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Alex Frishberg:

Thank you all for coming today.  I must apologize for the short notice of this roundtable, but Mr. 
Kuzio is flying out tomorrow morning, so thank you once again for taking the time to come on such 
short notice. We have a very interesting discussion today because we have with us two of the real 
“old-time insiders” who have been observers and participants in Ukrainian politics, business and 
government for the last 25 years.  It is a great privilege to be on the same panel with them.

First, we are fortunate to have with us Taras Kuzio, who has been a well-known political expert on 
Ukraine for decades.  One could say that Ukraine is at a monumental and historical turning point, 
and Mr. Kuzio will put into perspective the political developments currently taking place in central 
and Eastern Ukraine.  I might add that Mr. Kuzio has recently re-joined our law firm as an Of 
Counsel, and we are very pleased about working with him together again.

Next, on my right we have Prof. Alexander 
Savchenko, who was the Deputy Chief 
of the National Bank of Ukraine in the 
early 1990’s, and then went to London as 
a representative to EBRD on the behalf 
of Ukraine, Belarus and Moldova.  Then 
he returned to Ukraine and once again 
became the Deputy Chief of the National 
Bank of Ukraine.  Most recently, Prof. 
Savchenko served as advisor to Prime 
Minister Azarov, who didn’t listen very much to the sage advice that Prof. Savchenko dispensed, 
and is therefore currently in exile.  

Today, Prof. Savchenko will describe what economic reforms await Ukraine.  As you know, Ukraine 
is not just bankrupt; it is massively bankrupt due to thievery and corruption that went on in the 
past.  As a result of IMF (and EU) requirements, there will be not only economic, but also legal 
reforms, and Prof. Savchenko will probably be an advisor to the new government.  So, today we will 
get an advance screening of what he will suggest to the new government, the resulting economic 
changes, the timing and consequences, and what this will mean for the average Ukrainian citizen.  
Hopefully, the newly elected government will listen to Prof. Savchenko, otherwise they may end up 
in the same situation as Azarov.

Lastly, serving today as your moderator, I will briefly describe the upcoming changes in Ukraine’s 
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business environment and what they mean for foreign investors.  Each speaker will have about 10-15 
minutes and we will end with a question and answer period.  So, please feel free to ask any questions 
you wish at the end, and we will have honest answers.  After all, this is a time of transparency.

To summarize, the reason we have gathered here today is to find out what will happen in Ukraine 
next.  This weekend we elected a new president in Ukraine, Petro Poroshenko.  In addition to issues 
of security, he will need to deal with the following three components to bring about fundamental 
changes in Ukraine: (1) political, (2) economic and (3) business/legal.  We will discuss these three 
issues in the order set forth above.

Now I would like to turn the roundtable over to Dr. Taras Kuzio, who will explain what is happening 
in the world of Ukrainian politics today, and what these changes mean for Ukraine in the long run.

Dr. Taras Kuzio:

Thank you, Alex.  I would narrow down 
four consequences from the pre-term 
presidential elections.  The first one is 
the collapse or disintegration of the pro-
Russian camp in Ukraine.  Traditionally, 
except for the elections of 1991 when Leonid 
Kravchuk won the first round, elections 
in Ukraine usually have gone to a second 
round.  There has always been an “east vs. 
west” or “pro-Russian vs. pro-Western” 
component to Ukrainian elections – this is 
always a stereotypical about Ukraine with 
the only exception being 1999 when it was 
the Communist leader Piotr Symonenko 
vs. Leonid Kuchma.  Of course, the last 
two presidential elections in 2004 and 2010 
(Viktor Yushchenko vs. Viktor Yanukovych 
and Yanukovich vs. Yulia Tymoshenko) saw 
this typical “east vs. west” component.

It did not happen this time around.  The one person we can thank for this is Vladimir Putin because 
of his occupation of the Crimea and his support for violent separatism in Donbas.  These are the two 
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most “Soviet”, in national identity terms, and pro-Russian regions of Ukraine.  It is not a coincidence 
that these were the two strongest bases of support for the Party of Regions.  So, we can thank Putin 
and Yanukovych for helping to destroy the pro-Russian camp in Ukraine.

I wrote something for the Financial Times back in March just after the referendum, where I stated 
that Putin occupied the Crimea and lost Ukraine.  The rationale in Moscow is different from the 
rationale that we would understand.

The disintegration of the pro-
Russian camp can be seen by the 
voting figures.  The Party of Regions 
candidate, Mikhail Dobkin, was not 
taken seriously by anyone, probably 
even Rinat Akhmetov, even though 
he put Dobkin forward.  I was in 
Dnepropetrovsk this week and 
noticed that the Party of Regions 
in Dnepropetrovsk never viewed 
Dobkin as a serious candidate.  
There were about 6 or 7 members of 
the Party of Regions in these elections (if you include Serhiy Tihipko), and they together received 
about 8% of the vote.  This is a terrible showing.  If you compare this to Yanukovych in 2004, he 
got 44%, even in the repeat second round Yanukovich only received 8% less than Yushchenko.  Of 
course, in 2010 he received  48%.  So, 8% from all of these pro-Russian candidates from the Party of 
Regions is miserable.  Piotr Symonenko, the candidate of the Communist Party, which has become 
despite its being the alleged protector of the proletariat a satellite party of the Party of Regions (Party 
of Tycoons), received 1% of the vote.  These are incredibly bad results for the pro-Russian camp.

The problem is a total political vacuum in Eastern and Southern Ukraine.  Under Kuchma, you 
had several small centrist parties, which were an outgrowth of the Komsomol (Communist Youth 
League), and these were budding, liberal middle class parties (such as the NDP – the People’s 
Democratic Party, Trudova Ukrayina, the party formed by Tihipko and Pinchuk, etc.).  These 
parties were all destroyed or swallowed up by the Party of Regions, which wanted a monopoly of 
power in Eastern and Southern Ukraine.  The Party of Regions absorbed such parties and made the 
Communist Party a satellite and, therefore, with the current crisis of the Party of Regions there is 
a complete political vacuum – there is no “East Ukrainian” party anymore.  The Party of Regions is 
finished.
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Yanukovych gave birth to the Party of 
Regions when he provided political 
protection as Donetsk governor in 2000 
when, by the way, Petro Poroshenko 
was also a founding member of the 
Party of Regions (everyone forgets 
this).  Incidentally, Yanukovych was 
also the person who buried the Party of 
Regions during his four-year rule and 
Euromaidan revolution.  Yanukovych 
can’t come back and the Party of 
Regions is finished.  This is a great 
opportunity for Tihipko, but he is not 
exactly a great political strategist.  He 
merged his own party “Silna Ukraina”, 
which used to be “Trudova Ukraina”, 
with the Party of Regions in 2012.

We witnessed a massive landslide for pro-European candidates.  If you add up the votes for the top 
three candidates - Poroshenko, Tymoshenko, and Grytsenko (I don’t include Lyashko because he 
is a virtual candidate) – they together received 75% of the vote.  This is a pretty outstanding pro-
European vote.  Looking at the European elections last Sunday, Ukraine appears to be the most pro-
European part of Europe!  Even the nationalists in Ukraine are pro-European, which is not the case 
in Europe.  And, if you add Tihipko to that figure you receive a 80% pro-European vote.

Of course, there are small differences between the candidates.  Poroshenko is not pro-NATO 
membership, whereas Tymoshenko and Grytsenko are pro-NATO membership (as were Ukraine’s 
first 3 presidents).  So, in this sense, Poroshenko is more like Yanukovych because he doesn’t support 
NATO membership or the holding of a pro-NATO referendum.

The pro-Russian crisis and pro-European tendencies are bound to be reflected in the new 
parliamentary elections, which will take place by the end of the year.  There will be a very different 
parliament – there won’t be 200 Party of Regions members and there won’t be 40 Communist Party 
deputies. The next Ukrainian parliament will be very pro-European.

The other interesting thing here is that despite what has been seen in the propaganda coming out 
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of Moscow that fascists, nationalists, anti-Semites 
or whatever you choose to call them are dominating 
Ukrainian politics the elections showed them to 
be extremely weak in Ukraine.  The two nationalist 
candidates, Dmytro Yarosh and Oleh Tyahnybok, 
received just over 2% together, which is even less than 
the Jewish-Ukrainian oligarch, Vadim Rabinovich.  
I’ve counted at least 7 or 8 articles over the last few 
days stating that xenophobic, racist, anti-Semitic and 
anti-EU nationalists are popular in the EU, but not in 
Ukraine.  This is not surprising.  On the presidential 
level nationalists have simply no chance to ever be 
elected.  In parliament it’s a different matter.  Let’s 
remember that in 2012 “Svoboda”, the Freedom Party, 
received 10% because it had an enemy – Yanukovych 
– and because a language law was adopted that raised 

the status of Russian.  The problem with “Svoboda”, as is the same as with all nationalist parties in 
Europe, is that they need enemies.  In Europe, the enemy is Brussels, Islam or immigration.  You 
don’t have Islam or immigration as a problem in Ukraine while Ukrainian nationalists are pro-EU.  
So, Tymoshenko as well as “Svoboda” have lost their main enemy, Yanukovych, and this means they 
need to come up with different strategies.  Whether “Svoboda” will receive 10% in the next elections 
to parliament is doubtful.

There is also another peculiarity of nationalists in Ukraine.  As I said, I was in Dnepropetrovsk, 
which is a strange region in the sense that it is Russian speaking, but it is led by a very active 
Jewish-Ukrainian governor (Igor Kolomoyskiy).  I stayed in the Menorah Hotel, and everyone I 
talked to supports the governor because he is preventing conflict, unlike in Donetsk.  Actually, 
Akhmetov was offered the governorship of Donetsk, but he foolishly turned it down.  At the same 
time, Mr. Kolomoyskiy, who is also one of the financiers of the world’s only 24 hour Jewish news 
channel (JN-1), is supporting the creation, financially and in other ways, of the training of four 
volunteer battalions (Dnipr 1 and Dnipr 2, and Donbas 1 and Donbas 2) which are often staffed by 
Euromadan self-defence forces, including nationalists.  Ukraine has a Jewish-Ukrainian oligarch 
supporting the formation of volunteer battalions often made up of nationalists to fight pro-Russian 
separatists in the next oblast.  Mr. Yarosh, the leader of the Right Sector nationalist group, is from 
Dnepropetrovsk as well.

Another thing shown by these [presidential] elections, and which will be shown in the parliamentary 
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elections, is how weak political parties are in Ukraine.  I think it is a good thing that Ukraine is 
moving toward a parliamentary system, but you cannot have parliamentarism without parties.  There 
was a terrible choice in these presidential elections, where the top choice was between  Tymoshenko 
or Poroshenko.  They are not “new face” candidates that should have followed the Euromaidan.  
Traditionally, Ukraine’s presidential elections have always been the scene of heavy conflict between 
East and West.  If there hadn’t had been a Euromaidan, Ukraine’s presidential elections would have 
been even worse in 2015 than in 2004, because Yanukovych with his criminal background would 
never have given up power without bloodshed.  

If you look at Ukraine’s political 
system, there aren’t any strong 
political parties.  Western 
foundations (US, British, Dutch, 
Swedish, etc.) have tried to support 
the building of political parties, but 
they have not been successful.  But, 
it shows that this part of the world is 
very different from Eastern Europe.  
In Eastern Europe and the Baltic 
States, pre-Communist parties re-
emerged and the Communist Party 
became a Social Democratic Party. 
In Russia, Ukraine, Georgia and 
Moldova the parties are usually 
nationalist, populist or presidential 
parties of power.  There are no real 
ideological parties.

In Ukraine, we have the disintegration of the Party of Regions and the Communist Party, and we 
have Tymoshenko in crisis because she lost the elections by a large margin.  Tymoshenko now 
needs to politically revive herself, and she may not support early parliamentary elections because 
Batkivshchina (Fatherland) may receive fewer votes as well.  Yushchenko’s party, Our Ukraine, is 
long gone.  Vitaliy Klitschko’s party, UDAR, is a virtual party. Poroshenko’s party is even more of a 
virtual party in that there is no Solidarity Party.  By the way, this is his third Solidarity Party – the 
first one was donated to the Party of Regions in 2000, the second one was donated to Yushchenko’s 
People’s Union-Our Ukraine in 2005, and now he has formed a third Solidarity Party.  Poroshenko is 
a businessman, and he will not form a real political party because that costs money.  Ukraine has no 
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center-right party, no liberal-centrist party (which was always weak in this part of the world), and 
although Ukraine used to have a strong Socialist Party many years ago, it has become marginalised. 
So, the major problem is how to move to a parliamentary system without strong political parties 
that will probably lead to populism and the growth of more virtual parties.

Poroshenko has made his 
wealth under every government 
in Ukraine and he is the biggest 
“flip-flopper” in Ukrainian 
politics.  We shouldn’t be 
as starry-eyed about him as 
we were about Yushchenko 
when I witnessed him in 
Washington, D.C. in April of 
2005.  Poroshenko came into 
politics in 1998 in the Social 
Democratic Party United led 
by Viktor Medvedchuk, whose 

daughter’s godfather is President Vladimir Putin.  In 2000, Poroshenko was one of the founders of 
the Party of Regions, but he didn’t win the congress vote to become leader (Nikolai Azarov won) 
and he moved over to Our Ukraine.  Then, Poroshenko fell out with Yushchenko and he went over 
to Arseniy Yatseniuk.  He then went to Klitschko and in 2012-2013 was in the Azarov government.  
In 2013 he left the government and flip-flopped to the Euromaidan.  

I believe that Poroshenko is committed to European integration, but Ukraine, in terms of corruption, 
will always be more like the former Communist Eastern Europe or Southern Europe. At least this 
will be an improvement over the “gangsterism” of the Yanukovych era.  I think Poroshenko will be 
great on politics, human rights and European integration and even economics as he seems to want 
to keep Yatseniuk as Prime Minister.  Yatseniuk doesn’t have presidential ambitions at the moment, 
so he doesn’t necessarily care if his ratings go down.  This is important because in 2008-2009, when 
Tymoshenko received an IMF agreement, she didn’t fully implement the agreement because she was 
looking to the 2010 presidential elections.

At the same time, Poroshenko’s Achilles heel will be corruption.  The major financier of his campaign 
was Dmytro Firtash from the gas lobby, who is awaiting extradition to the US from Vienna for 
massive corruption charges.  Also, Klitschko and UDAR were supported in Kyiv’s elections by 
former supporters of highly corrupt Kyiv Mayor Leonid Chernovetskiy.  So, I’m more skeptical about 
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corruption, although Ukrainian civil society 
and the people in the government, such as 
Tatiana Chornovol, will attempt to maintain 
some accountability of ruling elites.

A final note, people voted for Poroshenko 
rather than Tymoshenko for a number 
of reasons.  One of the major reasons was 
that Tymoshenko was always calling people 
to the barricades (with Yanukovych gone 
now, against Russia).  People don’t want 
to go to the barricades; they are tired and 
they want an end to the crisis and violence.  
Poroshenko came to power because he said 
that the elections would last one round, it 

wouldn’t be dragged out, and he would be the one to end the crisis.  But it will not be easy to defeat 
the terrorists in Donetsk.  The Ukrainian army was trained in the Soviet Union to fight NATO; 
they were not trained to fight domestic terrorists and have no experience of counter-insurgency. 
Poroshenko’s ratings will decline as he will be unable to defeat the Donbas terrorists quickly. Thank 
you.

Alex Frishberg:

Thank you, Taras, for your realistic overview about what is happening in Ukrainian politics.  The 
second part of the presentation is Prof. Savchenko’s analysis regarding issues, which are arguably the 
most important for Ukraine right now.  How can Ukraine become an economic power once again?  
How can Ukraine dig itself out of the heavy burden of social obligations such as pension reforms 
and reducing government bureaucracy by firing hundreds of thousands of people?  Tax and banking 
reforms are also required.  Prof. Savchenko will now talk about economics and what should be done 
in the immediate future to improve the country’s situation.

Prof. Alexander Savchenko:

Thank you, Alex.  Firstly, I don’t believe that the godfather of Ukrainian liberalization was Mr. 
Putin; I believe it was definitely Mr. Yanukovich.  Putin simply assisted Yanukovich.  However, this 
is only one political point of view.



9

© Frishberg & Partners, 2014

I know Mr. Poroshenko for 
a long time – maybe fifteen 
years – and I don’t agree 
that he is as corrupt as the 
average Ukrainian oligarchs 
or politicians, because he 
never made money using the 
state budget.  He never made 
money on oil and gas.  These 
two sources of corruption – 
the budget and oil and gas – are 
keys.  Mr. Poroshenko created 
his business himself or with 

the assistance of his father.  His father was also a businessman and he assisted Mr. Poroshenko in 
privatizing some enterprises.  However, this was twenty five years ago.  This is why he is different 
from, for example, Mr. Pinchuk or Mr. Kolomoyskiy.

Another trait of Mr. Poroshenko is his cleverness.  This is not unique because Ms. Tymoshenko 
is also brilliant.  However, taking into account Mr. Poroshenko’s education and work experience, 
maybe he is currently the most highly educated high-level civil servant in Ukraine.  His education 
level is even higher than Mr. Yatseniuk, who is a lawyer and is also brilliant.  Mr. Poroshenko 
received a very good education from a state university, like Mikheil Saakashvili, in economics and 
international law.

There were quite a few periods when I worked together with Mr. Poroshenko when I used to be 
Deputy Governor of the National Bank of Ukraine.  At that time, Mr. Poroshenko was the head 
of the supervisory board, which acted as 
advisors with one significant right: to veto 
the decisions of the management board 
of the National Bank.  During his tenure, 
Mr. Poroshenko used this right when 
the National Bank wrongly appreciated 
national currency at the time when there 
should have been devaluation just before 
the crisis.  By the way, at that time I was 
the only one that did not vote in favor 
of appreciation.  The budget deficit used 
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to be 12% and in that period the National Bank revaluated the national currency, which was a 
crazy decision.  The next day, Mr. Poroshenko called for a supervisory board meeting to stop this 
decision.  This shows that he can fight even though it was not very good for him at that time due 
to Yuschenko’s position.  He started a civilized fight with Yuschenko and Stelmakh (who was quite 
“small” at the time) and he showed he could put his point of view on the table and give up if he 
could not be victorious.  This, in addition to many other cases, showed me that a picture of what his 
behavior would be like in the future.

The president in Ukraine now is not very powerful from a constitutional point of view.  However, 
from an historical and psychological point of view, the president is quite powerful and, maybe, the 
most powerful person in this country (not the Prime Minister).  He is responsible for the armed 
forces, social security, international affairs, and the national bank and the banking system.  He is 
not responsible for the economics, though.  This remains status quo.  In my view, the president will 
not try to change the status quo because it is quite a good situation for him.  He will try to present 
this status quo to the population (voters and potential voters) – essentially that he is not responsible 
for the status quo.  There are two or three parties who are now responsible for the economy.  The 
president is responsible for defense and international affairs, but the banking system is the key 
machine to start economic growth in Ukraine.  That is why my prognosis is that Mr. Poroshenko 
will not force dissolution of the parliament.  There will be “soft” pressure on the parliament to hold 
new elections.  I believe these elections will happen in the beginning of next year or perhaps in the 

last month of this year (2014).

Mr. Poroshenko does not have a political party, and it 
is very good for him that the trust of the people in the 
current political system will be even less.  This will make 
it easy for one fresh party to receive support or maybe 
even two or three parties.  Mr. Kuzio mentioned that 
Mr. Lyashko’s party was a “joke” party, but this is not 
the case.  According to my calculations, approximately 
100 million USD was spent on Mr. Lyashko’s campaign.  
Yes, it was the cheapest election campaign.  I used to be 
in the Ministry of Finance and the National Bank, and I 
know the movement of capital in elections.  Normally, a 
presidential or parliamentary campaign costs from 0.5 
to 1 billion USD in Ukraine – it is very expensive and 
not very effective or efficient.  Most, like Yanukovich, 
overspend.  Mr. Lyashko’s campaign cost, maybe, 100 
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million USD – very cheap.  Perhaps it is because the Party of Regions was not heavily present?

Nevertheless, Mr. Poroshenko will appoint his Minister of Foreign Affairs and, hopefully, the 
Minister of Defense.  From a professional point of view, the situation in the Defense Ministry is 
terrible.  The same situation with security – the Security Service is unprofessional with intelligence.  
There are three intelligence units in Ukraine and all three are terrible.  I don’t know whether Mr. 
Poroshenko will appoint a new head of the National Bank or wait a couple of months until the 
financial currency turbulence will end by trend and not by rational decision of the National Bank of 
Ukraine and the Ministry of Finance.

This is why, in my opinion, we will have a critical situation.  As an economist, I analyze the history 
of the economic development of Ukraine and how politicians find their way out of crises.  There 
are only three instruments that politicians use for this purpose.  The first is borrowing (now 
external borrowing) or credit.  The second is devaluation.  The third is inflation.  The last two 
are forbidden in the European Union.  You can’t keep inflation at 2% while devaluation is 50% or 
100%.  Unfortunately, I believe that we will continue to use these very simple, primitive anti-crisis 
instruments without the permission of the Parliament.

On the one hand, Ukraine badly needs economic reform.  On the other hand, there are no machines 
in both the National Bank and the government able to put some reforms on the table.  What kind 
of reforms do we need?  Why is it dangerous for Mr. Yatseniuk and the current government?  Mr. 
Yatseniuk called himself a “kamikaze”, but it is not in the habits of Ukrainians to be kamikazes.  So, 
what kind of economic reforms are needed to move from minus 5 under the current political and 
economic circumstances?  Unfortunately, our high-level staff in both the Cabinet of Ministers and 
the National Bank do not really understand what economic reforms look like.  Approximately three 
months ago the Head of the National 
Bank was nominated and the staff 
was changed.  I have not yet seen 
any program as to what kind of 
monetary policy we will follow and 
what the next steps will be.  They 
just don’t understand.  I had a couple 
of discussions with Mr. Yatseniuk 
and Mr. Kubiv, and I came to the 
conclusion that these gentlemen 
have never understood monetary 
policy.
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I remember the cultural, educational and experience levels of the heads of central banks of various 
countries.  As a rule, these are the cleverest people in their countries.  In our case, they have just 
installed a “Quartermaster of Maidan”, who supplied Maidan with the provisions, as the head of 
the central bank.  Can you imagine?  This is the way of forming high-level authority in Ukraine.  
Another way is just to place politicians in such positions.

So, we will have minus 5%.  In order to break this situation, huge state spending cuts should be 
undertaken very soon.  We always spend dramatically in Ukraine.  Our share of GNP reallocated 
through the budget (budget plus Pension Fund) is on the level of Western Europe.  Compared with 
Romania and Poland, in those countries the share is a bit more than 30%, but in Ukraine it has 
reached 50%, much like in Germany.  This is why in corruption a huge amount of money goes to the 
budget and approximately 10-12% of the budget money was stolen.

The state spending cuts should be dramatic.  I have calculated for some ministries the ratio of civil 
servant per ministry is approximately 3-5 times more than in an average European country.  This 
means that if we decide to cut staff by 10%, it will still be minimal.  The cuts should be from 2-5 
times, whereas some ministries should be eliminated altogether as soon as possible.  It is absurd 
that the Ministry of Internal Affairs is comprised of 
300,000 individuals.  That is more people than are 
in the Ukrainian army.  They are doing nothing but 
looking for cash.  By the way, the number of state 
universities should be cut as well.  The percentage 
of young people, who go to university in Ukraine, is 
more than 75%.  For purposes of comparison, this 
figure is 33-34% in Germany and 42-43% in the 
United States.

Just to show how unpopular economic reforms are 
I’ll give another example.  The Ministry of Science 
(Academy of Science) is a rudimental Soviet 
institution.  They do nothing and receive each year a 
couple of billion hryvnias just for management.  The 
level of our fundamental science is maybe the lowest 
in Europe.  The average age of a director of a Science 
Institute in Ukraine is around 82 years old.  The 
President of the Academy of Science, Mr. Paton, is 
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over 90 years old – he was a retired pensioner even during the Soviet Union.  This shows the deeply 
Soviet construction of the current system in Ukraine.

We have the same situation in the health industry – the number of hospitals is enormous.  The 
average length of treatment in a hospital in Ukraine is approximately 5-6 times longer than in 
Europe.  They simply put people in the hospital without treatment or people buy treatment for 
themselves.

All fields of society should be reformed dramatically and many institutions should be cut.  As soon 
as we will be ready for this, then we will be able to cut and simplify taxes.  The problem is not only 
size, but the way to manage these taxes.  The most complicated system is, maybe, the United States, 
but Ukraine is not far behind.

We have the same situation with the 
pension system.  The most important 
social aspect is pension.  We have 
a “one to one” situation where one 
employee pays for one pensioner.  
This is a very unique situation.  
Japan is going to reach this level in 
a couple of years.  In Europe, the 
situation is “one to three” or “one 
to two”, and Europeans don’t like 
how the ratio of retired people is 
increasing.  If we compare the ratio 

of pension spending to GDP, Ukraine is the champion – close to 10%.

What should be done?  It is clear; firstly, we have a lot of special pension systems, for example, for 
scientists, universities, the judicial system, armed forces, the Security Service, etc.  In particular, the 
average pension amount for the Supreme Court used to be 10,000 USD, where the minimum used 
to be 200 USD.  The situation has slightly changed after devaluation.  We have a lot of people who 
receive permission to retire at the age of 35 (the police, armed forces, members of Parliament, etc.) 
and, therefore, they receive for 40-50 years 10,000 USD per month in pension.  Clearly the pension 
system should be unified and the ratio should have a minimum and a maximum.  For example, if 
the minimum is now 1,000 hryvnias, then the maximum should be 10,000 hryvnias.  I can tell you 
that there are a lot of people with a pension of over 100,000 hryvnias.



14

© Frishberg & Partners, 2014

You can only imagine how much overspending this so-called “social support” system involves.  It 
is not real social support – it is a dangerously bad system.  Our so-called “elite” are receiving these 
benefits.  Everything should be cut, and Mr. Poroshenko should be the Terminator who should 
destroy this current system.  Let’s hope it is possible because without cuts the economic reforms will 
amount to zero.

I can point to any sector of the Ukrainian economy which badly needs the same revolutionary 
changes.  This is done in other countries, such as Poland and Georgia, but it is admittedly very 
difficult.

In conclusion, the probability that Mr. Poroshenko will start economic reforms is, unfortunately, 
55/45.  However, I know for sure that they will protract these reforms and this is a very grave 
mistake.  Mr. Poroshenko’s political tactic should be to undertake some difficult steps under this 
current government.  For example, he should clean up the two regions in Eastern Ukraine, Donetsk 
and Lugansk, and the heaviest operations should happen quite soon – today, tomorrow or the day 
after tomorrow – before his inauguration.  If this is done, he will be able to finish reforms in a more 
civilized and professional manner.  The same situation should occur with economic reforms but, 
unfortunately, I don’t think that the current government, the Cabinet of Ministers, will agree with 
doing this unpopular dirty work.  In the end, we will have parliamentary elections and, thereafter, the 

situation can be quite different.  
I agree with Dr. Kuzio in that 
the situation in Ukraine can 
change quite rapidly and new 
political forces may come to 
the Parliament.  Then, there 
will be negotiations between 
Mr. Poroshenko and these new 
political forces.  I hope that 
everything will be done so that 
new forces can appear – the 
right forces, in particular, and 
so on.

The most dangerous scenario is if the current majority of Parliament will create a majority to support 
Poroshenko.  This is the most expected scenario – a coalition will be created to support Poroshenko 
and they will agree upon each step, which will lead to an unproductive dialogue and no economic 
reforms.  However, I did not take into account the influence of the IMF and the EU, and perhaps 
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the US (which is very straightforward in what they think and do).  I hope that due to funding 
from the US, the EU and the IMF more and more experts will be sent to Ukraine to fight with the 
Ukrainian bureaucracy.  The Ukrainian bureaucracy is quite large, but the EU has a bureaucracy that 
is experienced and strong.  Let’s hope that the European bureaucracy will overcome the Ukrainian 
bureaucracy and we will have the situation when there won’t be a need for radical reforms but for a 
step-by-step fight for European integration.

There are three scenarios.  The first scenario is that nothing will happen and the government, the 
President and the Parliament will continue to use instruments such as foreign funding, credits, 
inflation and devaluation (depreciation of currency) – good fuel for economic growth for a short 
period of time.  The second scenario is that radical economic reforms will take place, but a bit later 
after the parliamentary elections.  The third scenario is the status quo like we had under President 
Yuschenko – the bureaucracy will do nothing and the IMF and the EU will try to push us in the 
right direction.  As we are currently dedicated to joining the EU and even NATO, I believe that the 
pressure of NATO, the EU, the IMF and the US will be much stronger toward a more or less civilized 
economic model.  Thank you.

Alex Frishberg:

Thank you very much, gentlemen, for your 
interesting and informative presentations. 

Our law firm, Frishberg & Partners, was established 
in October of 1991, and for the last 23 years we have 
assisted numerous foreign investors in Ukraine, 
through the good times and the bad.  In fact, we 
wrote a very thick and boring legal reference guide, 
“Doing Business in Ukraine,” which you can find for 
sale on Amazon.  And one major trend over the last 
23 years is that the business and legal development 
of this country was constantly handicapped by 
corruption and nepotism.  This started out with 
privatization in the 1990s when random people 
became billionaires overnight, and it ended up with 
Yanukovich stealing everything he possibly could.

Since the beginning, the prevailing theme that has always run through the Ukrainian economy and 
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politics has been corruption and theft from government budgets.  In the end, under Yanukovich, 
everyone in the government demanded bribes – police officers, judges, customs officials, the 
tax authorities and even ordinary doctors and teachers.  We now have a turning point 23 years 
later, which no one expected – first, a revolution, then a war with Russia, and now the election 
of Poroshenko.  For now, everyone wants to believe that Poroshenko will at last create a normal 
country with transparent rules for everyone.  Alas, everyone believed that when Yuschenko came 
to power as well.

It is an enormous task for a country like Ukraine to become transparent because it is not accustomed 
to transparent rules.  Many businessmen of large and small companies alike have been operating 
for years in a shadow economy with everything paid in cash, with most money sent offshore, and 
real properties owned by offshore companies, etc.  When the offshore companies are sold, nothing 
needs to be re-registered in Ukraine and no taxes need to be paid here.  So, I completely agree 
with Prof. Savchenko when he says it will be an immense task not just to change corruption and 
transparency, but to change the pension and educational systems – things which everyday people 
will really protest about.

At the same time, the EU will try to integrate 
Ukraine as quickly as possible primarily 
because of the fear that Vladimir Putin is not 
yet finished with Ukraine.  If Europe does not 
take Ukraine as quickly as possible, then it will 
only allow Putin time to continue operating 
in Ukraine.  So, the EU will push integration 
on Ukraine whether Ukraine is ready for it or 
not.  IMF will insist on substantive and painful 
economic reforms that Prof. Savchenko 
described.  This means that regardless whether 
there is real political will in Ukraine or not, 
economic and legal reforms are going to 
begin.  Whether they will begin in the nearest 
future, which Prof. Savchenko suggests should 
happen, or whether they will be delays, which 
Prof. Savchenko said would be a tremendous 
mistake, that is the big question.  Nevertheless, 
in the nearest future real Ukrainian reforms 
will begin for the first time in 15-20 years.
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The EU Association Agreement will bring about voluminous changes to Ukrainian legislation, 
including the Customs Code, the Tax Code, the accounting principles, etc.  There will be a lifting of the 
moratorium on the sale of agricultural land, which will result in changes to land-related legislation, 
perhaps even allowing foreign ownership of agricultural land.  A lot of things will change for the 
better for foreign investors.  At the same time, so far, in comparison with other Eastern European 
countries, Ukraine has had very little foreign investment.  Almost all of the consumer goods you 
purchase in Ukraine are at least 2-3 times as expensive as, for instance, in the US.  This is due to the 
fact that these goods are imported and not manufactured in Ukraine – shoes, purses, even food, 
etc.  For a nation nearly the size of France, Ukraine has very little foreign investment.  And Ukraine 
doesn’t really produce anything of its own so it is basically an empty market of approximately 46 
million people. 

Now, thanks to a new commitment to Europe and European values, Ukraine will hopefully have 
a stable and corruption-free business environment.  Considering Ukraine’s huge territory and 
population, with precious little business competition, this is a near-perfect business environment 
for foreign investors. For these reasons, I believe that foreign investment will now begin to flow like 
it hasn’t over the last 7-10 years.  And when foreign companies will enter the Ukrainian market, 
our law firm is happy to offer its 23-year experience in doing business in this often difficult market.  

I must admit that my predictions for the future are rather obvious, and I sincerely hope they’ll all 
come true.  In the meantime, if any of you have any questions about laws or the business environment, 
please feel free to call or write at office@frishberg.com.ua anytime.  Thank you.

Question & Answer Session:

Gabriel Nicola, Minister Counsellor, 

Embassy of Romania:

I have a first question that is not very 
long, but the answer might be a bit longer.  
Could Mr. Poroshenko be seen as a liberal 
from a political and economic point of 
view?
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Dr. Taras Kuzio:

Yes, he is.  The UDAR Party, together with Tymoshenko’s party “Batkivschina”, are both members 
of the European People’s Party political group in the European Parliament, and they are both on the 
liberal wing of center-right politics.  Tymoshenko’s party is eclectic because she is more new labour 
than center-right.  Both Tymoshenko and Tony Blair love the concept of “solidarism.”

Mr. Poroshenko comes from a business, liberal 
environment in this part of the world, which has always 
understood that your business prospers if you have good 
relations with the President.  This is why Poroshenko is a 
“flip-flopper”. 

Going back to all of the bureaucratic elements that need 
to be cut, I would agree with Prof. Savchenko.  I know 
the national security field quite well and, when Prof. 
Savchenko mentioned 300,000 police, I have to agree.  
Britain has nearly 20 million more people than Ukraine, 
but it only has 120,000 police and prison officers.  I’d prefer 
to meet a British bobby at night in an alleyway rather than 
a Ukrainian policeman.  Britain also has 6,000 MI5 and 
MI6 officers, whereas Ukraine has 34,000 security and 
intelligence officers, who are incompetent and infiltrated 
by Russia - as we can see in Eastern Ukraine.  

Ukraine has proportionately more border guards than the US on the Mexican and Canadian borders, 
which are some of the longest and most difficult borders in the world.  The Ukrainian military is the 
only branch of the security forces that was downsized because no one thought there was an external 
threat to Ukraine, and because of interaction with NATO’s Partnership for Peace programme.  But 
all of the other structures – border guards, prosecutor’s offices (Ukraine has 20,000 prosecutors) – 
are numerous and they all wear Soviet-like military uniforms.  The Crown Prosecution Service in 
the UK does not wear military uniforms and there are only 8,000 throughout Britain.

Prof. Savchenko:

This institution is sort of a “patronage” institution with billions in its budget.  By the way, the former 
acting President Turchynov announced that all of the assets in this institution should be sold as 
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soon as possible.  But then corruption would lead to a sale to the people who live on the basis of this 
institution.  The leader of the Communist Party, the General Prosecutor, the ministers, the Prime 
Minister, members of Parliament, etc. all live together on a state-owned datcha basically free-of-
charge.  It is very corrupt.

Today, there was an interesting event in Parliament.  They were discussing the current military 
operation, but the head of the Communist Party took the floor and stated that he would like to 
discuss the problem of “our hotel service” and “our cash support services” because there is not 
enough money.  For your information, members of Parliament may all live free of charge in 4-star 
hotels every day.  They can go to any part of Ukraine for free, including tickets, and receive spending 
money.  This also should be destroyed – a part was destroyed, but a very small part.

Coming back to the liberalism of Mr. Poroshenko, unfortunately the definition of liberalism is not 
very well known in Ukraine.  Taking into account that all of his life he was fighting for simplification 
and unification of the tax system, as well as the decrease of taxes and the role of the government, I 
believe that some elements of liberalism are present in Mr. Poroshenko.

Question:

Did you mention anything about Mr. Poroshenko’s role in the Euromaidan? 
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Dr. Kuzio:

Not really.  The main difference between the Orange Revolution and Euromaidan was that the 
Orange Revolution was created by the opposition, while the Euromaidan was created by civil society.  
Ukrainians rightfully do not trust politicians, because Yushchenko betrayed them and helped to 
bring Yanukovych to power.  Hence, that distrust means that they will want to continue to control 
the actions of politicians by making them accountable.

Jean de Lannoy, Deputy Head of Mission, Embassy of Belgium in Kyiv:

I think both of your presentations were moderately 
optimistic.  Putting them together, I get a very 
pessimistic message.  On the one hand, you say there 
are no political parties and no internal democratic 
strength in Ukraine.  On the other hand, Prof. 
Savchenko said that the impetus for reform must 
come from outside.  It can’t come from inside; it has 
to come from outside – it won’t work.  I know that 
it is working like this now.  For example, the EU is 
suspending the next tranche of the grant of 250 million 
Euros because an amendment to the law on public 
procurement has been voted.  If the President doesn’t 
veto this amendment, the position of the EU is not to 
pay the next tranche.  However, several tranches from 
the IMF and the EU have already been paid because 
the law was voted in in the first place.  Then, there 
was an attempt to put in an amendment that provides 
exemptions to the law without really defining those 
circumstances when such exemptions would apply.  It 
is a case of “this week you should get 250 million, but 
you passed this amendment and now you don’t get it”.  So, the amendment was cancelled and 250 
million was paid, but what is to stop the Parliament from voting on the same amendments again 
and again after taking the last tranche?  There should be a genuine debate about what is happening 
in the Parliament – a critical analysis of the actions of politicians.  But, this is nowhere to be seen.
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Prof. Savchenko:

Let’s hope we will be able to see this after the parliamentary elections.  We have only elected a new 
president, but a new parliament and a new government will appear.  I appreciate your question, 
because I did not mention that the key obstacle for economic reform is not just corruption, but it is 
the enormous unprofessionalism of our government figures.  They just don’t understand what they 
are doing, what other countries have already done, and which procedures should be implemented.

Let’s analyze any article in our popular newspapers, magazines and internet sites.  As a rule, they all 
state “I say…”, “I know…”, “I believe…”, but these articles are never based on any theory or example 
of other countries.  This is a key problem and it happens, because people are not properly educated.

For example, our business school, together with the Polish government and collegium, has started a 
short-term program: 30 days on how to manage civil servant skills, EU skills, procurements, etc.  If 
other such programs will be created, we will step-by-step overcome this governmental incompetence 
and obstacle of unprofessionalism.  The problem is that there is no demand for professionalism.

These days when I speak in public, I always mention that we need to create a demand for professionals, 
not for virtual parties or parliamentary members.  We don’t need cultural clowns, talk show hosts or 
showmen.  Unfortunately, our mass media has created a demand for showmen because people don’t 
have to think very much after listening to them.

Another problem is culture.  Interestingly, the Ukrainian population, unfortunately, has a very low 
level of culture.  If you compare the spending on culture (state-supported theatre, museums, cinema, 
sport, etc.), Russia has spent 100 times more for culture than Ukraine.  The budget of the Ministry 

of Culture in Ukraine is so miniscule 
that it is even hard to mention.  The 
same situation exists for the Ministry of 
Defense.  This cannot be overcome in 
one day or in one election.  However, I 
hope that the structure for our budget 
for next year will improve.  I also hope 
that the US and the EU will advise us on 
which aspects of the budget should be 
supported and in which ratios.

Billions of hryvnias should not be spent 
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on the General Prosecutor’s Office.  The budget of our prosecutor’s system is very close to our armed 
forces.  That being said, the budget for the armed forces is pretty small, but this should not be the 
case.

Question:

I understand that you are talking about hundreds of thousands of people on the state budget being let 
go; or even millions.  Also, you are talking about the removal of corruption and about the necessity 
of pension reforms.  But, this means leaving a lot of people without salaries at the beginning of the 
month when people cannot even afford food in many cases in Ukraine.  What is the plan for this 
situation?

Prof. Savchenko:

There is currently no plan for this situation; the plan should be created.  In my view, it is better to 
pay a half-year salary or introduce a special program for such people.  Small and medium sized 
businesses facilities should exist in Ukraine.  When I used to be Executive Director for EBRD, I 
firstly opened a credit line of 300,000,000 Euro for small and medium sized businesses.  Money 
through the banking system goes to approximately 15,000 projects, and less than 1% fails.  This is 
effective.  I believe it is best now not to spend money to the state budget because all funding now 
goes to the budget of the National Bank to pay for oil, gas and bureaucracy.  Such facilities (credit 
lines) should be created as often as possible.
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There is the same situation in the coal 
industry.  The most corrupt industry 
in Ukraine is the coal industry.  
The government is spending up to 
40 billion hryvnias (now 4 billion 
USD) in the coal industry and, in 
my calculation, approximately 90% 
of this money is stolen.  Two years 
ago, they even decreased the share of 
atomic power and started to use coal.  
The capacity of our atomic power 

plants decreased from 90% to 80%.  In the West 95% is the rational capacity.  Ukraine has done this 
voluntarily in order to purchase corrupt coal.  When the state was buying coal from state mines, on 
the way to the atomic power plants the price for the coal would increase 4-5 times via one or two 
intermediary offshore companies.  The atomic power industry was destroyed and huge rates were 
introduced.  This should be stopped, and it is much better to stop this and introduce an alternative 
such as small and medium sized businesses.

It is better to pay people for a half or one year, of course, but this is economic reform.  This is real 
economic reform – it is not easy.  When I hear that it is not difficult to introduce economic reforms, 
such as one tax or another, this is not real economic reform.

Dr. Kuzio:

Ukraine has a very bad record of implementing IMF agreements (this includes all political parties).  
Of course, the IMF and the EU should be extremely tough with Ukraine over their implementation 
of reforms.

Let me speak a bit about corruption, which has two sides to it, as EU member countries have assisted 
in asset stripping in both Ukraine and Russia while Ukraine’s ruling “elites” send their money 
offshore to EU countries, EU member offshore zones or EFTA countries.  It is rather amusing that 
EU countries are now looking for assets sent abroad by the “Yanukovych Family” when all of a 
sudden they have found out it is corrupt. It was always corrupt. 

The US is unable to convince Europeans to investigate energy corruption, which is one of the 
biggest sources of corruption in Ukraine.  Europeans don’t care about energy corruption, but the 
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Americans do.  The Americans are the ones who have requested the detention of Firtash in Austria.  
It wasn’t the Austrians or Europeans who wanted to arrest Firtash – it was the Americans.  All of the 
gas intermediaries created by Gazprom and Ukrainians have been condemned by the Americans, 
but not by the Europeans.  Let’s not forget that former German chancellor Gerhard Schroeder was 
bought by Gazprom.

H E Mr. C A Basson, Ambassador 

of South Africa:

I’d like to bring up three issues.  
The first issue is decentralization 
and federalization.  How far will 
this go?  What is the danger?  The 
second issue is the question of 
future relations with Russia.  Will 
they come to some kind of modus 
vivendi or deal?  For example, 
Ukraine will be neutral in terms 
of NATO, but at least it will go on 
to the EU Association Agreement.  
The third issue is: we talk about 
economic reforms and corruption, 
but what I’ve seen so far is that the 
monopolies in Ukraine need to be 
broken in terms of proper capital 
markets, access to capital markets, 
and proper stock exchanges.  I’m 
not saying that the oligarchs should 
disappear, but there should be 
a behavioral change in terms of 
access to economic opportunities 
in Ukraine.  This is why the shadow 
economy exists – because there is 
no access to proper capital markets.  
At least in my country I can go 
and buy shares in any big company 
without controlling the shares.  
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There needs to be a change in terms of how the capital markets are managed.

And the banking system?  I’ve never seen so many banks in my life!  We have the same population 
as this country and we have 10 major banks.  Here there are hundreds of banks, which also tells a 
story of where money disappears and how it is laundered, etc.

Dr. Kuzio:

There will never be federalization in Ukraine as no one supports it either at the elite level or at 
the public level.  I gave an interview to CBC, which is the Canadian version of the BBC, four or 
five days ago, and I said that there is greater support for separatism in Quebec than in Eastern 
Ukraine. Federalism has a negative image here because it is associated with disintegration – the 
USSR, Yugoslavia and Czechoslovakia.

Some form of decentralization will be offered, and of course, the regional elite in Donetsk would 
like to return to the 1990s when there were free economic zones. But, it depends how quickly central 
government control can return. Fighting low-level insurgency is extremely difficult, unless you are 
Russia where you do not care about civilian casualties and destroy everything, as in Grozny, which 
was flattenned.  If Ukraine was Russia it would have flattened Donetsk by now.  If you are conscious 
about not having civilian casualties, then you have a long war ahead of you.

At fault here is Akhmetov, who could have been the Kolomoyskiy of Donetsk.  He could have accepted 
the position of governor of Donetsk and brought his 300,000 workers to the streets in support of 
Ukrainian unity.  Instead, he tried to play a game of playing off Kyiv-Moscow.  Things got out of 
control, and Russia and Yanukovych and “the Family” intervened with resources and mercenaries.  
One of the mafioso in the Party of Regions, Yuriy Ivanyushenko, who provided the Russian mercenary 
snipers that shot Euromaidan protesters, 
is also supporting the separatists. It will 
not be easy to try and put this genie back 
in the bottle.  This is why Akhmetov is 
now hiding in Kyiv, because he had to flee 
Donetsk as he is scared because it is the 
first time in his life that he has no political 
protection (krysha).  He will widely be 
blamed for helping to lose Donetsk, 
whereas Kolomoyskiy is a national hero.
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With regard to neutrality, support for NATO is growing whether Poroshenko likes it or not, and 
there is high support for NATO membership at 40-44%.  It has never been this high.  The highest 
was under Kuchma when it was about 33%.  Antagonism to NATO is declining.

Remember that Russia has also changed.  Until 2008 Putin was only against NATO enlargement, not 
against EU enlargement, whereas now Putin is against both.  How do you make a deal with Putin?  
Poroshenko has been extremely naïve or disingenuous when he wants to expand the anti-terrorist 
operation and also travel to Moscow to negotiate with Putin.  You can’t do both; you either do one 
or the other.  Moreover, Putin is in no mood to compromise. 

Prof. Savchenko:

Federalization has never happened in the history of human society.  Federal states are born not from 
the top level, but from the lowest levels of society.  This means that there is no precedent in history for 
federalization.  With regard to decentralization, Ukraine has already signed the European Charter 
5 or 6 years ago about local government.  This Charter is very well prepared and should simply be 
followed.  This could lead to real decentralization.

As an economist, I will mention some figures.  When Ms. Tymoshenko came to power 6 years 
ago, the share of local government (i.e., the budget via the central government) was approximately 
central 42 and local 58.  This means all levels of local government – the first level, then the city, 
then the so-called regional or oblast.  When Yanukovich came to power, the central share became 
60 and when he left it became 62.  This is centralization, centralization, centralization…  I am 
approximately calculating the level based on the European Charter.  We need to come back to the 
level of 40/60.  Importantly, however, the lion’s share of the budget should go to the lowest level – to 
towns, villages, small cities, city districts, etc.

Comment:

There is a problem with this, because 
you cannot develop big projects.  If 
you send the money to the lowest level, 
then you will never have the money to 
finance big projects.
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Prof. Savchenko:

That is only the first step.  The second step, according to an already prepared decentralization project, 
is to decrease the number of towns, 
villages and small cities.  We should 
increase the size of the first level and 
allocate more budget funds.  This is 
the fight against separatism, because 
money will not go to the head of the 
region (the “new king”), it will go to 
the lowest level.  This is the case in 
all normal countries of Europe.  This 
decentralization project is very well 
prepared.  The Swiss government 
implemented this reform and it has 
published several books about its successful implementation.  Ukraine has even signed the EU 
Charter and, according to law, this Charter should prevail over our local laws.

Question:

Thank you very much for your clear and understandable discussion of what should be cut in the 
Ukrainian budget.  I would like to ask where Ukraine will obtain income.  Where can Ukraine get 
new income?  Are there new industries that can be created or new directions for investors?

Prof. Savchenko:

If we cut the budget, then we will basically not need any more income.  The income should come 
from the shadow economy.  This is the most important source of income.  When Yuliya Tymoshenko 
came to power, as it always happens, the GDP decreased from 10% to 2% in 2005.  However, revenue 
into the budget increased by 80%.  She simply cut a few shadow economy schemes; for example, free 
economic zones.

Another source of income is the payment of taxes by small and medium sized businesses.  This is 
a huge offshore problem in Ukraine.  For example, I knew a business, a network of beauty salons, 
whose average salary was a little less than 1,000 USD.  Its total turnover was approximately 200,000 
USD at that time.  However, in the statistics these numbers do not exist.  This network did not pay 
any taxes, but it was organized in accordance with the laws.  There was also a huge electronics shop, 
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which was created using a few private entrepreneurs.  It’s an enormous turnover, a couple of billion 
hryvnias at that time, and yet it did not show up in any state statistics and it did not pay taxes or 
pension at all.  These types of businesses still exist in Ukraine in 90% of the small and medium sized 
business sector.

If every business will pay taxes, and in particular social taxes, then Ukraine’s income will dramatically 
increase.  Social taxes, including pension and social security, amount to 36.5%.  This is not an 
income tax.  If these taxes are decreased to 10% or 12%, then we can compare how much it will cost 
a business to work outside of the legal system (this is also a cost/risk) or within the legal system.  

It may be better to work within the 
legal system and this could be an 
enormous source of state income.  
We would never have to interrupt 
private business by making it 
advantageous to create huge state 
enterprises using the state budget.

The less government involvement, 
the more prosperity there will be in 
Ukraine, because only the private 
sector pays taxes.  The state sector 
never pays taxes.  Naftogaz, for 
example, takes each year from the 

budget 25-30 billion hryvnias in order to pay its taxes to the budget.  This is the typical behavior of 
all state enterprises in Ukraine.

Question:

Several of us have seen information about big contracts with Shell and Chevron about shale gas 
and shelf gas.  Have you ever tried to compare the map of current military actions and the map of 
locations of these gases?  Slavyansk is the very center of the location of shale gas.  The Crimea is 
only just being discovered and they are starting to dig.  Maybe we should apply maximum efforts 
to retake our territories and defend our future?  Then, maybe our partners from the EU and the US 
will understand that if Ukraine will be ultimate supplier of gas for the EU, then the EU will not be 
so dependent on Russia.  Ukraine is a very friendly country and keeping Ukraine friendly is perhaps 
a good future for Europe too?
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Prof. Savchenko:

This is Communist Party propaganda and Russian TV.  The Crimea is actually the primary center.  
The answer is that where there is big money there is big policy.  One of the reasons why Putin “cut” 
Ukraine was really this gas issue because, for Ukraine, onshore and offshore gas mining is our future.

Dr. Kuzio:

In 2008, Georgian President Mikhael 
Saakashvili tried to reclaim South 
Ossetia that is legally Georgian 
territory although frozen in a conflict 
since 1992. The EU condemned 
Saakashvili more than Russia for 
invading Georgia.  If we follow 
your prescription, which I don’t 
disagree with, and Ukraine sends 
troops into the Crimea to regain its 
territory, would the EU condemn 
Ukraine or Russia?  Six years ago 
the EU condemned Georgia and the 
agreement signed between Presidents 
Nicolas Sarkozy and Putin has still 
not been implemented by Russia.  I’m 
afraid the West here has a very bad 
record and did not honour the 1994 
Budapest Memorandum.  Ukraine 
inherited the third largest nuclear 
arsenal in the world – bigger than 
the combined nuclear weapons of 
China, Britain and France – and gave these up for worthless security guarantees.  We are going 
to have nuclear proliferation around the world because of West’s weak reaction to the breaking 
of the security guarantees in the Budapest Memorandum given to Ukraine.  Until now, the West’s 
sanctions against Russia have been weak.
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Prof. Savchenko:

There is one very interesting moment: it is the first time in history that Russia has even cut American 
property – Chevron and Shell in the Crimea.  As far as analyzing history, America has always been 
amongst the winners – no one could fight and win against America.  This, for me, is somewhat 
optimistic.  Putin did not analyze this situation deeply enough, in my opinion.  Now, Putin has an 
enormous enemy.  Putin has changed his policy and, now, the foreign policy of the US and the EU is 
changing as well.  This is the new reality.  Of course, it is not right to cut all negotiations with Putin.  
I believe that the EU and the US are acting correctly in moderately applying sanctions.  However, 
this is the first time that Putin is fighting with the US – not openly, but at least verbally.

Comment:

Maybe Russia now feels the power to do so?  Maybe the times are changing?  Putin has several times 
stated to the US that the world has changed.  Putin treats China as his friend.

Prof. Savchenko:

Yes, maybe.

Dr. Kuzio:

Putin doesn’t realize that Russia is a declining great 
power.  China is a rising great power.  Russia has an 
average male life span at the level of Bangladesh.

Prof. Savchenko:

If the EU and the US sanctions will continue as they 
have, then Russia’s economy will reach the level of 
social protest within 2 years.  This means that the 
standard of living in Russia will decrease by more than 5%.

Comment:

Within this time Putin can not only occupy Ukraine but Poland, Hungary…
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Prof. Savchenko:

Yes, if we have a status quo.  But, if the EU and the US apply the next level of sanctions (the most 
dramatic level), then it will take Russia a maximum of 4 months to reach -10% standard of living.  
In this case, we will see social unrest in Russia.  For the time being, the EU and the US are acting 
in the proper manner.  Let’s hope this is the correct approach toward Russia.  We don’t have to 
deal with the Russian State (i.e., the President, the government, the Parliament, advisors, internal 
political fighting, etc.), we have to deal with only one individual – Putin.  The problem is that he can 
be ill, but you would still only be able to deal with this individual.  All Russian decisions depend on 
one individual – Putin.  No one can reach him, advise him, speak to him, etc.  This is the greatest 
difficulty of the current situation.

Dr. Kuzio:

One of the biggest factors in the Crimea will become Turkey, a NATO member.  The Tartar minority, 
which is very radical and very anti-Russian – about 20% of the population, has a massive diaspora of 
about 3 million in Turkey going back to the 19th century.  The Crimea, not Western Ukraine, is the 
most xenophobic region of Ukraine.  All of the political forces in the Crimea  – the Party of Regions, 
the Communist Party, and Russian nationalists –all believe that Stalin was right to ethnically cleanse 
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the Tartars in 1944.  There is already repression of the Tartars. Turkey sees itself as the protector of 
the Tartars and certainly, volunteers will come from Turkey to support the Tatars in the Crimea.

Alex Frishberg:

Well, ladies and gentlemen, unfortunately it looks like the time has run out, and our presentation 
has come to an end.  I hope you found this round table to be useful.  And now, we would like to 
invite you to a reception, and of course you should feel free to ask any questions of our speakers.  
And if you have any questions about Ukrainian legislation or investment climate, feel free to contact 
us at Frishberg & Partners anytime!  Thank you.
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If you have additional questions, please contact us at: 

10 Gorky Street, Suite 8
01004 Kiev, Ukraine
tel.: +38 (044) 585-8464; 585-8465
fax: +38 (044) 235-6342; 289-1406
office@frishberg.com.ua 

10 Gorky Street, Suite 8, 01004 Kiev, Ukraine
tel: +380 44 585-8464, +380 44 287-5435
fax: +380 44 235-6342
office@frishberg.com.ua 
www.frishberg.com
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Note: information contained herein is provided as general information and should  
not be relied upon as legal advice. 


