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Taras Kuzio: What about the President’s
party, Our Ukraine? We don’t see much
positive here, sadly. The 24% that they
received under Leonid Kuchma in 2002 has
declined to 14% under the patron of the
party, President Yushchenko, both last year
and this year. This was only 4% more that
what Rukh obtained in 1998, Rukh being the
basis of the Our Ukraine movement. | think
that one of the main reasons was the
negativity and disillusionment towards
President Yushchenko himself and his own
popularity, which has hovered around 15%
the last year or so.

Let’s recall that if President Chirac and
President Bush are being called *“lame-duck”
presidents with less than 30% support, what
does that make someone with less than 15%
support? And, of course, Our Ukraine are
being plagued continuously with by divisions,
particularly over whether to go into a coalition
with the Party of Regions or with the
Tymoshenko bloc. This division is still there,
unfortunately.

The Party of Regions doesn’t have much to celebrate. They only obtained 2% more votes than
last year, but actually fewer people voted for them than last year. 1’d love to be a fly on the wall in
the Party of Regions headquarters to know what they are discussing around 2009 in the next
Presidential elections because they must be very scared by what took place in these elections. We
have a political force, the Tymoshenko bloc, moving into what they consider to be their
monopoly turf of Eastern and Southern Ukraine.

To show you to what extent the elections became scary to the Party of Regions, one can see how
Paul Manifort, the American Political Technologies representative working for them since 2005,

was sacked on the eve of these elections.

The political left in Parliament declined from 40% of the seats in Parliament in the 1990s to a very
small number of seats today. So, the conclusion from these elections is that Ukraine has two
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“political machines”: the Party of
Regions and the Tymoshenko bloc. All
of the others are far smaller and cannot
be called “political machines” in the
American understanding of this term.

I will end on the issue of coalition
possibilities in 2009. Even if the Party
of Regions wanted to come back to
power together with the Communists
and the Litvin bloc, they have too few
in number to create a coalition (they
have 222). The only way that the Party
of Regions could come back to power
is in a grand coalition with the Orange
forces. Straight away, of course, the
Tymoshenko bloc said “No way!” and
that has been their standard position
all along. So, it is really again
Yushchenko and Our Ukraine has
been wavering as they always have
since the last few years. From what |
{ understand is that the majority of Our
Ukraine deputies and, probably,
: members are against a grand coalition.
I don’t really see another possibility other than an Orange coalition with or without the Litvin
bloc. | think the difference this year is that the Litvin bloc does not have the possibility to be a
“king maker”, unlike the Socialists last year, because last year two political forces on either side
could not create a coalition without the Socialists — they needed the numbers. This year, the two
Orange forces have 228 and, therefore, Litvin cannot be the “king maker”.

Looking to 2009 [Presidential elections], the reality of the situation is that Viktor Yushchenko,
with such low ratings both for himself and his political force, Our Ukraine, would find it
impossible to win alone with Our Ukraine. I don’t see how anyone could win a second term just
running as myself, Mr. Yushchenko and Our Ukraine. Therefore, for Yushchenko to win a second
term, it would have to be with one of the two “political machines™, either with the Tymoshenko
bloc, as in 2004, or with the Party of Regions. That is the only realistic choice he has to win a
second term, if that is indeed possible. In my view, the only way that Viktor Yushchenko could
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win a second term is in a coalition with the Tymoshenko bloc with Tymoshenko as the Prime
Minister. This kind of union would be quite formidable and would win him a second term.

If he tried to do it with the Party of Regions with Tymoshenko on the outside, | think he would
lose. The reason is quite simple: the 1994 and 2004 elections showed that Central Ukraine is
Ukraine’s Ohio — Central Ukraine is what decides Ukraine’s elections. In 1994 it voted for
Kuchma and in 2004 it voted for Yushchenko. Therefore, if Tymoshenko was to go into the
Presidential elections alone, and not in support of Yushchenko, then she would win the
Presidential elections by virtue of the fact that she dominates and is the most popular individual
and political force in Central Ukraine. Thank you.
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Y Kseniya Lyapina: It is very interesting to
&' hear the British and American
L viewpoint on our Ukrainian demaocracy.

However, not everything is like Mr.
Kuzio has stated.

\ l I ( Firstly, while it is difficult for us, we will

look to the future with great optimism

because we see that democracy is truly

near. However, the issue of who will win

and who will form a coalition in
. Parliament remains an intrigue.

——

Secondly, we do see that a coalition is
being formed at this very moment. And,
no provocation will have an effect on the
formation of a coalition.

Just today we agreed upon the program
for the future and we are not speaking
about any deep contradictions. The
position of the President coincides with
our position. He wants to negotiate with
all of the political lines. The Litvin bloc is a big question. In theory, we would like to see Litvin
on our side and we are inviting Mr. Litvin, who divides our opinions.

Thirdly, we have come to a good time for reform. Both political forces which will compose the
coalition have given a sufficiently serious promise. The fulfillment of these promises will depend
on a number of actual fundamental reforms which we agreed upon in our program. For example,
there needs to be real steps towards the elimination of corruption. In the past, we had
provocations; however, today all of the political forces are striving for significant changes, the
removal of barriers and the elimination of loopholes which give grounds for corruption. This is
all set forth in our program and we are counting on mandates.

We are still a young political force. Our existence began in 2005 and we have had major successes
since that time. We are planning on European integration as quickly as possible as well as Euro-
Atlantic integration. As previously stated, we are in agreement with Byut and the government of
the future will strictly take all necessary measures which comply with European integration. That
is our direction.
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The dialogue between the parties continues and we are interested in creating normal conditions
for work. We are inclined to the perspectives. We want to demonstrate a completely different line
of priorities for Ukraine. We do not want humanitarian policies to be a secondary focus. We also
do not want any speculations or steps which impose upon public opinion.

&PA.

A
We can take ourselves away from any contradictions which divide the parties. Therefore, returning

a bit to the past, I think that the situation will change for Ukraine and for the political cooperation.
Thank you.
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Hryhoriy Nemyria: 1’d like to thank you
for the opportunity to speak today. I’'ve
never been more tired then now, but also
I’ve never been as cautiously optimistic.
We just finished a very important event in
the history of Ukraine. These were not just
field elections, but elections as a part of
getting out of the political crisis.

' What makes me cautiously optimistic is
that the elections, whatever the results,
are not enough, and there is no firm
| guarantee that now the process will now
' go swiftly. I would like to use this
opportunity to share with you our view of
the situation within the framework of the
election and the potential opportunities
which can be clearly seen and the
potential risks which are also clear.

I will start with the figures which will give you a better sense of what really happened. And, it is true
that Ukraine is a divided country: East versus West and West versus East. Being from Donetsk myself
(I was born in Donetsk), and I spent most of my life in Donetsk (3 years in Donetsk University, and
my wife, Lyudmila who is with me from Yenakievo, the old town of the acting Prime Minister,
Yanukovich, I never agreed with this very superficial view of Ukraine being “East and West™. It is an
amalgam of the regions — a regionally oriented country. But, it is not ““East and West”.

To prove that political
recognition of this fact in
the results of the elections,
I brought with me a table
which shows the results
received oblast by oblast
(province by province) in
2006 and 2007 by all
parties. It is clear that no
distinct party will get
significantly more than 1.5
million votes. There are
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only two places in Ukraine where we got less
(this is only preliminary results). We got 232
votes less in Sevastopol and we got 6,00 0
votes less in the Crimea. In all the rest, a
significant increase, including Donetsk and
Lugansk Oblasts. In Donetsk, we got more
than 60,000 more votes than in 2006. In
Odessa, we got more than 100,000 more
votes than in 2006.

If you compare the results of the [Party of]
Regions, they got overall 150,000 less
votes. In Donetsk, their stronghold, they
got more than 130,000 less votes.
Meanwhile, Byut showed very strong
results close to the East, the Center, which
is traditional. And for the first time, as
shown in the results in the East, Ukraine is
becoming a more and more a country where the politics is the governing factor of life. And, the
political parties realize that naturally this important secularization provides some impulse for the
parties, our allies Our Ukraine, to develop themselves at the nationwide level.

Secondly, the issue of institutions such as personality. A part of the debate in Ukraine is
personality: Yulia and 2 Viktors, Viktor and Viktor, Viktor and Yulia, 2 Viktors plus Yulia, 2
Viktors minus Yulia, etc. This is all the debate that we are frequently hearing. It is justified
because of the very interesting personalities involved. But, | think that this limit is unreasonable
because Ukraine is more and more about our institution, and the maturity of this institution and
the health of this institution that will be registered is still very important leadership-wise. This is
important to the conclusion that we are growing as a result of these elections. Because there is
some sense that the elections are an important debate and an action based on consensus and
constitutional reform.

Power sharing is a very small part of this constitutional reform. But, already at a young stage in
finalizing the results of this election, there is a very healthy discussion about what should be the
role in this position. Not just to make one accountable, but to provide an alternative. It is true
that the new look of the parties is very generous this time — in two senses. From the very
beginning of the elections, we agreed with our allies from Our Ukraine on two pillars. One pillar
existed in 2006, a small one, nominating the Prime Minister. It has worked, and Kseniya just
recognized that it will be Tymoshenko. The secondary pillar, which didn’t exist in 2006, the
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division of the cities is quite generous. If you use the current results (apparently 14% and 31%),

then the results will be quite fair by all accounts.

Now, from the very beginning, we decided that it is a luxury to argue about the percent when there
IS an opportunity of getting a new opposition in a second chance. The second way we were
generous — our view of the opposition narrowed. It is part of power sharing and it showed that the
position of the Prime Minister is basically the top condition, the position of the deputy ministers
in all of the ministries, which is also a very generous offer, and all of the various departments (the
secondary choice of our allies). Then you have the positions of speakers, which usually go to the
opposition. In other words, power sharing.

This is in itself an illustration of the facts that the various political parties and leaders have a clear
understanding that the institution matters. It should be a health principle formed in them to
avoid feelings that any political parties have been marginalized. And in this way (not in one
Ukraine slogan that united the country which didn’t work because it was centered on the
subjective factor of the politicians who may have or may not have the stamina to face the
establishment), the center now and the rules of the game is not ad-hoc (this is very important) to
seal the results of the 2007 elections. It is a principal approach to be reflected in the law of the
position. Whoever will give their position up at the next elections, he or she would expect that
they will get distance from this. This is a very important precedence that we are currently facing
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in motion. It remains to be seen what
will be the final results.

A very disturbing fact is an attempt to
broaden this package, this compromise
by including in the package the issue of
the government. Being on the one hand
logical, trying to get a governor on the
side of your party is actually
counterproductive. The regional division,
which exists, is more generous and opens
a space on the ground for this regional
mobility, which is also important.

Now I would like to go over the formality
of the relations. The potential risk here,
and still the coalition talks are going on
to find their place, is the power sharing
at the expense of a maximum consensus
on the priority of policy. 1 was very
pleased to learn today from a number of
my colleagues in Our Ukraine that they
are already talking about the budget
program and the program of the Cabinet of Ministers divided by topics. They are not losing time
as was the case in 2006. That is one more lesson learned. So the priority of the government is as
soon as possible. That is the reason why anyone who will try to inject the notion of the power
focus at the expense of policy priorities could be too late to disrupt the government’s course.

Foreign policy, this is my favorite topic, and I will try to discipline myself and not talk too much.
The Party of Regions and very frequently Prime Minister Mr. Yanukovich use the concept of the
division of Ukraine being the bridge between the West (or Europe) and Russia and a post-Soviet
state dominated by Russia. That is the view of Ukraine’s regions — Ukraine as the bridge between
the West, Europe and Russia. Sounds good for the bridge builder. However, the more you seek to
make it politically applicable, the more difficult it is to define. It is not just the talks about eventual
European integration; it talks about the centers and the competition of interests in the centers.

In using the model of the bridge, you are not giving a voice to the priorities, you are basically

reactive and passive, which was the reality of Kuchma’s policy. He was reacting, pretending that
he was a Ukrainian bridge to powers (to the West and Russia). This never required respect from
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both Russia and Europe. This is the major problem with the bridge proponents. To make it an
example which resonates with political choices — single economic space versus the free trade
area, business integration, economic integration with the European Union, etc. The other
foreign policy path is a super-enthusiastic foreign policy — expectation for doing everything
tomorrow or the day after tomorrow which, in our view, was counterproductive.

In our case, we do see the difference between “European Ukraine”, which is a very subject
concept, and the “Eurasian” course (an independent group). Then, you have the European
Parliament of course, which is not an active concept, but a significantly politically loaded
concept because it is a de-facto bridge to the protection issues, the oppression process. It
basically puts you on the track of other Central European countries. The question is whether it is
realistically possible now to expect that in haste.

There is also something that is “in-between”, not completely useless, but productive as a
European vocation concept, which is a stronger one and was defined before Ukraine became a
part of Europe. It gives some very healthy impulses to use the venue of NATO until 2013 and
prepare for self-reform of issues which are not irresolvable, but we feel are right. Kseniya was right
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that we’ve discussed this a lot and it is part of the agreement between the parties back in February.
There are, however, some very important differences about which I would like you to be aware.

The last part is what all of this will mean for business — all of the changes at the top, the foreign
policy priorities, the security priorities, etc. It is a good opportunity. As you know, we try to
present our vision of these new opportunities in the form of the Byut contract with investors,
which is available to the public. Also, to show you how serious we are, we created a task force to
prepare a policy paper on encouraging trade and foreign direct investment in Ukraine. The task
force spent some time working on an expert level, then we basically positioned this paper as the
platform for corporate investors and partially for the more ambitious local investors. There is a
publication available for distribution.

Basically, the position is that the new government, the Tymoshenko government, will have quick
success. One of the quick successes we want with you is changing the various facets of the FDI in
Ukraine. There are a number of sectors outlined here and in the contract with investors that we
think are very good launching pads for significant increases in the short to medium term FDI,
including the energy sector. One of the untapped sectors in Ukraine is the energy sector. It
coincides with the announcement of the 1.3 billion USD debt. This sector cannot be allowed to
exist as it is and this is an indication of the urgency of the matter.

| appreciated the point that there is an attempt to integrate the schedule into the Cabinets (into
the governments). That is fine, but we would be extremely against retaining them to integrate the
schedule private business into the government of policy. This is the clear distinction we would like
to establish. We do except that the problem is very difficult and there is no easy solution to many
problems, including the ones written in macroeconomic papers and including the urgency of the
energy sector and including the next political areas that are already on the horizon of the next
Presidential elections and the positioning of the various parties for these elections. This is nothing
new to us, but this is the opportunity that is there and we are ready to face this task. So on this
point of optimism, 1’d like to leave off this interesting discussion.

Thank you.
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Alexander Paskhaver: I believe it would be interesting to explain to foreign investors about the
political crisis we are currently observing in Ukraine. This political crisis is unusual for our 15-
year independent history mostly due to the fact that we have never observed such flagrant
violations of the law. There is a demonstrative distrust between the powers of the state. And, such
shocking events have never been so calmly observed by the public.

RISHBER(
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I believe that this demands an explanation and, without such explanation, it is very difficult to
foretell what will happen next. The explanation may be found in the Orange Revolution. The
Orange Revolution destroyed the political regime which we associate with President Kuchma.
This was a soft, authoritarian regime which was based on the usefulness of the other political
players in the same regime. The regime was an arbitrator for the other players and it acted via
an informal agreement of the norms leading to threats to the court system, to awards connected
with positions, etc. A certain vertical was formed in such a way that there was a sufficiently
stable political system, and this system relied upon old traditions and corruption that is
characteristic of our society.

This was a sufficiently effective regime which allowed our country to move from complete

collapse to quite stable development which we observed from 2000-2007. At a certain time, a new
public opinion rose in our society, and our society was no longer satisfied with this type of regime
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and it was destroyed. The Revolution received the order to destroy the regime. The vertical power
structure of the arbitration system mentioned above was also destroyed. Publicly acting political
powers arose with active political competition. The entire spectrum of informal agreements on
the basis of which the Kuchma regime acted stopped working. This revealed the incapability of
the legal system, which allowed the informal agreements, to be a forum for resolving acute
political conflicts.

On the other hand, there are no empty places in the world, and a country cannot live without a
political regime. That is, if one political regime is destroyed, then another political regime is
required as a form of administering the government. As we established, the former political
regime just couldn’t resolve the political crisis in a legal manner without its unofficial
agreements/arrangements.

The elite who are not prepared to strategically agree (i.e., they lack the ability to ensure a
foundation of fair competition) are unable to come to a consensus on the future of the country.
It is playing a war for power without the general understanding about how the country will exist
in the future. Therefore, the negotiations being conducted, the conflicts that arise and the truce
that is being achieved will always have a tactical nature which entails the burden to gather forces
and completely wipe out the competition. This type of truce (the failure to form a political
regime) does not ensure succession of power.
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This idea that each political force must be victorious over the other signifies a complete distrust
of each other. Moreover, the political elite traditionally view the inability to reach an agreement
as a successful political move. Therefore, if the legal framework does not provide the possibility
of peacefully resolving problems and the habits of the political elite do not allow informal
arrangements regarding strategic issues (i.e., both formal and informal arrangements are not
effective instruments and no one is denying the need to form a new political regime), then there
can only be war. This is a brief description of why “military” actions (what we are seeing in this
political crisis is actually a political war) are natural, necessary and inevitable. This is not a
question of the choices or the preference of one or another political figure. I hope that | showed
that the political elite had no other choice but to open a political war, taking into account the
situation created by the elections.

Of course, if this happened in a strictly law-abiding country with experience in forming strategic
alliances, this would have been a shock to the public. This will not shock Ukrainian society because
we are accustomed to the breaking of laws — we are not a traditionally law-abiding country.

Thus, everything that we are observing today is the formation of a new political regime via
conflicts. This is the only way it can be done in our current conditions. No political figure has ill
will. This is simply a consequence of our history. The actual question is “why does this not have
a negative effect on the economy?” Certainly, such serious political crisis could cast doubts over
the activity of businesses. I think that this has to do with how businesses relate to such political
war. | think that this can be explained by their expectations. They value all political forces in this
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country as pro-capitalism.
None of the current political
forces wants to go backwards
and they don’t even dream
about a government such as
Putin’s government. This is
the first thesis that brings calm
to businesses.

The second, and no less
important, thesis is that
businesses see that none of the
current, principal political
forces can achieve complete
victory over the others. This is
a reason for the calmness of
businessmen — the existence
of three equal political forces.
There is also stiff competition on a lower level — new political forces are continuing to grow. In
other words, we currently observe a healthy, competitive democratic process. Although it is
occurring in an unripe political and civil-legal environment, the existence of competition is
providing the possibility to ripen. The absence of fear of a sharp decline in the business
conditions in any political configuration is creating an atmosphere of indifference to the
political crisis we are observing.

Of course, what we are observing cannot be called “unripe”, “immoral” or “not very aesthetic”,
and it cannot be called a mature society, but we are learning freedom and democracy. | don’t
know another way to learn this process and implement it.

I would now like to explain the meaning of “political compromise” and give an example of how
itisaccomplished. I think that a good example of a political comprise was “Universal of National
Unity” which was concluded between the principal political forces one and a half years ago.
UNU, which was signed by V. Yanukovich, President Yushchenko, and several socialists and
communists (not Tymoshenko), established a unified viewpoint on key issues concerning the
future of the country. For example, a unified, federal government — how should we joint NATO,
how should we join the European Union, how should we privatize land? It was a procedural
agreement on these issues. When you have different views, a procedural agreement is the only way
to achieve unity. This was the first and a very important example and experience of strategic
agreement between different political forces.
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This strategic compromise was not followed, and this became the reason for the current war
between the political parties. What I said about the formation of a new political regime, if you
understand me correctly, can be used to forecast how it will be formed because their inability to
reach a strategic compromise means that they will most likely focus on private issues. These
private issues resolved under informal arrangements will form the legal framework. Thus, while
the legal framework gets cluttered, the new political regime will be formed very slowly and with
many conflicts. In this way, the recent elections and the recent political negotiations are only a
small episode in the process of forming the new political regime.

This forecast is actually an optimistic forecast. It presumes that the political elite are learning and
will realize that political arrangements/agreements are necessary. There are also negative
forecasts. For example, everyone will become fed up with this stagnant status and some
charismatic leader (not necessarily Julia Tymoshenko) will create a new authoritarian regime
under the banner of peace and order, etc. There are more exotic alternative forecasts.
Nevertheless, even a simple forecast of a long and complicated formation of a new political
regime is an optimistic forecast, which presupposes that the political elite (and their opponents)
will create the necessary political compromises. They will learn by such compromises and begin
to understand that tactical, “military” truces cannot replace the process of forming political
compromises and the creation of a new, more capable legal framework.

9
|
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Alex Frishberg: Once upon a time, our
current Prime Minister Victor Yanukovich
served in the same position in the Kuchma
administration. In those days, under the
President Kuchma’s firm rule, government
officials would aggressively assert their
authority whenever an opportunity would
arise, from the “fire brigades” to
“sanepidemstantsiya” (sanitary inspection).
After the Orange Revolution, President
Yuschenko promised to end corruption,
praising the virtues of liberalization and
reform, joining WTO and gaining EU
membership, too. But then Prime Minister
Yulia Timoshenko cheerfully announced her
intention to re-privatize 3,000 enterprises,
and from a political and business
perspectives alike, all hell broke loose.

The business community (local and foreign alike) were stunned by such wide-spread efforts to
re-nationalize private property, regardless of how it was originally obtained. Justifiably, everyone
considered this to be an assault on private property rights. Even President Yuschenko, who later
fired Tymoshenko. That is how in August, 2006, Victor Yanukovich once again became the
Prime Minister, bringing back with him the old Kuchma team of pragmatic businessmen. Seven

months later, on April 2,
2007, President Yuschenko
dissolved the Parliament and
called for early elections,
which were postponed until
late September, 2007. In the
meantime, the government
remained paralyzed.

Contrary to popular
expectations, however, the
political standoff did not
curb the inflow of foreign
investment. In fact, one
could argue that ever since
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the Orange Revolution, the ongoing political crisis has had a very positive impact on
Ukrainian economy. How can you explain this paradox? Actually, it’s simple: due to
continuing fierce battles for power between the three political clans, for the first time (ever?)
the Ukrainian government has stopped interfering in the lives of small and medium-size
businesses. For evidence one must only look at the streets, jammed with shiny, black
Mercedes 600 series, multitudes of expensive boutiques on Kreschatik (including everything
inside “Arena,” across from the Bessarabsky market). and perpetually crowded haute cuisine
restaurants like Fellini, Da Vinci and Concord.

Admittedly, these political wars have seriously damaged the Ukrainian government’s reputation
in the eyes of the world and its citizens alike. Unlike the previous years, however, Western
multinationals were no longer frightened by the prospect of long-term instability. The economy
is booming at an unprecedented growth rate that shows no signs of stopping in the near future,
regardless of who runs this nation. At long last, doing business in Ukraine no longer depends on
the politics or its politicians. Unfortunately, the same cannot be said about the rest of the civilized
Western nations.

Thank you.
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