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Alex Frishberg:

Thank you all for coming here tonight. It is a genuine pleasure to see our old friends in the
audience, and quite a few new faces. If you have never heard our speakers before, you’re in for

quite a treat.

Our firm, Frishberg & Partners, has been here since 1991. We have been organizing round tables

that featured today’s speakers for quite a few years now, and you can find the transcripts (free of

charge, of course) on our website at http://frishberg.com/index.php/en/transcripts.

Tonight’s presenters are all long-time insiders in Kiev’s political and business life, and I am
proud to note that they have been our firm’s Of Counsel since 1991. Therefore, on top of their

theoretical abilities, they have invaluable practical experience and insight into today’s Ukraine.

For example, Alexander Paskhaver was advisor to all of the Presidents, except Yanukovich.
Importantly, he was advisor to President Leonid Kuchma during the early transitionary years,
when Ukraine was trying to move into a positive direction. He was the philosopher and advisor

behind the re-structuring of the Ukrainian economy. In the 1990’s, Mr. Paskhaver was also the
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privatization advisor for the State Property Fund, a structure through which Ukraine’s oligarchs

became billionaires practically overnight.

In this capacity Mr. Paskhaver drafted the principal privatization laws and the sub-legislative
acts, procedures, instructions, etc. related to privatization. As such, he was present at the very
beginning of Ukrainian economic reforms. Mr. Paskhaver is currently an official advisor to
President Poroshenko. You can find his Russian-language book “Who We Should Be” on our
website at http://www.frishberg.com/images/-.pdf. The current Prime Minister, Volodymyr

Groysman, read this book and loved it.

We also have Professor Olexander Savchenko, who was an economic advisor to several presidents
of Ukraine. You can get a copy of his book on the table over there, and you can also find it
on Amazon at https://www.amazon.com/Ukraine-vs-Russia-Civilization-Crash-ebook/dp/
B076D8W3KOQ/ref=sr 1 _fkmr0_1?rps=1&ie=UTF8&qid=1509619592&sr=8-1-fkmr0&ke
ywords=aleksander+savchenko+prime+tukraine. We have translated several sections of this

book into English for your convenience, and you can find these translations, along with the

transcript of our previous round table discussion with Professor Savchenko, on our website at

http://frishberg.com/images/transcript/amd_savchenko%?20roundtable%20transcript%:20
%2019.07.2017.pdf.

By way of background, Professor Savchenko served as Deputy Governor of the National Bank
of Ukraine (1991 to 1992); Executive Director of the European Bank for Reconstruction and
Development (EBRD), London (1993 to 1996); Adviser to the Prime Minister of Ukraine and
Governor of the National Bank of Ukraine as a public service (1996 to 1997); Chairman of the
Board of Bank Austria Kreditanstalt Ukraine (1997 to 1999); Chairman of the Board of the
International Commerce Bank Joint-Stock Company (1999 to 2005); Deputy Governor of the
National Bank of Ukraine (2005 to 09/25/2009); and Deputy Minister of Finance of Ukraine
(09/28/2009 to 03/11/2010). For more information, please see http://file.liga.net/person/860-

aleksandr-savchenko.html

Finally, we are very fortunate to have with us the famous Mykola Veresen himself. If you have
ever watched Ukrainian television, you know exactly who he is. Mr. Veresen is not only a first-

class journalist, but also a rambunctious TV personality who does not mince words.
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Together, these three gentlemen will explain everything we ever wanted to know about Ukraine,
but are afraid to ask. They will be quite blunt and often negative, but always honest. Afterwards
there will be a question and answer session, where you have an opportunity to ask any question
you wish, because we are here today to discuss where we were, where we are and what is waiting

for us in the future in Ukraine.

And now, without any further delays, I will turn the round table discussion over to Mr. Paskhaver

to hear his words of wisdom.

Alexander Paskhaver:

gec;cz; Netwoﬂés

I have this intellectual dissonance. On the one hand, as a citizen of this country I feel how
people are disappointed and unhappy and that they blame the government for this situation.
We have been complaining as a people about the government for 27 years, but this is not only
our tradition. This unhappiness is connected with our comparison of ourselves to other Western
European nations. We feel that we are developing and transforming much worse than they did.

This brings out a feeling of unhappiness with ourselves.
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On the other hand, I firmly believe that we are not worse than those countries; we are just
different. There are objective circumstances for the way that we are developing. If only we were
to consider these objective circumstances, then I would evaluate our development as positive.
It all depends on how you look at the circumstances. Our feelings are our inferiority complex.
These feelings are supported by our friends, our donors, our advisors, etc. They are constantly
telling us that “all you have to do is do like “X” or “Y” country (Latvia, Estonia, etc.) did and
everything will be okay”. I dare to say that in principle this is impossible - no matter how good

our President is/was.

I would like to take a few minutes to explain why it is impossible. The first and most important
differentiation from these countries — which doesn’t give us the possibility to behave like these
countries — is our values and the motives for our behavior. If Eastern European countries (Soviet
bloc countries) returned back to Europe (to the old system of European values), then Ukraine
had a system of values that not only differed from European values, but was the direct opposite

of those values.

What does it mean to have directly opposite systems of values? If the European system,
conditionally speaking, is the development of personality, then the Ukrainian system is a system
of survival. I will try to formulate for you a rather shocking explanation of the system of survival.
I have already explained what I am about to tell you to several other audiences in Ukraine, and |

did not hear any contradictions.

First, do not believe anyone except your own, and especially don’t trust the government - government
as an institution (not just the current government). Hide whatever you have earned. If you cannot
hide it — lie and cheat. If you cannot lie or cheat — bribe them. This is our system of survival with
the help of which the Ukrainian people, having been surrounded by 3 enormous and far more
powerful nations, have preserved themselves. The Ukrainian people survived through the bloody
20th century — Ukraine has been called the bloodiest place in World War II. Ukraine remained as
a society for the 10 years after 1990 when the government completely and realistically fell apart.
The business system created by the Ukrainian people became a grandiose shadow economy, which
actually saved Ukraine. There are many efficiencies, and one of the main efficiencies is that we
have all lost respect for the norms and standards of the law. If you can remember not too long ago,
it used to be comical to adhere to the law. This is precisely what forced the sociologists in Ukraine,

as a result of their research, to call the Ukrainian majority an amoral majority.
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Under these conditions we were forced to build “homegrown capitalism”. And who build it? We
did not have revolutionary bourgeois who were interested in the effective creation of capitalism.
The creators of this “homegrown capitalism” was the Soviet bureaucracy and the carpetbaggers
who descended down on our chaos. This is how our capitalism was invented; it is important
to remember this. It was not invented by 20 or 30 oligarchs, but by hundreds and thousands of
people. Each one of them created a little monopoly for themselves and they did everything in
their power to make sure their little monopolies were not undermined. Each one of them receives
revenue from their monopolies. This can be a parliamentary deputy who sells drugs or medicine
which he/she is supposed to distribute free of charge. If you want to know, the majority of the

scandals in the health sector are connected with these particular types of people.

These situations can also be vulgar. For example, the director of a cemetery sells the most
expensive pieces of the cemetery to line his own pockets. Hundreds of thousands of people are
engaged in this type of activity. This is what are capitalism is about — it is a very aggressive,
malleable and durable system that we all willfully or unwittingly participate in. Otherwise,
we would not be able to defend our rights. This is why the system is so stable. The “sin” or
unfortunate result of this system is the outflow of money from the country. But this system has 3

much more important “sins” that make it even more stable.
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First of all, it is built as a monopoly — hundreds of thousands of people are resisting any
reforms. This is why we are poor. Secondly, there is a complete Soviet bureaucracy in which
many sufficiently professional people participate, but do not fully understand the functions of
their positions. They are replaced by their “own kind” of people who are willing to take bribes.
Thirdly, and most frightening of all, is the entire system of laws and standards was formally
and informally adapted toward the corrupt system of life. This is the social fabric in which
we live, and which we must change. If you compare the situation I described to the situation
in Estonia, Czech Republic or Poland, you will see some similarities, but this does not mean

identical situations. Our goal is incomparably more difficult. How, taking into account our social

fabric and customs, can we make the required changes?

In this connection, the third factor, which is extraordinarily harmful, is the weakness of our
revolutionary class. Yes, we have a revolutionary class who shows itself on Maidan now and then
as people with another type of social behavior. There are not many of them, but in contrast to
other bourgeois revolutions they did not create an ideology that was acceptable to the population.
They did not create powerful, political projects which were actually implemented. This is the

reality. In the process of revolutionary Maidan, power was transferred (although it was not taken
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away from anyone) to the “old guard,” long-time existing politicians. Yes, these politicians saw
a future and were capable, but they had old inclinations and old habits — the old ability to

compromise easily, old technology of management, etc. We couldn’t find other people...

The Ukrainian people, in these difficult conditions, created what I call a “sandwich system of
management”. In the center is the old power, which is being pressured from above by foreigners
and from below by “volunteers” (people from the new generations). This system does not work
as badly as you or Ukrainians might think. When you talk about this system as being “bad” —
this is an unprofessional statistic. I will never admit that something is either “bad” or “good”
until I can see what it is being compared to. If I compare what has changed in our system with
the system of Sweden, then I would say that nothing has changed. But, if I compare it with the

bottom we have lifted ourselves from, then I would say the changes are quite impressive.

In the context of macroeconomics, where have you ever seen that a country at war had even a
small growth? Where have you seen two million refugees displaced within the country with no
social pensions? Where have you seen financial stability in times of war? Where have you seen
new institutions being formed? New institutions against the background of values which are
counterbalancing these institutions? Do you know what the difference between Ukraine and Poland
is? In Poland, there are new institutions that correspond to the values of the Polish population.
This is why you cannot compare the heroism of Bosirovich with the heroism of Bosirovich-created
institutions that correspond to the values of the Polish people. We need to create institutions that do

NOT correspond to the values of the general population and we are doing this.

If you believe me, I think our success from the viewpoint of where we began is not comparable
to Sweden, but it is quite impressive. I’'m not only talking about the amount of success, but
about the success of the people. Yes, the revolutionary class could not push through people with
personality. For me, the principal importance is that the common people should consciously
understand that they are not worse than other people. Our goals and aims are more complicated

and we quite successfully resolve these aims.

Thank you.
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It may be interesting to note that I am only half in agreement with Mr. Paskhaver. First of all, I

don’t agree with the historical fate of Ukraine. It has already been determined by economists and

sociologists that the historical fate can be broken. There are many examples of this.

Secondly, in my book “Ukraine vs Russia Civilization Crash” (I hope that you will read it
although it is in Ukrainian, and I will gladly sign a copy for you’re here or you can order it on
Amazon in English), I write that further historical development is from modernity, the less it has
an impact on today’s events. Of course, you should dig deeply into history, but in my opinion
our development is much more based on the behaviors of modern Ukrainians. Modern history,

immediately after the breakup of the Soviet Union, has more of an impact on development.

I will quickly outline what I think is the fundamental problem of Ukraine. This problem was born
in Kievan Rus’ (and I am going way back in history). Kievan Rus’ took the legal and political
system from the West — it was the same as in Germany and Scandinavian nations. Even law
enforcement was identical — punishment theory, etc. However, our “soulness”, our religion was

not taken from the West, it was taken from Constantinople. We combined what was, in essence,
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incompatible. The system of values and law was Western, but the spiritual system was Eastern.
This is not just a theoretical construction. When Kievan Rus’ was attacked by the Mongols, no
one from the West protected us. This is how Ukraine became in Europe a stranger amongst its

own. I think this is where the fundamental problem of Ukraine lies.

Returning to 1991, we have arrived at the conclusion that this historical contradiction has been
overcome. We decided to exit the Moscow-Orthodox system and enter Western Civilization. The
passionate part of Ukraine helped to achieve that goal (and Mr. Paskhaver was a part of that) and

in 2014-2017 this exit was cemented during the war with Russia.

I believe that Ukrainians generally share Western values — morally and fundamentally — humanism,
democracy, market values. We have left the Moscow-Orthodox values behind — there is little value
in the young, Orthodox belief in the ultimate power of the Tsar or the Lord (and it is getting harder
to find these days). This is much in discussion right now. Russians came to the conclusion that the
most important value for Russia is not to allow a unipolar world and, of course, not to allow Ukraine
become a part of Western Civilization. This, in my opinion, is the main reason for Ukrainians’ lack of

luck. Our neighbor does not want us to abandon the Moscow-Orthodox civilization to join the West.

I have my opinion as to why Russia does not want Ukraine to join the West. The first reason
is that if Ukraine switches over to Western Civilization, then Western Civilization will be
strengthened. This is why Putin’s goal is “to make what’s active into what’s passive”. In
current conditions, Ukraine is not active — it is a passive resource. The second reason is that
Putin realizes that the Moscow-Orthodox civilization is doomed — it is shrinking. Until 2013,
Russia had 3% in the world GDP in comparison with 25% in the USA and 12% in China. Now,
Russia’s GDP is 1.8%, and 2 years from now, according my calculations, it will be 1.6%. The
Soviet Union’s GDP fell down to 1% before it fell apart. So, if the Russian economy will sink

to 1%, it may fall apart.

Why is Ukraine always so unsuccessful? I’ve already outlined the fundamental reason. The
second reason directly flowing from the first reason is that Ukraine has fought a lot. Sometimes
Ukraine was victorious, but as a rule it lost. Here, I agree with Mr. Paskhaver — when we were
losing, we needed to survive. Many of the negative aspects of the Ukrainian nation were formed
as a result of defeat and the necessity to survive under defeat. I believe that so-called “Little
Russia” is a derogatory title for Ukrainians. This is a result of defeat. Who/What is Little Russia?

A typical example is Gogol or Tereschenko, the last Minister of Finance in the last government —
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the biggest Russian oligarch was from Ukraine. In Ukraine he created half of the most famous
architectural monuments, philharmonics, museums, etc. “Little Russian” is a good definition of
someone who gives up before the fight. It is a genius description. And the creator of this title
belongs to the intelligentsia... I call them “Anti-Ukrainians” — they are ethnic Ukrainians that

caused more harm to Ukraine than Russia ever did.

I would like to stop the historical lesson and focus on today. I have come to the conclusion that
Ukrainians cannot be successful until they absorb and realize several historical lessons. [ won’t
mention them all, but certain of them need mentioning. The first lesson is that Ukraine must be
a dual-language country. But, the second language should not be Russian; it should be English.
This is an element of European civilization. The more weight a European country gives to the

study of the English language, the richer the country. Norway, Sweden, Switzerland, Denmark...

On the lower level we have Greece, Portugal and many new EU countries.

Secondly, we need to radically increase investment into culture and education. The budget of the
Ministry of Culture is the same as the budget of one mid-level Hollywood film. Approximately
20 times less per person than in Russia. When you look at it from this point of view, Ukrainians

go to movies 10 times less than any other Europeans. Theaters and museums? 20-25 times less.
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I apologize, but capitalism presumes civilized, culturally endowed citizens. This also applies
to academics. If you look at the Academy of Sciences — it is an old building for senior citizens
where institutions receive money for heat and cars, but not for salaries for teachers. There are
3 times more universities in Ukraine than in Germany and the US. In Ukraine, 80% of students
that finish school go to universities...in Germany — 27%. However, our country will never be
rich if our second language will be Russian. Why? Look at the statistics. All countries where
the second language is Russian — those are the poorest countries in the world. The reverse is
true where the second language is English. Ukraine cannot become culturally, technically or
innovatively better under conditions where Russian is the second language. This is why reforms

are incomprehensible and bribes are flourishing.

The second part of my book is academic deductions. It basically proves that Ukraine is not
unique. Half of the countries in the world are like Ukraine. For example, Latin America — the
main problem is that they don’t capitalize their houses and, therefore, they cannot take out loans
against their houses, they cannot invest in securities, etc. because this is illegal. Ukraine is the
mirror image. We have land, but land cannot be capitalized. In other words, we are no different

from poor Latin American countries.

De Soto says that the shadow economy is the answer of not only the citizens but to the behavior
of the elite who construct a system that is advantageous for monopolies. Conversely, such
system is inconvenient for the rest of the population. Here, I don’t agree with Mr. Paskhaver
that Ukrainians created this corruption in the system — that Ukrainians are against land market

reforms, privatization, etc. The elite are against land reform and privatization.

Georgia is an example where the elite make a country for each other. In the Baltic States — in
Latvia, for example, 50% are Russian (KGB, military, etc.). This was a more difficult population

than Ukraine had to deal with. But, the elite in these countries did their job.

Why do we have such big problems? In addition to what I’ve already mentioned, Ukraine has
five branches of power. In normal countries there are three branches of power — the judicial, the
legislative and the executive branches. In Ukraine, you also have the branch of oligarchs — the
oligarchy has deputies, ministers, judges, regional figures and armed forces. These individuals
are not just bandits — they form a real power. There are several oligarchs who fight amongst each

other, but there is always a “favorite” oligarch. The power may change, but the oligarchs remain
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and only the “favorite” oligarch, who has a lion’s share of the monopoly contributing to the

budget, changes. This is the fourth branch of power and it is a real power.

The fifth branch of power is the external power. Until 2013 this power was Russia — Russia had
its own deputies, its own ministers, its own local authorities, etc...and its power grew up to the
level of the President. I thought that after 2013, in place of Russia, the EU or US would take
over this branch of power. The EU and US have some level of authority in Ukraine — maybe one
minister, maybe one or two governors. They don’t have any armed forces, but they have money.
Russia still remains because it has no fractions and its armed forces. This is why we have a very
complex system of management — it is extremely difficult in this system to conduct reforms. In
other words, it is not history and it is not bad Ukrainians that created and continue to create this

system. It is the elite. The elite needs to become responsible.

A few words about reforms. I think reforms need to begin with making English the second,
official language in Ukraine so that all children and government bureaucrats know English.
Without this reforms cannot take place. It doesn’t take that many years to conduct such reforms.
It would be real Western help to finance 5-10 thousand teachers, methodologies and publications.

This would be the most massively important reform.

M ] Doctor Sam DIPL \[AT Dusmfaaai“
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Next is educational reform. The government needs to reduce the number of universities by
at least three times. I will give you an example. Everyone knows one university dean that
is responsible for culture. But, he created a parallel, private university with the same name.
The state-financed university prepares graduates for cutting hair, the state-financed technical
universities prepare masseuses and journalists... This defamation of universities is madness!
This is why we need to close several universities and create real universities. For Ukraine, half
of them should be private that prepare lawyers, economists, designers, etc. Government should
only finance military and, maybe only in the beginning, doctors and scientists. Our country is
not that wealthy that it can finance hundreds of thousands of lawyers. Incidentally, the more

lawyers in the country, the lower the tempo of economic development...

For all reforms, you need to know the nature of Ukrainians. Ukrainians, for example, are not
prepared (and I agree with Mr. Paskhaver here) to pay large amounts of taxes. In Ukraine, there
are 42 million people and at least 21 million people should be working. 50% of the people in any
European nation work and pay taxes. In Ukraine, only 10 million people work and pay taxes. We
should only have 8 million pensioners, but we have 12 million. We have 4 million young, healthy
adults amongst the 12 million pensioners, 4 million in the shadow economy and 4 million abroad.
The country cannot become healthy under these conditions. And, there are no other instruments

to attract Ukrainians back to the country and to create minimal taxes.

I always conduct surveys. Young businessmen from 20 to 40 years old? How much are you
willing to pay taxes on your income? Those who are more modest and poor would say 10 percent.
The very wealthy ones are willing to pay 15 percent, maybe 20 percent. You should consider
this. What are reforms? What did the Romans and British understand? Laws are not created by
professors or politicians. Laws are made by the people. You take the status quo and ask what
do people want more than this? This is how economic systems are created. In other words,
Ukrainians need to radically shrink their government by 10% GDP and create a country like

Poland or Turkey 15 years ago. Ukrainians are ready for minimal social redistribution.

Thank you.
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Mykola Veresen:

HOTEL, KYIV

I hope there is no one from the Russian Embassy here... There have been a lot of bad things said,

and I am only going to add to them. Now, I may not be as wise as my colleagues, but I will try
to say something significant not just about television. What I am going to say directly concerns

Russia. And this is very dangerous for Ukraine.

When I imagine an intelligent Russian person, maybe even a public leader, he knows exactly what
is Great Russia is, and how it developed from point A to point B. If, for instance, accidentally
Ukraine becomes an independent country, then the huge number of stories that are in the blood
of each Russian person, and especially in the blood of Russian intelligentsia, will be destroyed.
If you carefully read their stories (and we always carefully read the stories of the Soviet Union),
then you will only get a general picture of where this land came come from. How did this land
originate, how was it called? This is a different story. There is a story in Moscow called “old land

and where it came from”.
Now, I’d like you to imagine this Russian intelligentsia guy. He knows his papa and mama and

where his grandparents came from. He has a wife and children — a good family life in all respects.

At some point, if you really pay attention, it turns out that this person never had those parents or

© Frishberg & Partners, 2017



FRISHBERG
6 &«PARTNERS

ATTORNEYS AT LAW

grandparents — he had a completely different biography. And now, when I imagine that he is, of
course, fighting against Ukraine to preserve this history, then I say this is a war not for life, but a
war until death. Because to accept this Russia, where you have to completely change my personal

history, or even the history of a nation, this is a colossal tragedy of unimaginable proportions.

Therefore, it is not a simple history of what happened in the East and the Crimea. I hope there
suddenly comes a new non-Putin to power and he says “Alright, let’s be honest. Let’s admit there
was a different story during Peter the Great and Catherine the Great... We had huge roots and
aspirations in the East during the 14" and 15™ centuries (even in the 12" century), and we had
nothing in common with Europe...” How would 120 million people react to this? Will they tear
down the monuments? Destroy architectural treasures — in Suzdal and Vladimir? Truthfully, in
the 1990s, I would never have thought that there would be a war between Russia and Ukraine.

But, here we are...

Now that I’ve spoken about something smart, I will talk about television... I will say a few
words about something you have already heard. Of course, I’'m going to talk about the oligarchs
because there is a nice team of oligarchs. You have the football team (1, 2 or maybe 3 of them),
you have fractions of parliament members (1, 2 or maybe 3 groups) and, of course, you have

1, 2 or maybe 3 TV channels.
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Ukrainians, not foreigners, often ask me: why do we have such bad television in Ukraine? I have
a simple answer, and I hope that my colleagues will support me. Television itself is a money-
losing venture. Last year, the oligarchs invested in television about 800 million dollars so that
television would simply function. So why is it so bad? There is so much money being invested...
Advertisements and such cover only 75 — 100 million of expenses and oligarchs supply the rest
of the money. So, what is the difference to the oligarch how good television is if he will still have
to invest so much money? If he has to take money from other sources? From the state budget
from which he steals? He is only contributing these funds to his own television channel. If it
has good or bad shows, he still contributes. And, you understand that this is a business... The
oligarch faces a dilemma — to kick out journalists and lose millions? In today’s situation, you can
kick out anybody... The oligarch will still lose those millions anyway. Or should the oligarch
close a show and start another show? He still pays. Whether the journalist is a good journalist or

a bum from the street, the oligarch will still have to pay them.

Only when this country will begin to develop, contrary to the pessimism of Mr. Savchenko,
and the market will become rich and we will see not only chewing gum and Coca-Cola ads, but
also car and apartment ads, will television become a profitable business. We will see different

quality on television.

Alex often asks me to talk about Slavik Shuster. I don’t see pure economics in his show, I see pure
politics. I think, for any establishment, he was too big and too foreign. I'll tell you a story about
myself. In 2012, I walked into the President’s Administration and waited there for Hanna Herman
who has worked here for several years. She wasn’t the “right hand” of President Yanukovich, but she
was certainly his “left hand”. She said, “Let’s kick out Shuster and put you in his place. Of course,
we won’t be able to pay you as much as we pay Shuster, but we’ll pay you quite a bit of money...”
At that time, I understood: if you have an Italian or a Canadian passport and you work on Ukrainian
television, we don’t like you. Not because you are bad (he was quite a loyal person to all of the
authorities, but he became a horrible revolutionary), but because you are Russian (and I am working
with Russians right now - and Ukrainians and Russians understand how everything works)... but
what if he is an Italian, what if he did something wrong? Therefore, any authority would want to kick

him out. Yanukovich didn’t do it; so Poroshenko kicked him out. This is important.

The second important aspect is censorship. I don’t see much censorship in Ukraine. 50 million
people are sitting on the Internet now — what sense is there to instill censorship if I can find out
the truth on the Internet anyway? I have a suspicion that the authorities also understand this.
All channels invite opposition. We see a large amount of people both cursing and praising the

President — there is some sort of plurality.
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May I add something? The President works at night. At 2 o’clock in the morning he always

watches the Internet. It is true — he reads everything. When someone thinks he should read
something, he can read it by searching the Internet himself every night. Therefore, there is no
truth to the complaints about Yanukovich or any kind of censorship by anyone else in Ukraine.
I believe that censorship is not an issue and will not be an issue in the future. “The train has left
that station”, so to speak. You have to be as wealthy as China or Russia to put such enormous

amounts of money into organizing censorship of the Internet.

I know people who work in Russian television, and we all know there is not a lot of truth on
Russian television (maybe the weather?). I ask them if they understand what they are doing and,
if so, why? Long pause. They look at me like a complete idiot and tell me “you can’t imagine the
amount of money that is involved”. Their salary is 50,000 dollars a month — this is not an exotic
amount of salary. And, each of them thinks that they will lie for 2-3 years, but provide for their

lives and the lives of their family. We don’t have this kind of money in Ukraine.
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Of course, there are several sympathies involved — channels that are for or against the government.
I’m not sure that these people that are listening to phone calls from the Presidential Administration
about what they can and cannot say or do. This channel is loyal to that sympathy and that channel
is loyal to that sympathy. I work for both loyal and non-loyal channels and you can’t distinguish

my words based on which channel I am currently on. The system allows me to do this.

What else to cover? I think that everyone knows who the TV channels belong to — Kolomoyskiy,
Akhmetov, Pinchuk. These are the big oligarchs. Since you still have to continue to contribute
money, then I think that there are certain independent channels that are not owned by these three
oligarchs. I suspect that the “light” oligarchs take money from the big oligarchs to continue to

run these tiny independent channels.

Thank you.
Alex Frishberg:

Okay, now that we have finished the presentations, we can move into the question and answer

session. Please ask any question that you wish, provocative or not.

Question:

Thank you very much for an informative evening. You have said a lot of optimistic and positive
things about the future. All of the people in attendance here would like to contribute to positive
results. I am talking about today and the future. This is why I would like to propose to meet
once again in two or three months to conduct this same type of forum for brainstorming. All of
us, I believe, would like Ukraine to be successful and to arise from this state of survival. All

consumers in Ukraine and the world are the same — we all want to live a better life.

Today, we will certainly not find a resolution to all of the issues we are discussing. This is why |
believe in regular meetings with all of the stakeholders. Stakeholders are representatives of a civil
society and I believe that we have representatives of Ukrainian civil society here. Businesses,
especially Western companies, are standing in line to enter into Ukraine. But, because of certain
well-known difficulties, they cannot start their businesses in Ukraine. How can we improve the

climate to start businesses, which, of course, contributes to a better quality of life in Ukraine?

The secret to a better quality of life is cooperation in all of its forms. That means that stakeholders

should be representatives of the government and donor organizations. Donor organizations are
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here and they also need success stories. They want to prove that they are not here by accident and
are really needed by Ukraine. Compare stakeholders to the legs of a table. If you remove one of
the legs of a table, the table becomes unstable. This is why I propose to organize regular meetings.
But, before you organize meetings, ask as many people as possible via Internet and other means
their questions so that you can prepare answers beforehand and everyone in attendance (or who

could not attend, but read the published transcript) will feel their presence worthwhile.

There is a status quo and, of course, the people in power do not want to change the status quo.
But, if we wait and do not meet, then things will not change. The past 100 years since the
revolution (it is exactly 100 years since the revolution), people are more and more leaving the
former Soviet Union. The economy can develop only in countries where there is choice. I believe

we can contribute to this choice if we can continually meet in forums like this one.
Alex Frishberg:
I completely agree. With that in mind, we will send invites to all those here and those who could

not participate for some reason to ask them to contribute questions or discussion topics for the

next round table.
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Question:

Thank you for the intellectual discussion this evening. My question is related to journalism and
economics. Mr. Veresen stated that the problem with Savik Shuster is that it is difficult to practice
journalism from an economic standpoint because it is an unprofitable business. Were there any
situations in your business when, as it was mentioned from an economic point of view, reforms
were blocked by certain groups by specific personalities? And, how do you see Ukraine in the
future? For example, the young professionals often leave Ukraine to study in the West — what
is the possibility of their return? What is your opinion about the problem in journalism where
today’s state security officers often use violence against a journalist when there is an issue that

requires journalistic research (for example, electronic tax declarations)?
Mykola Veresen:

When it comes to financing journalists, and I’m not the first one who says this, financing is the
business of the TV channels. For example, I only receive a salary and sometimes I’'m happy with

the salary and sometime I am not happy. Different channels pay different remunerations.
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Regarding state security officers who use violence against journalists, and that they don’t always
give you the right to carry out your investigations, have you seen the documentary about the
wedding of the son of the General Prosecutor? I don’t really like Ukrainian investigative films
because Ukrainian journalists often think that the authorities are obliged to not only talk about
themselves, but conduct a “striptease” before journalists. There were many interesting things
in that film, but it does not show a complete violation of journalists’ rights. When the President
arrived, the journalists asked “What is security doing here?” In any country, especially in a
country at war, the President is protected by security guards no matter what the occasion is —
the wedding of the son of the General Prosecutor or otherwise. In my opinion, the President’s
security did not always behave itself properly on that occasion. I will admit there were mistakes
made, but it is not a case where the journalists were 100% right and the security guards were

100% wrong. In this case, the wrongfulness factor was 50/50.
Alexander Paskhaver:

I would just like to add that we are not a nation of protestors, and relations toward the authorities
are not as strict in relation to mistakes and their needs to be corrected. This is important to

understand.
Question:

The title of this evening’s round table is “Past, Present and Future of Ukraine”. We know the past,
we know the present, and we have no idea what the future will bring. I haven’t heard anything
about the future tonight. I do not agree that Ukraine is totally special. I agree that Ukraine is not
special at all. While we are sitting here at this discussion for a few hours, China is creating a GDP
equal to Ukraine’s GDP for one year. We have no time to wait anymore. I would like to hear from
you about the future because we are waiting for the next elections in 2019 and I guess Ukraine
may not survive the next year. All lawyers have to meet to prosper — this is good governance and

rule of law. It is not so difficult.
Alexander Paskhaver:
This phrase doesn’t really mean anything on its face, but there is a lot behind its meaning:

“historical tendencies are more powerful than limitations”. Historical tendencies are on our side,

but we are simply moving slowly. Your suggestion that there is nothing more simple than to make
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laws and everything will fall into place suggests to me that you may not feel what our different
values are. It is impossible to just make a law in a country where laws are not respected. This is

a long, long process.

Mykola Veresen:

V)')l’ '\--

In Mr. Paskhaver’s context, looking at Ukraine in the 1990s, you could have simply walked
outside and looked around and said that this country will never survive. If this country could
survive the 1990s, then we can bravely say that it will survive now 100%. Here lies one small
problem — pluses and minuses. Foreigners arrived in the 1990s and asked, “How can you live
like this?”” There was light from Bessarabsky Market down the Khrschatik Street to the Ukrainian
House (former Lenin Museum), but the rest of Kiev was dark. There were no protests in Ukraine,
except in Donbass region. How did we live like this? Well, each Ukrainian has a six hundredth of
an acre of land. This mean that a Ukrainian doesn’t really rely on the government for assistance;
he relies on himself — he has moonshine, salo, potatoes, etc. There were no problems. This was

a big plus from the 1990s.
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This is also a huge minus, because Ukraine no longer has stable institutions and Ukrainians don’t
understand what stable government institutions are. Ukrainians feel that government institutions
do not do anything good for the individual and, therefore, they will do good for themselves. Why
did they protest in Donbass? Because Donbass did not give them their six hundredth of land
that the others have received! They paid a lot of big salaries to the coal miners and those in the
metallurgy sector. They had no reason to ask for their six hundredth of land. The salary of a coal
miner was set at the rate of a Ukrainian minister at the time. In Soviet rubles, a coal miner could

have a salary of 450 rubles whereas a minister would have a salary between 450-500 rubles.

Oleksander Savchenko:
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Yes, you have asked the right question. In my opinion, there are three scenarios in Ukraine
when we talk about the future. The first, and most likely, scenario is that the status quo will be
preserved. The system of power and authority will remain as it is today. In my opinion, the light

at the end of the tunnel in this case will appear in approximately 20-25 years.

Several countries, as you correctly pointed out, have been through the process of Nord’s theory

to achieve a system of normal management. This takes about 50 years. The Jews wandered the
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desert for 40 years, but we are not as capable as Jews and, therefore, we will need a little bit
longer. Under this scenario, we will be totally dependent upon foreign factors — trade conditions,
import/export, support/non-support of the political system, etc. The tempo of growth will be 2,
3 maybe 4 percent — it will vary. This is the most likely scenario. One more generation will need

to spin through this cycle and then we will reach the level of other Eastern European nations.

The second scenario — the one I consider to still be possible, but not likely — when we look
to outsourcing for help from our donors — key positions in government, courts, commercial
structures, etc. It is not enough for Americans to give us money or advice — this has been proven
on a theoretical basis. Ukrainians are mulling it over and re-thinking their approach. Iraq, for
example, wants to have elections to create a democracy. This is impossible if the country has
been taken over by foreign military forces. In this case, you need to organize power for a period
of 5-10 years in order to break the umbilical cord, which holds the country to the old regime.
In Ukraine’ s case, the umbilical cord is corruption, bureaucracy, lack of education, etc. If we
outsource for a period of 5-10 years, I think the system will work — we will have good roads, the

courts will function properly and legally.

Maybe the US will delegate the need to assist Ukraine to the EU, and Ukraine, not being a
member of the EU, will conduct itself in accordance with the same rules, standards and laws we
see in countries like Poland, Hungary and the Czech Republic. This is an ideal alternative. This is
not how we have seen things done in the past when corrupt authorities would themselves appoint
foreigners to key positions. These foreigners would always face hurdles and would not be able to
achieve anything useful. I’m talking about the opposite — the American and European elites will
appoint people to these key positions from amongst Ukrainians. I believe the system would begin

to work in such case. Alas, the probability of this occurring is very slight.

The third scenario, which is increasingly possible — not 1% but 5-10% percent possible, is that the
power will come from a reformer-dictator — like Pinochet, Mikheil Saakashvili (when he was President
in Georgia), etc., who cuts the umbilical cord and spits on the previous laws. According to economic
growth, this last scenario may bring 10-15% growth over the next 10-15 years. We cannot go any

lower than the current 2,000 USD average GDP per person — this is middle African levels!

If the EU manages Ukraine, it will give us 7-8% growth, good growth, and this would be
acceptable. Most likely, unfortunately, we will see the status quo. This is my vision of the future.
If 24 governments could not do anything... We changed the government practically 23-24 times

per year. The system preserves itself — 2 Maidans did not change anything.
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Mr. Renato Marquez:

I would like to thank the speakers here tonight. I was Ambassador of Brazil in Ukraine from
2003 until 2009. I think I learned a lot from the opinions that I have heard here tonight. I’d like

to raise two questions.

The first question is related to one aspect that existed already when I was here as Ambassador.
This is related to relations with the EU. Are there are prospects or perspectives for Ukraine
to become a member of the EU or have much closer relations with the EU? In my view at the
time, I was very skeptical that something real or concrete might happen in this field for three
basic reasons. The first reason is the foreign factor of Russia. Of course, Russia is a nuclear
superpower. This is known both to the US and EU and, so, it is very difficult to challenge the

obvious intention of Russia to keep Ukraine under its sphere of influence.

The second reason has to do directly with the EU. Ukraine had, when I was Ambassador, 48
million people, and now I’ve read it has 42 million. It is not easy to absorb a country of such
weight, even from a political point of view. How would the decision-making process in the EU
be affected by the insertion of Ukraine inside of that decision-making process? It is something

that would make the eastern part of Europe reach a much bigger weight than it ever had before in
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comparison to traditional countries like Germany and France. This would make a big difference

in terms of political weight inside the EU.

The third reason has to do with the agricultural potential of Ukraine, which is obviously not
exploited. This would be a big and real challenge to the preservation of the maintenance of the
common agricultural policy in Europe. Even taking into consideration that those EU founding
countries are the main pillars in keeping the common agricultural policy. If not all of them, if
not so much Germany, then surely France. France is currently negotiating a commercial treaty
between Mercosur and the EU. There are eleven countries in the EU, under the leadership of
France, which are against any kind of arrangement with Mercosur because Brazil, not to mention
Argentina, are very big agricultural producers. I think that in a way the EU has a big service of

diplomacy toward Ukraine, but not a real program for Ukraine.

The second question, which some have already mentioned, has to do with the quality of education
and investment into education. We also have this issue in Brazil. We all read that things must be
done with education — there needs to be much more investment. The way I see it in Brazil, and
I believe that in a way it will also happen here in Ukraine, is that I think all of the people now
in the universities and school systems in Brazil control the kind of education and values and
information they are providing to the new generation of Brazilians. I even read out of curiosity a
school book on history, which was just like a Soviet book on history. This means that more and

more people in Brazil are graduating under that kind of influence.

In Ukraine the issue is not only about investing more but about redefining the kind of education we

are providing to the new generation in order to achieve the goals that Dr. Savchenko mentioned.
Alexander Paskhaver:

So, you have two questions, one related to the European Union. I don’t think that the organizational
inclusion of Ukraine into the EU is such a big priority for Ukraine. The most important thing for
me is that mentality changes. I think that if mentality changes, then the problem of joining the
EU will resolve itself. The more important thing for Ukraine is to be included into NATO. We

are resolving our issues with the EU through association, but it is not our priority to join the EU.

In regard to education, I completely agree with you. Unfortunately, this is not a primary issue

for our government. Education oriented toward new values in the future is the most important
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policy for Ukraine — education where new values are the rod for resolving our current situation. I

always say that when you teach/study “2+2=4", you should always consider that there is a degree

of freedom in that equation.
Oleksander Savchenko:

I would like to add in relation to the EU that for Ukraine the EU is extremely important. Let’s
firstly imagine that Bulgaria or Romania did not join the EU. I think that the level of corruption,
disruption and chaos would be quite significant in those countries just due, for example, to
Russia’s influence in Bulgaria. That’s why the EU’s policy of “light” influence on Ukraine is
an absolute mistake. Moreover, current deep-thinking economists and sociologists (including
myself) have come to the realization that the elite in developing nations are intellectually,
morally and materially more powerful that the elite in donor countries. This is because they have

survived through difficult situations.

If developed countries help with financial aid, then they need to take the power as well. Simply
providing money, credit, loans and technical assistance to a corrupt system is an incredibly
fallible policy — it simply cements the status quo and blocks reforms. It makes the corrupted elite
much wealthier. This applies to all countries of the world, not just Ukraine. This is why the only

thing that can save Ukraine, in my opinion, is creating an absolutely unique relationship between
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the EU and Ukraine. There need to be harsh laws, just like in Poland and Bulgaria, for example.
The EU created the key parameters of those laws for these countries with strict procedures.
Ukraine would need to have these harsh laws strictly monitored for implementation — there can
be no steps to the left or right. Once this type of policy is implemented and followed, then will
we be able to enter the EU.
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Iagree about NATO. I mention in the conclusion of my book that Ukraine’s joining NATO and the
deployment of NATO military bases on the territory of Ukraine would save not only Ukraine but
also Russia. Moreover, Russia would be the main beneficiary of this, because I cannot imagine
the situation where Russians are moving towards American soldiers. The Russians are right now
only afraid of American soldiers. Ukraine’s entrance into NATO would save Russia from taking
unreasonable actions. Putin would perhaps take a step back and sanctions could be lifted from
Russia. I think harsh sanctions and the falling prices of oil or any other crisis trigger may lead to

a social cataclysm in Russia.
Question:
First ofall, thank you very much for your very interesting presentations. I am Italian and sometimes

during your presentations I was wondering whether you were speaking about Ukraine or Italy!

I think the biggest problem we should be aware of is the conflict of interest. This is something
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the people of Italy have experienced as well — it is not spoken of much, but it is an ongoing
debate in these types of capitalistic economies. If someone has control over a significant amount
of the power and control over the content of television/politics, then it is very difficult to do
business. The control-holder doesn’t want to change this kind of system. Until these oligarchs in
Ukraine are disconnected from television and the political system, nothing will change. The most
important thing is to have a political class that is “clean,” without connections to the economic

and financial spheres and the media.

The second issue is about the privatization of universities. In countries with the highest quality
of life (for example, Germany, Denmark or Sweden), the government invests huge amounts of
money in infrastructure such as hospitals and universities. They can produce leaders who are

able to drive the country toward reforms and sustainable growth.
Alexander Paskhaver:

I will use just one phrase to react to your issues. [ don’t disagree with you when you say that
Ukraine is like Italy. I just want to remind you of the difference between GDP per person in Italy
and in Ukraine. There is a significant difference and something is behind this difference. So, we

are not exactly alike.

When talking about what type of education is necessary for each country, I would not borrow the
education system from different countries. Each country has their own type of optimal education
system, depending on mentality. Instead of borrowing, we should experiment to find the optimal

system for Ukraine.
Mykola Veresen:

I would add something regarding oligarchs in the television industry. I can’t imagine how we can
tear the oligarchs away from the television channels. For 15 years we have been exclaiming in
Ukraine that the power needs to be separated from money and television. So far, [ haven’t seen
one recipe as to how to accomplish this other than just wishes. Maybe when television becomes
a business we can return to this issue. I understand that in Italy the television industry is a pure

business — this is not the case in Ukraine.
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Oleksander Savchenko:

How can we separate power from business? I touch upon this issue in my book. I have found a
practical answer. Based on the fact that in Ukraine power/authority equals money, investment
into the power (the government) gives the highest returns — much more returns than innovations,
research and development, or even corruption. In Ukraine, for ten years, income comes from

positions of power.

My recipe is as follows: for any position, from President to minister, deputy or mayor, the person
must sign an agreement providing that any income, excluding salary, goes toward the budget
of whatever level we are speaking about. For example, if it is the mayor, all income from his
factory, trademarks, bank deposits, real estate, rental income, etc. goes into the city budget.
The President’s income goes into the national budget. Local deputies’ income goes into their
respective regional budgets. As a result, business will not be attractive to these individuals,
because they will not make any income apart from their official salaries. This is the recipe for
separating power from money. In other words, politicians would be required to sacrifice all of

their income in favor of their respective budgets for periods of five years.
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Mr. Martin Nunn:

First of all, thank you for the invitation. Mr. Paskhaver, I have to agree with everything you
have said. Over the last 25 years here, as my hair has gotten grayer, I’ve noticed that you never
lose that spot of youthful enthusiasm! And, I have to say that that is the only spot of youthful
enthusiasm that I have seen here this evening. I am an optimist, and that is why I have lived here
for such a long time. You are saying to the audience that everything is bad and it will take time

and everything will be slow-moving. So, I have a question.

In the last five years, the Ukrainian IT industry has grown from a postage stamp to the third
largest export. How come the IT industry can become probably the most powerful IT industry in
Europe today within 5 years, but everyone else is saying that the other sectors will take decades?
It won’t — it will take young people to get up off of their backsides and start changing things.
Unfortunately, Ukraine’s political elite is still locked in a time warp of the Soviet era. Until we
change that, nothing else in this country will change. So, please explain to me why you think that

Ukraine cannot change if our IT industry can. Thank you.
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I actually say the opposite - I think Ukraine will definitely change. If you can see from the bottom

of the well, I would say that we have incredible results, including the changes of our values.
Millions of people have participated in more than 40 Maidans all around the country. However,
changes are always slow. Values do not change overnight. There are simple studies that will show
you this. The reality is that changes in values occurs over generations. Institutions do not change if
they do not correspond to the values of the population. This is a slow process from the point of view

of any person’s average lifespan. From the viewpoint of a country’s life, this occurs very quickly.

You are saying that IT experienced uncommon growth, but I can tell you that agriculture is
developing, as well as an industrial branch. IT is not the only industry that is rapidly developing
today. We have a sea of positivity, but it may seem slow to the average human being. People
complain to me that nothing has changed over the last 3 years of the new government. Three

years is a pittance against the background of the country’s history.
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Oleksander Savchenko:

A small comment — the IT industry is not the third ranked industry for export. In statistics, you

don’t see IT as an export.

Martin Nunn:

I saw the official statistics from the government’s statistics office today. The IT industry is listed

as the number 3 industry.

Oleksander Savchenko:

Perhaps someone declared this to be so. The explanation is quite simple. IT does not depend on
the government and, therefore, it is not regulated by the government. This is why it has exploded —
and that is the future of Ukraine!

Alex Frishberg:

Ladies and gentlemen, as much as I hate to end this discussion, I am afraid that our time has run
out. Please give a round of applause for our speakers. We have a reception outside, so feel free to
continue your questions and answers with our speakers over a few drinks. Thank you once again

for coming here tonight, and we look forward to seeing you again at our presentations.
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About the firm:

As one of the leading independent law firms, we are a team of American and Ukrainian lawyers,
specializing in Ukrainian law since 1991. Through the years we have established a tradition of
legal excellence, and have earned a reputation as a law firm that always goes the extra mile for its
clients. We provide professional services of the highest quality, combining technical knowledge

of Ukrainian law and practice to efficiently achieve our clients’ goals.

We offer our clients a full range of legal services involving virtually all matters affecting their
operations and growth, including formation of wholly owned subsidiaries and/or representative
offices of foreign companies; labor and immigration; real property; agricultural and industrial

land rights; taxation; intellectual property; civil and criminal litigation.

Our long-established presence in Ukraine allows us to offer guidance on a wide range of projects.
Close contacts with local authorities, including the Cabinet of Ministers, the President’s
Administration, the Anti-Monopoly Committee and the Tax Inspection, permit us to quickly and
efficiently address the interests of our clients. And, our network of local consultants and experts

often allows us to speed up bureaucratic procedures.

Through the years many things have changed in the legal profession and Ukrainian business
climate, but our commitment to personal and goal-oriented service has remained the same: we

provide top quality legal services at reasonable rates.

10 Antonovycha Street, Suite 8
01004 Kiev, Ukraine

tel: +380 44 585-8464

e-mail: office@frishberg.com.ua

www.frishberg.com

in


https://www.linkedin.com/in/frishberg-partners-b3757023
https://www.facebook.com/Frishberg-Partners-302242056507856/
http://www.frishberg.com/index.php/en/

	Button 2: 
	Button 1: 
	Button 4: 
	Button 5: 
	Button 3: 
	Button 7: 
	Button 6: 
	Button 8: 


