the DCFTA and thus required the support of EU member states
and the European Parliament. In 2016, the European Commission proposed some
new and very modest temporary Autonomous Trade Measures (ATM) for Ukraine,
which were finally adopted in 2017 and have a duration of three years. However,
this initiative was largely symbolic and was intended mainly to indicate political
support rather than boost Ukraine’s exports to the EU.7

7> Wolczuk, K. and Dragneva-Lewers, R. (2015), ‘No Economic Bright Spot in Tensions Between the EU, Ukraine and Russia’,
Chatham House Expert Comment, 17 December 2015, https://www.chathamhouse.org/expert/comment/no-economic-
bright-spot-tensions-between-eu-ukraine-and-russia; Wolczuk, K. and Dragneva-Lewers, R. (2014), ‘EU pragmatism

has rewarded Russia’s brazen trade bullying’, The Conversation, 25 September 2014, http://theconversation.com/eu-
pragmatism-has-rewarded-russias-brazen-trade-bullying-32050.

76 European Commission (2017), ‘European Union, Trade in goods with Ukraine’, p. 8, http://trade.ec.europa.eu/doclib/
docs/2006/september/tradoc_113459.pdf.

77 Interview with an EU official, Kyiv, February 2017.

78 The ATM mainly apply to agricultural products of lesser importance to Ukraine or provide only modest increases in
tariff-free quotas for Ukraine’s key agricultural commodities, such as grain. The fact that even these very modest trade
concessions encountered resistance within the European Parliament indicates the limited support for integration from the
very institution that had championed closer EU-Ukraine economic links. See European Parliament (2017), ‘MEPs back
further trade concessions to Ukraine, with exceptions’, press release, 1 June 2017, http://www.europarl.europa.eu/news/
en/press-room/20170529IPR76233/meps-back-further-trade-concessions-to-ukraine-with-exceptions.
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Ukrainian business and access to the single market

The challenges of making the DCFTA work stem from Ukraine’s reluctance to imple-
ment the reforms stipulated; and more broadly from the inhibiting effects of an oligar-
chic, monopolistic and predatory business culture, which hampers competition and
makes it harder for small and medium-sized enterprises (SMEs) to grow. The 2014-15
economic downturn exacerbated these challenges, forcing many businesses to focus
on crisis management rather than revenue growth, investment and expansion.

Demographic and cultural factors have played a role. Whether at large state-owned
firms or smaller private companies, the success of efforts to diversify export markets
has tended to reflect generational differences between younger and older entre-
preneurs and managers. Businesses with younger owners are more dynamic and
adjust more quickly. Those set up by the older generation are typically more oriented
towards Russian/CIS markets. They have tended to view trade as a state-led activ-
ity, and to place a premium on cordial political relations with Russia as a means of
ensuring market access for Ukrainian producers. As trade relations with the EU have
come to the fore, these more traditionally minded business people have anticipated —
incorrectly — that high-level political support would similarly facilitate swift access

to the EU single market.

In order for the DCFTA to be effective, Ukrainian businesses need to do more than
leverage political connections. They must adapt to a more competitive environment.
The commercial expertise, international networks and access to finance needed for
this are in very limited supply. Foreign direct investment in Ukraine remains negligi-
ble. Among the older businesses, there is an aversion to diversification. Ukrainian com-
panies are afraid of European competition, and thus lobby for protectionist measures.
Oligarchic businesses resist moving from a rent-seeking model to a profit-based one.
At the same time, while championing protectionism, they remain able to some extent
to take advantage of the DCFTA by adopting EU standards on an ad hoc, self-regulated
basis. As a result, there is an incentive for business actors with strong representation
in the Ukrainian government and parliament to oppose the creation of a level playing
field for rival domestic producers and European business.

The DCFTA requires Ukraine to open its borders to EU goods and services
progressively, with transition periods of up to 10 years in most sectors. As of 2017,
the Ukrainian government is preparing to promote trade reorientation and boost

the competitiveness of domestic businesses, but progress has been limited.” While
there have been some success stories, such as increased poultry sales in the European
market, Ukraine’s exports to the EU have increased largely because of higher ship-
ment volumes of mainstay products such as sunflower oil. Even though exports to
the EU have increased as a share of Ukraine’s total exports, their composition has not
changed significantly.

Trade promotion strategies continue to vary from one sector to another. Ukrainian pro-
ducers of high-value-added goods such as machinery have been trying to diversify into
other markets, such as the Arab countries. But Ukraine has yet to penetrate interna-
tional value chains to a meaningful degree. Its agricultural sector has massive poten-

7 The government has a new export strategy. See Ministry of Economic Development and Trade of Ukraine (2017),
‘Eksportna strategia Ukraini: Dorozhna karta strategichnogo rozvitku torgivli 2017-2021’ [Ukraine’s Export Strategy:
Roadmap for strategic trade development, 2017-2021], 28 March 2017, http://www.me.gov.ua/Documents/
Detail?lang=uk-UA&id =e6ab10fa-0ad9-4fe4-b8be-32f570693b64&title=EksportnaStrategiiaUkraini-DorozhniaKartaStrat
egichnogoRozvitkuTorgivli2017-2021.
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tial, but the costs of compliance with EU standards are high. Although the DCFTA
imposes quotas on trade in only 36 items, these caps apply to agricultural products in
which Ukraine enjoys a competitive advantage, such as grain and honey. The issue of
quotas has attracted considerable media attention in Ukraine.®°

So far, large businesses have found it easier than smaller ones to take advantage of

the DCFTA. Large agricultural companies more readily qualify for tariff-free quotas —
offered on a first-come-first-served basis — while SMEs lack the expertise and resources
to apply for such facilities. To overcome this and similar impairments, the European
Investment Bank (EIB) launched a project with EU funds to support SMEs via a variety
of measures, such as loan guarantees, and through channels such as the governmental
deregulation office in Kyiv and business advice centres in the regions.®! But out of 15
planned centres, only four were open as of mid-2017. There is still insufficient support
to help SMEs cope with competitive pressures once the DCFTA’s transition periods are
over. This remains a major weakness in the EU’s strategy, and an area in which institu-
tional support to Ukraine differs from that offered to accession countries.

The economic crisis and partial closure of the Russian market to Ukrainian

exports have raised the stakes, and have made businesses impatient for progress on

the DCFTA. However, prospects are limited by the fact that the DCFTA was never
intended to offer ‘quick fix’ solutions. It was designed as a process of gradual economic
integration, involving incremental trade intensification and regulatory convergence.
To improve the outlook for bilateral trade in the current context, it is therefore of
pivotal importance that the EU and Ukraine move swiftly to identify and sequence the
necessary phases in DCFTA implementation, in order to facilitate trade reorientation
in the most efficient and cost-effective way.

Conclusions

The Euromaidan protests in 2013-14 and the conclusion of the Association Agreement
appeared to be game-changers in EU-Ukraine relations. Popular demand for life in

a ‘normal European state’ was clearly demonstrated during the protests, and has
continued to be in evidence since then. Given this context, the progress of AA-DCFTA
implementation will provide an essential point of reference for institutional and
economic reforms.

Milestones so far include the signature and ratification of the overall Association
Agreement, the launch of the DCFTA and the introduction of a visa-free regime for
Ukrainians travelling to the EU. More broadly, the Ukrainian debate on Europe has
shifted from history, geography and geopolitics to European values, rules and techni-
cal standards.® This represents a sea change in EU-Ukraine relations, and has resulted
in an incomparably better understanding among Ukrainian policymakers of the pre-
conditions for integration with the EU.

However, as this chapter has discussed, Ukraine’s elites still have a propensity for
‘declarative Europeanization’, in which pro-European rhetoric fails to translate into
policy changes. For many politicians and their associates, reform remains optional.

8 For example, the annual quota for honey was exhausted within the first two weeks of 2017; exports exceeding the quota
are subject to a 9 per cent tariff. With the ATM, adopted in 2017, the increase in tariff-free quotas for honey is only modest.
8 See the project website, http://www.eu4business.eu/ukraine.

82 Wolczuk, K. (2016), ‘Ukraine and Europe: Re-Shuffling the Boundaries of Order’, Thesis Eleven, 136(1), pp. 54-73,

doi: 10.1177/0725513616667666.
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After two decades of mismanagement, the scale of reforms required and the domestic
barriers to enacting them are formidable. Meanwhile, the necessary political will,
capacity and resources remain in short supply.

To compound these problems, signs of ‘Ukraine fatigue’ have started creeping into

EU institutions and policy circles since 2016. This is perhaps inevitable in light of

the unrealistic expectations that had previously prevailed in the EU. Rebuilding the
Ukrainian state requires a long-term vision and commitment. ‘Institutional impatience’
is a well-known flaw of international assistance: donors generally lack the patience

(or long-term budgets) to sustain institution-building, even though such a project
requires visible, predictable and continuous support over many years.

The AA-DCFTA has transformational potential, but implementation needs to factor

in the political, economic and geopolitical context. Success depends not only on
technical rule diffusion and capacity-building, but also on political engagement by the
EU to cement Ukraine’s ‘European vocation’. Networks of patronage and rents remain
powerful. In addition to providing technical assistance, therefore, EU institutions

and officials need to step outside their comfort zones and empower reformist forces

in the country, while exposing the anti-reformers. Only then will societal demand
that Ukraine become a ‘fully European country’ have a chance of being realized.

8 Birdsall, N. (2005), ‘Seven Deadly Sins: Reflection on Donor Failings’, Centre for Global Development Working Paper, No. 50.
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4. Economic Reforms
Timothy Ash

The problem in gauging Ukraine’s progress in economic reform is that its per-
formance is all too frequently judged against unrealistic expectations — and by
commentators who have an interest in promoting, or a bias towards, a particular
narrative. At home, the euphoria generated by the success of the Euromaidan protests,
and the fact that hundreds of thousands of people demonstrated — and many died —

in support of political reform and closer economic relations with the EU, perhaps

led many to hope for a rapid transformation in the economy following the ousting

of President Viktor Yanukovych in February 2014.

However, reform was always likely to proceed more slowly and be more difficult in
practice. Limiting factors included 20-odd years of largely failed economic develop-
ment since Ukraine’s independence, the legacy of Soviet rule and central planning,
and the impact of Russia’s annexation of Crimea in 2014 and of the conflict in the
east of the country.

In Western policy circles, years of Ukraine failing to modernize its economy had
fuelled the lazy and sometimes self-interested narrative that the country was somehow
beyond reform. For some Western countries, perhaps half-hearted in providing finan-
cial or political support, and even eager to push Ukraine back into the Russian orbit,
this was a useful fiction. Further east, the regime of Vladimir Putin, Russia’s presi-
dent, had a clear interest in the failure of a Western development model in Ukraine —
Moscow was thus similarly interested in promoting the line that the Euromaidan
reforms were doomed to failure.

As is very often the case, the reality has proven more complicated than either the
overoptimistic or unduly pessimistic views of Ukraine’s prospects. Since the change
of government in 2014, Ukraine has produced — against the odds — some remarkable
achievements in terms of economic reform and stabilization. However, the job is
incomplete, and more can and certainly needs to be done.

As a starting point, it is useful to put to rest a commonly held misconception that the
Ukrainian economy was somehow doing well prior to the Euromaidan protests, and
that it would have done much better to simply maintain its existing course of develop-
ment as a so-called ‘bridge between East and West'. This fallacy can be challenged by
comparing the respective changes in per capita GDP at purchasing-power parity (PPP)
for Russia, Poland and Ukraine since the early 1990s, when their transitions from
planned economies towards market-oriented models were just beginning. According to
IMF data,?* in 1992 both Poland and Ukraine had per capita GDP of just over $6,000 in
PPP terms, while the comparable figure for Russia was $11,500 or thereabouts.

Looking at their respective development models, Poland from 1989 chose Western
liberal market democracy, formalized in the Treaty of Copenhagen in 1993 and
anchored a decade later by EU accession. Russia, by contrast, chose a more statist
orientation (a ‘power vertical’) that was assisted by the commodity super-cycle.
Despite these different paths, incomes in both economies increased dramatically in
the ensuing two decades: by 2013 Poland’s GDP per capita GDP had increased fourfold
to $24,000 in PPP terms, while Russia’s had more than doubled to $26,000. In stark
contrast, Ukraine achieved per capita GDP of only $8,676 at PPP in the same year

(see Figure 1).5°

8 IMF (2017), World Economic Outlook Database, April 2017, http://www.imf.org/external/pubs/ft/weo/2017/01/
weodata/weorept.aspx?sy=1992&ey=2013&scsm=1&ssd = 1&sort=country&ds=.&br=1&prl.x=69&prl.y="7&c=964%
2C922%2C9268&s=PPPPC&grp=0&a= (accessed 9 Aug. 2017).

8 Ibid.
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Figure 1: Per capita GDP at purchasing-power parity, US$
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Source: IMF (2017), World Economic Outlook Database, April 2017, http://www.imf.org/external/pubs/ft/weo/2017/01/
weodata/weorept.aspx?sy=1992&ey=2017&scsm=1&ssd =1&sort=country&ds=.&br=1&prl.x=69&prl.y=7&c=964%
2C922%2C9268&s=PPPPC&grp=0&a=.

Any casual observer of these statistics would quickly come to the conclusion that

the Polish and Russian development models (for all their faults) were superior, and
that the status quo in Ukraine was not working for the bulk of the population. By 2013,
it was simply unsustainable. The Euromaidan movement was arguably a popular revolt
against more than 20 years of failed economic development, and against long-running
exploitation of the population by the country’s elites. Something snapped, or

rather the prospect of Ukraine signing its Association Agreement and Deep and
Comprehensive Free Trade Agreement with the EU inspired hope of a different,

better and more inclusive model of development.

So to properly understand what has been achieved, or not, in terms of economic
reform, perspective has to be given to the starting point in 2013, even before the
Euromaidan. Ukraine’s level of development was far below that of its regional peers,
and among the lowest in Europe. More importantly, the country followed a totally
distorted economic model which was corrupt at its very heart, arguably institution-
ally so. This situation was arguably sustained by outside agents for whom Ukraine’s
structural economic flaws were advantageous. Dependency on cheap oil and gas
from Russia promoted rent-seeking, and caused economic distortions and inefficien-
cies that affected not only the energy sector, but also the financial system, the fiscal
accounts and the balance of payments. These same distortions were exploited by
Ukraine’s own elites.

And to further understand the challenges facing Ukraine, it is important to add the
headwinds to the economy felt over the past three-and-a-half years since Yanukovych’s
departure. A deep recession has ensued, with a peak-to-trough decline in real GDP of
around 17 per cent. In US dollar terms, nominal GDP has dropped by almost half to
just $93 billion, with per capita GDP at market exchange rates (as opposed to PPP)
down to around $2,200 in 2016,% the lowest in Europe. High inflation and a weak-
ened currency have compounded the situation, their effects particularly evident in

8 Ibid., http://www.imf.org/external/pubs/ft/weo/2017/01/weodata/weorept.aspx?sy=2013&ey=2016&scsm=
1&ssd=1&sort=country&ds=.&br=1&prl.x=51&prl.y=13&c=926&s=NGDPD%2CNGDPDPC&grp=0&a=.
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the initial aftermath of the Euromaidan. In early 2015, the rate of consumer price
inflation spiked to close to 60 per cent, while in the year to March 2015 the hryvnia
lost two-thirds of its value. The government, meanwhile, was forced into default on its
private-sector Eurobond liabilities, resulting in a debt restructuring in November 2015.

It should not be forgotten that Ukraine’s recent economic decline was not all

the result of its own systemic failings. A range of external forces also buffeted the
economy. These included Russia’s annexation of Crimea, Russian military intervention
and the conflict in Donbas. They also included a trade war with Russia and a marked
drop in demand and prices for key Ukrainian exports, particularly metals, around
this same time (2014-15). These forces added to the difficulties for Ukraine’s eco-
nomic reform team. Indeed, set against a weak starting point and the considerable
subsequent shocks to the Ukrainian economy after the Euromaidan revolution,

it is remarkable what has been achieved to date.

Macroeconomic policy and stabilization

Since the worst of the economic crisis in 2014-15, the outlook has brightened.

A combination of a flexible exchange rate policy, tight fiscal and monetary policy, and
energy sector reform/adjustment, among other actions, reinforced by two IMF support
programmes, has brought a remarkable stabilization in the macroeconomy — perhaps
the first proof of the success of the policy adjustment.

Economic growth resumed, admittedly from a low base, in 2016, with preliminary
data suggesting a respectable 2.3 per cent rise in real GDP.¥” Prior to the blockade

by Ukrainian war veterans of the separatist-controlled Donetsk People’s Republic
(DPR) and Luhansk People’s Republic (LPR) in early 2017, full-year growth in 2017
had looked set to accelerate further, to perhaps 2.5-3 per cent at least. Inflation has
dropped to around 15 per cent year on year, and the currency has strengthened to
around UAH 25:$1. The current account went from a deficit of 9.2 per cent of GDP in
2013 to close to balance in 2015, admittedly helped by a recession-induced downturn
in domestic demand; it has since moved back into a more modest deficit, equivalent
to 3.6 per cent of GDP in 2016, as the resumption of real GDP growth has boosted
imports.® Ukraine’s weak fiscal position has also improved (see ‘Reform of public
finances’, below).

Importantly, macro-stabilization has now set the stage for growth and recovery,
with the pace of the latter dependent on the successful implementation of a range
of micro-level policies to improve the business environment and encourage locals
and foreigners to invest.

In terms of the specific reforms rolled out since the Euromaidan revolution, the
following stand out as highlights:

87 1bid., http://www.imf.org/external/pubs/ft/weo/2017/01/weodata/weorept.aspx?pr.x=59&pr.
y=11&sy=2012&ey=2017&scsm=1&ssd = 1&sort=country&ds=.&br=1&c=926&s=NGDP_RPCH&grp=0&a=.
8 Ibid., http://www.imf.org/external/pubs/ft/weo/2017/01/weodata/weorept.
aspx?sy=2013&ey=2016&scsm=1&ssd=1&sort=country&ds=.&br=1&prl.x=65&prl.y=7&c=926&s=BCA_
NGDPD&grp=0&a=.
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http://www.imf.org/external/pubs/ft/weo/2017/01/weodata/weorept.aspx?sy=2013&ey=2016&scsm=1&ssd=1&sort=country&ds=.&br=1&pr1.x=65&pr1.y=7&c=926&s=BCA_NGDPD&grp=0&a=.
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Monetary and exchange rate policy

The National Bank of Ukraine (NBU) moved to a more flexible exchange rate
arrangement in 2015. This allowed the hryvnia to weaken significantly in nominal
and real terms, which in turn supported the broader macroeconomic adjustment.
The move was partly driven by the paucity of the NBU’s foreign exchange reserves,
which had dropped to a low of under $5 billion in the first quarter of 2015, but

there was also strong ideological support within the NBU to let markets work.
Recognizing the need for financial stability, the NBU maintained certain restrictions
on current- and capital-account transactions — tightening export surrender requirements
and restricting the transfer of dividends out of the country. Subsequently, as the
hryvnia has stabilized, and with foreign exchange reserves bolstered beyond the level
of three months’ import cover typically deemed critical, the NBU has moved to relax
these requirements.

The central bank seems committed to a floating exchange rate, which was

a requirement for the de facto introduction of an inflation-targeting regime in early
2016. In setting the stage for this reform, the NBU has substantially reformed its
internal structures, streamlining and winding down non-core functions. It has focused
resources on the traditional functions of an inflation-targeting central bank, while
remaining cognizant of its role in regulation and supervision of the banking sector.
The research function and markets departments at the NBU have been strengthened
beyond recognition, even as overall reforms have reduced the bank’s staff from nearly
12,000 to around 5,000, with headcount likely to fall further still. The changes at the
NBU are now being hailed as a model for wider public-sector administrative reform.

Banking sector reform

The NBU has been instrumental in transforming the Ukrainian banking sector
over the past three years. In 2014 the country had too many banks (more than 180),
many of which were close to bankruptcy and suffered from a range of problems
that included: high non-performing loan (NPL) ratios;®® rapidly eroding capital
bases; large, open foreign exchange positions; deposit flight; and a prevalence of
connected-party lending and money-laundering. It is fair to say that the sector
was on the brink of collapse, was a clear and present threat to macroeconomic
and financial stability, and imposed a large contingent liability on the state.

The NBU has responded with an impressive restructuring programme. Supervision
and regulation have been stepped up dramatically. The NBU has rolled out extensive
stress-testing and asset quality reviews of banks, with asset and capital deficiencies
identified and resolution plans agreed. Nearly 90 banks have been closed. These have
included a number (around 20) deemed to have been engaged in money-laundering,
and others with failed/failing business models and owners unwilling or unable to
impart change and recapitalize operations. Connected-party lending has been reined
in. Some high-profile and politically sensitive cases have proceeded, most notably
the nationalization of PrivatBank, the country’s largest bank. The existing two main
state-owned banks (Ukreximbank and Oschadnyi Bank) have undergone extensive
internal restructuring, with management and boards changed or revamped. They
have also benefited from substantial recapitalization by the state.

89 NPL ratios were as high as 50 per cent of assets, if a broad interpretation that includes substandard loans is used. Source:
author’s interviews with banking sector managers.

42 |

#CHUkraine



The 2016 budget
introduced
extensive policy
reforms to simplify
the tax system and
reduce informality
throughout

the economy

The Struggle for Ukraine
Economic Reforms

It is testimony to the skill and tenacity of officials at the NBU, and also at the Deposit
Insurance Fund, that these revolutionary changes have been effected without causing
broader systemic problems. The nationalization of PrivatBank went ahead without
prompting the run on system deposits that some had feared. Extensive preparation seems
to have been a major factor in the operation’s success — the preliminary work started two
years in advance, supported by international financial institutions that included the IMF.

Reform of public finances

Successive post-Euromaidan governments have undertaken far-reaching fiscal
consolidation, cutting spending and raising revenues. Helped to a certain degree by an
inflation tax, the fiscal deficit fell from 10 per cent of GDP in 2014 to just 2.2 per cent
of GDP in 2015, before rising fractionally to 2.3 per cent of GDP in 2016. By the first
half of 2017, the fiscal position was in surplus. Central to this adjustment was the erad-
ication of the deficit at Naftogaz, the state-owned gas supply and transit company. The
fiscal position specific to Naftogaz went from a deficit of 5.5 per cent of GDP in 2014
to balance in 2016 (see ‘Energy sector reform’, below).?® Moreover, the 2016 budget
introduced extensive policy reforms to simplify the tax system and reduce informality
throughout the economy. It sought to widen the tax base, improve tax compliance

and boost revenues. The main elements of the reform programme were as follows:

¢ Sixty-seven different rates of social security contribution, with an effective
rate of 41 per cent, were cut to a single rate of 22 per cent payable entirely
by the employer.

* A dual system consisting of personal income tax rates of 15 per cent and
20 per cent was replaced by a single rate of 18 per cent.

* Marginal tax rates for small and medium-sized enterprises (SMEs) were
simplified and raised.

* A general move from direct to indirect taxation occurred, aimed at boosting
entrepreneurial and economic activity. As part of this process, the agricultural
sector — long a tax/refund black hole — was levied with a single 20 per cent rate
of value-added tax (VAT).

* Taxes on property and excises were raised, while royalties on energy extraction
were cut.

As yet, the benefits of these reforms have yet to accrue in terms of revenue. Much

of the fiscal adjustment noted above came from budget cuts, with spending as a share
of GDP falling from 44.8 per cent in 2014 to 40.6 per cent in 2016. Revenue itself
dropped from 40.3 per cent of GDP to 38.4 per cent of GDP over the same period.”

A key reform rolled out in 2016 was the introduction of the ProZorro public
procurement system (see Chapter 6, in particular). There are hopes that this system
will significantly improve transparency and efficiency in public procurement, while
reducing scope for graft. Annual system budget savings of as much as $2 billion,
equivalent to around 2.5 per cent of GDP, are anticipated.

% IMF (2017), ‘Ukraine : 2016 Article IV Consultation and third review under the Extended Arrangement’.

1 IMF (2017), World Economic Outlook Database, April 2017, http://www.imf.org/external/pubs/ft/weo/2017/01/
weodata/weorept.aspx?sy=_2014&ey=2016&scsm= 1&ssd =1&sort=country&ds=.&br=1&prl.x=63&prl.
y=4&c=926&s=GGR_NGDP%2CGGX_NGDP&grp=0&a=.
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Further savings have been achieved as a result of the Ministry of Finance (MOF)’s
debt restructuring of $15 billion in sovereign and sovereign-guaranteed Eurobond
liabilities in 2015. The landmark deal, which included a 20 per cent principal haircut
and a three-year maturity extension, reduces Ukraine’s obligations by around

$12.5 billion over the three-year period of the IMF Extended Fund Facility (EFF).
While the operation was criticized for its generosity to bondholders (particularly its
provision of GDP warrants with large potential long-term payouts), it bought time for
the government to refocus on critical policy challenges and prioritize other reforms,
free of concerns over the near-term debt-servicing burden.

Energy sector reform

Energy reforms have transformed Ukraine’s fiscal and balance-of-payments positions,
and have created opportunities for the sector to become a dynamic driver of economic
growth. As noted above, the Naftogaz contribution to the quasi-fiscal deficit has been
cut, and the company is now running a profit. The gas import bill, meanwhile, has
been cut from $12 billion in 2009, when gas imports ran at around 40 billion cubic
metres (m®), to around $2 billion at present, with gas imports below 10 billion m®.
Importantly, zero imports are planned from Russia in 2017.

The reform strategy has been orthodox. Domestic gas prices have been raised to

cost recovery levels — implying price increases of 200-300 per cent in some cases — with
price hikes accompanied by targeted financial assistance to around 5.5 million households
disadvantaged by the rise in their fuel bills. The cost of subsidies paid to households

has increased, from 1 per cent of GDP in 2015 to 1.75 per cent of GDP in 2016. This has
cushioned the blow of the adjustment, while encouraging energy conservation and
diversification. To put this into perspective, over the past decade annual gas consump-
tion in Ukraine has been cut by around half to under 35 billion m?. With further reforms,
consumption is likely to be cut even further, to the point that in the medium term it may
be possible for Ukraine to become self-sufficient in gas or even a net gas exporter.

A new gas market law is intended to underpin the unbundling of Naftogaz and
the national gas market, allowing third-party access to gas transmission facilities.
Meanwhile, the management and supervision of Naftogaz have been overhauled,
with assistance from international financial institutions. That said, the introduc-
tion of a new Naftogaz statute, which would reinforce improvements in corporate
governance, is being resisted by vested interests, as is the unbundling process.

Further reforms in the energy sector will need to focus on several issues: executing

the unbundling of the gas and electricity sectors; targeting social assistance more
effectively (as the current system is arguably too generous to better-off families);
improving the efficiency of district heating companies; addressing non-payment
problems; and, more generally, improving efficiency across the network. On the latter
point, despite progress over the past two to three years, there remains considerable
room to reduce energy consumption through efficiency gains.

The success of the recent reforms is significant. It is worth stressing that for

much of the period since independence, excuses for non-reform of the gas-pricing
formula have abounded. Foot-dragging in this area likely reflected the fact that
the rents extracted by Ukraine’s elites from this source were substantial — in the
region of $2-3 billion a year. Yet despite resistance from vested interests and some
economic hardship in the general population, the reforms have been rolled out
without causing a social revolution.
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New reform priorities

The successful reforms identified above are primarily macroeconomic, providing

a top-down impact on the environment in which business operates. While the resultant
stability sets the stage for stronger economic growth in broad terms, the quality and
precise pace of growth will now arguably be determined by micro-level reforms.
These include measures to improve the underlying business environment, particularly
by reducing bureaucracy, corruption and excessive regulation. On this latter score
progress has been much more chequered. Some of the important reform priorities

are as follows:

Pension reform

There is a pressing need to reform the antiquated pension system, which is simply
not fit for purpose and remains a huge drag on the public finances. The current system
provides entitlement to too many individuals. It imposes a financial burden both
directly on the government and indirectly on businesses, which ultimately must fund
the system through taxes and social security contributions. The pension system costs
the equivalent of around 11-12 per cent of GDP, compared with a European average
of 8-9 per cent of GDP. It runs a deficit equivalent to around 6 per cent of GDP, largely
funded by direct transfers from the state budget.®? Not only is the retirement age too
low, but special preferences in particular professions (the police, army, civil service)
weigh the system down. Social security contributions have fallen, and widespread
avoidance of payment by employers further inhibits revenues.

The obvious solution is ‘parametric reform’ — that is, adjusting parameters such as
contribution rates, the retirement age and so on — but populists within the Verkhovna
Rada bitterly oppose this. Policymakers have suggested that hikes in the retirement
age can be avoided by lowering the dependency ratio — at present, the ratio of pensioners
to contributors stands at a remarkably low 1:1, but it is expected to rise to 1.3:1
(beneficiary to contributor) by 2040 as the population ages.

In addition to parametric adjustments, the most likely reforms entail increasing
the pool of contributors by reducing informality in the economy. Change seems
inevitable at some point, as the present system costs too much to run yet fails
to provide a living pension (average pensions are the equivalent of just $2 per
day). At the time of writing, there were hopes that the Rada would approve an
IMF-compliant pension bill in the autumn of 2017.

Fighting corruption

Opinion polls consistently suggest that corruption remains one of the biggest
problems for domestic and foreign businesses, and for Ukrainian society more widely.
Successive governments have paid lip service to fighting corruption, with support
from international organizations. Anti-corruption efforts have been the cornerstone
of IMF, World Bank and EU/European Bank for Reconstruction and Development
support programmes. Some institutional reforms have been rolled out (see chapters
6 and 7 in particular). They include the ProZorro public procurement system; an
‘e-declaration’ system, launched in September 2016, for recording the assets of
Verkhovna Rada deputies, ministers and government officials; and the establishment

92 IMF (2017), ‘Ukraine : 2016 Article IV Consultation and third review under the Extended Arrangement’.
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of the National Anti-Corruption Bureau of Ukraine (NABU). The NABU has been
operational since January 2016. Plans are afoot to create special anti-corruption
courts and appoint anti-corruption judges — something the IMF is currently pressing
the government to deliver on as part of the fourth review under the IMF EFF.

Despite all this activity, there has been little real progress in the investiga-

tion, prosecution and conviction of individuals over corruption. While the asset
e-declaration system was hailed as a landmark for Ukraine, and indeed globally in
the fight against corruption, few of the seeming irregularities uncovered in the initial
set of declarations have been formally addressed. If the system is perceived as failing
to investigate, prosecute and convict politicians and public officials for wrongdoing,
the risk is of a popular backlash against reform, which could itself bring populist,
less reform-minded individuals to power and affect overall prospects for economic/
policy transformation.

Dovetailing with the anti-corruption agenda is the urgent need to overhaul the

State Fiscal Service (SFS), which encompasses the tax and customs administrations.
The recent annual report of the business ombudsman showed the SFS to be the

most complained-about government institution, accounting for 45 per cent of all
complaints. The SFS has now been put under the control of the MOF rather than the
Cabinet of Ministers. This should give the minister of finance more scope and respon-
sibility to reform the service; hitherto, the SFS had operated in a murky no man’s
land between the MOF and the prime minister’s office. A structural benchmark for the
fourth review under the current IMF programme is the merger of the tax and customs
administrations. If implemented, this should further boost efficiency and MOF over-
sight, and reduce the scope for graft. The roll-out of electronic systems throughout
the SFS should result in a more rules-based system in which the use of arbitrary
discretion by revenue officials becomes less prevalent.

Already some success has been achieved with the electronic administration of

VAT returns. The abolition of the tax police with effect from January 2017 was also

a major achievement, as corrupt officials in the organization had operated with
impunity for years — indeed, doubts remain as to whether the tax police was ultimately
revenue-enhancing or revenue-subtracting, given the prevalence and likely scale

of embezzlement. Corruption remains hard to eradicate: following the tax police’s
demise, other security agencies have sought to fill the void in terms of rent-seeking.
Nonetheless, the recent arrest of the head of the SFS, Roman Nasirov, raises some
hope that the administration under President Petro Poroshenko is finally willing

to act on allegations of corruption.

State-owned enterprise (SOE) reform

The 3,000 or so enterprises (accounting for around 10 per cent of GDP) at present
remaining in state ownership represent a source of inefficiency in the economy,

a continued drain on the public finances through their need for subsidies, and

a source of corruption.

There is acceptance within policy circles that to solve the problems at many of

these entities, it be will be necessary to improve their corporate governance and
transparency, privatize them or put them into liquidation. Some effort has been
made over the past few years to improve the management and supervision of entities
such as Ukrainian Railways and Naftogaz. However, privatization has struggled —
not helped by the weakness of supporting infrastructure and legislation, a difficult
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macroeconomic environment, and the regional political and security setting. The

hope had been that the Odesa Seaport privatization would prove to be a model for
other SOEs to follow, but the sale ultimately failed, weighed down by legal controversy
and challenges, and also perhaps by uncertainties over the broader business and
investment environment. The future of the next big entity expected to go under the
hammer, the power generator Centrenergo, is similarly clouded in uncertainty.

A recent announcement over a ‘triage’ solution to managing SOEs, including plans to
privatize, liquidate or sell concessions in many firms while keeping only 15 strategic
enterprises in state ownership, is encouraging.

Land reform

It remains ironic that in Ukraine, home to the rich black soils known as ‘chernozem’
and arguably the best agricultural land in Europe, land reform has been sadly lacking.
The potential of the Ukrainian agricultural sector is huge. Grain yields are currently
one-third or more below those in Western Europe, but could easily reach parity given
the right use of inputs and the right upstream and downstream support systems. This
could push annual grain production from 60-70 million tonnes towards 100 million
tonnes. However, the key impediment remains the lack of a functioning market for
land, necessary for significant economies of scale to be extracted.

Arguments against reform suggest that Ukraine is somehow ‘different’, and that
special factors are at work compared to countries where land markets allow farmers
to use land as collateral for loans (thus enabling them to invest). There is also the
argument that small landowners will be exploited by large capitalist farmers — but
that already seems to be the case with the existing leasehold system. It seems more
likely that vested interests (well represented in the Verkhovna Rada) behind large
leasehold farming systems are preventing much-needed change. But land reform,

if well-constructed, could be truly transformational for Ukraine, once again making
it the ‘breadbasket’ of Europe and enabling the agricultural sector to become

a powerhouse for the rest of the economy.

Conclusion

There is a sense that the four major areas of reform on the agenda — pension reform,
delivery on the anti-corruption agenda, privatization and land reform — have now
brought Ukraine to something of a turning point. Delivery on these reforms could
improve the outlook for economic growth and mark out a bright future for the country.
Indeed, with effective institutional changes, there is no reason why Ukraine cannot
top the European growth stakes and enjoy a rise in GDP growth — admittedly from

a low base — to an average of perhaps 5 per cent per annum. Inevitably, vested interests
will try to stand in the way. But what we have learned from successful reforms so far

in banking, the energy sector and the public finances is that Ukraine — far from being

a lost cause —is reformable, if international financial institutions and civil society con-
tinue to press reluctant elites to deliver.
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Janet Gunn

For a state in which much of political life, governance and the judiciary has been
captured by vested interests for the past 25 years, the tally of democratic reforms
undertaken since the Euromaidan revolution is impressive. But these reforms are
neither complete nor irreversible, and in 2017 there have been signs of substantial
pushback from the Ukrainian establishment. Most observers continue to see grounds
for optimism, but more needs to be done to secure the country’s still-fragile

political transformation.

The national tradition in Ukraine is stronger than the state tradition and has become
even stronger in the period since 2014. But the major tasks Ukraine has to undertake
require institution-building and state management, and much of the change requires
high-level political coordination. The Freedom House ‘Nations in Transit’ rankings for
2017 describe Ukraine as a ‘transitional government or hybrid regime’, on a par with
Georgia and Albania.”® Ukraine’s self-proclaimed status as a European country invites
high expectations both among the domestic electorate and international partners for
improved governance — not least, in relation to obligations under the EU Association
Agreement. Significant progress has been made in legislative, public administration,
decentralization and local government reforms. Some 320 reform-related laws were
adopted in 2015 and a further 200 or so in 2016;°* in comparison, legislative activity
pre-2014 was among the lowest in the former Soviet region.

Yet formidable challenges remain. Ukraine’s constitutional framework has been in

flux since independence. The 1996 constitution provided for strong presidential
authority, which was weakened in 2004, reinstated in 2010, and in 2014 weakened
again when the 2004 amendments were restored. Constitutional reform has been
hesitant, and there is no clear division of powers between the executive, the legislature
(Verkhovna Rada) and the judiciary, all of which are subject to influence by politicians
with business interests. Ukraine by no means has an authoritarian system, such as

that which Viktor Yanukovych tried to establish during his presidency (2010-14). The
current president, Petro Poroshenko, shares power both with the government and —
since the ruling coalition’s loss of its parliamentary majority in 2016 — with a variety of
other political forces. Nonetheless, the presidency has considerable — and, many would
argue, undue - influence over the political process; it is alleged, for example, that the
new candidates nominated by the president for the Central Electoral Commission
(CEC) in 2016 (but not accepted by the Rada) were affiliated with the governing
parties, with no representation for opposition parties.

Corruption also remains rife. Measures to tackle it are discussed in detail elsewhere
in this study (see Chapter 7, in particular). Crucial electoral reform is stalled, and
there have been calls for early parliamentary elections (not due until 2019), but these
would be unlikely to produce a fair result while the existing system is in place. Even
if elections were entirely free and fair, this would not be sufficient to establish a fully
functioning democracy. An expert on democratic transition concluded in early 2017
that substantive progress in Ukraine could take ‘several electoral cycles’.”> Despite
significant progress, reform in most areas has required persistent pressure from the
international community and civil society. In particular, conditionality and incen-
tives from the EU and IMF, such as the lure of visa-free travel to Schengen countries,
have been crucial. Opponents of reform have attempted to dilute crucial legislation

% Freedom House (2017), Nations in Transit 2017: Ukraine, https://freedomhouse.org/report/nations-transit/2017/ukraine.
%4 Vox Ukraine (2017), ‘700 days of monitoring reforms’, 17 February 2017, https://voxukraine.org/2017,/02/17/700-days-
of-monitoring-reforms-in-ukraine-ministries-rating/.

% Chatham House roundtable, ‘Renewing the Political Class in Ukraine’, February 2017.
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concerning ‘e-declarations’ of the assets of public officials, as well as other areas.
Meanwhile, the lack of clear procedural rules makes it easy to weaken legislation with
amendments and counter-drafts.

Given this context, lack of popular faith in the political system is hardly surprising.
In a recent opinion poll, 80 per cent of respondents indicated that they do not trust
state officials, 77 per cent that they do not trust political parties, 74 per cent that they
do not trust the government, and 67 per cent that they do not trust the president.*®
Likewise, Ukraine’s pro-European civil society does not trust the political establish-
ment to carry through fundamental reform. Using various mechanisms — such as the
Reanimation Package of Reforms (RPR, a broad coalition of NGOs); CHESNO (an
organization that pushes for transparency and fairness in elections); and direct civil
society participation in government departments — civil society is involved in initiat-
ing and drafting legislation and monitoring progress. The RPR publishes timelines
and checklists on reform legislation, showing which laws have been adopted and
implemented and when.*”

Parliament and political parties

Ukraine has a premier-presidential system, a form of semi-presidentialism in

which the prime minister and cabinet are collectively responsible solely to the
legislature. This often results in rivalry between the president and prime minister.
Deputies to the Verkhovna Rada are elected through a mixed system, with half of
the 450 seats filled by proportional representation and the other half in majoritarian
(single-mandate) constituencies. Twenty-nine seats, representing Crimea and the
occupied parts of Donetsk and Luhansk oblasts, are currently vacant. (There is little
prospect at present of free and fair elections taking place in the occupied territories.)
Political parties are still personality-driven rather than ideology-driven. The work

of the Rada itself is only partly reformed, and informal ways of agreeing legisla-

tion and policies persist.

The October 2014 parliamentary election resulted in a wide-ranging realignment
of political forces. This realignment did little to reduce institutional resistance to
systemic reform, however, and the power of vested interests remains entrenched.
The eastern Ukrainian elite saw its parliamentary position dramatically diminished,
as the Opposition Bloc (which inherited what was left of the Party of Regions, the
power base of the Yanukovych regime) won only one-tenth the number of seats
secured by the pro-Euromaidan parties. Of the previously existing parties, only

the Fatherland Party (Batkivshchyna) led by Yulia Tymoshenko and the populist
Oleh Lyashko’s Radical Party were able to retain seats (the Radical Party gained

22 seats, having had just one in the 2012 parliament).

Other parties disappeared or reconstituted themselves as new ones (in order to
circumvent the legal ban on electoral blocs or alliances) composed of members of
previous parties: President Poroshenko’s Bloc of Petro Poroshenko (BPP); the then

% Razumkov Center (2016), Otsinka hromadyanamy sytuatsiyi v krayini, stavlennya do suspil’nykh instytutiv,

elektoral’ni oriyentatsiyi [Citizens’ assessment of the situation in the country, attitudes towards social institutions,
electoral orientation], 22 November 2016, http://razumkov.org.ua/ua/napryamki/sotsiolohichni-doslidzhennia/otsinka-
hromadianamy-sytuatsii-v-kraini-stavlennia-do-suspilnykh-instytutiv-elektoralni-oriientatsii.

7 Reanimation Package of Reforms (2017), ‘Critical Tasks for 2017’, 17 February 2017, http://rpr.org.ua/en/news/critical-
tasks-for-2017/; Reanimation Package of Reforms (2016), ‘The Biggest Achievements of the Ukrainian Reforms (as of
November 2016)’, 10 November 2016, http://rpr.org.ua/en/news/the-biggest-achievements-of-the-ukrainian-reforms,/.
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prime minister Arseniy Yatsenyuk’s People’s Front (which included several former
leading members of the Fatherland Party); Lviv mayor Andriy Sadovyi’s Samopomich
(Self-Reliance) party; and the Opposition Bloc, which won 29 seats.

For the first time since the Soviet era, the Communist Party did not win enough
votes to enter the Rada. Far-right groups did badly: Svoboda (Yanukovych’s coa-
lition partner in the pre-Euromaidan government) won only six seats, and Right
Sector only one seat.

Overall, the composition of parliament changed substantially. More than 50 per cent
of members of parliament (MPs) elected were new to the Rada, and its younger
entrants included leaders of the Euromaidan movement, battlefield commanders,
and investigative journalists pressing vigorously for reform.

The People’s Front and the BPP won the largest number of seats (226). On

27 November 2014, they formed a pro-Western, reformist ‘European Ukraine’
coalition, controlling 288 seats jointly with Samopomich, the Radical Party and

the rump of the Fatherland Party, with Yatsenyuk again as prime minister. The
coalition lasted in this form until August 2015, when the Rada passed at first reading
a constitutional amendment on administrative decentralization. However, the
amendment failed to win the 300 votes necessary for full enactment of constitutional
change, because it included provision for special status for the occupied parts of
Donbas (as required by the Minsk II agreement). The populist Radical Party left

the coalition over this issue.”®

In early 2016 Yatsenyuk narrowly survived a vote of no confidence, after which

the Fatherland Party also left the coalition, as did Samopomich, in the latter case

over the slow pace of reform. As a result, the ruling coalition was left with only 215
votes in the Rada, 11 short of a majority. In April 2016 Yatsenyuk was replaced by
Deputy Prime Minister Volodymyr Groysman, an associate of President Poroshenko
and former mayor of Vinnytsia in western Ukraine. The coalition survived. Groysman
has shown that he is his own man, rather than the president’s, and he appears to have
mended fences with the People’s Front. However, voting records in the Rada show that
many parties are divided, that about 40 MPs from the BPP and People’s Front form an
‘internal opposition™® within the coalition, and that opposition parties sometimes vote
with the government. The popularity of the BPP and People’s Front has plummeted,
while the Fatherland Party seems to be on the rise once again (see Figure 2).1%°

% Morelli, V. L. (2017), Ukraine: Current Issues and U.S. Policy, Congressional Research Service, 3 January 2017,
https://fas.org/sgp/crs/row/RL33460.pdf.

% Ostapchuk, D. (undated), ‘Verkhovna Rada Ukrayiny pid mikroskopom’ [Ukraine’s Verkhovna Rada under the
Microscope], Vox Ukraine, https://voxukraine.org/longreads/coalition/article-ru.html (accessed 20 Jul. 2017).

100 Makarenko, O. (2017), ‘Electing bad leaders in Ukraine: how to break the vicious cycle #UAreforms’, EuroMaidanpress,
28 February 2017, http://euromaidanpress.com/2017/02/28/electoral-reform-not-early-elections-will-help-ukraine/.
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Figure 2: Changes in popularity of political parties in 2014-16

Share of vote, parliamentary Likely share of vote,
election, Oct 2014 Dec 2016 survey
%
25

22.2%
21.7%

People’s Front

Bloc of Petro Poroshenko

18.3% Fatherland Party
(Batkivshchyna)

12.2% Opposition Bloc
11.9% Bloc of Petro Poroshenko

Samopomich 11.0% — D, &< 10.4% Za Zhyttia
Opposition Bloc 9.5% 10 P 9.8% Radical Party

(sub-party: Za Zhyttia)

7.6% Samopomich
Radical Party 7.5%

: 5% Svoboda

Fatherland Party 5.7%
(Batkivshchyna)

Svoboda 4.7%

1% People’s Front

Note: In a December 2016 survey of voting intentions, 53.1 per cent of respondents said they were undecided, would not
vote or would spoil the ballot.

Source: Kyiv International Institute of Sociology (2016), ‘Pres-relizy ta zvity, Elektoral ni nastroyi naselennya shchodo
vyboriv Verkhovnoyi Rady ta Prezydenta Ukrayiny, Hruden 2016’ [Press releases and reports: Voter preferences for
parliamentary and presidential elections in Ukraine, December 2016], http://www.kiis.com.ua/?lang=ukr&cat=reports&
id=667&page=1.

The BPP’s division goes back to November 2015, when 15 mainly new Verkhovna
Rada members formed a sub-faction in the party under the banner of fighting
corruption. In June 2016, its leaders, Svitlana Zalishchuk, Serhiy Leshchenko and
Mustafa Nayyem, key members of the 23-strong ‘Euro-Optimist’ cross-party caucus

in the Rada, joined the Democratic Alliance (‘DemAlliance’), a hitherto insignificant
party, to form a new party described as based on liberal values and pro-European
orientation. They had been critical of Poroshenko’s anti-corruption efforts since the
Euromaidan revolution.®* Some Samopomich MPs also joined DemAlliance. In July
2016, at its first congress, the reconstituted party adopted a platform of ‘transforming
Ukraine into a modern European country’, with the hope of winning 12-15 per cent of
the vote in the next parliamentary election (due in 2019). However, it is far from certain
to get over the threshold of 5 per cent needed to enter the Rada, and its members
accept they will likely need to form a new party with other like-minded politicians.

Other newcomers on the scene are Sila Ludey, another party with a strong
anti-corruption agenda, and the Movement of New Forces set up by Mikheil
Saakashvili, the former president of Georgia. In early November 2016, Saakashvili
resigned as governor of Odesa, accusing the president of tolerating corruption.
Saakashvili described his party as a new Ukrainian political force without links to
big business or established political factions, and said he would push for early elec-
tions.*2 It is, however, essentially a populist movement rather than a genuine force
for progress. In April 2017, the Movement of New Forces joined with Volya, which
won one single-mandate seat in 2014. However, Saakashvili’s political future in
Ukraine is now in doubt, after President Poroshenko stripped him of his Ukrainian
citizenship in July 2017.

101 Minakov, M. and Webb, I. (2016), ‘A new party for Ukraine’s euro-optimists?’, Open Democracy, 15 August 2016,
https://www.opendemocracy.net/od-russia/minakov-webb-a-new-party-for-ukraine.

102 Williams, M. and Chornokondratenko, M. (2016), ‘Ukraine presidential official counters Saakashvili’s corruption claims’,
Reuters, 17 November 2016, http://www.reuters.com/article/us-ukraine-crisis-corruption-saakashvili-idUSKBN13C1CH.
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Opposition parties have also evolved. There have been reports of a split in the
Opposition Bloc between the ‘Donbas group’ led by Rinat Akhmetov and the ‘Energy
group’ led by Dmytro Firtash (an energy tycoon currently under house arrest in
Austria). However, the Opposition Bloc is unlikely to split and is still well positioned
to benefit from popular dissatisfaction. It is a vociferous critic of the government’s
pro-reform policies and fiercely opposes any moves to limit Russian influence in
Ukraine. It is the only parliamentary force that openly refuses to recognize the
Donbas conflict as Russian aggression against Ukraine. There is also a smaller group
of parliamentarians controlled by Viktor Medvedchuk, a pro-Russian politician and
confidant of Vladimir Putin. The concept of ‘opposition’ has itself become muddled,
since the Opposition Bloc usually votes against anti-corruption legislation but
supports the governing coalition on an ad hoc (opportunistic) basis, in so-called
‘situational coalitions’.

In June 2015 a new party, the Association of Patriots of Ukraine (UKROP), was
established, based on a group of non-party deputies in the Rada called the Patriotic
Alliance. UKROP’s support base is the industrial Dnipropetrovsk region, which

became prominent in 2014-15 due to its proximity to the conflict zone and the tough
line taken towards pro-Russian militants by its then governor,'% Thor Kolomoyskyi,

a media owner often described as the only truly pro-Ukrainian business tycoon.1%

In the spring of 2017, after the government had responded to a spontaneous block-

ade of the occupied areas of Donbas by populist and nationalist forces by imposing its
own official blockade, the largest nationalist and veterans’ movements, Svoboda, Right
Sector and National Corps, formed an alliance. This alliance may not last long. In addi-
tion, populist forces from Tymoshenko’s Fatherland Party, which currently enjoys the
highest popularity ratings, are pushing for early elections.

While many of the old practices in politics persist, attempts are under way to

reform the parliamentary process; to improve MPs’ links with their constituencies,
local authorities and the media; and to build capacity in policy development, working
practices and ethics. There has been a sharp reduction in the practice of MPs voting on
behalf of absent members, and Rada attendance has improved. The number of women
MPs has risen steadily, from 11 (2.4 per cent of the total) in 1991-94 to 47 (11 per cent
of the current total, excluding vacant seats) in 2014. However, some of the October
2014 cohort of new MPs say they are not fully accepted or able to influence the Rada
to promote reform — they still feel ‘like guests’.!% Low salaries and inertia are thought
to be drawing some of the new MPs into the same sort of bad practices as those

of the old guard.

A majority of the Ukrainian population favours the abolition of immunity from
prosecution enjoyed by parliamentarians and members of the judiciary. In July 2016,
in a rare case, 275 members of the Rada voted to remove the immunity of Oleksandr
Onyshchenko, an MP from the People’s Will faction accused of fraudulent conduct
in energy trading.®® Onyshchenko himself claimed that the case against him was
fabricated and politically motivated, and fled abroad, where he himself has made
allegations of corruption against the Poroshenko administration. There have been

103 Kolomoyskyi funded some of the volunteer battalions and is reputed to have offered a bounty for the capture of
separatist militants.

104 Kolomoyskyi fell out of the president’s favour in 2015, in a row over control of the state oil pipeline operator
UkrTransNafta, and was replaced as governor of Dnipropetrovsk. His powerful bank, PrivatBank, was nationalized in 2016.
105 private conversation with a Rada member, February 2017.

196 Sydorov, D. (2016), ‘King’s schemes. Charges against Onyshchenko’, UNIAN Information Agency, 7 July 2016,
http://www.unian.info/society/1405115-kings-schemes-charges-against-onyshchenko.html.
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other recent attempts to lift the immunity of members of the Rada and prosecute
them in respect of allegations of fraud and embezzlement. In his annual address
on 7 September 2017, President Poroshenko suggested that parliamentary immu-
nity might be abolished with effect from 1 January 2020, a proposal that is likely
to meet with resistance.

Electoral reform

Electoral reform, though essential for Ukraine, is not making progress. Civil society,
reformist parties and international experts are pressing for the following changes:

a shift to an open-list proportional system for parliamentary elections; renewal of

the CEC, which organizes and oversees elections; the enfranchisement of internally
displaced persons and internal labour migrants; the application of effective and
dissuasive penalties for violations of electoral law; and effective investigation of
offences. There is also a need for continued reform of political financing, including the
establishment of an electronic declaration system for the financial reports of political
parties and candidates, and restrictions on campaign spending and advertising.

The 2014 parliamentary election was held under the existing mixed system (pro-
portional representation plus single-mandate constituencies). The proportional lists
brought in new people, while the old guard hung on in the single-mandate districts.
Reformists, with support from the Venice Commission,'®” have advocated an open-list
proportional system for all elections in Ukraine. They call for the elimination of the
single-mandate constituencies, which tend to preserve the influence of vested interests
and bad practices such as vote-buying and the use of government resources in elec-
tions. The new ruling coalition’s programme promised change. A new draft electoral
code exists, but there is no consensus for adopting it. Open-list proportional repre-
sentation would involve direct voting for candidates on party lists in all the regions.
The system has some drawbacks, but would reduce the influence of vested interests.

The CEC is still as constituted under Yanukovych, with 13 of its 15 members now
more than two years beyond expiry of their seven-year mandate (extended to allow
local elections to be held in 2015). The CEC’s head, Mikhail Okhendovskiy, was
recently under investigation for corruption but remained in his post. In September
2017 the criminal investigation was suspended due to lack of evidence, and he claimed
that the case against him had been politically motivated. President Poroshenko
nominated 11 replacements for 12 members of the CEC, but many were seen as
politically partial and were not accepted by the Rada.!%®

One move to reduce manipulation of elections is the provision of state funding for
political parties.’® Parties received more than UAH 90 million ($3.3 million)** from
the state in the first quarter of 2017. These funds may not be used for election cam-
paigning and are only paid to parties that reached the threshold of 5 per cent of the
vote in the previous election, but from the next election the threshold for funding will
be lowered to 2 per cent. The issue of state financing of parties remains controversial,

197 The Venice Commission is an advisory body of the Council of Europe, composed of independent experts on
constitutional law.

108 Author’s interviews in Kyiv, January 2017.

109 Kosmehl, M. and Umland, A. (2016), ‘Ukraine Introduces State Financing for Political Parties’, Harvard International
Review, 30 August 2016, http://hir.harvard.edu/ukraine-introduces-state-financing-political-parties-promising-reform-
cosmetic-change/.

110 At an exchange rate of UAH 1:US$0.0364, Reuters (2017), ‘Currencies’, http://uk.reuters.com/business/currencies
(accessed 7 Sep. 2017).
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as many politicians lack enthusiasm for openly regulated financing, and the public
do not see why their taxes should fund what they perceive as corrupt entities.!!! The
placing of paid advertisements in election campaigns is to be restricted, in order to
establish a more level playing field for parties and reduce their ‘capture’ by private
business interests.

Political party funding is monitored by the National Agency for Prevention of
Corruption (NAPC), which became operational in the spring of 2016. Limits are set
for donations to parties and candidates: donations are only permitted from Ukrainian
legal entities and individuals; the maximum individual donation is 400 times the
minimum monthly salary (UAH 3,200 — about $116),'*? while the maximum from
legal entities is 800 times the minimum salary. Local party branches have to report
quarterly on donations received and how they are used. Some parties have been fined
for providing false information in their statements on property, income, spending
and financial liabilities.

Public administration

World Bank governance indicators place Ukraine in the 25th to 50th percentile for
quality of governance, along with Russia, Belarus and much of Latin America. Ukraine
has remained in this position more or less constantly since 1996.* A bloated bureau-
cracy, numbering around half a million people, is inefficient and provides opportunity
for corruption. Reform has begun, assisted by large-scale financial support from the
EU. The National Bank of Ukraine and the ministries of finance and the economy have
made considerable progress. However, the resignation since 2016 of a number of
reformist ministers and deputy ministers — such as Aivaras Abromavicius, minister of
economy and trade from 2014 to February 2016 — constitutes a setback even though
these individuals had already achieved a good deal in launching far-reaching reform.

A new Law on the Civil Service, adopted in December 2015, entered into force on

1 May 2017. Implementation of a strategy for reform of state administration started
in July 2016. Henceforth all appointments have to be made on a competitive basis.
The most senior appointments in all government departments are to be decided by

a commission, in which four out of 12 members are from civil society (academics
and NGO members). Experts from the Centre of Policy and Legal Reform (CPLR),

a think-tank involved in the commission, suggest that the reform has been imple-
mented in a ‘back to front’ manner: they believe that the ministries should have been
reorganized first, in order to clarify the roles of senior civil servants. There is currently
confusion over who should apply for senior positions and what their roles will be.
But low salaries deter good people from applying. Training in strategic policy plan-
ning has begun, but civil servants tend to see this as interference in their work.!™

1 Author’s interviews in Kyiv, January 2017.

112 At an exchange rate of UAH 1:US$0.0364, Reuters (2017), ‘Currencies’, http://uk.reuters.com/business/currencies
(accessed 7 Sep. 2017).

113 World Bank (2017), Worldwide Governance Indicators, http://info.worldbank.org/governance/wgi/index.aspx#reports
(accessed 20 Jul. 2017).

114 Briefing by Thor Koliushko, head of the board, Centre of Policy and Legal Reform (CPLR), Kyiv, February 2017.
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Decentralization

Devolution from the highly centralized system of government has begun. It is enhanc-
ing local democracy and has the potential to empower communities. Reforms cover
three main areas: administrative-territorial reforms (amalgamation of local govern-
ment entities); devolution of executive power; and fiscal decentralization. Legislation
was passed in 2014-15, but its constitutional underpinnings were not adopted because
of opposition to the granting of special status to the occupied parts of the Donetsk and
Luhansk regions in the east of the country. Draft legislation on decentralization had
been on the agenda for a number of years; in 2008-09 implementation began but then
stopped. In 2014 the then deputy prime minister and minister for regional develop-
ment, Volodymyr Groysman (now prime minister), restarted the process.

A government decree on local self-government launched the reform in June

2014, and the amalgamation of communities began in February 2015.1*> In 2015,
159 amalgamated hromady (communities) were formed, the number reaching

400 by mid-2017. Previously, there had been 11,000 municipalities, with little power
and no money. Eventually there will be no more than about 1,200. Amalgamation

is voluntary and takes a few months, once the councils concerned have decided

to go ahead with the process. Support from 50 per cent of the population is also
required, with new hromady formed after local elections. In the region of Vinnytsia,
for example, out of 800 municipalities, only about 50 will remain. There was a surge
of support from local authorities for amalgamation in 2015-16, when they saw that
they would have their own funds and could provide better services for their com-
munities. Voluntary amalgamation is scheduled to go on for four to five years, after
which the government will reorganize those communities that remain unreformed.
Some parliamentary forces would like to stop amalgamation, however, and there have
been allegations of political interference involving populist parties at local level.

Local taxes will play an important part in decentralization. In addition to raising their
own revenues, local communities receive government grants for education, health-
care, infrastructure and regional development. There is also a tax-equalizing grant to
reduce inequality between the regions. Some communities were not keen to amalgam-
ate, but the new tax-raising powers are a major incentive, as they allow the hromady to
keep tax receipts on property, parking and tourism, as well as 60 per cent of personal
income tax receipts. Thanks to fiscal decentralization, the 159 amalgamated commu-
nities formed in 2015 increased their budget revenues by 50 per cent. Decentralization
has had a positive effect in the education and healthcare sectors, where services have
improved and spending has become more efficient.

Decentralization of regional planning in major sectors of the economy is also under
way. For example, decisions on construction are no longer taken at central govern-
ment level. A new regional policy has been developed with EU support, based on a
framework law on regional policy. Strategic planning is to be conducted on a top-down
basis for state funding, and on a bottom-up basis for regional decision-making. A State
Fund for Regional Development provides subsidies similar to EU structural funds. The
fund gets 1 per cent of the total state budget, distributing 80 per cent of this among all
regions and 20 per cent to poorer regions such as Ternopil and Chernivtsi. In Soviet
times, most subsidies went to factory towns, so after 1991 factories in poorer regions

115 Jarabik, B. and Yesmukhanova, Y. (2017), ‘Ukraine’s Slow Struggle for Decentralization’, Carnegie Endowment
for International Peace, 8 March 2017, http://carnegieendowment.org/2017/03/08/ukraine-s-slow-struggle-for-
decentralization-pub-68219.
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such as western Ukraine closed as they had no resource base. Administrative capacity
and the political integrity of oblast decisions are still weak, so the process is being
closely monitored.!¢

Mass media

Creating a democratic, transparent and accountable media landscape is crucial

to Ukraine’s transformation. In Freedom House’s press freedom ranking for 2016,
Ukraine was classified as ‘partly free’, ranking 112th out of 199 countries.'”” (Its
ranking is depressed by the lack of media freedom in Crimea and Donbas.) Although
the main media companies are still owned by powerful vested interests, Ukraine has
a genuinely pluralistic media environment. Television is the preferred source of news
for 85 per cent of the population, but the internet is also very popular.!*® People are
able to obtain news from multiple sources.

Ukrainian tycoons still own seven of the country’s eight major television stations,
giving some political parties disproportionate access to the media during election
campaigns. Media assets also provide prominent business people with other means
of influencing political and public life. President Poroshenko has retained ownership
of his 5 Kanal channel, despite widespread calls for him to give it up. A package of
amendments that came into force in October 2015 requires broadcasters and pro-
gramme service providers to disclose detailed information about their ownership
structures, including the identities of ultimate beneficiaries; companies are obliged
to comply within six months, but this requirement has not yet been fully enforced.
There is no independent press and media regulator.

Alaw adopted in 2014 and amended in 2015 established a new public broadcasting
corporation,' overseen by a supervisory board of 13 openly elected members with
strong civil society representation. The law made Ukraine’s only state-owned broad-
caster, the National TV and Radio Broadcasting Company (NTU), into an independent
public broadcaster; the new entity was registered in January 2017. While NTU broad-
casts can be viewed in 90 per cent of Ukrainian territory, its audience so far makes up
less than 4 per cent of the total viewing audience. This is partly because the channel
was previously popular with rural and older people for its Soviet-era content such as
concerts, and this cohort of viewers no longer watches NTU because the content is
now mainly news. The concept of public broadcasting is not yet widely understood in
Ukraine. Because it is government-funded, people tend to think that the channel is
state-run. Nonetheless, it is gaining in popularity due to the high quality of its content.

New media outlets have sprung up in the wake of the Euromaidan revolution.

Many of them are actively trying to counter Russian propaganda in the world media.
Among them are Hromadske TV, StopFake, Ukraine Crisis Media Centre, Euromaidan
Press, and other websites and blogs. StopFake has a weekly programme reporting
what demonstrably fake news has been circulating. It broadcasts on up to 30 television

116 Based on discussion with Yuri Tretyak and Serhiy Maksymenko, members of the project ‘Support for Ukraine’s Regional
Development Policy’, February 2017.

17 Freedom House (2017), Freedom of the Press 2016: Ukraine, https://freedomhouse.org/report/freedom-
press/2016/ukraine.

118 Internet penetration reached 50 per cent of the population in 2016, and 62 per cent of adults claimed to use the internet.
See Pew Research Center (2015), ‘Internet Seen as Positive Influence on Education but Negative Influence on Morality in
Emerging and Developing Nations’, http://pewrsr.ch/1IMR57bp.

119 Centre for Democracy and Rule of Law (2014), ‘Law of Ukraine On Public Television and Radio Broadcasting of Ukraine’,
http://cedem.org.ua/en/library/law-of-ukraine-on-public-television-and-radio-broadcasting-of-ukraine/.
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channels Ukraine-wide and has a website in 10 languages. However, the new channels
cannot compete financially with the tycoon-financed ones, so they depend to a large
extent on foreign funding.

Combating propaganda and fake news from Russia has been a major challenge

for the Ukrainian authorities, who lay themselves open to charges of censorship
when they attempt to curb the influence of Russian channels, especially in the

east and south of Ukraine. At least 70 per cent of broadcasting in Ukraine has
hitherto been in Russian, but the government has been trying to tilt the balance
towards Ukrainian-language services by establishing quotas in radio and televi-

sion broadcasting. The law on quotas for the Ukrainian language on radio entered
into force on 8 November 2016. It requires at least 25 per cent of songs and at least
50 per cent of programmes to be in Ukrainian. A 2017 law requires 75 per cent of
television broadcasts to be in Ukrainian. On 15 May 2017, the government banned the
use of Russian internet service providers and social media platforms such as Vkontakte.
The ban has been partially observed (though Russian Federation media claim that it
has not): it is estimated that use of Odnoklassniki and other Russian platforms fell by
50 per cent in Ukraine within a month of the ban, though it seems that many people
are getting around the prohibition by accessing sites via European intermediaries.

Despite Ukraine’s relatively free media space, public trust in the media is in decline
once more, after reaching a high point in 2014. This may seem surprising, given the
proliferation of new outlets, but Russian disinformation has severely damaged trust
in Russian media and has dragged down opinion of other media with it. In addition,
the continued dominance of tycoon-owned television channels, along with opposition
among parts of the population to the government-imposed bans on some Russian
channels and social media, has contributed to disillusionment.

Tensions have emerged in the journalistic community over what to report: some take
the ‘patriotic’ view and avoid reporting what they consider negative issues, such as vio-
lations of the human rights of prisoners of war, because Ukraine is at war; others want
to publish the truth, and are then labelled unpatriotic. In the government-controlled
territories of Donbas, the EU is funding a Donbas Media Forum, training journalists on
issues such as hate speech.!?

Conclusions

The range of reforms being introduced is impressive and challenging for a country
that, to quote Prime Minister Groysman, had drifted along for 23 years with its

Soviet legacy intact. Defending the record of reform, he said that it could not all be
implemented at once, not least because of the huge cost of sweeping changes such as
education reform.!?! New legislation is also only the beginning; it needs to be robustly
implemented. Ukrainian voters rate honesty above most other attributes in politicians,
and want their politicians to communicate with them and fulfil promises made.

Civil society is not only watching closely but is willing to take action — as was evident
when the head of the State Fiscal Service, Roman Nasirov, was arrested in March and
then prevented by activists from leaving the hospital to which he had been taken. In
2017, civil society activists have complained of a loss of reform momentum. A number

120 Comments by David Stulik, press and information officer at the EU Delegation in Kyiv, and Oksana Romaniuk, director of
the Institute of Mass Information, Kyiv, in February 2017.
121 Prime Minister Volodymyr Groysman, at Ukraine Reform Conference, London, 6 July 2017.
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of developments, including setbacks to judicial reform, suggest that this pushback is
real. While another Euromaidan-type movement is generally thought unlikely, real
social anger could break out if governance does not improve and if reforms do not
deliver wider economic and social benefits.

Continued corruption and rent-seeking remain the greatest threats to reform

of Ukraine’s democratic institutions. These problems are the product of a range

of factors, including vestiges of the Soviet system and mentality, the dominance of
state-owned industry, over-regulation and low salaries. Yet a change of culture and men-
tality takes time. Institutionally, Ukraine needs a new moral compass. This probably
requires many members of the existing elite to quit politics and public life. The country
also needs an honest judiciary; economic reform to boost incomes and thus reduce
incentives for graft; a new electoral system that allows for fair access to the media;

and resolute monitoring of progress.

Reformers hope that the 2019 presidential and parliamentary elections will not be
brought forward. Voters need time to see the results of the nascent economic recovery,
and of key reforms such as those due to be made to the pension system. If early
elections were to be held, populist parties would most likely make gains. The inter-
national community needs to provide support and apply pressure — and Ukraine has

to find the political will to make changes and make them stick. The recent apparent
rowback on anti-corruption measures and other hesitation over reforms could be a
sign that pre-election manoeuvring has started and that rivalry is mounting between
the centres of shared power, the presidency and government, as occurred in 2005-10
with detrimental consequences.
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6. Civil Society

Orysia Lutsevych

Empowered citizens

Across the post-Soviet space, Ukraine impresses observers as the most emancipated
polity, its citizens ready to rise up for their rights against authority. In the past 15 years
alone, Ukrainians have responded twice to injustice on the part of the ruling elite with
powerful protest. In 2004 they revolted against a stolen election, and in 2014 against
stolen aspirations for a closer relationship with Europe.

The 2014 Euromaidan revolution, otherwise known as the ‘Revolution of Dignity’,
was an expression of dissent and civil disobedience that signalled a deep crisis of
governance. With almost 20 per cent of the population participating, the Euromaidan
was widely viewed as ‘a struggle by citizens to defend their rights’.}?? It reflected
popular support for European values, the rule of law and enhanced governance.
Ukrainians demanded more freedom, human rights, economic security, open

and transparent politics, the prosecution of corrupt officials, and signature of the
EU-Ukraine Association Agreement and accompanying Deep and Comprehensive
Free Trade Agreement (DCFTA).123

This protest movement was met with force, both external and domestic. Russian
‘little green men’'?* started the occupation of the Crimean peninsula. Ukrainian riot
police in Kyiv killed over 70 protesters'* and wounded many more. The casualties of
the latter clashes are now venerated as the ‘Heavenly Hundred’,'?® a powerful testa-
ment to the value that Ukrainians place on the right to build a rules-based European
state on their own terms, and to the high price they paid to regain this right. In this
context, the Euromaidan paved the way for a different political establishment that
pledged to reform Ukraine and restore justice.

The violent events of early 2014 and Russia’s subsequent ongoing military aggression
have boosted Ukraine’s sense of national identity. A stronger collective national aware-
ness has taken root. Across language and regional divides, 62 per cent of the popula-
tion now identify themselves first as Ukrainian citizens, as opposed to 52 per cent in
2012. Ukrainians now demonstrate more respect for the national anthem, flag and
Ukrainian language.'?” A pluralistic civic identity has emerged, in which values and
attitudes to governance outweigh ethnic, linguistic or historical affiliations.

This newly crystallized political sensibility is articulated, above all, in demand for
more pluralistic and representative democracy. A legacy of paternalistic government
is slowly receding. Forty-four per cent of the population nationwide believe that ‘the
people hire the government and control it’, as opposed to believing that ‘people should
be like children taken care of by the government’.!?® In other words, popular under-
standing of functional democracy has gradually expanded: people no longer define

122 Tlko Kucheriv Democratic Initiatives Foundation (2014), ‘Richnytsya Maydanu — opytuvannya hromads koyi ta
ekspertnoyi dumky’ [Maidan anniversary — public and expert opinion poll], 19 November 2014, http://dif.org.ua/article/
richnitsya-maydanu-opituvannya-gromadskoi-ta-ekspertnoi-dumki.

123 Onuch, O. (2014), ‘Social networks and social media in Ukrainian “Euromaidan” protests’, Washington Post,

2 January 2014, https://www.washingtonpost.com/news/monkey-cage/wp,/2014/01/02/social-networks-and-social-
media-in-ukrainian-euromaidan-protests-2/?utm_term=.f08e3d309ec0.

124 The term ‘little green men’ is often used to describe Russian soldiers without insignia who carried out the operation

to annex Crimea, a tactic later replicated in Donbas.

125 Thirteen riot policemen were also killed during the Euromaidan. See Glavcom (2016), ‘U HPU rozpovily, skil ky
pravookhorontsiv zahynulo na Maydani’ [GPU revealed how many law-enforcers died on the Maidan], 3 December 2016,
http://glavcom.ua/news/u-gpu-rozpovili-skilki-pravoohoronciv-zaginulo-na-maydani-385995.html.

126 ‘Heavenly Hundred’ is a Ukrainian reference to protesters killed in Kyiv on 18-20 February 2014.

127 Kulyk, V. (2016), ‘Ukrainian Identity under Euromaidan and the War’, Europe-Asia Studies, 68:4, pp. 588-608,

doi: 10.1080/09668136.2016.1174980.

128 National Democratic Institute (2016), ‘Opportunities and Challenges Facing Ukraine’s Democratic Transition’.
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democracy as merely the holding of free elections, but also expect more inclusive
and accountable governance.

Endemic corruption is viewed as the number one problem preventing the country
from developing politically and economically. Recent events have reinforced citizens’
confidence and determination in demanding clean government. In 2009, 56 per cent
of Ukrainians thought it pointless to fight corruption; in 2015, only 34 per cent shared
this view.'?

Just as importantly, the emerging democratic consciousness and the drive —led

by highly motivated grassroots constituencies — for reform and national democratic
transformation provide the context in which the conflict between Ukraine and Russia
has evolved.

Mobilizing civil society

Active civil society is key to any functional democracy. Defined most commonly as

the sum of institutions and active citizens located between the family, the state and
the market — and as a space in which people associate voluntarily to advance common
interests'* — civil society influences public policy, holds state and private corporations
accountable, responds to social interests and empowers citizens. It makes democracy
more inclusive and facilitates feedback on policy.

Since independence in 1991, Ukraine has maintained a relatively open space for

civil society. This partly reflects the legacies of the Soviet-era dissident movement,

the post-Chernobyl environmental movement, and the activism of Afghanistan vet-
erans’ associations in pioneering independent civic engagement. It has also reflected
Ukrainians’ strong sense of autonomy from the state; their low trust in government; their
preference for ‘horizontal’ social links rather than hierarchical structures; and the greater
importance, compared to in Russia or Belarus, placed on self-expression. All these factors
have helped to nurture an independent non-state sector in Ukraine.’*® In addition, inter-
national donors have helped to sustain an active cohort of citizens who have defended
human rights, monitored elections, developed local communities, promoted free media,
campaigned against domestic violence and mobilized for environmental causes.

As a result, and despite fundamental institutional problems, Ukraine scores

relatively highly on measures of civic engagement compared with its regional

peers. Among post-Soviet states, it has long had one of the highest rankings on the
NGO Sustainability Index compiled by the United States Agency for International
Development (USAID). After the Euromaidan revolution, this ranking improved
further.’®2 Despite being classed as a ‘flawed democracy’ in the Economist Intelligence
Unit’s Democracy Index, Ukraine scores as highly for political participation and civil
liberties as EU members Poland and Slovenia, and higher than Romania.'*?

129 Kyiv International Institute of Sociology (2016), Corruption in Ukraine: Comparative Analysis of National Surveys:
2007, 2009, 2011, and 2015, Kyiv: Kyiv International Institute of Sociology, http://kiis.com.ua/materials/pr/20161602_
corruption/Corruption%20in%20Ukraine%202015%20ENG.pdf.

130 Anheier, H. K. (2004), Civil Society: Measurement, Evaluation, Policy, London: Routledge.

81 Hrytsak, Y. (2015), ‘Tsinnosti ukrayintsiv: pro et contra reform v Ukrayini’ [Values of Ukrainians: Pro et Contra Reform
in Ukraine], Zbruc.eu, 17 June 2015, https://zbruc.eu/node/37721.

132 United States Agency for International Development (2016), The 2015 CSO Sustainability Index for Central and Eastern
Europe and Eurasia, Washington: USAID, https://www.usaid.gov/sites/default/files/documents/1861/Europe_Eurasia_
CSOSIReport_2015_Update8-29-16.pdf.

133 Economist Intelligence Unit (2016), Democracy Index 2016: Revenge of the “deplorables”, London: Economist
Intelligence Unit, http://www.eiu.com/Handlers/WhitepaperHandler.ashx?fi=Democracy-Index-2016.
pdf&mode=wp&campaignid=Democracylndex2016.
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The Euromaidan movement brought many citizens to the forefront of Ukraine’s
political transformation. Ukrainians also seem to have learnt from the mistakes made
following the 2004 presidential election. When Viktor Yushchenko took office, his gov-
ernment pledged to put an end to the fusion of business and politics. This prompted
NGOs and active citizens to disengage from the public sphere, as they counted on

the establishment to deliver reform. In this they were bitterly disappointed.

Since the events of the Euromaidan, Ukraine has seen increased vigilance and
engagement by civil society organizations (CSOs), along with the emergence of a new
voluntary sector. The result has been increased bottom-up pressure for reform. Today
the civil sector largely consists of two groups: voluntary self-organized groups; and
well-established, professional, non-profit NGOs. Of these two cohorts, the volun-
tary sector in particular has expanded remarkably in the post-Euromaidan period.

In response to Russia’s attacks on Crimea and Donbas, various new initiatives have
flourished to support internally displaced persons (IDPs), the Ukrainian army, and
Anti-Terrorist Operation (ATO) veterans and their families. It is estimated, for
instance, that around 300 new groups that unite ATO veterans have emerged.'**

Voluntary groups Wary of incompetence and corruption in state institutions, Ukrainians have
self-organized to fill gaps in services normally provided by the state. Influential
new organizations have emerged to sustain such support, including Crimea SOS,
Vostok SOS, Krylia Feneksa and Legal Hundred, among others.'* Many of these
among all civil groups started as support networks for protesters in Kyiv. Having impressed with
society institutions.  their capacity to offer solutions in challenging situations, these volunteer groups

Fifty-three per cent have gained strong public recognition.

enjoy the highest
level of public trust

of Ukrainians trust — Surprisingly, volunteering and non-state initiatives have also surged in the

volunteers southeast of Ukraine. Historical perspective is crucial to understanding the capacity
of citizens in that region to engage in reform. Despite continuous Western assistance
to civil society, little aid reached the southeast of the country prior to 2014. Nor was
the local environment conducive to a vibrant civil society: an entrenched Soviet-era
mentality, a paternalistic outlook on the part of government officials, a lack of criti-
cal thinking and decades of single-party rule*® had led to a culture of submission and
fear of challenging authority.

Yet after the retreat of Russia-backed separatists, under pressure from the Ukrainian
army, from parts of Donbas in the summer of 2015, the region woke up to a new
civic reality. For many, the restoration of Ukrainian control heralded the possibility
of a transformation in the region’s governance, but it also brought new challenges.
The inflow of IDPs from the occupied territories placed a heavy burden on an
already-depleted welfare system, with cities in Ukrainian government-controlled
areas in the southeast of the country having to accommodate large numbers of IDPs.
In response, active citizens joined forces with local authorities to find solutions and
reorganize community life. IDPs also self-organized into support groups.

Voluntary groups enjoy the highest level of public trust among all civil society
institutions. Fifty-three per cent of Ukrainians trust volunteers. In comparison, only
9 per cent of citizens trust the government.'*” Despite economic hardship, individual

134 Interview with government official, Kyiv, February 2017.

135 See http://legal100.org.ua/.

136 The Party of Regions, originally from Donetsk, had a political and economic monopoly in the southeast of Ukraine.
137 Kyiv International Institute of Sociology (2017), ‘Dovira sotsial nym instytutsiyam’ [Trust in social institutions],

1 February 2017, http://www.kiis.com.ua/?lang=ukr&cat=reports&id=678&page=1.
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donations to voluntary groups have soared. Thirty-seven per cent of Ukrainians gave
money to charitable causes in 2016, up from 21 per cent in 2012.1*® Support was pro-
vided for IDPs, reconstruction of schools and houses, assistance to families affected by
war and rehabilitation of veterans. From the start of the conflict with Russia in 2014,

a network of volunteer civil self-defence units — a so-called ‘people’s army’ — started

to emerge. Ukrainian citizens supported these groups as well as regular army units by
providing medical supplies, food and equipment.'* Mobilizing inside the country and
among the diaspora, volunteers also organized supplies to the front line of night-vision
goggles, home-made drones, protective gear and paramedical equipment, often pur-
chased on eBay.

One of the most notable differences with the events of 2004 has been an inflow

of many civil society leaders and volunteers into Ukraine’s legislative and executive
branches. The election of new members of parliament (MPs) from the media, civil
society and the private sector, as a result of the legislative election of October 2014,
brought a substantial number of change-makers inside the system for the first time in
Ukraine’s history. These ‘reform champions’ became the main partners for the CSOs
driving reform. They started a process of ‘positive selection’ — that is, recruitment on
merit and suitability — for public servants, a revolutionary step for a country that for
decades had been run predominantly by people who entered public service to enrich
themselves, protect their private interests and abuse office. In doing so, the new
‘reform champions’ helped integrate non-state trust networks into public politics.

Many more preferred to remain as volunteers and to assist from outside formal poli-
tics, believing their leverage would be stronger if they operated at arm’s length from
what they perceived as corrupt government agencies. Engagement by non-state sector
activists was facilitated by the establishment of reform project offices in government
ministries. These Western-funded groups provided assistance, and drafted new strate-
gies and regulations. For example, the reform office at the Ministry of Defence (MOD)
engaged activists in reforming logistics, housing policy and food supply to the armed
forces. Volunteers contributed to the drafting of a Strategic Defence Bulletin.*°

Since 2015, other forms of self-organization have started taking hold. Housing
associations have expanded, taking advantage of a new law adopted in 2015. Even

in the east of Ukraine, known for historically low levels of civic mobilization, activity
has surged. In just 11 months in 2016, the number of housing associations in the city
of Mariupol grew almost fourfold.'! Such associations have brought citizens together
to take charge of communal spaces and improve the quality of utility services in towns
and cities. Most importantly, they have helped to democratize decision-making at

the local level. In the words of one assessment, there is evidence that ‘the housing
associations have provided a powerful and sustainable example of collaboration
between civic and political sectors to address community interests’.*?

138 Tlko Kucheriv Democratic Initiatives Foundation (2017), ‘Blahodiynist’ i volonterstvo-2016: rezul'taty sotsiolohichnoho
doslidzhennya’ [Charity and volunteering 2016: results of sociological research], 21 February 2017, http://dif.org.ua/
article/blagodiynist-i-volonterstvo-2016-rezultati-sotsiologichnogo-doslidzhennya.

139 puglisi, R. (2015), A People’s Army: Civil Society as a Security Actor in Post-Maidan Ukraine, Rome: Istituto Affari
Internazionali, http://www.iai.it/en/pubblicazioni/peoples-army.

140 Office of the President of Ukraine (2016), ‘Ukaz Prezydenta Ukrayiny No.240/2016’ [Decree of the President of Ukraine
No.40/2016], 3 June 2016, http://www.president.gov.ua/documents/2402016-20137.

4 Berdatenko, O. and Larock, K. (2017), ‘Nove opytuvannya zasvidchuye prahnennya ukrayintsiv do zmin’ [New Survey
Shows Ukrainians Want Change], International Republican Institute, 28 April 2017, https://www.iri.org.ua/novini/nove-
opituvanna-zasvidcue-pragnenna-ukrainciv-do-zmin.

42 Baker, M. (2016), ‘Fostering Responsive and Collaborative Citizen Solutions in Ukraine’, Case Story, 2016 CLA Case
Competition, USAID, https://usaidlearninglab.org/sites/default/files/resource/files/fostering_responsive_and_
collaborative_citizen_solutions_in_ukraine.pdf.
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Driving the reform agenda

The traditional, well-established CSOs that existed prior to the Euromaidan

worked at the national and regional levels to promote reforms. These groups, too,

have used the opening up of the political system to promote their ideas. In a survey of
162 CSOs conducted for this report, respondents identified three main purposes for their
actions (see Figure 3).1* Their number one goal is to influence policy (56.2 per cent of
respondents). Their second objective is to consolidate citizens’ interest around issues to
achieve common goals (55.6 per cent). Their third priority (34.0 per cent) is to hold gov-
ernment to account. In comparison to these aggregate national responses, regional CSOs
are more committed to promoting democratic values and helping citizens understand
reform, and less inclined to believe that it is their function to influence public policy.

Figure 3: In a democratic system, what are the three most important functions of
civil society?

Building support networks to provide services
Assisting citizens to better judge policies
Raising awareness about reforms

Building trust among citizens

Promoting democratic values
(tolerance, gender equality)

Defending citizens’ rights
Ensuring accountability of political process
Consolidating citizens’ interest around issues

Influencing public policy
0 10 20 30 40 50 60 %

Source: Chatham House online survey of 162 Ukrainian CSOs, conducted via Survey Monkey from February to May 2017.
Forty-three per cent of respondents were Kyiv-based, and 56 per cent were from the regions.

Compared with the situation in 2004, the strategy of organized civil society is now
more sustainable. At the national level, CSOs have sought to overcome fragmentation
by creating coalitions. The so-called ‘civic sector of Euromaidan’, which united many
well-established NGOs, led to the creation of a group known as the Reanimation
Package of Reforms (RPR) to sustain pressure on the country’s new leadership. This
coalition of 70 NGOs proposed its own plan to reform Ukraine, and has facilitated the
adoption of around 120 new laws in parliament since 2014. Other active groups have
consolidated into coalitions such as the Movement for Transparent Local Budgets,**
Civic Initiatives of Ukraine,'*> Nashi Groshi'*® and Nova Kraina.'¥’

The impact and public image of CSOs have improved, thanks to their high
media visibility, their active use of social networks and the state’s openness to
engagement with them. In 2016, according to one survey, popular trust in CSOs

143 Online questionnaire conducted via Survey Monkey from February to May 2017. Of 162 respondents, 43 per cent were
Kyiv-based and 56 per cent were from the regions.

144 http://probudget.org.ua/news/.

14 http://ngonetwork.org.ua/.

146 http://nashigroshi.org/.

7 http://novakraina.org/.
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had almost doubled from 2013, with 37 per cent of Ukrainians trusting these
organizations.*® The overhaul of public procurement, the creation of a public
broadcaster, the establishment of new patrol police, administrative decentralization,
gas market reform, the procurement of medicines by international organizations and
the promotion of transparency in the extractive industries — all have become possible
thanks to advocacy by non-profit organizations.

Domestic and international civil society groups, in particular the Anti-Corruption
Action Centre and Transparency International, have been instrumental in creating
a new anti-corruption framework, which includes a new National Anti-Corruption
Bureau of Ukraine (NABU) and a new National Agency for Prevention of Corruption
(NAPC) (see Chapter 7, in particular, for more detail). CSOs have helped to bring
credibility to the anti-corruption process. All nine members of the commission to
appoint the new head of the NABU were representatives of civil society, nominated
by the president, parliament and government. Pressure for the creation of a new
anti-corruption court, the renewal of the Supreme Court, and the launch of an
e-declaration system for assets of government officials (including judges) have
enabled incremental progress in anti-corruption efforts.

In terms of building a new judiciary, Ukraine’s innovation has been the establishment
of a Public Integrity Council (PIC).** Formed in 2016 from representatives of civil
society and academia, this independent body is supposed to vet judges according to
criteria of ethics and professional integrity. The challenges it faces remain much in
evidence. In selecting new judges for the Supreme Court, the council expressed con-
cerns over 88 judges — yet of these, two-thirds were approved for the job by the High
Qualification Commission of Judges of Ukraine.'*® Pervasive corruption still makes

it difficult to reform the system, even with strong oversight.

Western funding has played a critical role in CSO-led reform efforts. It is estimated
that the volume of grants to Ukraine almost doubled after the Euromaidan. Around
$1 billion a year is now directed to reform-related projects, with roughly 30 per cent
of this assistance channelled via civil society — making for an annual operation
worth roughly $300 million.!> USAID has doubled its assistance: in 2016 it allocated
$67 million to programmes supporting anti-corruption efforts, good governance
and civil society in Ukraine.!>2

The story of ProZorro

ProZorro, a digital public procurement system, was developed by a group of
Euromaidan activists. They were stock exchange traders, digital marketing experts,

148 Volosevych, I. (2016), ‘Ukrayina: pidsumky Revolyutsiyi Hidnosti. Yak zminylasya krayina i narod’ [Ukraine:

Results of the Revolution of Dignity. How the country and the people have changed], Vox Ukraine, 31 August 2016,
https://voxukraine.org/2016,/08/31/pre-and-post-war-ukraine-ua/.

14 Democracy Reporting International (2017), ‘Public Council of Integrity — Ukraine’s know-how in selection of judges
(infographic)’, 11 April 2017, http://democracy-reporting.org/public-council-of-integrity-ukraines-know-how-in-selection-
of-judges/?utm_source=newsletter&utm_medium=email&utm_campaign=right_of_peaceful_assembly_in_ukraine_
regulatory_environment_research&utm_term=2017-04-20.

150 public Integrity Council (2017), ‘VKKS podolala 2/3 vysnovkiv Rady shchodo kandydativ do Verkhovnoho Sudu’
[The HQCJ overturned 2/3 of the Council’s conclusions regarding the candidates for the Supreme Court], 10 July 2017,
https://grd.gov.ua/news/70/vkks-podolala-2-3-vysnovkiv-rady-shchodo-kandydativ-do-verkhovnoho-sudu.

151 Uryadoviy Kur’er (2016), ‘Olena Trehub: «Dlya bahat okh v Ukrayini sfera mizhnarodnoyi dopomohy stala
biznesom»’[Olena Tregub: ‘For many in Ukraine, the sphere of international assistance has become a business’],

20 May 2016, http://ukurier.gov.ua/uk/articles/olena-tregub-dlya-bagatoh-v-ukrayini-sfera-mizhnar/.

152 U.S. Department of State (2017), ‘Congressional Budget Justifications: Foreign Operations’, https://www.state.gov/
documents/organization/252734.pdf.
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management consultants, investment bankers, and activists at Transparency
International. With a market value equivalent to around $11 billion, public
procurement in Ukraine was a well-documented source of illegal enrichment.
The value of bribes paid in relation to Kyiv road construction alone has been
estimated at $180 million annually.’>

When the Viktor Yanukovych regime collapsed in February 2014, one of these
activists, Oleksandr Starodubtsev, an expert in digital trading systems, started an
informal initiative hosted by Pavlo Sheremeta, then the dean of the Kyiv School of
Economics. With $35,000 in start-up funding from six online trading companies,
Starodubtsev and his team developed the first prototype of a digital platform that
would later become ProZorro, meaning ‘transparent’ in Ukrainian.!>* The develop-
ers used open-source code, both to protect it from abuse and to increase trust in the
system. ‘Everybody sees everything’ was the slogan of the platform. When Sheremeta
became the minister of economic development and trade in February 2014, he declared
reform of public procurement his top priority and started working on a new legal
framework for it. The IMF also made reform of the procurement system a condition
for disbursement of funding under its framework programme for Ukraine.

Georgian reformers played an important part in inspiring and guiding the
Ukrainian teams. David Margania, who had modernized the Georgian public
procurement system, and Tato Urdzymelashvili, the former head of Georgia’s state
public procurement agency, helped to galvanize support for the proposed reforms.

In July 2015, Ukraine’s MOD conducted the first test of the system, trialling it with
purchases under $10,000 in value. It was a truly revolutionary experiment. Yuri
Husyev, a new deputy minister of defence and a former volunteer, wanted to restore
the trust of taxpayers. Artur Pereverziev, the new head of the MOD’s reform office
for digital procurement and himself a former Euromaidan volunteer, oversaw the
creation of the necessary legal framework at ministerial level for digital procure-
ment to be enabled.

The launch was bumpy. The system rapidly crashed as thousands tried to access the
website. Yet ProZorro also quickly demonstrated its capacity to save money, enable
procurement of better-quality products and help the government to diversify suppliers.
In the six-month pilot phase, prices dropped by 17 per cent and savings of $9 million
were delivered.’>

The system’s wider roll-out was funded by the Western NIS Enterprise Fund,

which signed a $50,000 agreement with Transparency International to launch
ProZorro nationwide, thus forming an alliance between business, civil society and
government. ProZorro was incubated in the non-state space and only later transferred
to the state. Thirty paid staff and 150 volunteers were involved at different stages.¢
As of today, Transparency International has invested about $800,000 to develop,
upgrade, promote and monitor the system.'>’

153 Presentation about ProZorro provided by Oleksandr Starodubtsev, March 2017.

154 ProZorro is also a play on the word ‘Zorro’, the name of a popular fictional hero who defends common people against
tyrannical officials and other villains.

155 Author’s interview with Yuri Husyev, April 2017.

156 Mordovtsev, M. (2016), ‘V Ukrayini nastala ProZorro epokha. Shcho tse nam dast ?” [The ProZorro Era has arrived to
Ukraine: What will it bring?], 4 August 2016, http://news.finance.ua/ua/news/-/381691/v-ukrayini-nastala-prozorro-
epoha-shho-tse-nam-dast.

157 ‘ProZorro: How did a Dream Become True?’, Transparency International publication, March 2017.
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To ensure the effects of the digital procurement reform were sustained, several of
ProZorro’s managers from outside the state sector had to take public office. Having done
so, they energetically lobbied parliament for a new law requiring ProZorro to be used
for all public procurement — at both national and regional levels. In December 2016, the
law was adopted at the first reading and without a single amendment. The speed of this
reform was unprecedented: it had taken only two years to overhaul the old system. In
recognition of this, in 2016 ProZorro won the World Public Procurement Awards. Since
its launch, the system had saved over UAH 31.2 billion ($1.1 billion)**® in public funds.'**

Pushing for an accountable state

Since the Euromaidan, the push for transparency in public life has gained

new momentum. CSOs have lobbied for new tools to restrict malfeasance by vested
interests and improve accountability. More information about the state has become
available on a government website (www.e-data.gov.ua) that lists all public spend-
ing. A portal for international assistance, www.openaid.org, has been launched to
track major loans and grants to Ukraine. ProZorro itself uploads details of public
tenders to the website bi.prozorro.org. The Ministry of Justice has opened 13 public
registers, where citizens can access information about registered companies, CSOs,
media organizations and court decisions, as well as the names of individuals con-
victed of corruption. A new law on transparency in media ownership requires full
public disclosure of shareholdings in media companies. Meanwhile, the introduc-
tion of the system of e-declarations of government officials’ assets has set a new
benchmark for transparency in the public sector.

The benefits of these initiatives have been significant. Increased transparency has
empowered CSOs to expose inaction and misuse of power. They are now more effective
as fact-checking platforms, able to hold the government to account by providing infor-
mation to the media about the status of reforms. For example, when the government
reported progress in the fight against corruption, the Nashi Groshi network of inves-
tigative journalists rebutted the claim: it found that out of 362 government officials
convicted of corruption, only five had been sent to prison in 2016. Nashi Groshi also
highlighted the fact that the majority of corruption cases involved sums between $40
and $400.1% Even though the sums involved are seemingly small, this exposure of the
government’s failure in tackling corruption is significant in two respects. On the posi-
tive side, it shows that CSOs are making a difference in holding government to account.
On the downside, the revelation of numerous instances of corruption going unpunished
risks undermining faith in reforms and increasing the disillusionment of citizens.

Administrative decentralization has played an important role in reinforcing account-
ability, bringing government closer to the people. The reform is widely supported

by Ukrainian citizens, with 67 per cent already reporting improvements in gover-
nance as a result of decentralization.'®! New initiatives are emerging to mobilize
citizens locally, with the aim of helping them to exercise civic oversight and drive

158 At an exchange rate of UAH 1:US$0.0364, Reuters (2017), ‘Currencies’, http://uk.reuters.com/business/currencies
(accessed 7 Sep. 2017).

159 http://prozorro.gov.ua/.

160 Nashi Groshi (2017), ‘Khabari-2016. Koho posadyly i za shcho?’ [Bribes 2016. Who was jailed and for what?],

23 February 2017, http://nashigroshi.org/2017/02/23/habari-2016-koho-posadyly-i-za-scho/.

161 Ukrinform (2016), ‘67% ukrayintsiv vidchuly pokrashchennya vid detsentralizatsiyi’ [67% of Ukrainians felt improved
from decentralization], 27 December 2016, https://www.ukrinform.ua/rubric-society/2146950-67-ukrainciv-vidculi-
pokrasenna-vid-decentralizacii.html.
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local development. Since 2013, 23 per cent of Ukrainians have attended at least one
community meeting, while 16 per cent have got together with others to raise issues
with local officials (and twice that share have declared their willingness to do so if
provided with an opportunity).16?

The need for oversight has increased as the fiscal component of decentralization has
resulted in the allocation of additional resources to authorities at the community level.
Civil society has responded by monitoring the transparency of city management's® and
local budgets, which have increased by almost 30 per cent compared to 2016 due to fiscal
decentralization.’** Public participation in budget decision-making, also known as ‘par-
ticipatory budgeting’, has benefited from technical support from non-profit groups such
as Social Boost, which provided software to dozens of cities, including Kyiv, Kirovohrad,
Lviv and Odesa. Amounts allocated via participatory budgeting so far have been minus-
cule, however. In Kyiv, participatory budgeting accounts for only 0.15 per cent of the
total budget, but it still helps citizens to become interested in the affairs of the city and
express their opinions. In Lviv, around 15 per cent of inhabitants visited the special par-
ticipatory budget website,'*> with around 14,000 people voting for various projects.®6

Despite this progress, CSOs still struggle to ensure effective checks and balances
within the system of governance. Ukraine’s score for ‘voice and accountability’ in the
World Bank’s World Governance Indicators has improved slightly, from a ranking

in the 41st percentile in 2005 to one in the 48th percentile in 2015. Its move up the
ranking reflects recognition of increased transparency in the state budget and growing
trust in the new patrol police. Nonetheless, Ukraine’s percentile rank for this indicator
remains far lower than the one for Poland, which occupies the 80th percentile.’®”

A growing reform ‘toolbox’

Ukraine is transforming from the ground up, thanks to active grassroots groups of
committed individuals and well-established CSOs that use a variety of tools to promote
their agendas. Some of this engagement in policymaking is facilitated and welcomed
by national and local authorities; some is secured by law; and some is informal.
According to the survey of civic organizations conducted for this report, CSOs use

a variety of instruments to influence policy.'®® The most common include participation
in public councils, provision of information to the media, and input of policy ideas

and legislative drafts during public policy consultations. Many CSOs have reported
working individually with decision-makers on developing new laws and regulations.
They also monitor publicly available information and use Ukraine’s Freedom of

162 National Democratic Institute (2017), ‘NDI Research on Opportunities and Challenges Facing Ukraine’s Democratic
Transition’, 3 February 2017, https://www.ndi.org/publications/ndi-research-opportunities-and-challenges-facing-
ukraine%E2%80%99s-democratic-transition.

163 https://transparentcities.in.ua/curiosity-transparen/.

164 public Partnership ‘On Transparent Local Budgets!’, Odessa Regional Organization of the NGO ‘Committee of Voters
of Ukraine’ and Open Society Foundation (2016), Indeks Prozorosti-Uchasti-Dobrochesnosti Mistsevykh Byudzhetiv 2016
[Transparency, Participation and Integrity Index of Local Budgets 2016], http://probudget.org.ua/db_pic/images/files/
file_1484574526.0942.pdf.

15 https://gb.city-adm.lviv.ua/.

166 Yurasov, S. (2017), ‘Méry otdayut den’hy: kak pervye horoda vnedryayut Byudzhet uchastyya’ [Mayors allocate money:
how the first cities are implementing the Participation Budget], Liga.net, 26 January 2017, http://biz.liga.net/all/it/
intervyu/3592158-mery-raskoshelivayutsya-kak-pervye-goroda-vnedryayut-byudzhety-uchastiya.htm.

1 World Bank (2017), World Governance Indicators, http://info.worldbank.org/governance/wgi/#reports

(accessed 23 Jul. 2017).

168 Chatham House online survey of 162 Ukrainian CSOs, conducted via Survey Monkey from February to May 2017.
Forty-three per cent of respondents were Kyiv-based, and 56 per cent were from the regions.
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Information Act to access government data. Anti-corruption groups at the regional
level use similar tools, but with more emphasis on investigative reporting, civic
education and provision of legal consultation.’® To a lesser extent, CSOs have used
legal instruments (such as filing court cases) or have worked with political parties
to oversee and enforce reform.

It should be noted that not all of these tools are new: some have existed since the

early 2000s. Post-Euromaidan, the most significant innovations have been enhanced
transparency and the inclusion of CSOs’ input in shaping new anti-corruption agencies
and reforming the courts and police. New platforms that accommodate engagement
with civil society have also developed within the Cabinet of Ministers. The Reform
Delivery Office, the new Policy Planning Unit, the Strategic Communication Unit and
the Strategic Advisory Group on Reforms all engage think-tanks and advocacy groups.
These offices still have to prove their ability to collaborate meaningfully with CSOs, as
positive outcomes are frequently undermined by opacity in policymaking. Stakeholder
consultations, and discussion of policy options and their impact, are still more the
exception than the rule.””? CSOs and the Ministry of Justice have been working on

a new law on public consultation that could make policymaking more inclusive and
transparent. However, the ministry is also stalling adoption of the law.

The Chatham House survey of CSOs provides an indication of which tools are consid-
ered most effective in influencing policy in the current political culture. CSOs believe
indirect pressure via the media, civic protests, mobilizing public opinion and individ-
ual engagement with government officials to be most effective in promoting policy
change. Institutionalized cooperation between state and non-state sectors is viewed as
less potent (see Figure 4). At the regional level, CSOs demonstrate more frequent use
of freedom-of-public-information legislation but are less involved in public consulta-
tion processes than are Kyiv-based groups.

Figure 4: Which form of civic action is most effective in the current
political system?

== Sharing information with media
(including social media)

Protests/direct action (including
radical protests)

Mobilizing citizens to exert public pressure

Individual consultations and cooperation
with government officials

Public hearings, consultations, working groups
== Advocacy

Appealing to Western governments, donors
and media

Source: Chatham House online survey of 162 Ukrainian CSOs, conducted via Survey Monkey from February to May 2017.
Forty-three per cent of respondents were Kyiv-based, and 56 per cent were from the regions.

169 Tyshchuk, T. (2016), ‘The Power of People: What Helps and What Prevents CSOs from Combatting Corruption

in Ukraine’, Vox Ukraine, 15 September 2016, https://voxukraine.org/2016/09/15/anti-corruption-reforms-en/.

170 The Ministry of Economic Development and Trade is leading the way in this area with its public consultations on
deregulation and the government’s export promotion strategy. Better Regulation Delivery Office (2017), Publichnyy
dialoh yak chastyna efektyvnoho rehulyuvannya [Public dialogue as part of effective regulation], 9 March 2017,
http://brdo.com.ua/press-room/publichnyj-dialog-yak-chastyna-efektyvnogo-regulyuvannya,/.
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Widening the circle of change-makers

CSOs acknowledge the importance of ‘people power’ in promoting reforms, but they
invest insufficient effort and resources into achieving viable engagement with ordinary
concerned citizens. Only 44 per cent of the CSOs surveyed mobilize citizens for civic
action, instead focusing their attention mostly on the state. As a result, the incidence
of direct civic activism by citizens to correct policies remains strikingly low, and public
awareness of reforms limited. Fewer than 5 per cent of Ukrainians in 2016 reported
corruption to the police, filed complaints, participated in public hearings or discussed
legislation. Many indicators relating to these issues have deteriorated since 2013.7
Citizens are unsure about the best way to engage in reforms, and only 1 per cent
believe it is their responsibility to do so.!7?

In part, this situation can be attributed to low awareness of civic rights, low trust

in law enforcement agencies and growing insecurity due to the impact of the military
conflict in the east. Disillusionment with the current political class, along with
exhaustion on the part of activists, makes it harder to widen civic mobilization.

Yet these are not the main barriers to effective civic pressure. A bigger obstacle

is the composition of funding. Because pro-reform CSOs have ample access to
Western funding, they rarely reach out to domestic citizens for financial contributions.
Traditional advocacy groups rely almost entirely on Western funding. For example,
in 2015 the RPR coalition received around €500,000 from Western funders for its
secretariat.'”® Donations from Ukrainian businesses and individuals to the Ukrainian
chamber of Transparency International constitute only 4 per cent of the chamber’s
budget. Another survey reported that only 43 per cent of CSOs receive donations
from citizens, and that funding from this source accounts for only 15 per cent of their
budgets.'”* Moreover, a recent surge in individual donations has mostly benefited
charitable foundations assisting the ATO effort rather than non-profit groups that
promote reforms.

Advocacy is another problem area. Civic advocacy campaigns are run by
well-established and well-paid professionals from the non-governmental/non-profit
sector, with little to no engagement of the wider public. Nationwide, only 12 per cent
of the Chatham House CSO survey respondents claimed that they could wield power
via their membership base, and only 21 per cent believed they could mobilize citizens.
Regional groups seem to be more connected to citizens, with 29 per cent claiming
that they have the capacity to mobilize citizens and 40 per cent claiming that citizens
support their goals. This gap between advocacy-oriented CSOs and concerned citi-
zens weakens the effectiveness of bottom-up reforms. CSOs’ special access to govern-
ment and the media leaves local voluntary efforts detached from national centres of
power. Few groups have acted upon citizens’ growing interest in joining CSOs and
learning how best to engage with the state. As Figure 3 shows, CSOs assign relatively
low importance to the functions of building trust, raising awareness about reforms
and helping citizens better judge policies. Activity on behalf of citizens rather than
with citizens prevails.

71 See Volosevych (2016), ‘Ukrayina: pidsumky Revolyutsiyi Hidnosti. Yak zminylasya krayina i narod’.

172 National Reform Council (2017), ‘Til ky 1% ukrayintsiv vvazhaye, shcho vidpovidal nist za reformy nesut hromadyany
derzhavy’ [Only 1% of Ukrainians believe that responsibility for reforms lies with citizens], http://reforms.in.ua/ua/news/
tilky-1-ukrayinciv-vvazhaye-shcho-vidpovidalnist-za-reformy-nesut-gromadyany-derzhavy.

173 Reanimation Package of Reforms (2016), Annual report 2015, http://rpr.org.ua/richni-zvity/.

174 Palyvoda, L., Vinnikov, O. and Kupriy, V. (2016), Defining Civil Society for Ukraine — Research Report, Kyiv: CCC Creative
Center, https://www.researchgate.net/publication/302901993_Defining civil_society_for Ukraine.
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This lack of capacity among established groups to engage citizens in advocacy sustains
what is sometimes termed an ‘NGO-cracy’, a system in which professional activists use
access to domestic policymakers and Western donors to influence public policy yet are
disconnected from the public at large.!” This is especially relevant at the national level
in Ukraine. Many CSO leaders have confessed that Western conditionality and pres-
sure have led to the promotion of policies and reforms that otherwise would generate
little interest.

Reform impacts: risks and opportunities

Despite weak state institutions, a distorted media space and a corrupt political
culture, Ukrainian civil society expresses confidence in its capacity to promote change.
Impressively enough, 30 per cent of CSOs surveyed claim that they have an impact

on policy all or most of the time; 54 per cent report having an impact some of the
time, depending on the issue.!”® There is less optimism at the regional level, where

29 per cent of CSOs believe they have no impact or rarely have an impact.

Citizens at large are also becoming more optimistic, albeit from a lower base:

in a 2015 survey, 28 per cent of respondents considered NGOs effective in tackling
corruption, up from 14 per cent in 2007. Among all institutions listed in the survey,
NGOs registered the largest increase in perceived effectiveness at fighting corruption.t””

One important democratizing effect of civil society has been the integration of
non-state sector trust networks into the political process. The absorption of volunteer
battalions into the Ministry of Interior and MOD, the institutionalization of ProZorro,
the entry of several civil society representatives into political parties, and the presence
of civic activists in the PIC and on various commissions — all have signified citizens’
growing willingness to entrust the state with the delivery of important political
functions. By becoming co-creators of new norms and institutions, citizens now have
more incentive to participate in politics. In effect, the efforts of civil society have partly
translated the collective will of the citizenry into concrete state actions and policies —
this trend is significant for the further democratization of Ukraine.'”®

Risks from within

Prospects for further reforms are undermined by the complex and difficult operating
environment. Elements from Ukraine’s ‘old’ system are defending their interests and
seeking retribution against anti-corruption actors. The backlash started in March
2017 with the approval of amendments to the law on e-declarations for government
officials. The amendments oblige all citizens affiliated with anti-corruption bodies,
including trustees and sub-contractors, to complete the same extensive e-declaration
forms as government officials. The legislation was initially designed to facilitate
disclosure and prevention of corruption in the public sector, but its amended form
targets individuals rather than civic organizations. Thus, instead of increasing public
scrutiny of the NGO sector, it serves as a retaliation measure through which vested

75 Lutsevych, O. (2013), How to Finish a Revolution: Civil Society and Democracy in Georgia, Moldova and Ukraine,
Briefing Paper, London: Royal Institute of International Affairs, https://www.chathamhouse.org/publications/papers/
view/188407.

176 Chatham House online survey of 162 Ukrainian CSOs, February to May 2017.

177 Kyiv International Institute of Sociology (2015), ‘Stan koruptsii v Ukraini’ [A State of Corruption in Ukraine],
http://kiis.com.ua/materials/pr/20161602_corruption/Corruption%20in%20Ukraine%202015%20UKR.pdf.

178 Tilly, C. (2007), Democracy, Cambridge: Cambridge University Press. See ‘Chapter 4: Democracy and Trust’.
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interests can harass activists. In one example, ANTAC, a leading anti-corruption group,
faced a well-funded and coordinated smear campaign against one of its leaders.'”®

Growing popular dissatisfaction with inadequate public service provision,°

and the lack of effective platforms for citizens to express constructive discontent and
contribute ideas, could eventually lead to a backlash against reforms and even

a resumption of the ‘politics of the square’. Public trust in government remains crit-
ically low. Public protests offered a means of last resort for correcting the trajectory
of Ukraine in 1990, 2004 and 2013 - the same could happen again if current reform
efforts falter. Another major Euromaidan-style protest, but with increased avail-
ability of arms as a result of the conflict in the east, would likely turn into violent
confrontation with the authorities.

The risks of populism and radicalization remain real. The mobilization of several
veterans’ groups by political parties to block coal supplies from the occupied Donbas
region, despite the clear economic damage to Ukraine, offers a warning that some
elements within the country’s emerging civil society could choose a more confronta-
tional and radical path. The Azov Battalion, which started as a voluntary self-defence
unit and later became part of the National Guard, united many radical nationalists
from all over Ukraine. It promotes a radical agenda of ceasing all economic, cultural
and political bilateral relations with Russia and has an anti-EU agenda. The Azov
Battalion developed a new nationalist movement, Civic Corp Azov, that boasted a
membership of 10,000. In October 2016 the Corp transformed into a new political
party, Nationalist Corp.'®! The party is gaining visibility and mobilizing capacity
among young people to hold radical protests, which most recently caused disruption
at the Kyiv offices of Sberbank, a Russian bank. Freedom House’s Nations in Transit
project has recently downgraded Ukraine’s score for civil society ‘due to the growing
impact and visibility of intolerant, extremist organized groups in the public space’.!8?

Populist parties in Ukraine are now scoring higher in voter preference polls than most
parties of the ruling coalition. With simple messages and promises of easy solutions,
these parties appeal to constituencies disaffected with mainstream politics, and their
rise threatens the broader reform process. Activists from a pro-Russia group called
Ukrainian Choice are further contributing to internal destabilization. The group is
affiliated to Viktor Medvedchuk, a friend of Vladimir Putin and the Russian president’s
key ally in Ukraine. Ukrainian Choice has sought to hijack decentralization, recruiting
local activists to mobilize communities into declaring fiscal independence from Kyiv,
and into forming illegal ‘people’s territorial communities’. The ultimate goal of this
network is the federalization of Ukraine and closer political and economic relations
with Russia.!®

179 Novoe Vremya (2017), ‘Informatsyonnaya y ne tol ko ataka na Tsentr protyvodeystvyya korruptsyy: chto proyzoshlo y
kto za étym stoyt’ [A (not only) information attack on the Center for combating corruption: what happened and who is
behind it], 9 June 2017, nv.ua/ukraine/events/informatsionnaja-i-ne-tolko-ataka-na-tsentr-protivodejstvija-korruptsii-chto-
proizoshlo-i-kto-za-etim-stoit-1286993.html.

180 National Democratic Institute (2016), ‘Opportunities and Challenges Facing Ukraine’s Democratic Transition:
Nationwide Survey with eight local oversamples’.

181 Khomenko, S. (2016), ‘Partia Azova: shche odni natsionalisty na marshi’ [Azov Party: one more nationalists on the
march], BBC Ukraine, 14 October 2016, http://www.bbc.com/ukrainian/politics/2016,/10/161014_azov_conference_sx.

182 Freedom House (2017), Nations in Transit 2017: Ukraine, https://freedomhouse.org/report/nations-transit/2017/ukraine.
183 Velichko, L. (2016), ‘Separatysts kyy proekt Medvedchuka. Pid vyhlyadom “terytorial nykh hromad” po vsiy Ukrayini
stvoryuyut sya “L-DNRy”” [Medvedchuk’s separatist project. ‘L-DNR{’ are created under the guise of ‘territorial communities’
throughout Ukraine], Texty.org.ua, 5 July 2016, http://texty.org.ua/pg/article/txts/read/68839/Separatystskyj_projekt_
Medvedchuka_Pid_vygladom_terytorialnyh_gromad.
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In addition, regional differences in thinking about how Ukraine should develop,

and ambivalence towards reform, continue to threaten policy progress. This is
revealed in attitudes towards privatization, decentralization and land reform.!®*
Weak public awareness of reforms, poor communication by the national government
and an active Russian disinformation campaign are all aggravating these trends and
nurturing a popular sense of disfranchisement. Only 5 per cent of Ukrainians believe
government information to be of good quality and available in sufficient quantity.'®®
The reporting of reforms by national and regional media is patchy, superficial and
lacks ‘human stories’.’

Steps to strengthen the impact of reforms

In the aftermath of the Euromaidan, the ruling elite felt highly accountable to civil
society because the new government had been brought to power by social mobilization.
This allowed civil society to exercise unprecedented leverage over the political process.
Over time this link weakened and civil society became marginalized, with new legisla-
tive changes discriminating against anti-corruption CSOs. With less appetite for reform
among the ruling class and in light of the above-mentioned risks, there is an increas-
ingly urgent need for CSOs to broaden their social base. Prospects for a more inclusive
approach are helped, at least, by the fact that Ukrainians are less fearful of speaking out
than ever before, and more determined to participate in decision-making.

Several steps can be taken to build public pressure for reforms and empower

citizens. First, CSOs should widen popular participation in reform by promoting
existing methods of direct civic action, such as ProZorro, participatory budgeting, civic
oversight mechanisms and self-organization. E-democracy and wider civic education
could mobilize citizens who are currently focused on supporting and volunteering for
the military sector. Western donors could aid this process by integrating requirements
for wider civic participation into their grant-making. They should fund projects that
build civic support networks and promote action-based rather than adversarial revolu-
tionary activism. Donors have to ensure funds flow beyond Kyiv to Ukraine’s regions.
Regional CSOs need more assistance to build their confidence and capacity, especially
in view of decentralization. The expansion of housing associations, farmers’ unions,
credit unions, community foundations, and teachers’ and business associations would
make decentralization of power more effective and local government accountable.

Second, building public trust is of critical importance. In part, civil society could

do this ‘from the top’, by sustaining cooperation with reformers in legislative and
executive offices. It could increase the credibility of reforms by endorsing them, and
by participating in projects that modernize governance and social services or boost
economic growth. However, most importantly, organized civil society needs to work
from the ‘bottom up’ to create more safe, inclusive ‘public spaces’ for the discussion of
reforms, so that citizens can better assess and provide feedback on policies. This would
help CSOs — sometimes perceived as out of touch with the public — to respond better to
citizens’ concerns. It is already known that an overemphasis on top-down communica-

184 Social Cohesion and Reconciliation (SCORE) Index, Executive Brief on Governance and Public Policy Reforms, 2016.
For more on SCORE, see www.scoreforpeace.org.

185 [lko Kucheriv Democratic Initiatives Foundation (2016), ‘Reformy v Ukrayini: hromads ka dumka naselennya’ [Reforms
in Ukraine: public opinion], 11 July 2016, http://dif.org.ua/article/reformi-v-ukraini-gromadska-dumka-naselennya.

186 Ukraine Crisis Media Center (2017), ‘How the authorities, experts and media can jointly counter populism and
profanation in communicating changes anticipated by Ukrainian citizens’, https://app.luminpdf.com/viewer/
fhCogMbLjmjoBTmBQ/share?sk=59517383-da2d-45f2-8d5c-4936a78dc561.
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tion, in addition to the repeated flooding of the information space with facts, fails to
produce desired outcomes for liberals and reform-minded groups globally.

Such stakeholder consultations could shape representative public opinion, which
CSOs would then be well positioned to communicate to power-holders — thus increas-
ing public pressure for reforms on particular issues. One example of stakeholder con-
sultation that other CSOs could emulate is that adopted by the Centre UA in respect
of electoral reform. After the Euromaidan, this experienced CSO reached out beyond
Kyiv to hold multiple discussions in the regions of Ukraine on the strengths and weak-
nesses of the electoral system, and why electoral reform matters for further democ-
ratization. This enabled a consolidated public position on the direction of reform to
develop, which was publicly presented in a paper known as the ‘green book’.*¥” Such
forums or initiatives could provide an antidote to populism and disillusionment, and
help to establish a larger and more active reformist political class in the future.

The third way in which CSOs and self-organized groups can strengthen the impact

of reforms is by prioritizing more effectively, especially when it comes to advocacy
campaigns at the national level. Civil society cannot fight too many battles at once.
Ukraine’s unreformed political system and shadow economy, and the prevalence of
informal institutions, remain powerful impediments to clean and responsive govern-
ment. By concentrating on a few key issues — such as the need for fair courts, electoral
reform and professional public administration — CSOs could have a positive structural
impact across other sectors. Local groups need to be better connected to national advo-
cacy coalitions to be able to feed information back to Ukraine’s regions. CSOs should
engage more with political parties, especially the emerging ones, to ensure import-
ant issues enter the political debate and to narrow the disconnect between politics
and citizens.

Finally, better interaction between CSOs and the commercial sector could help to
identify innovative technological solutions for effective governance. The success of
ProZorro has already demonstrated that partnership between business, the state and
civil society can produce rapid structural change. The private sector — especially small
and medium-sized enterprises and the technology industry — often shares the same
aspirations for accountability as the non-profit sector. Given the low trust in official
channels, partnerships between CSOs and private business could help reinforce social
innovation in order to develop effective solutions to Ukraine’s myriad social and
economic problems.

187 Tsentr UA (2016), Zelena Kniga [Green Book], http://centreua.org/wp-content/uploads/2016/05/Equal-Access-to-

Politics-Green-Paper.pdf.
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7. Anti-corruption Reforms
John Lough

Since 2014, Ukraine has made remarkable progress in laying the foundations for
reducing corruption in public life. Corruption in Ukraine is long established and
deeply rooted. It remains the single biggest obstacle to successful development,
creating economic inefficiencies and deterring investment.!®® The achievements of
the past three years are welcome, but to build on them and make reforms irrevers-
ible will require a further step: renewal of Ukraine’s judiciary, an institution itself
riddled with graft and a pillar of the systemic corruption that has plagued the country
since independence. Without a breakthrough in this area, there is a danger that the
anti-corruption effort will lose momentum, leaving in place substantial elements of
the ‘old’ system through which the elites have diverted much of Ukraine’s national
wealth for their own purposes.

For the purposes of this analysis, corruption is defined here as the misuse of public
institutions and office to the detriment of the common good. It does not necessarily
involve financial wrongdoing, but can involve this.

In contrast to previous anti-corruption efforts, notably after the Orange Revolution of
2004-05, recent reforms have moved beyond rhetoric: they have significantly improved
transparency, have begun to restrict the scope for corrupt practices to occur, and have
included the establishment of new agencies for investigating and prosecuting high-level
officials suspected of corruption. Since mid-2016, stalwarts of Ukraine’s ‘old’ system
have increased their resistance to these measures — a sure sign that the policies are well
targeted. Taken together, the anti-corruption reforms effected so far mark an encourag-
ing start to the process of equipping Ukraine with the institutions and culture needed to
discourage corrupt behaviour in government, business and wider society.

These positive changes have been bolstered by reforms in other areas. For obvious
reasons of national defence, Ukraine’s national oil and gas company, Naftogaz, has
stopped importing Russian natural gas — thus suspending a trade that was the single
biggest source of corruption in the economy. Whether through direct gas purchases
or non-transparent intermediaries, Naftogaz was at the centre of a pernicious web

of corrupt practices that widely permeated the economy and political life.’® On

a smaller but still significant scale, changes to the procurement system at the Ministry
of Health have begun to address long-standing corruption within the state system.
‘E-government’ initiatives encompassing state procurement tenders, business regis-
tration and value-added tax (VAT) registration — as well as automatic VAT reimburse-
ment — have sharply reduced direct contact between officials and businesses, in turn
limiting opportunities for abuse of the system.

Banking reform, meanwhile, has led to the closure of nearly half of the country’s
180-plus banks and the nationalization of PrivatBank, the country’s largest bank
(accounting for 37 per cent of retail deposits and one-fifth of all banking assets as

of December 2016). In many cases, banks were used to divert money from the state
through loans never intended for repayment. Seventy per cent of PrivatBank’s loans
were to companies belonging to its two owners.!”® At the same time, the concentration

188 See IMF (2017), Ukraine: Selected Issues, Country Report No. 17/84, April 2017, https://www.imf.org/en/Publications/
CR/Issues/2017/04/04/Ukraine-Selected-Issues-44799. The authors note: ‘Corruption appears to be widespread
throughout most of the country, being particularly severe in Kyiv. Firms located in the West seem instead to face lower
corruption levels, even though 65.8 percent of them still consider corruption as a major constraint for business.’

18 Kobolyev, A. (2015), Naftogaz CEO Statement, http://www.naftogaz.com/www,/3/nakweben.
nsf/0/73D1AED5C31D4608C2257F3800310E97?0OpenDocument&Expand =1&.

190 Aslund, A. (2016), ‘Ukraine Nationalizes its Biggest Bank. Here’s Why This Is a Good Thing’, Atlantic Council,

19 December 2016, http://www.atlanticcouncil.org/blogs/ukrainealert/ukraine-nationalizes-its-biggest-bank-here-s-why-
this-is-a-good-thing.
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of wealth in the hands of a cohort of powerful businessmen is believed to have
significantly declined, reducing their ability to exercise political influence. For
example, Rinat Akhmetov, one of Ukraine’s leading businessmen prior to 2014, has
lost control of substantial assets in the occupied territories of Crimea and Donbas.

Despite these achievements, from the viewpoint of Ukraine’s justifiably impatient
population, there is so far little to show for the reforms. The Euromaidan movement’s
demands that the authorities curb corruption and put high-level korruptsioneri behind
bars remain unfulfilled. There have been no convictions of senior officials from the
administration of former president Viktor Yanukovych, despite overwhelming evi-
dence that many oversaw the theft of public assets on an epic scale. Nor have there
been any convictions for the Maidan shootings that killed more than 75 protesters
and police. Key suspects from the ‘Berkut’ elite security force have escaped to Russia.
Justice has still not caught up with members of the armed forces and security services
suspected of serving Russia rather than Ukraine before 2014. With the notable excep-
tion of Naftogaz, state-owned enterprises (SOEs) continue to bleed the equivalent

of billions of dollars annually from the state budget through corrupt schemes.

In some areas, new problems have appeared: for example, in 2016, the state energy
regulator set wholesale electricity prices at levels favouring domestic coal producers,
in effect allowing them to receive a surcharge for their production as if they had trans-
ported it from the Netherlands (i.e. using the ‘Rotterdam +’ formula) — even though
their coal is mined in Ukraine. The new anti-corruption agency is investigating possi-
ble abuses of power by officials at the regulator. At the same time, defence spending
remains highly opaque, prompting speculation that the conflict in Donbas is justifying
high levels of secrecy that benefit politically connected defence companies.!*!

These shortcomings and the lukewarm support among the ruling elites for serious
anti-corruption measures reinforce the widely held view in Ukrainian society that
corruption levels remain as high as they were before the Euromaidan revolution
and will not change. Consistent with this is Transparency International’s ranking

of Ukraine in joint 131st place, out of 176 countries surveyed, in its 2016 Corruption
Perceptions Index*? — this was down one place from 130th in 2015, and also

roughly in line with the results during the Yanukovych years.

However, a degree of realism must accompany these assessments. Expectations of
a rapid and genuine breakthrough in the fight against corruption in Ukraine were
always destined to be disappointed, given entrenched cultural and structural factors.

The cultural dimension includes the widely engrained and still visible practice,
inherited from the Soviet era, of petty bribery (blat) dressed up as ‘thank you’ payments
to doctors, teachers, local officials and the like, as well as the widespread theft of
public property. In Ukraine, as elsewhere in the former USSR in the 1990s, the break-
down of public services and chronic wage arrears encouraged bribery, theft and an
active shadow economy. The legacy of this is a view in society, persistent to this day,
that everyone engages in some form of corruption and that it is simply a way of life.

Ukraine has also inherited a structural corruption problem, the origins of which
lie in the fire-sale privatizations that started in the mid-1990s and created a set of
disproportionately wealthy business owners. To protect their interests, these arrivistes

91 Ponomarenko, W. (2017), ‘Secrecy Blankets Corruption In Ukraine’s Defense Sector’, Kyiv Post, 15 September 2017,
https://www.kyivpost.com/ukraine-politics/secrecy-blankets-corruption-ukraines-defense-sector.html.

192 Transparency International (2017), ‘Corruption Perceptions Index 2016, 25 January 2017, https://www.transparency.
org/news/feature/corruption_perceptions_index_2016#table.
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often brought their influence directly into government, parliament, the media and

the judiciary. They quickly established networks that instrumentalized public institu-
tions to work on their behalf rather than for the country itself. Their associates bought
their way on to parliamentary lists, both to secure immunity from prosecution and to
continue to enrich themselves through privileged access to state resources.

To a greater or lesser degree, this usurpation of power or ‘state capture’ has affected
the majority of countries transitioning from the Soviet command-administrative
system to market-based economic models. However, Ukraine has been a ‘high-capture’
state in the sense that its size and regional diversity spawned a wide range of interest
groups in competition with each other for influence over state enterprises and budgets.

This has placed a considerable brake on Ukraine’s development. As the economists

Joel Hellman and Daniel Kaufmann have noted, ‘state capture’ is a form of grand
corruption that weakens the state and undermines its ability to provide basic public
goods.’® The enfeebling of the state in turn limits the development of politically uncon-
nected businesses, particularly small and medium-sized enterprises (SMEs), because of
the difficulties they face in upholding property rights or enforcing legal claims. It is also
a powerful disincentive for businesses to invest because of the heightened risk premium
associated with politically subservient courts and a generally unpredictable legal envi-
ronment. In other words, state capture benefits those who do the capturing but distorts
the economy as a whole and impairs national development. Ukraine provides a perfect
case study of these problems. Corruption on a grand scale has not only cost the coun-
try’s citizens dearly over more than 20 years, but has cemented in place a system that

is impossible to dislodge without deep changes to the operating environment.

Ukraine also suffers from a problem common in transition countries that have
inherited Soviet-era legal systems and law enforcement structures originally designed
to uphold the authority of the government rather than the rule of law. In most such
countries, these structures have proved highly resistant to change. In Ukraine’s

case, the judiciary is accustomed to being politically dependent and the Prosecutor
General’s Office (PGO) to having levels of influence not associated with a prosecutorial
service in a developed democracy. In a system of this kind, the PGO can easily become
a tool used for selective application of the law.'*

These factors, taken together, explain how the ‘old’ system in Ukraine has proved so
resilient, and how it continues to resist the introduction of foreign concepts associated
with preventing corruption and investigating misconduct. The Euromaidan removed
Yanukovych and his associates from power and put an end to their attempts to central-
ize control of the country’s assets, but it did not break the underlying system. Instead,
elements of Ukraine’s ‘deep state’ have regrouped with the clear goal of blocking or
diluting reforms that threaten their interests. President Petro Poroshenko’s lack of
commitment to establishing an independent judiciary and overhauling the PGO —
even though it is his responsibility to oversee reforms in both institutions — offers

a striking example of the difficulties of anti-corruption reforms.

Anti-corruption policy is thus a battleground pitting, broadly speaking, ‘reformist’
forces against the inherited system. The real impetus for anti-corruption reforms has

93 Hellman, J. and Kaufmann, D. (2001), ‘Confronting the Challenge of State Capture in Transition Economies’, Finance

& Development, 38:3.

194 For a discussion of the historical roots of the PGO in Ukraine and its relationship to the president, see Pomeranz, W. and
Nesterenko, O. (2016), ‘Breaking the Ukrainian Procuracy’, Wilson Center Kennan Institute, Kennan Cable No. 14, January
2016, https://www.wilsoncenter.org/sites/default/files/kennan_cable_no.14_breaking_the_ukrainian_procuracy.pdf.
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come not from the government but from a small group of progressive government
officials and members of parliament (MPs), and from an emboldened set of civil
society organizations (CSOs) that carry the moral banner of the Euromaidan. Backed
by the strong desire among Ukrainians for action to rein in high-level corruption,

and supported by assistance from Western governments, CSOs were the driving force
behind the 2014 anti-corruption law and its implementation. This move created two
new agencies and featured an unprecedented effort to improve transparency and
change cultural attitudes towards corruption in public service.

At the same time, representatives of the ‘old’ system in the government — including

the security service, parliament, the PGO and the judiciary — have been fighting hard
to limit the scope of these measures. Allied with elements of big business, these groups
remain a powerful force with potentially much to lose and significant capacity to
hinder anti-corruption reforms.

Anti-corruption efforts: the starting point

To assess Ukraine’s progress in tackling corruption over the past three-and-a-half
years, it is important to consider the starting point for reforms. Society in Ukraine
became angry at the excessive self-enrichment of Yanukovych and his associates after
the presidential election in 2010, and demanded justice for the perpetrators and
action to limit corruption. Paradoxically, sociological research since the Euromaidan
has shown continued high acceptance of corruption in daily life, and a willingness

to engage in such practices to solve problems.> According to the research data, over
65 per cent of Ukrainians across all age groups believe that corruption is a fundamen-
tal part of the Ukrainian mentality.!*®

A further problem - given the wide extent of corruption in the police, the healthcare
system and the education sector, where salaries are very low — is that the number of
beneficiaries of illegal blat payments remains very large. In many cases, this extra cash
is vital for supporting families and extended communities. The result is that there

is little appetite in these parts of society for a war on petty corruption. The expecta-
tion instead is that the state should stamp out excessive high-level corruption. For
Ukraine’s reformers, this poses a dilemma: tackling low-level corruption is easier
than trying to eradicate high-level graft,’” yet this risks being socially disruptive if not
accompanied by salary increases for poorly paid public-sector workers. At the same
time, the lack of progress in addressing entrenched high-level corruption increases
social discontent and support for populist forces.

A Ukrainian government diagnostic study of high-level corruption, prepared with the
assistance of the IMF in 2014, put in sharp relief the problems for Ukraine’s reformers.
It noted the ‘pyramidal’ nature of state capture permeating the government system,
featuring ‘powerful well-known elites at the top, heads of agencies in the middle and
agency staff at the base’.'® The report described how these groups were able to control

195 In a 2015 survey, 49.8 per cent of the adult population admitted that they might become involved in corrupt activity if they
saw benefit in doing so, while only 37.4 per cent said this was unacceptable. Kyiv International Institute of Sociology (2016),
Corruption in Ukraine: Comparative Analysis of National Surveys: 2007, 2009, 2011, and 2015, Kyiv: Kyiv International Institute
of Sociology, http://kiis.com.ua/materials/pr/20161602_corruption/Corruption%20in%20Ukraine%202015%20ENG.pdf.
196 Ibid.

197 The establishment of the new patrol police demonstrates this. This part of the police force is generally viewed as not
being corrupt.

198 Government of Ukraine (2014), Government of Ukraine Report on Diagnostic Study of Governance Issues Pertaining

to Corruption, the Business Climate and the Effectiveness of the Judiciary, 11 July 2014, p. 4, https://www.imf.org/external/
pubs/ft/scr/2014/cr14263-a.pdf.
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appointments in the public sector, ensure the application of regulations in line with
their interests, and restrict public access to information.'*

Analysing the structure of corruption, the study also noted ‘a strong view that
corrupt public officials often work in concert across public agencies to intimidate,
harass to conduct corporate raiding and to extract bribes’. Among the agencies
perceived as most corrupt, it singled out the tax administration, the police, the PGO,
the State Enforcement Service and the judiciary. Among the courts, it identified the
commercial courts as the worst offenders.2*

It is clear that the fusion of money and power since independence in 1991 transformed
the role of Ukraine’s law enforcement institutions, so that their original task of pro-
tecting the Soviet system from within became one of supporting criminal activity by
the new economic and political elites. Organized crime became synonymous with

the functioning of the state.

This pattern extended into the judiciary, as external influence over the appointment
of judges became prevalent. In some cases, positions were offered for sale by those
involved in state capture. Representatives of such interest groups also sold prosecuto-
rial appointments and other roles in the state system.

Although other transition countries in the region have encountered similar

problems, there is no precedent for managing them in a country as large as Ukraine.
At regional level, organized crime is deeply enmeshed with political and business
interests, encouraging politicians and businesspeople to buy influence in Kyiv that can
help them to assert control locally. A regional prosecutor — through close cooperation
with the chairman of the regional court and the chief of regional police — is often

the real source of power at regional level, rather than the regional governor.

As in other former Soviet states, over-regulation offers government officials rich oppor-
tunities for predatory behaviour. Business licensing requirements, for example, are often
excessively onerous; enforcement is selective because no company can meet all the
requirements. This ensures that an official can invariably find a reason to spot a regula-
tory violation and impose a fine or order an investigation. Small businesses have long
suffered an endless procession of visits by officials, from sanitary inspectors to agents
from the tax police, seeking to extort money. In the absence of a judicial system in which
they can defend their rights, there is little they can do to prevent such abuses.?"

Results achieved

Increased transparency

The adoption by the Verkhovna Rada of the Anti-Corruption Strategy for 2014-17

in October 2014 marked a breakthrough in efforts to address corruption. Heavily
influenced by civil society and Georgian reformers?®? recruited into government, the
document outlined an approach for preventing corruption in several areas, including
the public sector, public procurement and the judiciary. It placed heavy emphasis on

1991bid., p. 4.

200 Thid., p. 10.

201 Prime Minister Volodymyr Groysman has said that the government has cancelled more than 3,000 regulations ‘which were
the basis of corruption and pressure upon businesses’. See Olearchyk, R. (2017), ‘Ukraine seeks billion dollar investments to
fuel fragile economy’, Financial Times, 8 May 2017, https://www.ft.com/content/e9833cd2-07e8-11e7-ac5a-903b21361b43.
202 Georgian officials had implemented anti-corruption reforms in Georgia after the 2004 ‘Rose Revolution’, achieving
impressive results.
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raising transparency in government and developing new law enforcement institutions.
However, the strategy has faced criticism for its lack of clear performance indicators
or coordination with reforms in areas such as healthcare and decentralization.2%

A battle for control of the new body responsible for developing and managing
anti-corruption programmes, the National Agency for Prevention of Corruption
(NAPQC), established a pattern of contest over the pace and depth of the reforms —
involving, on the one hand, the government and parliament and, on the other,
reformers, CSOs and international donors. The NAPC is effectively a branch of
government that reports to the Cabinet of Ministers.

After considerable foot-dragging and signs of political interference, the NAPC in
September 2016 launched an ‘e-declaration’ system for the assets of public-sector
officials. The system initially required 100,000 senior officials in government, includ-
ing the president and prime minister, to disclose their income and assets and those
of their family members. The results generated outrage among the public. The level
of cash holdings of officials surpassed all expectations, totalling UAH 26 billion
(around $946 million).?°* Based on the declarations, the news agency Reuters esti-
mated that 24 members of the cabinet held nearly $7 million just in cash.?*> Prime
Minister Volodymyr Groysman declared $1.2 million and €460,000 in cash, as well
as a collection of luxury watches.?® The head of the tax service, Roman Nasirov,
reported that he held $2 million in cash. Around 30 judges with annual salaries ranging
from $10,000 to $13,000 owned Porsches, and many declared large cash deposits.2”

As a tool for exposing enrichment among officials, Ukraine’s e-declaration system

is without parallel in the countries of the former Soviet Union. Those required to

fill out e-declarations must also register within 10 days any income or acquisition of
property of a value in excess of 50 months’ wages (UAH 80,000 as of 1 January 2017).
In the view of the UN Development Programme, which provided technical and finan-
cial support, the new e-system is far from perfect but represents a major improvement
on previous paper versions.2%

To little surprise, attempts to roll back the scale of the system came quickly:

in November 2016, a caucus of 48 MPs filed a claim with the Constitutional Court
arguing that compelling officials to publicize details about the assets of family
members was unconstitutional.?”” The resistance continued in March 2017 when
President Poroshenko signed into law controversial requirements for anti-corruption

208 Marusov, A. (2017), Anti-corruption Policy of Ukraine: First Successes and Growing Resistance, Kyiv: Reanimation Package
of Reforms, p. 3, http://rpr.org.ua/wp-content/uploads/2017/02/Renaissance_A4_4Anti-Corruption-Policy.pdf.

204 Using an exchange rate of UAH 1: $0.0364 on 9 August 2017. Reuters (2017), ‘Currency Calculator’,
http://uk.reuters.com/business/currencies (accessed 9 Aug. 2017).

205 Prentice, A. (2016), ‘Ukrainians shocked as politicians declare vast wealth’, Reuters, 31 October 2016,
http://www.reuters.com/article/us-ukraine-crisis-corruption-idUSKBN12V1EN. There are strong suspicions that some
members of the elite may have overstated their cash holdings in order to disguise later enrichment. The figures may also
be further evidence of the size of the ‘shadow’ economy.

206 Walker, S. (2016), ‘Ukraine stunned as vast cash reserves of political elite are made public’, Guardian, 31 October 2016,
https://www.theguardian.com/world/2016/0ct/31/ukraine-stunned-vast-cash-reserves-political-elite-made-public.

207 Zinets, N. (2017), ‘Fighting corruption, Ukraine starts to judge its judges’, Reuters, 25 May 2017, http://www.reuters.
com/article/us-ukraine-corruption-insight/fighting-corruption-ukraine-starts-to-judge-its-judges-idUSKBN18LOHC.

208 Brand, M. (2016), ‘An effective e-declaration system will be a watershed for the country’, United Nations

Development Programme, 20 October 2016, http://www.ua.undp.org/content/ukraine/en/home/ourperspective/
ourperspectivearticles/2016/10/20/what-s-wrong-with-the-e-declaration-.html.

209 The e-declaration system required the disclosure of assets held by family members because of the practice on the part
of state officials of distributing assets among family as a means to disguise ownership and, ultimately, to protect them.
However, the definition of family does not apply to relatives (excluding spouses) who live apart from other members

and who do not have a joint household. Kotlyar, D. (2017), ‘Druha khvylya. FAQ dlya novykh e-deklarantiv: shcho i yak
deklaruvaty?’[The second wave. FAQ for new e-declarants: what and how to declare?], Ukrainska Pravda, 31 January 2017,
http://www.pravda.com.ua/articles/2017/01/31/7133648/.
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campaigning organizations themselves to submit e-declarations. This fightback sug-
gests that parts of the Ukraine elite are deeply uncomfortable with the new system of
asset disclosures, viewing it as a measure that they can neither ignore nor respond to
dishonestly. To this extent, anti-corruption reformers have scored a significant victory.
On the other hand, anecdotal evidence indicates that even some officials supportive of
the anti-corruption effort think the e-declaration system too intrusive, and thus coun-
terproductive for efforts to elicit cooperation from public officials.

Despite the initial success of the e-declarations, the NAPC was heavily criticized

by civil society and international donors for attempting to delay the process and
prevent the timely checking of data, needed for potential criminal investigations by
the newly formed agency for investigating high-level official corruption, the National
Anti-Corruption Bureau of Ukraine (NABU). There are strong indications that the
NAPC’s work is vulnerable to interference from lobbies in government and parliament
that wish to restrict its activities. There is little doubt that the e-declaration system
would have remained on the drawing board for much longer had it not been for pres-
sure from the EU and others. The NAPC has also attracted ridicule for its attempts to
investigate suspicions of fraud on apparently trivial grounds against individuals such
as Serhiy Leshchenko, an MP and prominent anti-corruption campaigner, and Yulia
Marushevska, the former head of Odesa Region Customs. The latter faced investiga-
tion over a bonus equivalent to $18 that she had allegedly awarded herself.

Within two months of the filing of the e-declarations, the NABU had started 13
criminal investigations into the financial affairs of MPs, judges and prosecutors.?°

A further 2 million officials filed e-declarations in the spring of 2017. While the scale
of the effort is laudable, it is not clear how the Ukrainian authorities will be able to
screen, let alone act on, such a vast volume of information. Nonetheless, the process
marks a turning point in terms of increasing accountability and establishing a culture
of openness from which officials cannot hide.

Achievements in raising transparency have been notable in four further areas.

The first is public procurement. The widely praised ProZorro platform (see Chapter 6,
in particular) has placed government tendering online, ending the old practice of rigged
auctions. Prime Minister Groysman has estimated that in 2016 the system saved the
state budget UAH 8 billion.?!!

The second is a new law on the financing of political parties, which came into effect
in 2016. It requires parties to disclose their revenue sources and file quarterly reports,
which should be publicly available. The law also provides for public financing of
political parties, in an effort to limit the influence of business groups that might

seek influence through representation in parliament.

Third, the law ‘On Open Use of Public Funds’, adopted in February 2015, requires

all government bodies, including SOEs, to publish online their budgets and details of
their spending. Although only 20 per cent of eligible organizations had published the
required information by the end of 2016,%'2 the law marks a significant step towards
public oversight of government spending. It also lends itself to integration with the
wider decentralization reforms seeking to bring decision-making in government

210 Reanimation Package of Reforms (2017), Richnyy zvit 2016 [Annual report 2016], Kyiv: RPR, p. 2, http://rpr.org.ua/
richni-zvity/.

211 Post, C. (2016), ‘Groysman: About Hr 8 billion of state budget saved in 2016 due to ProZorro’, Kyiv Post,

26 December 2016, https://www.kyivpost.com/ukraine-politics/groysman-hr-8-billion-state-budget-saved-2016-due-
prozorro.html.

212 Cited in Marusov (2017), Anti-corruption Policy of Ukraine: First Successes and Growing Resistance, p. 10.
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closer to citizens. However, large numbers of SOEs argue that they are not obliged
to report to the public, and in any case the fines for non-compliance are tiny.

The fourth achievement is a law on public information in open data formats, which
obliges all government organizations to make their datasets available on the govern-
ment’s web portal. Ukraine also requires all legal entities to disclose their beneficial
ownership in the government business registry.?'®

New law enforcement bodies

Civil society and foreign donors strongly backed the creation of the NABU and the
Specialized Anti-Corruption Prosecutor’s Office (SAPO), an independent entity within
the PGO. Formed in 2015 with staff appointed in an openly competitive process — and
paid significantly more than the average government wage for their positions — the
two new structures represent an effort to establish ‘clean’ agencies that can investigate
and prosecute high-level corruption without political interference. In September 2016,
Nazar Kholodnitsky, the SAPO’s prosecutor, announced that his office was indicting an
average of four top officials a month. However, he did not mention any successful con-
victions.?* The SAPO’s independence is open to question given the widely held view
in Ukraine that the top leadership only pays lip service to fighting corruption and is
prepared to sabotage investigations where necessary. Kholodnitsky reports to the
prosecutor general, although the SAPO is housed in a separate building.

The NABU reported in September 2017 that it had 398 cases under investigation,
involving the loss of UAH 87 billion in state funds and resulting in 131 indictments.
There are signs that the NABU has started with cases involving suspects at lower levels
of seniority, but that it is extending its investigations to those at higher levels. The
arrest of the head of the tax service in March 2017 marked a watershed (he has denied
the allegations against him, which he complains are politically motivated, and has
been released on bail). This was followed shortly afterwards by the arrest and subse-
quent release (without bail) of Mykola Martynenko, reportedly the main sponsor of
one of the ruling coalition parties, who remains under investigation.?> The NABU had
not previously acted against an individual of ministerial level.

The NABU also reported in September 2017 that of the 86 cases sent to the courts by
the SAPO, only 17 had resulted in convictions. One-third of its cases were still waiting
to be heard.?¢

Not surprisingly, the agency has come in for criticism for failing to produce faster
results, and there have been orchestrated attacks on its reputation and the leadership
of its director, Artem Sytnyk. However, foreign donors’ commitment to the NABU’s
success has helped it to withstand attacks by detractors who appear to have much to
lose from its power to investigate. It has also, at times, found itself in a turf war with
the PGO and the Security Service of Ukraine (SBU). Reliance on the SBU for

213 Reanimation Package of Reforms (2017), Richnyy zvit 2016, p. 10.

214 Kholodnitsky, N. (2016), presentation at 24th OSCE Economic and Environmental Forum, Prague, 24-26 September
2016, http://www.osce.org/secretariat/264656.

215 See, for example, Hromadske international (2017), ‘New Arrest Exposes Ukrainian Money Laundering in Western
Europe’, 23 April 2017, https://en.hromadske.ua/posts/new-arrest-exposes-ukrainian-money-laundering-in-western-
europe?src=ilaw; and Kruk. K. (2017), ‘KRUK REPORT: Ukraine’s anti-corruption agency shows its teeth with new
detentions’, bne IntelliNews, 21 April 2017, http://www.intellinews.com/kruk-report-ukraine-s-anti-corruption-agency-
shows-its-teeth-with-new-detentions-120028,/. Martynenko has denied the allegations.

216 NABU press statement, 11 September 2017, https://nabu.gov.ua/en/novyny/26-out-86-nabus-proceedings-trials-have-
not-started-yet.
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Box 3: Ukraine’s new anti-corruption agencies
Three new bodies were established in 2015-16 to implement state anti-corruption policy:

National Agency for Prevention of Corruption (NAPC)

The NAPC is responsible for developing and implementing the anti-corruption strategy.
One of its main tasks is verifying the asset declarations of state and local government
officials. It is also responsible for enforcing rules on political party financing, including
the use of state-allocated support that is provided to political parties.

National Anti-Corruption Bureau of Ukraine (NABU)

The NABU is responsible for investigating corruption committed by senior officials,
members of parliament, judges and managers of large state-owned enterprises. It operates
independently of the Prosecutor General’s Office (PGO). The NABU’s director was selected
in an open competition with the involvement of civil society. With the exception of its first
deputy and deputy directors, all NABU positions are filled by open competition.

Specialized Anti-Corruption Prosecutor’s Office (SAPO)

The SAPO is an independent sub-division of the PGO. The SAPO oversees the NABU’s
investigations to ensure that they are legally compliant, and determines whether there
is sufficient evidence for the state to prosecute. All SAPO prosecutors’ appointments are
made by open competition.

wire-tapping during investigations is widely seen as a factor seriously inhibiting the
agency’s effectiveness, because of the danger that information about surveillance
targets will be leaked.

At the time of writing, two other new anti-corruption institutions are in the process

of being established. One is the State Bureau of Investigation (SBI), which will assume
most of the PGO’s investigative functions for serious crimes, including corruption, but
with the NABU’s role preserved for investigating corruption by high-level officials.?'”
The SBI will also be responsible for investigating crimes committed by SAPO and
NABU representatives, as well as military crimes. The other new institution is the Asset
Management and Recovery Office (AMRO), tasked with managing seized property and
tracing assets acquired by corrupt means, including those laundered abroad. Both are
due to become operational before the end of 2017. A dispute about the selection pro-
cedure for the SBI has delayed its formation. The proposed selection panel was drawn
heavily from interests connected with the two main parties in the ruling coalition, and
did not include any CSO representatives.?'®

The framework law ‘On Judiciary and Status of Judges’, passed in June 2016,

foresees the establishment of a third institution: a High Anti-Corruption Court.
However, the court’s formation awaits the enactment of an additional specialized law,
albeit without a deadline. Civil society groups are pushing hard for the establishment
of this new court, which is expected to have national jurisdiction to try cases brought
by the NABU. A key requirement is that it should have impartial judges free from
political interference.

27 Mission of Ukraine to the North Atlantic Treaty Organization (2016), ‘Government sets up the State Bureau of
Investigation’, 29 February 2016, http://nato.mfa.gov.ua/en/press-center/news-from-ukraine/1246-uryad-stvoriv-
derzhavne-byuro-rozsliduvany.

218 The lack of CSO oversight of appointments to the NAPC is viewed by reformers as the main reason for its
institutional weakness.
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Setbacks have continued, however. In 2016, it became clear that first-instance

courts were blocking efforts to address high-level corruption, and that the delays risked
undermining the credibility of the NABU and the SAPO.?” As Mykhailo Zhernakov,
one of Ukraine’s top specialists on judicial reform, has noted, the new framework law
provides for a first-instance anti-corruption court but not a special anti-corruption
court of appeal. This raises serious questions about how to prevent appeals against
decisions in the new court passing back into the regular — and, so far, unreformed -
court system. One option, as Zhernakov argues, is to create an anti-corruption panel in
the new Supreme Court as the second-instance court for high-level corruption cases.??

In July 2017, the EU appeared to accept the arguments of opponents of a separate
anti-corruption court. The president of the European Commission, Jean-Claude Juncker,
stated during a visit to Kyiv that the establishment of an anti-corruption chamber

within the existing judicial system would be sufficient. The NABU and anti-corruption
NGOs contest this view.??! However, in a surprise move in early October 2017, President
Poroshenko indicated that Ukraine would establish a separate anti-corruption court but
with an appellate chamber within the new Supreme Court. The announcement came a
day before the Council of Europe’s Venice Commission called on Poroshenko to submit

a draft law on the establishment of a high specialized anti-corruption court with judges
selected by an open procedure with international involvement.

The next challenge: judicial reform

Since 2014, the pace of anti-corruption reform has substantially outstripped that
of judicial reform. The continued slow progress in establishing competently staffed
courts free from interference threatens to undermine the entire anti-corruption effort.

In the World Justice Project’s Rule of Law Index 2016, Ukraine ranked 78th out

of 113 countries for adherence to the rule of law.??? In the same year, it ranked 99th
out of 105 countries for judicial independence in the Index of Public Integrity, an
EU-supported project.?® A 2017 poll of public attitudes towards Ukraine’s institutions
indicated that fewer than 6 per cent of respondents had any trust in the courts.??* In
the autumn of 2014, a Judicial Reform Council was established as a consultative body
reporting to the president. Judicial reform began with a presidential decree in 2015,
and in June 2016 the Verkhovna Rada adopted important constitutional amendments
concerning the judiciary and the professionalization of judges. However, the overall
process of renewal was put in the hands of the judiciary itself, to little effect. Judges’
salaries are being raised significantly, although not all legal experts in Ukraine believe
low salaries to be the reason for corruption. At the same time, their immunity from
prosecution, which used to be unconditional, is now only partial. A new law has
established a High Council of Justice. To limit political influence, the law provides

219 Zhernakov, M. (2016), ‘Independent Anti-Corruption Courts in Ukraine: The Missing Link in Anti-Corruption

Chain’, Kyiv: Reanimation Package of Reforms, December 2016, p. 2, http://rpr.org.ua/wp-content/uploads/2017,/02/
Renaissance_A4_3ANTI-CORRUPTION-COURTS-.pdf.

20 1bid., p. 4.

221 UNIAN Information Agency (2017), ‘EU clarifies Juncker’s position on anti-corruption court in Ukraine’, 14 July 2017,
https://www.unian.info/politics/2030349-eu-clarifies-junckers-position-on-anti-corruption-court-in-ukraine.html.

222 World Justice Project (2016), World Justice Project Rule of Law Index 2016, Washington, DC, https://worldjusticeproject.
org/our-work/publications/rule-law-index-reports/wjp-rule-law-index%C2%AE-2016-report.

223 European Research Centre for Anti-Corruption and State-Building (2016), ‘Index of Public Integrity’, http://integrity-
index.org/. See also Zhernakov, M. (2016), ‘Judicial Reform in Ukraine: Mission Possible’, Kyiv: Reanimation Package of
Reforms, December 2016, http://rpr.org.ua/wp-content/uploads/2017/02/Renaissance_A4_5JURIDICIAL-REFORM.pdf.
224 Sofia Centre for Social Research (2017), ‘Crisis of Trust in Power’, June 2017 http://sofia.com.ua/page226.html.
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for the Ukrainian president to appoint senior judges on the recommendation of the
council, but does not give him or her the right to reject its nominees. Only the council
can dismiss judges. Senior judges will be appointed for an initial term of five years.
After this, they must submit to a re-attestation of their qualifications and integrity;
only based on this result can they then be appointed for an indefinite term. However,
many apparently corrupt judges have been reappointed. Moreover, the change in the
law resulted in many court presidents being re-elected for a third or even fourth time,
despite the prohibition on their holding office for more than two consecutive terms.
Meanwhile, more than 2,000 judges have retired early, many of them potentially

in order to avoid submitting online wealth declarations.

An entirely new Supreme Court is being set up. It will replace three specialized

courts and the current Supreme Court, and will thus reduce four levels of justice

to three. Obtaining a final judgment in a case should become quicker as a result. In
2016-17, under the auspices of the High Qualification Commission of Judges (HQCJ),
over 1,400 applicants competed for selection on to a shortlist of 120 candidates to fill at
least 65 Supreme Court positions. The candidates were screened by the Public Integrity
Council (PIC), which includes members of authoritative CSOs. Although parts of the
process were remarkably transparent, others were less so. It is hardly encouraging that
numerous sitting judges failed the multiple-choice examination set, even though the
questions were published in advance. Anti-corruption activists reported in July that
over 70 per cent of the PIC’s recommendations had been ignored. However, the HQCJ
later said that 80 per cent of those who received negative assessments from the PIC did
not make it to the final stage (the High Council of Justice nominated 111 candidates
for appointment to the Supreme Court on 29 September 2017 — 25 of the appointees
had been rejected by the PIC). The lower tiers of judges will have to take similar tests
as part of their re-attestation. It is estimated that the re-attestation of appeal judges,
with whom many cases will end up, could take three years.

No country has embarked on a judicial renewal process on this scale, and with sustained
political will on the part of the authorities and foreign donors, backed by continued pres-
sure from civil society, it should be possible to make progress. However, resistance from
vested interests remains strong, and the likelihood remains that, at best, Ukraine will
create a more efficient Supreme Court, but one only marginally less politically dependent
than its predecessor. Ukraine’s challenge is to develop a new generation of judges with

a culture of independence and objectivity. Inevitably, this will be a long-term project.

In the PGO, reform is also progressing slowly, with a new cadre of prosecutors needed.
In 2015, more than 3,330 external candidates applied for 155 positions as heads of
local courts. Not one was successful.??* The institution is widely regarded as the last
bastion of vested interests, and it is significant that the president nominates the candi-
date for prosecutor general.??¢ In a first step, the PGO has established an Inspectorate
General, whose head was appointed with input from civil society, to start weeding out
corrupt officials within its own ranks. However, the PGO remains a largely unreformed
institution and has retained wide-ranging powers, inherited from Soviet days, of both
investigation and procedural oversight of cases. These powers make it easier to bring
cases to court because the organization deciding whether there is a realistic prospect

225 Press statement by the Prosecutor General’s Office, 5 May 2016, http://en.gp.gov.ua/ua/statref.html?_
m=publications&_t=rec&id=183269.

226 President Poroshenko was able to appoint Yuriy Lutsenko as prosecutor general only after parliament cancelled the
requirement for the holder of the position to have a legal education and 10 years’ professional experience in the PGO.
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of conviction is the same one carrying out the investigation. The ability to politicize
an investigation and then pass it to a compliant judiciary is a recipe for embedding the
corrupt practices of those in power. While the investigative functions of the PGO are
due to pass to the new SBI, there are signs that the PGO’s protectors in government
and parliament wish to slow down the process.

Conclusions

Under internal and external pressure — mainly from reformist forces in civil society
and parliament on the one hand, and from the EU and IMF on the other — Ukraine

has taken its first serious steps since independence to address high-level corruption.
These achievements are considerable, indeed remarkable, by the standards of reforms
over the 20-odd years before the Euromaidan. However, they are far from sufficient
to anchor in place over the long term the institutions and practices required to reduce
corruption significantly.

To make further progress, Ukraine must demonstrate results by ensuring the
convictions of high-level figures previously regarded as untouchable. It must develop

as its top priority an independent judiciary. The establishment of anti-corruption
courts, or an anti-corruption chamber, staffed with judges who have undergone a rig-
orous selection process (also involving CSOs and foreign specialists) would provide

a way to achieve rapid results, and could serve as a prototype that reformers could rep-
licate and extend across the judicial system. Progress so far on judicial reform has been
limited and could take years to reach the appeal courts and first-instance courts. The
judiciary’s desire for self-preservation has coincided with the desire of the Presidential
Administration (the government body responsible for judicial reform) to retain influ-
ence over the courts. The formation of a new Supreme Court, the expected influx of

a new generation of judges to replace the large numbers who have left the profession
since 2014, and the requirement for judges to declare their assets and income never-
theless hold promise that the culture of the judiciary may start to change and that it
will adopt higher professional standards.

In addition, the remaining parts of the criminal justice system are in urgent need

of overhaul. Any further deceleration of judicial reform, if accompanied by delays

to efforts to scale back the functions of the PGO, is likely to leave the NABU and the
SAPO politically isolated and at risk of losing credibility with the public. The Ukrainian
public urgently needs to see criminal convictions. To consolidate progress, CSOs

and international donors will need to stand their ground. The politically active part
of Ukrainian society will need to remain mobilized against the ‘old’ system’s efforts

to retain power, and will need to challenge the latter’s efforts to allow only partial
‘Europeanization’ of Ukraine’s institutions.

Further progress in reducing corruption will ultimately depend on the interaction

of several factors. To begin with, it will be essential to maintain the momentum for
preventing and deterring corruption by strengthening the culture of transparency
and prosecuting those who have defrauded the state. To do this will require, as noted
above, the establishment of anti-corruption courts or, at the least, a new part of the
judicial system competently staffed and free from external interference. The security
of judges and whistle-blowers will need serious consideration.

At the same time, the overhaul of the law enforcement agencies needs to continue.
The culture of the NABU and the SAPO will have to be gradually transplanted into the
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new investigations agency, the SBI, and eventually into an entirely revamped PGO
shorn of its investigative functions and resistant to political interference. Police reform
must continue along the lines that led to the creation of the patrol police. This will
require establishing a new ethos within the police service and raising salaries.

Clearly, parts of this agenda will depend on successful civil service reform and the
development of a new culture within public administration. This will not be possible
without raising salaries, in order to reduce the necessity for officials to extract bribes.
Reforms must extend to the healthcare and education sectors, where corrupt practices
are the norm. Improvement in these sectors is particularly important for the credibility
of the anti-corruption agenda because public-sector health and education profession-
als have the most frequent contact with the public.

Properly conducted privatization of SOEs as well as deregulation and simplification
of the business environment will further reduce the space for corruption, and will
contribute significantly to the ease of doing business. Business, for its part, must
improve corporate governance and increase transparency. This is particularly
necessary in state-owned companies, which stand to benefit from the appointment
of foreign non-executive directors.

The biggest unknown in this process is the future development of Ukraine’s

‘deep state’, the powerful interests that captured so much of its politics, government
machinery and economic life before 2014. Bloodied and weakened by Euromaidan,
it has retreated and partially regrouped. Its economic model is no longer sustainable,
and logic dictates that the development of a larger and more powerful lobby of SMEs
will cause its influence to diminish further. The prospect of new political parties
appearing that are not business projects, and that genuinely connect society with its
representatives, has the potential to further empower democracy, transforming the
political process and the conduct of government.

For the moment, the anti-corruption effort is at an embryonic stage. It could be
slowed down or partially reversed. The deeper the reforms start to penetrate, the more
resistance they are likely to encounter, making it essential that civil society remains
engaged and that foreign donors continue to apply conditionality to their support

of the government.

The results of anti-corruption reforms in Romania and Bulgaria provide two contrasting
examples that Ukraine’s reformers should consider. In Romania, following the collapse
of communism, it took more than 22 years for the authorities to imprison the first senior
government official for a corruption offence. Since that time, the picture has improved:
the Romanian anti-corruption agency has energetically pursued hundreds of high-level
officials, many of whom have gone to jail. Yet resistance within the system remains, and
as the demonstrations of early 2017 showed, Romanian society remains deeply dissatis-
fied with the ruling party’s attempts to insulate itself from anti-corruption investigations.
By contrast, the situation in Bulgaria is far bleaker. Powerful economic interests, allied
with organized crime, have strangled efforts to reduce corruption, deterring investment
and slowing economic growth. The speed and effectiveness of anti-corruption reforms
in the 1990s in Estonia, as compared with the much less successful efforts in Latvia,

also provide important lessons that are applicable to Ukraine.

Ukraine does not have the luxury of time. Without a perceptible breakthrough in
reducing corruption, investors will continue to stay away, social discontent will rise,
and the country risks becoming politically and economically unstable. With polit-
ical will, anti-corruption reforms need not be a Sisyphean task and can make this
scenario avoidable.
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8. Recommendations

To strengthen security

* The West’s goal must be to ensure that Ukraine has the capacity to preserve
its independence and territorial integrity, irrespective of Russian wishes or
intentions. In this collective undertaking, Ukraine bears primary responsibility
and must shoulder the principal burden. This requires political will and
demonstrable progress in upholding standards of good governance in key
security and political institutions.

e Ukraine must understand that internal transformation is a prerequisite
both to national security and to Euro-Atlantic integration. The establishment
of an effective, trusted and accountable state is a primary national interest.
Unless law enforcement, security and defence institutions are fit for purpose,
the country will remain dangerously vulnerable to infowar, penetration,
sabotage and destabilization.

* Russia’s military options must be curtailed and its effective capabilities against
Ukraine reduced. To this end, a structure of deterrence is needed inside Ukraine,
not only on the eastern border of NATO. The basis for deciding which weapons
to supply Ukraine should be effectiveness rather than politics. Modern weaponry
from the West will not overcome the ills of a largely unreformed defence system.

* NATO and the EU should, respectively, launch security sector and law
enforcement advisory programmes in Ukraine, commensurate with NATO’s
existing efforts in the defence sphere.

* There is no contradiction between dialogue and defence. The West must
work inside and outside the Normandy Format and Minsk process to resolve
the conflict between Ukraine and Russia and strengthen European security.
The Minsk agreements of 2014 and 2015 — which aimed to establish a political
solution — should not be abandoned, but deadlock should not become a pretext
for diluting their core provisions: a comprehensive ceasefire, the withdrawal
of foreign forces and heavy weapons from occupied territories in Donbas,
and unimpeded access for monitors from the Organization for Security and
Co-operation in Europe (OSCE). Verified implementation of these security
components must precede implementation of the political segment of the
Minsk protocols.

* The West’s sanctions against Russia should be periodically reviewed,
strengthened where necessary, and kept in place however long the illegal
annexation of the Crimean peninsula lasts and destabilization of the east
of the country continues. Full restoration of Ukraine’s internationally
recognized borders should not be compromised.

To advance EU integration

* The EU must have realistic expectations of how long it will take for Ukraine
to reform. The EU must maintain strong conditionality in the long term
to stimulate real, rather than partial or cosmetic, reforms. Ukraine must
recognize that integration is impossible without delivery of political and
economic transformation.
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* The EU’s Support Group for Ukraine (SGUA) has been a particularly successful
innovation in policy towards Ukraine. The SGUA has matched the supply of
expertise to need. The EU should rely on this tailored and agile mechanism
when planning assistance for Ukraine.

* The EU’s support should move away from classic, pre-scripted technical
assistance projects — the effectiveness of which is very low - to tailored, more
flexible and longer-term programmes of at least four to five years in duration.
The EU should consider using some instruments that have been successfully
deployed in Romania (and learn lessons from failure in Bulgaria) to support
the rule of law and judicial reforms.

e Support for Ukrainian businesses, especially small and medium-sized enterprises,
is needed to help them withstand competitive pressures once the transition
periods for the Deep and Comprehensive Free Trade Agreement (DCFTA)
finish. This gap remains a major weakness in the EU’s strategy towards Ukraine
(especially at the regional level), and contrasts with the support available
to EU accession candidate countries.

To boost economic and political reform

e Land reform — allowing and facilitating a functioning market for land — is badly
needed to ensure that Ukraine’s large but low-productivity agricultural sector
is a powerhouse for longer-term economic growth. There are indications that
the Ukrainian government will partially lift a moratorium on land sales by
the end of 2017.

* Further reform of Ukraine’s more than 3,000 state-owned enterprises
is essential. Efforts should focus on three areas: improving the corporate
governance of strategic entities identified as likely to remain in state ownership;
privatizing the remaining enterprises and assets for which there is a ready
market; and closing the rest. Reform should also include the sale of over
10 million hectares of agricultural land currently in state ownership, which
could potentially raise big sums for the state budget.

* Civil society and the international community should place as much stress on
electoral and institutional reform as on anti-corruption measures, to encourage
a break with the old system and allow a new generation of genuine reformers to
shape laws and policies. Wider use of institutional exchanges between Ukrainian
government entities and EU member state governments will encourage best
practice in administration and better policy formulation and implementation.

* Building public trust is of critical importance. Responsibility for this lies first
and foremost with the Ukrainian political class, which needs to convince the
population and Ukraine’s foreign friends and partners that there is serious
political will to reform the corrupt political system. Civil society can help to
do this ‘from the top’, by joining forces with reformers in the legislature and
executive. Civil society also needs to work from the ‘bottom up’ to ensure that
citizens can engage in their country’s governance and exercise civic oversight.
Active citizenship could help establish a larger and more reformist political
class in the future. Unless Ukrainian politicians, judges and civil servants accept
the need for their system to change fundamentally — through the creation of
robust institutions, genuine safeguards against corruption, and true political
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and legal accountability — old habits will continue, Western partners will grow
weary, and Russia will continue to be able to undermine the country’s territorial
integrity, politics and future sustainability.

* Western donors should integrate requirements for wider popular
participation into their grant-making. They should fund projects that build
civic support networks. They should promote action-based rather than
adversarial revolutionary activism. The expansion of housing associations,
farmers’ unions, credit unions, teachers’ associations and business associations
would make decentralization of power more effective and local government
more accountable.

* Through international development assistance, Western partners must
assist Ukrainian NGOs and nascent political parties, as well as universities and
management schools, in the creation of a new political and managerial class.

* Western countries must sustain pressure for judicial reform and the
prosecution of high-level officials who have abused their office. There must
be continued pressure for progress towards zero tolerance of corruption at all
levels. The establishment of a special trial court or chamber free from political
interference is essential for further progress in the battle against corruption and
the development of a new legal culture. The appeal system must be similarly
independent. Any signs of backtracking on these issues must be addressed
robustly. An independent judiciary is the ultimate test of Ukraine’s reforms.

* To maintain the momentum of the anti-corruption effort, the government
must speed up privatization of state-owned enterprises using transparent
tender procedures. Further deregulation should also be a high priority, in
order to reduce opportunities for officials to extort money from business.

e Ukraine’s anti-corruption reformers must communicate their achievements
to society and address the perception that ‘nothing has changed’ since 2014.
Important progress has been made on reducing the space for corruption, but
the Ukrainian public is generally not aware of these changes.
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AA EU-Ukraine Association Agreement

AA-DCFTA EU-Ukraine Association Agreement and Deep and Comprehensive Free
Trade Agreement

AMC Anti-Monopoly Committee

AMRO Asset Management and Recovery Office

ATM Autonomous Trade Measures

ATO Anti-Terrorist Operation

ATP Autonomous Trade Preferences

BPP Bloc of Petro Poroshenko

CEC Central Electoral Commission

CIS Commonwealth of Independent States

CPLR Centre of Policy and Legal Reform

CSO civil society organization

DCFTA Deep and Comprehensive Free Trade Agreement
DG NEAR  European Commission Directorate-General for Neighbourhood
and Enlargement Negotiations

DPR Donetsk People’s Republic

EFF Extended Fund Facility

EIB European Investment Bank

EUAM European Union Advisory Mission to Ukraine
FTA free-trade agreement

GDP gross domestic product

GOEI Governmental Office for European Integration
HQCJ High Qualification Commission of Judges

IDP internally displaced person

IMF International Monetary Fund

LPR Luhansk People’s Republic

MEDT Ministry of Economic Development and Trade
MP member of parliament

MOD Ministry of Defence

MOF Ministry of Finance

NABU National Anti-Corruption Bureau of Ukraine
NAPC National Agency for Prevention of Corruption
NBU National Bank of Ukraine

NGO non-governmental organization

NTU National TV and Radio Broadcasting Company
OLAF European Anti-Fraud Agency [Office européen de lutte antifraude]
ORDLO Separate Districts of Donetsk and Luhansk Oblasts (Regions)
OSCE Organization for Security and Co-operation in Europe
PCA Partnership and Cooperation Agreement

PGO Prosecutor General’s Office

PIC Public Integrity Council

PPP purchasing-power parity

RPR Reanimation Package of Reforms

SAPO Specialized Anti-Corruption Prosecutor’s Office
SBI State Bureau of Investigation

SBU Security Service of Ukraine

SFS State Fiscal Service

SGUA Support Group for Ukraine
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SMEs small and medium-sized enterprises

SOE state-owned enterprise

UKROP Association of Patriots of Ukraine

USAID United States Agency for International Development
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