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Abstract

This thesis examines the influence of the domestic factors and their impact on continuity
of Ukraine’s “multidimensional” foreign policy. The analysis reveals that Ukraine has well
developed legal background and official strategies which define the European path as the crucial
vector of the state external relations. However, formulated strategies are not implemented by the
decision-makers, which is not always understood for external observers, predominantly in
Europe. The thesis focuses on the internal constraints which may limit public officials in
implementation of foreign policy goals. It answers two questions. The first is whether Ukraine is
able to develop coherent foreign policy, which will be possible to implement taking into
consideration domestic constraints which influence the state external relations. The second
question is whether Ukraine might be governed without oligarchs, when linkages between
business and the state will be broken.

The overlapping theoretical model for this research is concept of state capture. Thesis
analyses the economic and socio-political divisions within Ukraine, the high centralisation of
power in President’s hands, and business-political linkages which cause constant balancing in
domestic politics between limited groups of actors. | argue that the constant domestic struggle for
power between business elites do not allow to create suitable environment for the formulation
and implementation of coherent foreign policy. Furthermore, maintained in Ukraine internal
divisions might be easily used by external actors, which in this research are recognised as

secondary players.
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Introduction

Balancing in both domestic and international politics is the characteristic feature of
independent Ukraine, the second largest European state territorially, after the Russian Federation.
However, after the “big bang” enlargement of the European Union, Kyiv is surrounded by two
big political and economic entities, Russia and the EU. Since 1991 its authorities have been
trying to preserve equilibrium in relations with Moscow and Western Europe, Ukraine’s foreign
policy has been described by scholars as “multidimensional”, and by Ukrainian authorities as the
policy of the“strategic choice”. Despite the official rhetoric of European integration the current
administration pushes the state neither towards Europe, nor to the Customs Union of Russia,
Kazakhstan and Belarus. The external image of the constantly hesitating state has led to “Ukraine
fatigue” both in Moscow and in Brussels. Currently the final and clear message is expected from
Kyiv'. The puzzle which remains is whether Ukraine is able to develop coherent foreign policy,
which will be possible to implement taking into consideration domestic constraints which
influence the state external relations. The second question is whether Ukraine might be governed
without oligarchs, when linkages between business and the state will be broken.

Answering these questions is important and relevant given growing discussion about the
future of Ukraine in European politics, predominantly after the collapse of Orange Revolution
and growing level of authoritarianism in the state. Kyiv lost over 20 years to create stable
domestic institutions which might be able to preserve its external image as a reliable partner.
Most previous approaches which focus on Ukraine, one the one hand, refer to the geopolitical

importance of the state or to the influence of external actors on its foreign policy, namely concept

! “The End of Ukraine’s Balancing Act”,
http://www.foreignpolicy.com/articles/2013/02/06/the_end of ukraine s_balancing_act.
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of “Ukraine between the European Union and Russia’

, with relatively superficial analysis of the
domestic factors and emphasis on the choice between East and West. On the other hand, the
previous analyses of its internal politics rarely go beyond the state borders®. Then there is the
substantial gap in examination of Ukraine’s foreign policy from inside, looking deeper on
internal challenges which have to be faced by policy-makers. This attitude was previously
developed just by few authors®, who looked inside the state, and is still quite rare in political
debate about the future of Ukraine. Furthermore, despite the growing and deepening consensus
about the influence of state capture on domestic politics and business behaviour few use this
concept in foreign policy analysis. Little research also has been presented the influence of the
Soviet heritage on political culture in the contemporary Ukraine.

Despite analysing just domestic economic and socio-political factors it is important to
look further and explain the role of linkages between the state and business. This linkages cause
different outputs in the state’s external behaviour than we can predict based on pure empirical
analysis and application of known theories. Thus they cannot be explained by classical theories of
IR which claim that state authorities represent the state interests at the international level.

Rather than to identify the strength of particular aspect and justify whether it has bigger or
smaller impact on the process of the formulation of these goals, this thesis aims to identify
possible constraints which concrete “multidimensional” Ukraine’s foreign policy. The biggest

challenge which does not allow to hierarchize importance of these factors is the lack of

transparency in Ukraine’s both domestic and foreign policy and economy, and also the lack of

Z «“Ukraine caught between EU and Russia”, http://www.publicserviceeurope.com/article/463/ukraine-caught-
between-eu-and-russia; “Ukraine between Russia and the EU”,
http://www.easternpartnership.org/publication/politics/2011-01-13/ukraine-between-russia-and-eu; “Ukraine’s
choice: between East and West”, http://www.europeanvoice.com/article/2012/october/ukraine-s-choice-between-
east-and-west/75533.aspx.

®i.e. Paul D’ Anieri, Understanding Ukrainian Politics. Power, Politics and Institutional Design, 2007; Paul D’ Anieri,
Robert Kravchuk, Taras Kuzio, Politics and Society in Ukraine, 1999.

*i.e. Paul D’ Anieri, Taras Kuzio, Andrew Wilson, Hans van Zon.



http://www.publicserviceeurope.com/article/463/ukraine-caught-between-eu-and-russia
http://www.publicserviceeurope.com/article/463/ukraine-caught-between-eu-and-russia
http://www.easternpartnership.org/publication/politics/2011-01-13/ukraine-between-russia-and-eu
http://www.europeanvoice.com/article/2012/october/ukraine-s-choice-between-east-and-west/75533.aspx
http://www.europeanvoice.com/article/2012/october/ukraine-s-choice-between-east-and-west/75533.aspx
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coherence in the decision-making process. Additionally, impact of particular aspects differs
depending on the case and issue.

The influence of state capture on the decision-making process in Ukrainian internal policy
limits chances to achieve consensus within foreign policy. In my empirical research | examine
which domestic factors might be taken into consideration by decision makers in the formulation
of foreign policy goals (dependent variable), and whether domestic societal, economic, or
political divisions (independent variables) are recognised as factors which should be represented
in the state’s external relations.

I look at Ukraine’s foreign policy from inside and examine factors and challenges which
have to be considered by potential Ministry of Foreign Affairs official. 1 show that the biggest
challenge for Ukraine’s foreign policy is Ukraine itself with its internal economic and socio-
political divisions, elites oriented first and foremost on private benefits, and the post-Soviet
heritage which overlaps these factors. These aspects however cannot be analysed separately,
because it will not allow to fully understand Kyiv’s behaviour.

To recognise the roots of Kyiv’s “multidimensional” foreign policy it is crucial to
examine the domestic situation in the state. While external factors, predominantly Moscow,
influence Kyiv’s decision-making process, analysis of this factor is not the main aim of this
research. Domestic factors and preserving balance between particular actors do not allow to
implement coherent foreign policy based on previously formulated goals. Ukrainian politics
means constant balancing and the struggle for power between few influential groups. This
structure of the state has endured already for 22 years, while only actors change, thus it is hard to
predict any major changes in Kyiv’s “multidimensional” foreign policy.

In the first chapter | analyse the role of domestic factors in the formulation of foreign

policy goals and whether this approach is relevant in analysing Ukraine’s foreign policy. The

6
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second chapter analyses the role of institutional design and its influence on both formulation and
implementation of Kyiv’s foreign policy. In the third chapter I observe regional economic and
socio-political divisions within the state and their possible impact on the decision-making process
in Ukraine. Finally, in the fourth chapter | demonstrate that strong economic position of oligarchs
allows them to influence domestic politics and uses state institutions for their own purposes,
which also has an impact on implementation of foreign policy goals.

In each empirical chapter | show dependence path from the Soviet heritage, which is also
still not commonly used argument and needs further research. However, | argue that the lack of a
proper transition and characteristic understanding of democracy cause continuity and the lack of
change in Kyiv’s policy. The absence of understanding the state as the common good by policy
makers is the crucial aspect. |1 show that the lack of one coherent concept of the state in both
domestic and external politics causes weak identification with the state of both decision makers

and society.
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Chapter | — Theoretical approaches

In this chapter | analyse the role of domestic factors in the formulation of foreign policy
goals and whether this approach is relevant in analysing Ukraine’s foreign policy. First, I argue
that attitude described in the first section of this chapter is not clearly applicable to the case
presented in this thesis. Second, | show that the reason why classical approaches do not fit to
Ukraine’s case are widely spread clientelism and patronage, which lead to state capture by the

business and political elites.

1.1. Domestic factors in foreign policy analysis

Policy makers, taking into consideration available resources, formulate the state’s position
towards other actors. Graham Evans and Jeffrey Newnham define foreign policy as the activity in
which states act, react and interact with other participants of the system. They claim that domestic
environment creates a background for external actions, and international milieu is the place
where policy is implemented simultaneously influencing other actors®. Christopher Hill offers
similar definition explaining foreign policy as “the sum of official external relations conducted by
an independent actor (usually a state) in international relations™®. Hill points out that foreign
policy is the political strategy conducted by one independent unit in relation to other independent
unit or units in the system, taking into consideration two the most important goals — promotion of

welfare (prosperity) and security’. Decision makers may also decide to promote values which

® Graham Evans, Jeffrey Newnham, Dictionary of International Relations, 1998, 179-180.
® Christopher Hill, The Changing Politics of Foreign Policy, 2003, 3.
" Ibidem, 13-14.
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society realises as universal. However, divergent interests and ideas within society make such
promotion harder to implement®.

There is an on-going debate in Foreign Policy Analysis and International Relations about
the level of analysis of state’s external relations and the role of domestic factors in decision-
making process®. The interconnection of internal and external aspects is stressed for example by
Hill, who points out that “foreign policy has its domestic sources and domestic policy has its
foreign influences™. Thus, it is important to identify which domestic factors may influence
state’s external relations, how choices are formulated, and who do so't,

According to Chris Alden and Amnon Aran, foreign policy is legitimised and formulated
by the state apparatus even if its sources can be identified within domestic sphere'?. Valerie
Hudson develops this idea, arguing that state’s foreign policy depends not only on passive
domestic variables, like economic structure or geography, which often do not change overnight,
but also on individual decision-makers who in particular moment are in power to formulate
state’s interests. She points out that each decision-maker is shaped by a psychological and
societal milieu in which he operates, which influence his attitude. She claims that decision-
makers are not completely independent in their choices and such factors as beliefs, emotions,
attitudes, experiences, values, traits, style, memory, as well as national- and self-conceptions,

influence their political thinking and decision*®. Customs, ideas, views, experience, or historical

8 Ibidem, 18.
° Valerie M. Hudson, Culture & Foreign Policy, 1997, 4-5.
10 1g;
Hill, 39.
" Ibidem, 18-24.
12 Chris Alden, Amnon Aran, Foreign Policy Analysis. New approaches, 2012, 47.
3 Hudson, 22.
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background influence decision makers who with different cultural backgrounds may behave
differently when they are confronted with identical situation™®.

In Ukraine, however, the state as an institution does not work properly and its ability to
formulate and implement politics decreases. Domestic factors which influence foreign policy,
from regional divisions to the form of governance, governing practices and the role of particular
players in decision-making process'®, are substantially inherited from the Soviet period or at least
have roots in the previous system. Due to the lack of a proper transition and continuation of
previous customs they are recognised as the causes of the state weaknesses™® and limit chances to
formulate coherent actions. Ukraine’s foreign policy culture, based on the previous 22 years
activity, might be characterised by the lack of comprehensive external policy. This, however,
creates an impression of “virtuality” of Ukrainian politics’’ in the sense that official statements
are not followed by previously defined actions.

Each state’s foreign policy decision-making process has general limitations defined by
Douglas Stuart as uncertainty, time constrains, and competing motives and objectives®®. These
challenges can be clearly distinguished in Ukraine’s foreign policy decision-making process.
Within them predominantly uncertainty and competing motives and objectives cause Kyiv’s
“multidimensionalism”. In chapters 2-4 in more detailed way | will argue that domestic factor

which overlaps political and economic relations within the state is phenomenon of state capture.

 Thomas U. Berger, “Norms, Identity, and National Security”, in: (ed.) Christopher W. Hughes, Lai Yew Meng,
Security Studies. A reader, 2011, 187.

15 Robert Tucker, “Post-Soviet Leadership and Change”, in: ed. Timothy Colton, Robert Tucker, Patterns in Post-
Soviet Leadership, 1995, 9.

' D’ Anieri, Kravchuk, Kuzio, 90-141.

7 Andrew Wilson, Virtual Politics. Faking Democracy in the Post-Soviet World, 2005, 47.

8 Douglas T. Stuart, “Foreign-policy decision-making”, (ed.) Christian Reus-Smit, Duncan Snidal, The Oxford
Handbook of International Relations, 2008, 581.

10
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1.2. Clientelism, patronage and state capture

Classical theories of International Relations (realism, idealism) assume that decision-
makers in their actions follow state’s interests. In Ukraine, however, such claim might be at least
questionable; a number of authors (see: Chapter 4.) agree that private and individual interests
have dominated the decision-making process. In this thesis | argue that such phenomenon as
clientelism and patronage dominate in Ukraine and lead to state capture by limited group of the
richest oligarchs and elite, who subordinate the state institutions to their private interests. These
minimise ability of the public administration to develop coherent and long lasting policy, which
will be defined in realistic, not just in wish-thinking terms (i.e. Ukraine as a EU member state,
Ukraine as a bridge between Moscow and Brussels, Ukraine as geopolitical pivot'®)) and will be
possible to implement taking into consideration domestic circumstances.

Clientelism and patronage are phenomena known in politics for centuries?®. Clientelism is
defined by Anna Grzymala-Busse as “the contingent and targeted distribution of selective goods

21 or by Petr Kopecky and Gerardo Scherlis as “an

to supporters in exchange for their loyalty
exchange between political party (decision makers) and individuals in which the former releases
a benefit that the later desires in order to secure their political support”zz. Patronage, however, is
described by John Willington as “an informal network of personal, political relationships which

5923

are at the same the same time both asymmetrical and interdependent””” or by Kopecky and

Scherlis as “as the power and ability (...) to appoint people to positions in public and semi-public

19 Zbigniew Brzezinski term.

0 Sharon Kettering, The Historical Development of Political Clientelism, The Journal of Interdisciplinary History,
vol.18, no.3 (Winter 1998).

2! Anna Grzymala-Busse, Beyond Clientelism. Incumbent State Capture and State Formation, Comparative Political
Studies, Vol.41 Number 4/5, April/May 2008, 638-639.

22 petr Kopecky, Gerardo Scherlis, Party Patronage in Contemporary Europe, European Review, vol. 13, issue 16,
July 2008, 356.

2 John Willerton, Patronage and politics in the USSR, 1992, 7.

11



CEU eTD Collection

life”. These two phenomena often lead to state capture, which was described in detail in 2000 by
Joel Hellman, Gerain Jones and Daniel Kaufmann. In their research they argue that “after only a
decade of transition, the fear of leviathan state (in transition countries) has been replaced by a
new concern about powerful oligarchs who manipulate politicians, shape institutions, and control
the media to advance and protect their own empires at expense of the social interest”?. The
concept of state capture should then be understood as a direct subordination of the state
institutions to private interests of the ruling political and business elite.

Patronage and clientelism are closely interconnected and played an important role for
over seven decades in the Soviet political system?. Willerton points out that officials relied on
clientelistic relations to promote its interests in relatively insecure political environment. These
informal networks were crucial in political life at both Union and regional (Republics) level?. He
argues that such linkages constituted an informal system of checks and balances at all levels of
decision-making between different groups, restraining one of them from achieving the hegemonic
position within the system®’. These two phenomena are identified in post-Soviet Ukrainian
domestic politics for example by Andrew Wilson, Oleh Protsyk?®, Sarah Birch®, and Hans van
Zon*. In this thesis | argue that patronage and clientelism influence not only internal situation

but also the state’s foreign relations.

2 Joel Hellman, Gerain Jones, Daniel Kaufmann, Seize the State, Seize the Day: State Capture, Corruption and
Influence in Transition, World Bank Policy Research Working Paper No. 2444, 5 (pdf),
http://elibrary.worldbank.org/content/workingpaper/10.1596/1813-9450-2444 .

% Rasma Karklins, Typology of Post-Communist Corruption, Problems of Post-Communism, July/August 2002.
% Willerton, 1.

2" 1bidem, 2, 7.

%8 Oleh Protsyk, Andrew Wilson, Centre Politics in Russia and Ukraine: Patronage, Power and Virtuality, Party
Politics, vol.9, No.6, 2003.

# sarah Birch, Nomenklatura democratization: Electoral clientelism in post-soviet Ukraine, Democratization, 4:4,
1997.

% Hans van Zon, Neo-patrimonialism as an Impediment to Economic Development: The Case of Ukraine, Journal of
Communist Studies and Transition Politics, 17:3, 2001.

12
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Through state capture, ruling elites converge state’s assets to private fortunes by a number
of means. Grzymala-Busse enumerates for example contracts and tenders to allies, assets
nationalisation, patronage, extrabudgetary funds and subsidies, not fully transparent accounting
procedures, outright theft of foreign aid money, access to mineral resources*. Furthermore, Paul
D’ Anieri points out that just the executive branch of power (The President) controls three crucial
categories that can be used as tools of political influence: control over law and administrative
enforcement, control over (national) large sectors of economy, and patronage, which D’Anieri
defines as control over government jobs™.

State capture creates informal and alternative to the state institutions decision making
centre, often represented by the richest citizens (oligarchs). These two centres are closely
interconnected by patrimonial and clientelistic links, which at least in the current situation might
be hard to break up. Rasma Karklis presents features which define state capture, such as®
takeover of public institutions for private business**, forming collusive networks to limit political
competition®, undermining free elections slush funds, misuse of legislative power®®, corruption
of the judicial process®’, misuse of auditing, investigatory and oversight powers®, using
“kompromat™ for political blackmail and coercion®®, corruption of and in the media®. All these

features can be easily identified in the contemporary Ukrainian politics.

*! Grzymala-Busse, 649.

% paul D’ Anieri, Understanding..., 192.

3 Karklins, 24.

% «Ukraine: The Yanukovych Family Business”, http://www.worldaffairsjournal.org/blog/alexander-j-
motyl/ukraine-yanukovych-family-business.

% «Ukraine’s new government: compromise between the main Donetsk groups”,
http://www.osw.waw.pl/en/publikacje/eastweek/2013-01-09/ukraine-s-new-government-compromise-between-main-
donetsk-groups.

% “Tom-25 HaifGiTbII CIOHCOPOBAHMX 3 JCPIKOIOIKETY OKPYTIB”,
http://www.pravda.com.ua/columns/2012/10/24/6975335/.

31 “Kopymmis B cyaax: a 1o 3a uero?”, http://www.pravda.com.ua/articles/2011/04/6/6083477/.

38 “Minicrepcto «Cim’i»”, http://tyzhden.ua/Politics/68758.

3 “Cepriit Jlemenko: Y X0opoIIKOBCHKOTO Balli3a 3 KOMIIPOMATOM Ha MPe3uIcHTa”,
http://tvi.ua/new/2013/02/27/serhiy leschenko u_khoroshkovskoho valiza z_kompromatom na_prezydenta.

13
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The symbiosis of political and economic elites, combined with divergent interests of
particular groups, makes Ukraine’s foreign policy less flexible to the external environment.
Public officials in the formulation and implementation of the state interests have to take into
consideration not only domestic economic and socio-political divisions, but also private interests
of the wealthiest individuals. This mosaic of factors, which are also described in the next

chapters, causes the persistence of Ukraine’s “multidimensional” foreign policy.

40 «X opomkoBcrkuii mpoaas Iutep dipramy”, http://tyzhden.ua/News/71236.

14
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Chapter II: Shaping Ukraine’s foreign policy: institutions, legal background,

official strategies and possible challenges

State institutions formulate and realise state policies on behalf of citizens based on
domestic and international law. However, in the Ukrainian institutional and legal order it is
possible to identify two challenges which slowdown the decision making process in foreign
policy and do not allow the state to develop a reliable, long term foreign policy strategy. The first
is high centralisation of power, which limits a number of people and institutions involved in the
decision-making process. The second is lack of political will to implement legally bounded acts
which define Ukraine’s external relations.

In this chapter | analyse the role of institutional design and its influence on both the
formulation and implementation of Kyiv’s foreign policy. Since 1991 Ukraine has not developed
properly functioning state institutions**. Neil Robinson argues that a state with weak institutions
does not have capabilities to promote or coerce its policies and decisions at both domestic and
international levels. State adaptive capacities to both internal and external environments are
relatively low, and authorities cannot efficiently react to particular challenges. Robinson claims
that such countries are often based on despotic regimes where authorities try to centralise the
decision-making process and separate it from society. Particular policies are formulated by a
narrow group of elites, and then are enforced by official institutions using the state’s coercive
capabilities*. In Ukraine the whole foreign policy decision-making process depends mainly on

the President, who can be considered as the final decision maker. Kyiv’s foreign policy should be

“! Serhiy Kudelia, The sources of continuity and change of Ukraine’s incomplete state, Communist and Post-
Communist Studies, 45(2012), 418.

*2 Neil Robinson, “State-building and international politics: the emergence of a ‘new’ problem and agenda™, (ed.)
Aidan Hehir, Neil Robinson, State-building. Theory and practice, 2007, 3-4.

15
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analysed taking into consideration the President’s and his group’s interests*’, while the role of
other institutions is limited and narrowed to executive functions. The monopolisation of power
allows the President to use the state apparatus to implement his own interests, which may not
always be convergent with the state’s interests or with previously declared statements. The best
example here is the decision about the imprisonment of Yulia Tymoshenko, which postponed
signing of the Association Agreement with the EU*. In the second part of this chapter I will
analyse foreign policy goals which are fixed in official state acts and theoretically should be

implemented by the public administration.

2.1. Institutions involved in the foreign policy decision-making process in Ukraine

Involved institutions in the process of shaping Ukraine’s foreign policy are: the President,
Parliament, the Prime Minister and the Government, the National Defence and Security Council
(NDSC), and in a limited way the Constitutional Court. These bodies’ prerogatives are
enumerated in the Constitution and are additionally specified by a number of state acts. Advisory
and supportive bodies are: the National Institute for Strategic Studies (NISS), the Foreign
Intelligence Service, the Military Intelligence Office, the Diplomatic Academy, and a relatively
new body — Public Council to the Ministry of Foreign Affairs.

The main decision-maker is the President of Ukraine. He is the head of state and
represents the state abroad (102, 106(3)**). He influences foreign policy directly by his decisions

and by participation in the formation of other executive and supportive institutions. The President

* Onexkciit MenbHuk, Mukona CyHrypocbkii, “CeKTop 6e3MeKH B KOHTEKCTi 3araibHO CyCIiTBHO-TIOMI THIHOTO
po3BUTKY YKpaiHu”, iN: AnbpMaHax cekropy 6esmeku Ykpainu, 2013, 12.

* «“Yulia Tymoshenko imprisonment ‘politically motivated” “ http://www.guardian.co.uk/world/2013/apr/30/yulia-
tymoshenko-jailing-politically-motivated.

* Articles in brackets as in the Constitution of Ukraine of 28 June 1996,
http://zakonl.rada.gov.ua/laws/show/254k/96-Bp .
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appoints the Prime Minister after his acceptance by Parliament, subsequently he appoints
particular members of the Government (114). His personal influence on the shape of the main
decision-making body is then crucial. The NISS, the Foreign Intelligence Service and the
Military Intelligence Office are directly subordinated to the head of state. The President also
leads the NDSC. He may publish executive acts (ukazy and rozporiadzhennia) by which he can
actually manage many spheres unilaterally without consultations with particular ministries (106)
and creates new institutions and consultative or supportive bodies (106(28)). The Constitution
states that all acts related to external relations should additionally by signed by the Prime
Minister and minister responsible for implementation of such act (106).

The Presidential Administration supports the head of state in his duties and in the
formulation of particular policies, also in the formulation of foreign policy goals®. Its
prerogatives are specified by the Presidential act (ukaz), and can be easily spread or narrowed
according to the decision of the head of state. The second institution with substantial legal
prerogatives in external relations subordinated to the President is the National Defense and
Security Council. The main task of the NDSC is coordination of domestic and foreign activates in
broadly defined matters of national security. An additional aim of this body is formulation of the
state interests, strategies and programs in a form of state acts, which further can be adopted by
Parliament or implemented by the President within his prerogatives*.

The Government is responsible for implementation of foreign and domestic policies
(116(1)). The Ukrainian Government is an executive branch of power and shares its prerogatives

with the President. However, it is almost completely subordinated to the head of state and it is

“® Art.4 (1) and (2) — Ykas [pesunenta Yipainu «IIpo Honoxenns mpo Axminictpartiio IlpesuaenTay kpaitim»,
http://zakon4.rada.gov.ua/laws/show/504/2010.

" Art.3 and Art.4 — 3axon Yipaiuu «IIpo Pajy HamionansHoi Ge3nexs i 06oporn Ykpaitm»,
http://zakon4.rada.gov.ua/laws/show/183/98-gp.

17


http://zakon4.rada.gov.ua/laws/show/504/2010
http://zakon4.rada.gov.ua/laws/show/183/98-вр

CEU eTD Collection

hard to claim that it is an independent body which may challenge the President. Parliament takes
part just in acceptance of the Prime Minister (chosen by the President), while the rest of the
Cabinet is formed by the President. The Ministry of Foreign Affairs is the main institution within
central executive responsible for the formulation and implementation of state’s foreign policy™.
Its tasks and duties are also defined by Presidential act and can be easily spread or narrowed
without further discussion.

The role of Parliament, as a legislative branch, in the foreign policy decision-making
process is relatively low and is limited to broadly understood formulation of foreign policy
priorities (85(5)), and adoption of state acts which theoretically should be a background for the
President and the Government in their external activities. Parliamentary committees for bilateral
and multilateral international cooperation might be defined as supportive or advisory bodies*®. On
the one hand their influence on the decision-making process is relatively limited, as far alsmost
each project related to foreign policy is prepared by the NDSC not by Parliamentary committees
which do not have decisive power. On the other, the President and particularly the Government
requires Parliaments support. Thus in case of cohabitation it might be harder to achieve
consensus within the contemporary legal order, which leads often to corruption, bribing or
threatening members of Parliament who are forced to change political colours (ukr. “tushky”) to
“create” supportive majority.

The NISS and the Foreign Intelligence Service are responsible for collection, preparation,
and presentation of information which might be useful for decision-makers in the formulation of

policies. The NISS is a research institution which provides analytical and prognostic support to

“8 Art.1 and Art.3 — Va3 Ipesuzenta Yipaiau «[Ipo monoxenns mpo MiHiCTepCcTBO 3aKOPIOHHHX CIIpaB Y KpaiHi,
http://zakon4.rada.gov.ua/laws/show/381/2011.

“ Art.11 — 3akon Vkpainn «IIpo Komitern Bepxosroi Pagu Ykpaimm»,
http://zakon4.rada.gov.ua/laws/show/116/95-gp.
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the President®. The FIS is an intelligence body subordinated to the President® and is one of three
intelligence institutions in Ukraine®®. The Security Service of Ukraine (Sluzhba Bezpeky
Ukrainy) also might be involved in collection of information abroad and provision of analytical
support to the President®®. All advisory and supportive bodies are subordinated directly or
indirectly to the head of state.

The decision-making process in Ukrainian foreign policy can be characterised by four
features. First, in the current legal order this process is highly centralised in President’s hands.
Strong constitutional position allows the head of state to choose which institutions he will use to
lead state’s external relations. Particular institutions were used differently by different decision-
makers, giving an advantage to more centralised or more democratic decision-making process.
Currently Victor Yanukovych is trying to limit the influence of bodies such as the MFA, the
NDSC, or the NISS in policy-making process. In the opinion of many experts, the most strategic
decisions are agreed in the Presidential Administration Main Office for International Affairs,
while the Ministry of Foreign Affairs deals with less important issues®. This means that
Yanukovych is monopolising the decision-making process in his hands by further control over
institutions and by division of tasks between them in way convenient for his interests.

Second, prerogatives in a sphere of foreign policy are duplicated across institutions,
which may cause a conflict of responsibilities among particular bodies. For example, departments

responsible for development of relations with the European Union are within both the MFA® and

* Harionansuuii Iucrutyt Crpareriunux J{ociimkens, http://en.niss.qov.ua/.

*! 3axon Yipainn «IIpo CiyxOy 30BHIMIHEOT PO3BiAKM»,
http://zakon4.rada.gov.ua/laws/show/mpo%20cay:x6y%2030BHirHRO1%20p03Binkn%20yKkpaiHu .
°2 Art.6 — 3axon Ykpainn «IIpo po3simyBanbhi oprann Yxpaismy,
http://zakon4.rada.gov.ua/laws/show/po3sinyBaibni%200prany .

%3 Art.24(1) — 3axon Vipaiuu «IIpo Ciryx6y Gesnexu YKpainm,
http://zakon2.rada.gov.ua/laws/show/ciyx6a%206e3mnekn.

> Based on interviews in Kyiv in 8-19 April 2013.

% Jlenaprament €poneiicskoro Coro3y, http:/mfa.gov.ua/ua/about-mfa/structure/staff.
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in the Presidential Administration®®, and also the NDSC actively deals with this topic®’. However,
all these bodies are subordinated directly or indirectly to the President. Some experts® point that
there is no coordination within the Government and within other executive bodies (like the
Security Service, the State’s Attorney), which cause further chaos in implementation of policies.
This is even more important taking into consideration that ministerial and executive branch
positions are divided between different lobby groups which often compete with each other at the
domestic level which influence also Kyiv’s external relations.

Third, societal support for politicians and institutions in Ukraine is very low. Lack of
interests in political life, and hence the lack of public control over decision makers is caused by
very low public trust to the state institutions. Taras Kuzio describing the Ukrainian political
community during the 1990s mentioned citizens’ conviction that they have little opportunity to
influence state leaders®. Kuzio claims that the contemporary Ukraine is a weak democracy, with
very low public trust in the state institutions®®. According to opinion poll by the Razumkov
Centre over 90.1% of respondents believe they do not have any influence on the Government or

1%, and 72% of respondents do not feel like real decision makers®. In

their influence is very smal
March 2013 more than 52% of respondents claimed that they do not support activities of

Parliament®®, the President®™ and the Government®®. Support for Parliament (theoretically the

% YnpaBninms 3 muTaHk €BpOINEiichKOI iHTerpaii, http://www.president.gov.ua/content/secretariat_structure.html

57 http://www.rnbo.gov.ua/news/1428.html and — Pimenust PHBOY «[Ipo BUKJIMKH Ta 3arpo3u HAIlIOHATBHIN Oe3merti
VYkpainu B 2011 poui», http://zakon2.rada.gov.ua/laws/show/n0008525-10.

%8 Based on interviews in Kyiv in 8-19 April 2013.

*° Taras Kuzio, Ukraine. State and nation building, 1998, 50.

% Taras Kuzio, “Twenty years as an independent state: Ukraine’s ten logical inconsistencies”, Communist and Post-
Communist Studies, 45(2012), 430.

®! Comionoriuni onuryBaHHs — “SIK0I0 MipOKO B BILTHBAa€TE Ha Baxy?”,
http://www.uceps.org/ukr/poll.php?poll_id=441.

82 Conjonoriuni onurysanms — “Yu nouysaerecst Bu rociogapem ceoei aepskasu?” (08.2012),
http://www.uceps.org/ukr/poll.php?poll_id=54.

% Comjonoriuni onurysanms — “Uu miarpumyere Bu mismpnicts Bepxosroi Pagu Yipainn?” (03.2013),
http://www.uceps.org/ukr/poll.php?poll_id=68.
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most democratic institution) was the lowest among these bodies with an average of just 5.6%.
Simultaneously, more than 70% of citizens do not trust political parties®®. Verena Fritz points out
that Ukraine is not an outlier and state institutions in all post-Soviet countries do not have strong
societal legitimacy®’. This phenomenon allows decision makers to implement particular polices
without societal dialogue, because the society do not present further interest in the state, and even
more importantly do not possess instruments of an effective control over decision makers.
Ukraine’s society is highly divided taking into consideration the state’s external relations and
focuses rather on economic stability. It remains far less important political actor than in the West,
so its preferences can not be taken into consideration as crucial indicators of Ukraine’s foreign
policy®. However, as Mykola Riabchuk claims, these divisions of preferences might be used and
manipulated by external actors to influence Kyiv’s policy®®.

Finally, since presidential elections in 2010, all three executive, legislative and judicial,
branches are under control of just one party the Party of Regions. This monopolisation of power
in hands of the narrow group decreased a level of democratic formulation of policies. The
President is often recognised as the only branch of power. Ukrainian experts enumerates a few
steps of consolidation of power within the state in the past 3 years such as’* constitutional

reforms which restored strong Presidential prerogatives (2010)", artificial creation of majority in

% Comjonoriuni onuryBanms — “Uu miarpumyere Bu gismpaicts [pesunenta Yipainu? (03.2013),
http://www.uceps.org/ukr/poll.php?poll_id=67.

% Coujonoriuni onuryBanms — “Uu miarpumyere Bu gismpricts Ypsy Yipainn? (03.2013)”,
http://www.uceps.org/ukr/poll.php?poll_id=75.

% Opinion poll — “Uu nogipstere Bu momiTunmm maprism?” (12.2011), http://www.uceps.org/ukr/poll.php?poll_id=82
%7 \Jerena Fritz, State-building: a Comparative Study of Ukraine, Lithuania, Belarus, and Russia, 2007, 66.

% Victor Chudovsky, Taras Kuzio, Does public opinion matter in Ukraine? The case of foreign policy, Communist
and Post-Communist Studies 36 (2003), 278, 281-282, 278.

% Mykola Riabchuk, Ukraine’s “muddling through™: National identity and postcommunist transition, Communist
and Post-Communist Studies, 45 (2012), 446.

0 «“€ onma rinka BaamM — Bikrop ®enoposuu SAuykosuu”, http://gazeta.ua/articles/opinions-journal/_e-odna-gilka-
vladi-viktor-fedorovich-yanukovich/473253.

™ Menbuuk, Cyuryposcskuii, 12-13.

2 Pinenns Koncuryrymiitnoro Cyny Ykpainu Big 30.09.2010, http://zakonl.rada.gov.ua/laws/show/v020p710-10.

21



http://www.uceps.org/ukr/poll.php?poll_id=67
http://www.uceps.org/ukr/poll.php?poll_id=75
http://www.uceps.org/ukr/poll.php?poll_id=82
http://gazeta.ua/articles/opinions-journal/_e-odna-gilka-vladi-viktor-fedorovich-yanukovich/473253
http://gazeta.ua/articles/opinions-journal/_e-odna-gilka-vladi-viktor-fedorovich-yanukovich/473253
http://zakon1.rada.gov.ua/laws/show/v020p710-10

CEU eTD Collection

Parliament” by threatening or bribing oppositional candidates to join the Party of Regions or
become non-factional deputy (2010-...)"*, implementation of the administrative reform which
restructured subordination ties within the main executive bodies and linked them to the head of
state (2011)", implementation of the judicial reform which strengthened President’s influence on
this branch (2012), persecution of opposition (i.e. imprisonment of Yulia Tymoshenko (2011)),
“regionalisation of power” understood as assignment of central and regional executive bodies by
people from Donetsk or from close Presidential circle (2010-...)"%, and finally persecution of
media and non-governmental organisations which are not subordinated to the state using the state
apparatus, often the State Tax Service (2010-...)"".

To sum up, Ukraine does not have properly functioning state institutions which will be
able to implement in an effective way medium- and long-term strategies, because policymaking
process can easily be blocked or manipulated depending on individual preferences. Also foreign
policy decision making process is rather narrowed, if not personalised, and highly dependent on
the President. Prerogatives of institutions are duplicated which allows the head of state to choose
a suitable for him route how he wants to manage external relations, often choosing directly
subordinated to him body. Additionally, Ukrainian foreign policy can easily be characterised as
“declarative”, because it does not follow or follows very rarely the official rhetoric. In chapters 3

and 4 1 will present that this phenomenon has its roots in domestic political and economic

situation and has been maintained since 1991.

™ According to the Constitution state act have to adopted by Parliament just by Constitutional majority of 226 votes
for.

™ “Tymxodinis ykpaincekoi momituku”, http://www.pravda.com.ua/articles/2012/09/25/6973383/.

& “AnminictpatusHa pedopma, abo nazax 8 CPCP”, http://www.pravo.org.ua/publichna-
administratsiia/administratyvna-reforma/1014-2011-07-29-08-57-00.html.

76 “Kyip nakpue xBus Buxinuis 3 JlonGacy”, http://tsn.ua/ukrayina/kiyiv-nakriye-hvilya-vihidtsiv-z-donbasu.html.
T “ITonarkosa nepesipsie TBi Ha Bumory ciiguoro”, http://www.pravda.com.ua/news/2012/04/17/6962833/.
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2.2. The legal basis for Ukraine’s foreign policy

In 1990 Ukrainian decision-makers declared the European path of development of the
state even before official independence from the Soviet Union’®. Within the past twenty two
years, and predominantly after 1998"°, the “European” rhetoric dominated the official discourse
about Kyiv’s external relations. Since 1998 in each exposé™, all three Presidents Kuchma,
Yushchenko and Yanukovych underlined the importance of the European path, while a few
paragraphs below they stated that Western-oriented policy cannot be an obstacle for further
development of friendly relations with Moscow®’. Even now the President still claims that the
“European choice” is Ukraine’s foreign policy priority® while simultaneously Kyiv should focus
on developing cooperation with the Customs Union®. This phenomenon confuses external
observers®® and Ukraine’s partners, because Kyiv does not follow its own foreign policy priorities
formulated in official state acts.

Ukrainian foreign policy has its legal background in the Constitution, state acts adopted
by Parliament (zakony), and in acts of executive bodies. General principles (zasady) of external

relations are adopted by legislative acts (92(9)). Parliament takes part in the formulation of

"8 Art.2 — TTocranosa Bepxosuoi Paxu Yipaiucskoi PCP «lIpo peanizamito Jexmapaltii po Jep:kaBHHI CyBepeHiTeT
Vkpainu y cdepi 30BHIIIHIX 3HOCUHY, http://zakon2.rada.gov.ua/laws/show/581-12.

™ The Partnership and Cooperation Agreement entered into force in January 1998, http://eur-
lex.europa.eu/LexUriServ/LexUriServ.do?uri=0J:L.:1998:049:0001:0002:EN:PDF.

8 Each Presidential exposé shall be considered by state institutions as a guideline for their policies — Art.5 — Va3
[pesunenta Ykpainu «IIpo mopiuni mocnanus [Ipesunenta Yipainu 1o Bepxosnoi Paan Ykpainmy,
http://zakonl.rada.gov.ua/laws/show/314/97.

8 See Presidential exposé: Kuchma: 1998,2000,2001,2002,2003,2004; Yushchenko — 2006,2008,2009; Yanukovych
—2010,2011,2012 - http://zakonl.rada.gov.ua .

82 «Cpponeiichkuii BUGIp € MPIOPHTETOM 30BHIIIHBOI MOMITHKN YKpainn — Bikrop SHykosnd”,
http://www.president.gov.ua/news/26649.html.

8 “SIHyKOBHY HOPY4YHMB PO3POOUTH MporpaMy criBnpani 3 MUTHUM coro30M”,
http://www.epravda.com.ua/news/2013/03/15/366062/.

84 «ApudmerrKa yKpaiHCHKOi GaraTOBEKTOPHOCTI”,
http://www.bbc.co.uk/ukrainian/business/2013/03/130327_ukraine_different_vectors_az.shtml.
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foreign policy by adoption of such general rules based on which executive branches should
formulate certain policies and actions.

The Constitution is the highest legal act within Ukrainian legal system. It defines the main
functions of the state as: protection of the sovereignty and territorial integrity and provision of
state’s economic security (17). In its foreign political relations, Ukraine should promote national
interests through peaceful and mutually beneficial cooperation (18), however, Article 18 defines
just “foreign political” (zovnishniopolitychna) relations regarding this cooperation, leaving a
legal loophole regarding for example economic cooperation.

In the history of independent Ukraine, just two legislative documents have been adopted
which defined foreign policy priorities. This might mean that external relations were not
prioritised by decision makers within the past two decades, and priority was given rather to
domestic policy. The first document was adopted in 1993% and was valid for 17 years. The
second, “Act on principles of domestic and foreign policies” was adopted in July 2010%, just a
few months after Yanukovych became the President, and is the current basis for Ukrainian
decision makers. This act was prepared by the National Defence and Security Council, the
institution which is directly subordinated to the head of state. The majority of its text relates to
domestic concerns and just one article refers to foreign policy. It describes Ukraine as “a
European non-aligned state which leads open foreign policy and seeks to cooperate with all
interested in it partners, avoiding dependence on one state, group of states or on international
structures”®’. The further point enumerates vital interests as “political, economic, in a field of

energy, and others”. The European dimension remains the crucial vector of external relations,

% ocranosa BepxoBHoi Pagu Ykpainu «I1po 0cHOBHI HanpsiMM 30BHIIIHBOT MOJITHKK Y KpaiHU»,
http://zakon4.rada.gov.ua/laws/show/3360-12.

8 3akon Vipainn «IIpo 3acagu BHYTPiHOI i 30BHBOI momiTHKMY, hitp://zakon4.rada.gov.ua/laws/show/2411-17.
8 Ibidem, Art.11(2).
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with the final goal understood as membership in the European Union. In 2010 Kyiv decided to
withdraw euroatlantic integration from its foreign agenda and has adopted non-aligned status
resigning from NATO membership. Surprisingly, the Act does not mention relations with Russia
or any other country, referring just to “mutually beneficial cooperation” with other states.
However, it creates the general background for further and more specific legislation at the
executive branch level.

The state act (zakon) which in less direct way defines Ukraine’s external relations is the

8 which has an equal legal power as the “Act on

“Act on principles of national security
principles of domestic and foreign policies”. It presents interests, priorities and identifies threats
and challenges in much more detailed way at both domestic and international levels. It also
contains just one definition of national interests within the Ukrainian legal system®, and
enumerates ten main priorities for the state in its implementation. The majority are related to
domestic situation and development of the state, while just two points have external dimension.
The first is protection of the state sovereignty, territorial integrity and inviolability of frontiers,
and prevention against interference in domestic situation. The second is Ukraine’s integration
into European political, economic, and legal spaces, and development of mutually beneficial
relations with other states according to Ukraine’s interests®. To achieve these goals, Kyiv should
develop an active foreign policy heading to achieve membership in the EU, simultaneously
maintaining good relations with its strategic partner — Russian Federation, and other

Commonwealth of Independent States countries™. The “Act on principles of national security”

properly identifies a number of domestic challenges which causes the state’s instability and also

8 3akon Ykpainu «[Ipo ocHOBH HarioHanbHOI Gesnekn Y kpainny, http://zakon4.rada.gov.ua/laws/show/964-15.
8 |bidem, Art.1 — “nauionanbHi intepecn”.

% |hidem, Art.6.

! |bidem, Art.8.
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influence Kyiv foreign policy: further reform of army and security forces; ending the process of
border delimitation and demarcation; further fight against organised crime; continuation of
political and economic reforms; ensuring conditions for sustainable economic growth and
strengthening of competitiveness of the national economy; fight with monopolies, shadow
economy, and corruption. The majority of these challenges have domestic character, while
external threats are described in relatively general way.

As presented above, in the current legal order the President can almost unilaterally
influence the decision-making process in foreign policy. The “Security Strategy of Ukraine”,
which also defines certain foreign policy priorities, was adopted by Presidential act (ukaz) in June
2012%. In external relations it gives priority to the European dimension and highlights
membership in the EU as the strategic goal®™. As one of the most important points, even before
the EU, the document highlights: “broadening and deepening economic cooperation between
Ukraine and other states and international organizations, assisting domestic entities abroad,
promotion of foreign investment and diversification of sources and routes of supply of raw
materials, especially energy resources”. The head of state can individually defines Ukraine’s
external priorities by both official acts and exposé. In the past three years the priority is given to
the economic cooperation and economisation of foreign policy, looking for a new markets for
Ukrainian products. This goal was defined in “The program of economic reforms 2010-2014”
adopted in June 2010 (when also a new foreign policy concept was adopted, see: next section). It
states that in external relations Ukraine should create better conditions for international trade of
products with positive balance of trade, sign the Deep and Comprehensive Free Trade Area with

the EU and develop economic cooperation with Commonwealth of Independent States (CIS)

%2 Crpareris HationansHOT Gesmekn YKpainu «YKpaiHa y CBITi, 0 3MIiHIOEThCs» Bix 8 uepsrs 2012,
http://zakon4.rada.gov.ua/laws/show/389/2012/paran18#n18.
% Art.4.3 — Crpareris HamionansHoi Gesmexn Ykpaitu
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countries®. The President Yanukovych openly stated that “Ukraine should move there, where our
products go”®. He continues to define current external priorities predominantly in economic
terms, which he stressed a several times in the past months®.

Ukraine’s legal acts and rhetoric define its foreign policy as pro-European with
maintaining good, “mutually beneficial” relations with Russia. However, the current relations
both with Brussels and Moscow are strained. Kyiv has never presented its foreign policy goals in
a form of medium- or long-term strategy. Ukraine does not have clearly stated foreign policy
interests which can be taken seriously, particularly when domestic rhetoric does not reflect
international activity®’. Hence, external goals are formulated not in the realistic but rather in
wish-thinking terms. Interviewed experts agreed that Kyiv’s foreign policy is often declarative
and in forthcoming months it is hard to expect that this situation will change.

However, the question remains, why Kyiv still continues to behave this way and then why
despite official rhetoric Ukrainian policy makers cannot, or do not want to, implement goals
defined by them and are restoring policy of balancing? Ukraine currently is a neighbouring state
for both Russia and the EU, and both actors try to “win hearts and minds” of Kyiv’s officials and
require final decision where it plans to go. Both the previous and the current foreign ministers
Hryshchenko and Kozhara claimed that the “strategic choice” is the principle of Ukraine’s
external relations, thus restoring policy of balancing between these two entities™.

“Multidimensional” foreign policy literally copied from Kuchma period, does not fit the

% Tporpama exosomiunmx pepopm Ha 2010-2014, 51, http://zakon2.rada.gov.ua/laws/show/n0004100-10.

% “BikTop Snykoud: ExoHOMI3aIlisl 30BHINIHBO1T TOJITHKU € BRKIIUBOIO CKIIAJ0BOIO PO3BUTKY PEAILHOTO CEKTOPY”,
http://www.president.qgov.ua/news/25800.html.

% December 2011 — http://www.prezident.gov.ua/news/22346.html ; October 2012 —
http://www.prezident.gov.ua/news/25720.html; December 2012 — http://www.president.gov.ua/news/26395.html;
February 2013 — http://www.bbc.co.uk/ukrainian/politics/2013/02/130222_yanukovych_dialogue sx.shtml, April
2013 — http://www.prezident.gov.ua/news/27454.html.

7«34 nBa KPOKH BiJl KOHIIENITyalibHOTO niepeBopoty”’, http://uaforeignaffairs.com/ua/blog/usi-blogi/view/article/za-
dva-kroki-vid-konceptualnogo-povorotu-1/.

% “Ykpaina He 30upaethcst Bubupatu mix Pociero Ta €C”, http://www.pravda.com.ua/news/2013/03/26/6986502/.
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contemporary international order. | argue that the answer lays mainly in internal situation, which
restrain policymakers from following the European path as Central European states did in the
1990s. Additionally, the high centralisation of power in President’s hands allows him to
monopolise foreign policy decision making process and use it in his own interests, using external
relations for domestic purposes, predominantly to balance oligarchs’ influence. In the next
chapter | will analyse domestic economic, societal and political factors which additionally refrain

decision makers from choosing just one path.
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Chapter 111: Domestic economic and socio-political factors which influence the

foreign policy decision-making process

Ukraine is a unitary state with central power located in Kyiv. However, as Anders Aslund
argues it cannot be understood without its regional differences, peculiarities and tensions®®. Due
to these divisions authors such as Kuzio, Kudelia and Korostelina, agree that Ukraine could™®
and still can'® be described as a weak state, which institutions cannot formulate and implement
coherent policies causing political immobility. Hence Ukraine’s vulnerability lies mainly in its
internal problems and divisions within the state’®2. Hans van Zon points out the weak economic
base, the division between east and west, weak international position, weak linkage between the
state and the society, and finally the problem of governability and a quality of public
administration'®. The role of decision-makers who during the past 22 years did practically
nothing to overcome these challenges is crucial and often neglected. Sherman Garnett notes that
the most intense competition for power in Ukraine take place not between parties, ideologies, or
branches of the Government, but between the small number of competing regional economic and
political groups that struggle for control over the state’®. This mosaic of players and factors
make Ukrainian internal aspects crucial for understanding the state external relations.

Given this complex mosaic, in this chapter | clarify how regional economic and socio-

political divisions within the state may influence the decision-making process in Ukraine. The

% Anders Aslund, How Ukraine became a market economy and democracy, 2009, 19.

1% payl D’ Anieri, “The Impact of Domestic Divisions on Ukrainian Foreign Policy: Ukraine as a «Weak State»”, in:
ed. Kuzio, Kravchuk, D’ Anieri, 84.

101 Kkarina V. Korostelina, Identity and power in Ukraine, Journal of Eurasian Studies, 4 (2013); Kuzio, “Twenty
years ...”; Kudelia.

192 paul Kubicek, Regional Polarisation in Ukraine: Public Opinion, Voting and Legislative Behaviour, Europe-Asia
Studies, 52 (2), 273.

1% Hans van Zon, The Political Economy of Independent Ukraine, 2000, 20.

104 Stephen Shulman, “The Internal-External Nexus in the Formation of Ukrainian National Identity: The Case of
Slavic Integration”, in: ed. Taras Kuzio, Paul D’ Anieri, Dilemmas of State-Led Nation Building in Ukraine, 2002,
110-111.
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first section will focus on economic factors because this approach is promoted by the current
decision-makers in the formulation and implementation of external priorities. Regional divisions
in economic production and the structure of the Ukrainian economy have not changed since 1991.
Ukrainian foreign policy also has not changed substantially since independence and is still built
on balancing both between the eastern and western regions and on balancing between the
European Union and the Russian Federation.

The second section will explain the socio-political characteristics of Ukrainian regions
and its relations with foreign policy preferences. As discussed in the previous chapter Ukrainian
society in general is relatively passive and not interested in an active political life. However, even
passive society is required during the election times to vote for its future representatives.
Ukrainian decision makers need access to state institutions because institutions and business are
closely interconnected (chapter 4.). An access to state institutions and ability to control and
influence them guarantee security and further ability to promote their private interests. On the one
hand, decision makers have to respond to public moods and avoid policies which are unpopular
and may decrease their electoral support. On the other, there are a few externally related issues
which divide the state and society and it is hard to find one common denominator for them. As
Rosaria Puglisi points out elections, even when power is highly concentrated in executives, could
be recognised as the occasion to change the political structure and the domestic balance of power
within political and economic players'®. To achieve relatively high electoral support which may
allow to preserve power, decision makers have to balance societal preferences. Thus foreign
policy rhetoric, and very rarely actions, is used as a tool in domestic policy, which however

remains crucial for all decision makers and dominates over foreign policy goals.

195 Rosaria Puglisi, The rise of the Ukrainian oligarchs, Democratization, 10:3, 2003, 116.
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3.1. Economic factors'®

After the dissolution of the USSR, Ukraine lost its traditional trade partners, which during
the communist period were mainly other Soviet republics'®’. The majority of supply chains were
disrupted and Kyiv had to start looking for a new economic links. In this chapter I will present
the regional economic divisions, while the role of decision makers will be analyzed in the next
chapter.

The Ukrainian economy is relatively weak in comparison to state size and potential, as
well as in comparison to neighbouring countries. In 2012 it produced 176 billion USD of GDP
(or 1 408 889 mIn UAH%), while Poland the 470.4 billion USD®. It is also substantially weaker
than both Russia and, even more, than the EU. Simultaneously Kyiv is highly dependent on trade
with both Brussels and Moscow. The Ukrainian economy produces low value added goods,
mainly raw materials (steel, coal, chemical industry) and intermediates, production of which is
located in eastern part of the country and monopolised by the oligarchs. Furthermore, in 2012
Ukraine experienced the substantial slowdown in economic development and average GDP
growth rose just 0.2%, compared to above 5% in 2011. In the second half of 2012 the ratio was

111

3% with further recession possible™*.

negative and this tendency continues also in 201
The most important regions economically are the eastern and southern parts of the state

(Appendix 1.). Just four eastern regions (oblasts) in 2012 produced over one-third of the state

19 | not mentioned, all statistical data as presented by the State Statistic Service of Ukraine, www.ukrstat.gov.ua.
The website of the Ukrainian Statistic Service not always provide full link to its sources.

07 van Zon, The Political Economy ..., 10.

1% For statistical purposes | will present all data from Ukrainian sources in US dollars converging Ukrainian Hryvnia
with the rate 8:1 to USD.

199 C1A World Factbook, https://www.cia.gov/library/publications/the-world-factbook/index.html.

"0 Tupexcu IIPOMUCIIOBOT MIPOIYKILIT 32 perioHamu 3a ciueHb-0epesens 2013 poky,
http://www.ukrstat.gov.ua/operativ/operativ2013/pr/tpo/tpo_u/tpo0313 u.htm.

L «yxpainchka exoHoMiKa BBiiimoa y dasy pemecii”,

http://tvi.ua/new/2013/05/06/ukrayinska_ekonomika uviyshla_u_fazu_recesiyi.
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GDP (33.42%). Their share was almost three times as high as the seven western regions (12.53%)
and almost equal to fifteen central and western regions taken together (36.95%) Just the Donetsk
region'*? produces similar amount of GDP as the western regions. The high share of Kyiv is
related to many enterprises which have its headquarters in the capital, while the most important
factories and mines are located in the eastern and southern part of the state, while the western part
is rather rural landscape where agricultural sector dominates.

In the eastern region concentrated strategically important arms industry™*, which is the
most technologically advanced Ukraine’s export production. Ukraine is one of the biggest
producers of arms (tanks, machine guns, aeroplanes, missile industry). Kyiv with its production is
among the ten biggest world arms exporters; however its share in the global trade is lower than
2% (Appendix 2). Nonetheless in 2012 Ukraine exported more arms (value) than Germany,
France or the UK, and in the last year was the fourth biggest arms exporter. Since 2010 export of
products of this industry has raised and in the past year was more than twice higher than in 2010
or 2011. Even more importantly, was the highest in the history of independent Ukraine. In
December 2010, after changes in the Constitution and restoration of strong prerogatives of the
President the arms industry has been consolidated under a newly established enterprise

114 "\which became subordinated to the President. Already in March 2013 the

“Ukroboronprom
President claimed that a new enterprise needs further restructuring'*. Control over this branch

remains crucial for the head of state.

12 Where the majority of current Government is from or has close links with it. Yanukovych represent ‘Donetsk

clan’ in Ukrainian politics and previously he was the head of Regional Administration of the Donetsk Oblast.

13 The previous President of Ukraine, Leonid Kuchma was during the Soviet times the head of one of the biggest
arms factory ““Yuzmash” in Dnepropetrovsk.

" ITocranosa Ka6inery Minictpis Vipainu «IIpo cTBopenHst J{epKaBHOT0 KOHLIEPHY «YKPOGOPOHIPOMY,
http://zakon4.rada.gov.ua/laws/show/1221-2010-1 .

s “SIHyKOBHY X0U€ pecTPpyKTypU3yBaTH «Y KpOOOPOHIIPOM» - IPOIIi BUTPAYaIOTh HeeheKTHBHO,
http://dt.ua/POLITICS/yanukovich-hoche-restrukturizuvati-ukroboronprom-groshi-vitrachayut-neefektivno-
119469 .html.
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The economic importance of eastern Ukraine is additionally strengthened by its share in
production of less technologically advanced exported goods. Almost 40% of these goods are
produced in just four eastern regions (Appendix 3.). Balance of trade of these oblasts is positive
in comparison to other regions. Just Donetsk region’s share in total export in 2012 achieved 18%,
which is slightly higher than total export of central and southern regions, and three times higher
than western regions.

The Ukrainian economy is highly dependent on international trade and external markets,

which makes it vulnerable to foreign partners

and prioritize position of the eastern and
southern parts of the country. Export of goods and services produces on average 50% of GDP; in
2012 it was 50.9% or 89 668.3 mIn USD. Ukraine however has negative trade balance, which
rose in 2012 in comparison to 2011 mainly due to high prices of natural gas imported from the
Russian Federation. The state sells and buys mainly goods, which dominates over services in
both export (80:20) and import (90:10) (Appendix 4.). Trade balance of the eastern regions,
however, is positive in comparison to the western part of the state.

Ukraine was one of the most industrialised Soviet republics and had well developed
mining, metallurgy, machinery, military industries, and with its soils and agricultural sector was
recognised as the breadbasket of the USSR*’. These branches remain the crucial sectors for the
state economy in both domestic and export dimensions. The most important branches, for
exported goods are mining and metallurgy (38,6% of total export), agriculture (26%), machine

building (18,9%) and chemical industry (7,4%)™®. Two the most value added sectors of the

Ukrainian economy decreased production in 2012. Slowdown has increased in both agriculture

116 «The ongoing recession is mainly related to the slump in overseas markets, which are the key customers of
Ukrainian exports (export-oriented sectors generate up to 60% of Ukraine’s GDP)” — “Ukraine’s economy plunges
into recession, http://www.osw.waw.pl/en/publikacje/eastweek/2013-04-24/ukraines-economy-plunges-recession.
17 Aslund, How Ukraine ..., 23.

118 Topapua cTpyKTypa 30BHIMHEOI TOprismi 3a 2012 pik,
http://www.ukrstat.gov.ua/operativ/operativ2012/zd/tsztt/tsztt u/tsztt1212 u.htm.
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and industry. Both these branches have substantial share in GDP and the slowdown in production
and export has direct impact on domestic economic stability. The export production is not very
competitive on the international markets which makes the state very vulnerable to external
shocks, because partners can easily shift their interests from Ukrainian to other producers. In
2009 due to the international financial crisis and substantial decrease of export and lower prices
on raw materials, Ukraine’s GDP decreased by almost 15%. Kyiv is rebuilding previous supply
chains mainly in Africa and South-East Asia.

The Ukrainian economy is often described as oligarchic'™®. Mining, metallurgy and
chemical industries are mainly controlled by oligarchs, who monopolised a substantial number of
the most strategic enterprises during the 1990s. A new process of privatisation has started in 2010
after the election of Victor Yanukovych. The on-going redistribution of public assets forms a new
oligarchic landscape in Ukraine. The biggest beneficiaries of export and state’s external
economic policies are oligarchs, who control the most value added sectors and need the state for
two reasons: to achieve support from the state in subsidising their enterprises from the national
budget, and to use the state as a guarantor for their international contracts. The role of the big
business on domestic and foreign policy will be examined in chapter 4.

Analysing the geographical division of Ukraine’s economic cooperation one can still see
the domination of the Russian Federation and CIS countries (Appendix 5.). Moscow’s position
has decreased since 1992, however it still has a much stronger position than any other actor.
Economic cooperation with CIS countries (without Russia) in comparison to the EU has the

positive trade balance’®. Trade with Moscow and other CIS states differs from economic

119 crys o ons . . . . .
“BiTaniit MenbHuuyk: «MaeMo He HalliOHAJIBHY, a OJIiIrapXiuHy €KOHOMIKY, sIka IEpEeTBOPIOE YKpaiHy Ha

CHPOBHHHY KOJIOHiI0»”, http://tyzhden.ua/Economics/69980; “80% ykpaiHCbKO1 €KOHOMIKH KOHTPOJIOTH 10
osirapxiuyHux KianiB — [umrauii”, http://zik.ua/ua/news/2013/02/22/395197.
2 Teorpadpiuna cTpykTypa 30BHIMHBOI TOpriBai ToBapamu, http://www.ukrstat.gov.ua/.
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cooperation with the EU and Western partners not only in its structure but also taking into
consideration level of transparency, legality and security. Russian business is much less
transparent than the EU market, as well lower quality and standards are required, then some
businessmen still see CIS market as more attractive'*:. To put pressure on Kyiv Moscow uses its
leverage by implementing embargos on products, mainly agricultural (dairy products, meat)

122 "and uses it as a coercive tool on

which cannot be easily stored and sold on other markets
Ukrainian producers and decision-makers'?. However, the most effective tool in Moscow’s
arsenal is the energy dependency of former Soviet republics on gas and oil supplies. Ukraine is
highly dependent on import of Russian natural resources, predominantly on natural gas. Natural
gas is the main fuel of Ukrainian economy and still is widely used by households and industry,
mainly chemical sector and metallurgy. Consumption in 2012 was 54.8 billion cubic meters, and
domestic production achieved 20.3 billion cubic meters, thus almost 60% of this fuel Kyiv has to
import, having just one supplier which has infrastructural capacities to deliver required amount of

fuel'*

. Gas bills are a substantial burden for Ukraine’s budget, and also influence stability of the
state’s economy. In 2012, shares of natural gas in total import were 16.6% and Kyiv paid more
than 14 billion USD for it'?*, almost 8% of GDP. In April 2010 Yanukovych when signing the
Kharkiv Agreements achieved 100 USD discount for each 1000 cubic meters imported from

Russia. Furthermore, there are on-going (for more than 3 years) negotiations between Moscow

and Kyiv about privatisation of the transit system and a creation of common enterprise

121 «“Banentun Jlanmuk: «CBoGoma» pBe i Mede — BOHHU IIE TyMarOTh, [0 MOXKYTh IIIOCT 3MiHUTH,
http://www.pravda.com.ua/articles/2013/03/26/6986438/.

122 “pociiichknit pUHOK «BaKHTB» 20% YKPAiHCHKOTO BUPOOHHIITBA MOJIOKA”,
http://www.bbc.co.uk/ukrainian/business/2012/02/120207_cheese_ukraine_russia_int_az.shtml .
123 «“pocist cxBasmTa yKpaiHChKi cHpH,60prounck 3a Yrpainy 3 €C”,
http://www.radiosvoboda.org/content/article/24953058.html.

124 Crarcuriuna inopmaris 3a ciuens-rpyaens 2012, MiHicTepcTBO NaMBa Ta GHEPIETHKY,
http://mpe.kmu.gov.ua/fuel/control/uk/publish/article?art_id=231058&cat_id=35081.

125 Topapua cTpyKTypa 30BHIMHBOI TOpPriBii 3a 2012 pik — ra3 mPUPOIHHIL,
http://www.ukrstat.gov.ua/operativ/operativ2012/zd/tsztt/tsztt_u/tsztt1212 u.htm.
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126 One of the points refers to further

responsible for management over new Ukrainian pipelines
decrease of prices of gas'?’. However, this supply dependency is mutual in that Ukraine has
substantial transit capacities to shift Russian oil and gas to central and southern European
countries. Gazprom, which has monopoly for export of natural gas, needs Kyiv’s transit system to
deliver fuel to central and south European states. In 2012 an amount of gas transported through
Ukraine was 20% lower than in 2011 mainly due to newly opened Nord Stream and lower
consumption of this fuel in Europe, hence the capacities of Ukrainian gas transit system are used
in around 50%. Furthermore, important for stability of transit are underground gas storage, which
are located in western Ukraine. Their substantial storage capabilities of 32 billion cubic meters

128 'might be useful during winter periodical

(double the annual consumption of gas in Poland)
disruptions. Concerns about transit stability emerged after two gas crises between Kyiv and
Moscow in 2006 and predominantly in 2009 when supplies were disrupted for almost two
weeks'?®.

The EU is increasing its influence in the Ukrainian economy by both raising the economic
exchange rate and share in foreign direct investments. However, EU — Ukraine economic
relations are very asymmetric. The EU of 27 states is the second trade partner for Ukraine with

almost 30% of access in trade exchange™, while Kyiv is EU’s twenty fourth export partner with

0.9% share in total behind such states as Kazakhstan, Malaysia, Indonesia or Mexico, and EU’s

126 «Knip Ta Mockea TOBOPSITH IIPO JIBOCTOPOHHIH I'a30BUii KOHCOPILiyM”,

http://www.bbc.co.uk/ukrainian/press _review/2013/02/130211 press_review o0z.shtml.

127 «yxpaina po3paxoBye Ha 3HIKEHHS LiH Ha pociiickkuii ras”, http:/dt.ua/POLITICS/ukrayina-rozrahovuye-na-
znizhennya-cin-na-rosiyskiy-gaz.html.

128 Tpancroprysanns nmprpoxroro rasy, HAK Hadroras Vkpaimu,
http://www.naftogaz.com/www/3/nakweb.nsf/0/3375A8575C8884D0C22571010035B9D2?0penDocument&Expan
d=2&.

129 See: Simon Pirani, Jonathan Stern, Katija Yafimova, The Russo-Ukrainian gas dispute of January 2009: a
comprehensive assessment, http://www.oxfordenergy.org/wpcms/wp-content/uploads/2010/11/NG27-
TheRussoUkrainianGasDisputeofJanuary2009AComprehensiveAssessment-
JonathanSternSimonPiraniKatjaYafimava-2009.pdf.

1% DG Trade, Ukraine — Trade statistics, http://trade.ec.europa.eu/doclib/docs/2006/september/tradoc113459.pdf .
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nineteenth import partner with 1.4% share in total behind such states as Australia, Singapore or
Mexico™®. Furthermore, with majority of EU countries Ukraine has a negative trade balance.
Taking into account that Ukraine is the biggest European state directly neighbouring the EU, this
data reveal lack of interests from the EU business in cooperation with Kyiv. Ukraine sells to the
EU mainly products of the Donbas region: iron, steel, and other raw materials'®’. These are the
most profitable sectors of Ukrainian economy which however are completely controlled and
monopolised by the oligarchs.

The unstable domestic economic (and political) situation has the unfavourable impact on
location of foreign direct investments in Ukraine. On the one hand, over 80% of FDI are from the
EU states, on the other, sum of accumulated investments since 1991 to 2012 has been just 54.46
billion USD. The biggest investors are Cyprus (31.71% share in total), Germany (11.6%),
Netherlands (9.5%) and Austria (7%)"33. However, Cyprus is used by Ukrainian business as an
off-shore state®®*. Cyprus has the first place among the states with Kyiv’s foreign investments
with almost 90% share in total FDI***. The amount of Ukrainian money in Cyprus is estimated
for 25 billion USD™®, then after possible implementation of EU’s 10% tax Ukrainians may lost
up to 2.5 billion USD™’. Furthermore, since 2010 over 51.5 billion USD has been send to off-

shores by oligarchs’ banks — Kolomoyskyy’s “Pryvat”, Akhmetov’s “PUMB” and Firtash’s

! Ibidem.

"2 Ibidem.

133 IIpsami ino3emHi inBecTHIIi 3 KpaiH cBiTy B ekoHoMiri Ykpainn (31.12.2012),
http://www.ukrstat.gov.ua/operativ/operativ2012/zd/ivu/ivu_u/ivu0412.html.

134 «“yxpaina i Kinp miksizyBamu mogaTkoBHiA paif Ist yKpaiHCHKHX OJlirapxis”,
http://news.dt.usyECONOMICS/ukrayina_i_kipr_likviduvali_podatkoviy ray dlya_ukrayinskih_oligarhiv-
111792.html .

% Tpsivi imBecTruii 3 Vipainu B exoHOMiKH KpaiH cBity (31.12.2012),
http://www.ukrstat.gov.ua/operativ/operativ2012/zd/izu/izu_u/izu0412.html.

136 “Komumni yMHOBHIKY OIIHWTH yKpaiHChKHiA KamiTan Ha Kinpi y 12-25 mapa gomapis”,
http://dt.ua/ECONOMICS/kolishni-chinovniki-nbu-ocinili-ukrayinskiy-kapital-na-kipri-u-12-25-mlird-dolariv-
118885_.html.

37 «yxpainmi, mo Tpumarots rpomi va Kinpi MoxyTs Brparuta 10 €2,5 Mpxa”,
http://zaxid.net/home/showSingleNews.do?ukrayintsi_shho_trimayut_groshi_na_kipri_mozhut vtratiti_25_mlrd&ob

jectld=1280531.
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“NADRA”® probably to hide and secure money before the state tax institutions, when
Yanukovych has started to monopolise his power. This sum is higher than the state budget for
2012 or sum of total FDI located in the country since 1991.

To sum up, it is possible to identify divisions at both internal and external dimensions of
Ukraine’s economy which causes the state manoeuvre in external relations. Taking into
consideration trade with foreign partners Kyiv is similarly divided between the EU and Russia,
and simultaneously dependent on both. Then it is impossible to choose just one path withdrawing
cooperation with the second partner. Paul D’ Anieri points out that if Moscow’s power over Kyiv
is the ability to narrow its range its possible economic options, Ukraine’s internal situation

139 At domestic level, the eastern regions are crucial

narrows this range of choices even further
for the state economy, however they are controlled by oligarchs and political preferences of

society which lives there is much less pro-European than in the western parts.

3.2. Socio-political factors

In this section | will examine the relation between economic and socio-political factors
and how they together create the background for the decision-making process. The possible role
of the narrow political elites and business lobbies in the decision-making process will be analysed
in chapter 4.

The dissolution of the Soviet empire had further, deeper structural effects on the state’s
development. Ukraine became an independent country lacking all traditional attributes of a

nation: there was no single language, no sense of common destiny, and no national and deep-

138 «“OcrpoBu ckap6iB s onirapxis”, http://www.epravda.com.ua/publications/2012/06/6/324644/.
39 D’ Anieri, “The Impact of Domestic Divisions...”, 101.
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rooted institutions which could formulate and effectively implement state policies'®. Its regional
diversity can be explained by historical development, which has significant sociocultural and
economic dimensions**'. Kuzio stresses that the immobility of the state has its roots in low levels
of national integration, weak state capacity, weak national unity, and in two competing visions of
Ukraine’s identity. He continues that stagnation which was the effect of such immobility was

under each Ukrainian President!*?

and is characteristic for the previous 22 years of independence.
The state passive foreign policy, as D’ Anieri points out has its roots in balancing in three spheres.
The first is an external balance between Russia and the West. The second is an internal balance
between state’s regions. And finally is an internal balance between democratisation and
authoritarianism**®, which rather should be understood as the domestic struggle for power
between particular institutions and business groups.

Ukraine has no institutional memory and no democratic and statehood experience before
1991. It has existed in its contemporary borders since 1954, while previously in the history the
state was divided and always subordinated to neighbouring empires. These divisions caused
different governance types and different understanding what state is and what are responsibilities
of decision-makers. The eastern regions have been part of Russian and Soviet empires since the
17" century, and the central and southern parts from late 18" century. The absolutist,

bureaucratic and highly centralised form of governance have created collective memory which

influence even contemporary political scene’**. This heritage is visible predominantly among the

149 van Zon, The Political Economy ..., 18.

141 Robert Kravchuk, “The Quest for Balance: Regional Self-Government and Subnational Fiscal Policy in Ukraine”,
in: ed. Kuzio, Kravchuk, D’ Anieri, 157.

142 Taras Kuzio, The Ukrainian immobile state two decade after the disintegration of the USSR, Communist and
Post-Communist Studies, 45 (2012), 413.

143 Paul D’ Anieri, Ukrainian foreign policy from independence to inertia, Communist and Post-Communist Studies,
45 (2012), p. 447.

144 yan Zon, The Political Economy, 9.
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most influential decision makers in Ukraine’*®, but also in other post-Soviet countries, each of
which has close to authoritarian form of governance. In 2005 van Zon pointed out that during the
Orange Revolution not all oligarchs supported Yankuovych because they were aware that he may
copy his authoritarian attitude to power from (eastern) Donetsk region to the state level, and

148 ' Actually Yanukovych has been doing so since 2010

Ukraine will be ruled just by the one clan
when he won Presidential elections. This strengthens the argument presented in chapter 1. about
influence of culture and individuals on policy outputs. As Kudelia points out, patrimonial
bureaucracy, limited government liability and weak rule of law emerged as the structural features
of Ukrainian state'*’. The contrast between the eastern and western Ukraine is not only related to
different economic, political and national features, but also to attitudes to foreign policy and then
who is defined as a potential ally and who is defined as an enemy or “the other”**,

Foreign policy preferences of the population vary according to ethnicity and region, and
for many Ukrainians, differ from the foreign policy implemented by the state. Kyiv has to choose
which part of society preferences will not be satisfied, even if some decisions or actions are
limited to rhetoric. Shulman claims that attempts to balance foreign policy orientation still leave
large number of citizens unsatisfied with their foreign policy preferences'®. As presented in
chapter 2, Ukrainian society does not take an active part in state governance, however, as Victor
Chudvsky and Taras Kuizo point out it makes itself evident before and during elections or

150

internal crisis™ (i.e. Orange Revolution). Some decisions, which have an impact on external

> Thomas Sedelius, Towards Presidential Rule in Ukraine: Hybrid Regime Dynamics Under Semi-Presidentialism,
Baltic Journal of Law & Politics 5:1 (2012), 35.

148 Hans van Zon, Political Culture and Neo-Patrimonialism Under Leonid Kuchma, Problems of Post-Communism,
September/October 2005, 20-21.

Y7 Kudelia, 417-418.

18 Taras Kuzio, “Stateness and Institutions in Ukraine. A Theoretical and Comparative Introduction”, in: ed. Kuzio,
Kravchuk, D’ Anieri, 8.

%% shulman, 110.

150 Chudovsky, Kuzio, 276.
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relations, might be limited taking into consideration societal support or lack of it. An example is
the on-going negotiations on another loan from the International Monetary Fund (IMF). The IMF

151 and to reduce a deficit of the

requires higher natural gas prices for the population (households)
Pension Fund™2. The current administration taking into consideration upcoming Presidential
elections at the beginning of 2015 refused to implement this increase, and then refused the IMF
loan. The importance of external relations to the average citizen is relatively low in comparison
to the economic issues™. As the second example might presented resignation from NATO
membership in 2010. Kyiv had little chance for the Membership Action Plan after Bucharest
Summit in 2006 and in comparison to the EU, NATO was and remains highly unpopular within
society.

The public opinion and its preferences have generally not been recognised as a proper
indicator of the state foreign policy in Ukraine®*. It creates, however, bigger problem which is
the lack of common and coherent societal idea about external preferences (Appendix 6.). Such
phenomenon is closely interrelated with geographical location and economic and political
importance of each region. Furthermore, preferences are often presented or are understood as
contradictory, which maintains the image of Ukraine as divided country.

The eastern and southern regions are simultaneously the least pro-European, support the
Eastern dimension of foreign policy and produce the highest share of GDP and exported goods.

They are the most populated, where people are mainly Russian speaking, or are members of the

substantial Russian minority, which in Ukraine consist around 17.8% of citizens™°. Furthermore

151 “Hespaxaroun Ha 3aifaBy SlHykosnua, MB® Bumarae mmiuuienss tapudis Ha ras”,
http://www.epravda.com.ua/news/2013/02/27/363256/.

152 “MB® Bumarae ckopouenns aedinury Ilenciitnoro ¢poumy”, http://dt.ua/fECONOMICS/mvf-vimagaye-
skorochennya-deficitu-pensiynogo-fondu.html.

153 Chudovsky, Kuzio, 287.

54 |bidem, 283.

155 Beeykpaiucskuii nepemnucs Hacenenns, 2001, htp:/2001.ukrcensus.gov.ua/results/general/nationality/.
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they represent the most concrete electorate of the ruling President and the Party of Regions
(Appendix 7.). The Western oblasts, where support for the European integration is the highest, do
not support the current administration and are relatively economically less relevant than the
eastern counterparts.

Ukraine has its internal divisions which do not allow it to implement coherent policies
without neglecting preferences of the half of the country. These divisions, however, are preserved
by the decision makers who build their political and economic careers on them. Garnett in 1999
wrote that “in proclaiming these (EU, NATO) ambitious goals, the Ukrainian foreign policy
leadership has created a long term dilemma for itself and its policy. For while it pursues
westernisation abroad, it appears content with political and economic stagnation at home”™*®. It
seems that after almost 15 years nothing has changed in Kyiv’s “multidimensional” foreign
policy. After over 20 years of independence these divisions have not been solved or softened and
questions of language (Ukrainian - Russian)™’, historical attitude (to Russia, Soviet legacy and to

western-Ukrainian nationalism)*®®

, civilizational and external choices (Ukraine as a part of
Europe or Eurasia) are coming back often artificially and with rather political purposes**® mainly
before crucial domestic decisions or when societies’ attention has to focused on emotions and
withdrawn from worsening domestic situation. Riabchuk points out that this identity split

profoundly influences Ukraine’s post-Soviet development™®. Richard Lebow claims that regional

and international orders are set up as a result of the basic human need to develop social cohesion

158 Sherman Garnett, “Like Oil and Water. Ukraine’s External Westernisation and Internal Stagnation”, in: ed. Taras
Kuzio, Robert S. Kravchuk, Paul D’ Anieri, State and Institution Building in Ukraine, 1999, 108.

57 “MopHnit 3akoH i #oro Brinenns: rpomeii He 6yI0 i Hemae™,
http://www.pravda.com.ua/columns/2013/01/18/6981713/.

158 “Iparo-DpankiBehK c1i10M 32 JIbBOBOM 3a00pOHHB PaIsHCHKY CHMBOJIKY Ha 9 TpaBHs”,
http://dt.ua/UKRAINE/ivano-frankivsk-slidom-za-lvovom-zaboroniv-radyansku-simvoliku-na-9-travnya-

121180 _.html.

159 See: Taras Kuzio, Soviet conspiracy theories and political culture in Ukraine: Understanding Victor Yanukovych
and the Party of Regions, Communist and Post-Communist Studies 44 (2011).

1% Riabchuk, 439.
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through distinction between “us” and “others”*®!, In Ukraine, however, the creation of the “other”
is created not externally but internally, within the state. This phenomenon continues and on-going

162 and preserved. For examples in the past three years

regionalisation of the country is noticeable
the eastern regions of Ukraine are supported from central budget more generously than the
western parts. The Party of Regions promotes mainly districts, where support for the party is the
highest and where oligarchs’ assets are located'®.

The economic and demographic weight of the eastern and southern regions ensures their
importance in both electoral and informal calculations, which contradicts with official rhetoric of
westernisation or europeisation of Ukrainian politics. Furthermore the role of the richest
Ukrainians and lobby groups in the decision-making process is substantial. Hence almost any
strategic decision, which has been undertaken in the past 22 years did not change Kyiv’s
“multidimensionalism”. In the next chapter I will argue that domestic policy remains crucial
mainly regarding division of public assets between decision makers, who treat the state as a

source of wealth. Hence, foreign policy is treated rather as second-class policy or as a potential

source of income for a limited group of people, who control export routes.

181 Richard Lebow, A Cultural Theory of International Relations, 2010, 8.

162 «“perionanism B Vipaiui”, http:/dt.ua/POLITICS/regionalizm___v_ukrayini_realnist_i_perspektivi-103914.html .
163 “Ton-25 HaiiGinbII CIOHCOPOBAHKX 3 CPIKOIOIKETY
OKpyTiB”,Wwww.pravda.com.ua/columns/2012/10/24/6975335/.
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Chapter 1V: The role of the big business in preserving “multidimensional”

foreign policy

Ukraine’s path dependency on the dissolution of the Soviet Union has been presented in
previous chapters. The deep structural challenges which Kyiv faces influence its domestic and
foreign policy. The state preserved tradition of the highly centralised decision-making process
which substantially narrows the group of decision-makers. Alexander Tchoubarian points out that
any analysis of foreign policy in the region should take into account aspects of the Soviet past,
such as “over-ideologisation, over-politicisation, irreproachability and alleged superiority” all of
which eroded the principles of this policy*®*. All these aspects are clearly visible in the
contemporary Ukrainian foreign policy decision-making process presented in chapter 2. Karina
Korostelina argues that the lack of a proper political, economic and social transition from Soviet
to independent state deepened the state crisis in Ukraine®. Furthermore, high industrialisation of
the eastern part of the state, export oriented production (mainly to other Soviet republics),
migration of Russians to eastern cities what increased a number of this minority, and long lasting
anti-Western propaganda are phenomena inherited from the Soviet Union.

In this chapter | argue that strong economic position of oligarchs allows them to influence
domestic politics and uses the state institutions mainly for their own benefits. It limits Kyiv’s
policymaking possibilities, also in the foreign policy decision-making process, mainly due to the
divergent interests of particular business groups. This, however, is a continuation of previous
systemic problems in this region which privilege political and economic malversations and allow

business groups to subordinate state institutions to individual interests.

184 Alexander Tchoubarian, “Politics and Morality in Soviet Foreign Policy”, in: ed. Gabriel Gorodetsky, Soviet
Foreign Policy 1917-1991: a retrospective, 1994, 184.
1% Korostelina, 41-44.
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The lack of transition in Ukraine preserved old habits and principles of the governance,
which are also visible in the influence of non-state actors on the decision-making process. Hans
van Zon points out that the “Ukrainian polity emerged organically out of the Soviet polity and is
characterised by lack of transparency, an absence of a clear division of power, a predatory state
and a parasitic bureaucracy that exhibits a control mania™®. The role of business elites in the
decision-making process has its roots in the Soviet times, in that it reflects the high centralisation
of power and access to the state institutions just for the most influential people. One of the
theories of the dissolution of the Soviet Union argues that the USSR was divided intentionally by
the ruling elite, which wanted to preserve its political power and influence on the economic
sectors™®’. John Willerton points out that political engagement in the Soviet system was always

motivated by private interests®

and such “oligarchisation” of Soviet elite was noted even before
Gorbachev. Adam Ulman similarly argues that since the beginning of 1980s Leonid Brezhniev
and the highest party apparatus were interested not only in preserving the Communist party’s role
as the only source of political power, but also in recouping the narrower group of oligarchy’s
prerogatives as the final arbiter in policymaking™®. Kuzio agrees that elites in particular republics
in the end of 1980s experienced further differentiation which was the result of growing pluralism
of Brezhnev era, and a shift of power to economic elites'”. According to Alexander Dallin,
analysts of the Soviet foreign policy can be divided for those who saw Soviet decision-making as

a vertical, authoritarian system, and those who saw it as a “conflict model”, in which various

actors (mainly members of the Soviet elite) — had different foreign and domestic policy

186 van Zon, The Political Economy..., 48.

187 Hillel Ticktin, “Theories of Disintegration of the USSR”, in: ed. Paul Hare, Systemic Change in Post-Communist
Economies, 1999, 148. Ticktin presented five viewpoints which describe dissolution of the USSR as the accidental,
the economically necessary, non-market illegitimacy, the elite’s subjective desire, and multifactoral.

% Willerton, 223-241.

189 Adam B. Ulman, “Anatomy of Policymaking”, in: ed. Frederic Fleron, Eric Hoffman, Robin Laird, Classic Issues
in Soviet Foreign Policy. From Lenin to Brezhnev, 1991, 252.

170 Taras Kuzio, Ukraine: state... , 27.
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preferences'’’. These two models remained in the majority of former republics. Analysing
development of Russian oligarchy Jakob Rigi points out that “oligarchs dream of having their
own state rather than a state that has been organised for them by political elites”'"%. He argues
that in Russia during the Yeltsin Presidency oligarchs intervened in politics directly. When Putin
came to power he took from them this privilege'’® strengthening the state (KGB/FSB) power to
control them. Anders Aslund defining an oligarch uses such description “a very wealth and
politically well-connected businessman, a billionaire, or nearly so, who is the main owner of a
conglomerate and has close ties with the President™’. Similarly describes them Rosaria Puglisi
as “powerful economic actors who interact with the political institutions and establish with them
a continued relation through which to pursue its own narrow interests”*’. However, the role of
oligarchs and big business is different in each post-Soviet republic and any generalisation about
their role in transition should be avoided*".

The contemporary understanding of oligarchs in Ukraine emerged during the 1990s,
particularly after 1994 when a new group started to replace so called “red directors”, the former
Communist elite which preserved its positions after the collapse of the USSR. Lucan Way points
out that Ukrainian politics since its independence has been substantially influenced by
longstanding national divisions and the emergence of semi-autonomous and highly regionalised
economic oligarchy. He stresses that strong economic position of business elites and its capability

to support potential opposition to the ruling party (the President, the Government) made them

71 Alexander Dallin, “Domestic Aspects of Soviet Foreign Policy”, in: ed. Gabriel Gorodetsky, Soviet Foreign

Policy 1917-1991: a retrospective, 1994, 211-212.

172 Jakob Rigi, “State and Big Capital in Russia”, in: ed. Bruce Kapferer, Oligarchs and Oligopolies. New Formations
of Global Power, 2005, 60.

173 |bidem, 64.

7% Anders Aslund, Comparative Oligarchy: Russia, Ukraine and the United States, CASE 2005, 6, http://www.case-

research.eu/upload/publikacja plik/4931074 SA%20296last.pdf.

175 pyglisi, 101.

176 Oleh Havrylyshyn, Divergent Paths in Post-Communist Transfrormation. Capitalism for All or Capitalism for the

Few?, 2006, 178.
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influential domestic players. Oligarchs were/are able to balance internal politics by a provision of
financial support to counterparts of the ruling regime, often in their own interests, which
prevented Ukraine before authoritarianism in Belarusian style, where economy is highly

k*”’. Oligarchs in Ukraine created an alternative to the state

nationalised and private sector is wea
decision-making centre, even more influential at the regional level. This phenomenon is
predominantly visible in the eastern and southern parts of the country, where business and local
politics are even stronger interconnected.

Groups of oligarchs which emerged in the post-Soviet space achieved their position by
different paths. Oleh Havrylyshyn enumerates four main roots of oligarchs such as higher
nomenklatura including so called Red Directors of the Soviet period, younger members of
nomenklatura families who started its career in the 1980s mainly in Komsomol, new businessmen
previously unaffiliated with nomenklatura but who started to create new networks early after
collapse of the USSR, and finally, representatives of underground economy often related to

178 Aslund distinguishes three different groups of oligarchs which emerged in

‘mafia’ networks
Ukraine after 1991. The first group appeared around 1994, after election of Leonid Kuchma for
the President and were closely connected with him. Kuchma was previously a head of the biggest
Ukrainian arms factory in Dnipropetrovsk. His program of privatisation, started during deep the
economic crisis in 1994 allowed the old-new elite to buy a number of state enterprises mainly in
eastern industrial regions. The second group showed up around 1996/1997 and was connected to

gas trading (eg. United Energy Systems of Ukraine'”® — Yulia Tymoshenko, Pavlo Lazarenko;

Ihor Bakai, Hryhoriy Surkis, Victor Medvedchuk, Oleksandr Volkov, Dmytro Firtash). They

Y7 Lucan Way, The Sources of Authoritarian Control after the Cold War: East Africa and the Former Soviet Union,
Post-Soviet Affairs (2012), 28, No.4.

78 Havrylyshyn, 187.

19 UESU was destroyed by Kuchma in 1998 and on its place has been established NAK Naftogaz - Aslund, How
Ukraine..., 108.
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were mainly replaced by another, the third group of oligarchs who emerged in the late 1990s or at
the beginning of 2000s and whose assets were/are concentrated in the coal and steel industry and
corporate structures (System Capital Management — Rinat Akhmetov; The Industrial Union of
Donbas — Serhiy Taruta, Oleg Mkrtchan; EastOne — Victor Pinchuk; Pryvat Group — lhor
Kolomoiskiy, Giennadiy Boholiubov)™®. Since the beginning of the 2000s Ukraine has become
dominated by four large industrial groups all located in eastern Ukraine, two in Dnipropetrovsk

182

(EastOne’®, Pryvat Group™) and two in Donetsk (System Capital Management'® The

Industrial Union of Donbas®

). This division is also linked with the struggle for power between
two clans represented by local business elites from Dnipropetrovsk and Donetsk, which even led
to murders of state officials (i.e. Vadym Hetman), influencial businessmen (i.e. Yevhen
Shcherban), or mafia bosses (Akhat Bragin)*®. During the 1990s Dnipropetrovsk clan (Kuchma,
Lazarenko, Bakai) connected to gas trading dominated over Donetsk. Since the beginning of
2000s, and emergence of Yanukovych at the state level politics, representatives of Donetsk are
achieving stronger position'®. A few new oligarchs built their position and influence during
2000s such as Dmytro Firtash, Valeriy Khoroshkovskyy, Andriy Kluyev, or Borys Kolesnikov,
predominantly in energy, industry and in media sectors. What is also worth noticing, 25 of the

100 richest Ukrainians live in the Donetsk region, 11 in the Dnipropetrovsk region'®’, which

additionally strengthen presented in previous chapter leverage of the eastern regions.

180 1hidem, 108-109.

181 EastOne, http://eastonegroup.com/eng/about_company.php.

182 Ppymma «ITpusat», http://bg-is.com/index.php?option=com_content&view=article&id=346& Itemid=362.

183 5CM, http://www.scmholding.com/en/about-us/main-facts/.

184 13D, http://www.isd.com.ua/en/company/profile/.

185 Slawomir Matuszak, The Oligarchic Democracy. The Influence of Business Groups on Ukrainian Politics, 2012,
http://www.osw.waw.pl/sites/default/files/Prace_42 EN.pdf, 13.

186 “«JloHeIbKHIT KJTaH» YIEBHEHO BXOUTH Y Biaxy”, hitp://www.pravda.com.ua/news/2001/08/15/2983505/.

187 3omotas corus 2012 — [po mpoexkr, http://ua.korrespondent.net/journal/zolota_sotnya/about.
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Welfare and monopolistic control over the economy give oligarchs strong position in
domestic politics. The journals Korrespondent (Appendix 8.) and Forbes Ukraine®®® present every
year a ranking of the richest and the most influential citizens. Figures of both journals differ,
because they are based on estimations, however they present the importance of a small number of
people who actually control the state economy. The richest 100 Ukrainians have assets equal to
38% of state GDP, when this figure for the neighbouring Russian Federation is around 20%"%.
Within this group the leading position has Rinat Akhmetov, the richest Ukrainian, who is also
recognised as the second or the most influential person in the state (Appendix 9.). In ranking of
the 500 the most influential people of the world published by the magazine “Foreign Policy” only
Rinat Akhmetov represented Ukraine®. In the last Bloomberg Billionaires Index Akhmetov was
ranked on 25" place, being recognised as the wealthiest person in Eastern Europe. The role of big
business in Ukraine and its influence on the decision-making process is substantial.

The importance of the strong financial background and membership in oligarchs’ club in
Ukrainian politics might be analysed based on current activity of Victor Yanukovych after he
came to power in 2010. Yanukovych just after election started to build his own clan called by
observers of Ukrainian political scene “Simya” (which in Ukrainian means the “Family”), which
is based on a new wave of young businessmen who are very close and loyal to the head of state
and started their career in the Donetsk region. This group became a relatively strong new actor in
domestic politics and, due to Victor Yanukovych’s position and his influence on the state

apparatus, his clan’s importance constantly grows*™. The President uses financial, political and

188 <100 Gorareitumx”, http://forbes.ua/ratings/1.

189 3omotast cotst 2012 — Ipo. ..

% The FP Power Map,

http://www.foreignpolicy.com/articles/2013/04/29/the 500 most powerful people in_the world?wp login redirect
=0.

191 «

«CiM’st» SIHyKOBHYA pO3LIMPHIIA CBIH BIUIUB — eKCIepT”,
http://www.radiosvoboda.org/content/article/24805612.html.
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administrative resources to strengthen his group and simultaneously weaken other alliances'%,
which creates a new balance in Ukrainian domestic politics before the next elections in 2015. A
few examples can present the scale of this phenomenon. First, Yanukovych’s son, Oleksandr
Yanukovych, doubled his official assets to 187 min USD in 2012 in comparison to 2011, For
the first time he appeared on the list of the richest Ukrainians in 2011, a year after his father
became the President. An easy access to the state budget allowed his enterprises to won the
highest value of the state tenders'®*. Second, the power is in President clan’s hands, while the role
of other groups has been relatively limited'®® or at least the balance of power has been
established. For example in the new Government, which was formed in December 2012, all
executive institutions responsible for financial flows, budgetary issues and security are headed by

% Thus the President can influence not only his political

the “Family” representatives®
counterparts but also may try to limit other oligarchs’ role mainly by usage of administrative
resource, control over which substantially strengthen player position within Ukraine’s political
system™®’. Third, he tries to strengthen his power towards oligarchs using the state apparatus.
Some observers describe Yanukovych’s behaviour as the “putinisation” of domestic politics*®.

This, however, may sharpen conflict of interests between oligarchs and the President what further

on may cause destabilisation of Ukraine, predominantly before the next elections, when he will

192
193
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197 See: Jessica Allina-Piasano, Social contracts and authoritarian projects in Post-Soviet space: The use of
administrative resource, Communista and Post-Communist Studies 43 (2010).
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need also oligarchs’ support to preserve power'®. However, it is rather not possible to copy in
Ukraine the Russian model, where oligarchs became subordinated to the government®®,

These attempts by Yanukovych to centralise power in his hands has already caused the
fall of Ukraine in international rankings which negatively influence the state’s external image. In
2012 Freedom House decreased the ranking of democracy in Ukraine to just “partly free”?%",
Heritage Foundation described the Ukrainian economy as “repressive”, and ranked it 163-rd of

179 classified worldwide — the lowest position among European states?®

. Transparency
International described Ukraine as the most corrupt state in Europe and ranked Kyiv 144-th out of
182 worldwide?®. These rankings partially reflect the domestic situation and create a quite
negative image of the state abroad which makes the job of Ukrainian diplomats much harder.
Analysing each new group of oligarchs it is possible to notice that each new wave
emerged after changes in power on Presidents post. The first occurred around 1994 when
Kuchma came to power as the first representative of eastern Ukraine. The second wave emerged
after adoption of the Constitution in 1996, which gave to the President strong power over
Parliament and the ability to rule the in economic sphere by decrees. The third group emerged
and strengthened its position after next Presidential elections in 1999 when Kuchma started his
second period. The last group of oligarchs build their wealth on mass privatisation of state assets

(mines, factories) which took place at the beginning of 2000s. Currently (since 2010) we can

observe emergence of a new group, the Yanukovych’s “Family”, in domestic politics.

99 “ITyrin i gitn. STHYKOBHY MO’Ke HABAKHUTHCH HA Y3yPIALLIO BIAH 33 GIIOPYCHKEM CleHapieM”,
http://tyzhden.ua/Politics/74626.

200 Matuszak, 7.

21 Freedom in the World 2012—Ukraine, Freedom House, http://www.freedomhouse.org/report/freedom-
world/2012/ukraine-0 .

%2 Heritage Foundation, http://www.heritage.org/index/ .

203 “Ykpaina crasia HallkOpyMIIOBaHIIIOK0 KpaiHoto Ha CTapoMy KOHTHHEHTI”,

http://tvi.ua/new/ukrayina stala_naykorumpovanishoyu krayinoyu na_staromu_kontynenti .
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The role of oligarchs and business elites is not judged by whom in the same way, however
negative opinions about their activity dominate. On the one hand, Serhiy Kudelia points out that
one of the reasons for the state weakness is the constant domestic struggle for dominance
between non-state actors who lay claim on the state resources?®*. Korostelina shares view that
oligarchs and business groups treat Ukraine as a colony, exploit the state and are not interested in
its further development. Their main interests lay in short-term capital gains®®, privatisation of the
state assets, and further control over financial flows. Vitaliy Melnyk similarly agrees that Ukraine
became oligarchs’ colony in which modernisation processes are not predicted?”®. On the other,
Anders Aslund argues that just oligarchs poses both enough money and “know-how” to invest in
Ukraine’s economy and are able to restructure large industrial enterprises?®’, and has enough
assets in divergent sectors (industry, media, finance) to balance each other position .

Oligarchs, through close connections with ruling political parties try to influence policy-
and decision-making process. Figure 1. presents the richest Ukrainians and its relations with the
Party of Regions and the President. Among them just one, Konstantyn Zhevago, is not directly
linked with the ruling party, while strength of others’ connotations depends on the situation
(issue). Simultaneously oligarchs probably support also oppositional parties, however due to the
lack of financial transparency of any political party in Ukraine it is hard to estimate the scale of
this phenomenon?®®. However, the emergence of each new political party causes rather questions
“which oligarch finances it?” or “whose party it is?”” which make Ukrainian domestic political

scene even more “virtual”. Oligarchs’ balancing makes any decision harder to make, because

204 Kudelia, 418.

2% Korostelina, 37.

206 «“Biraiit Mempauk: «MaeMo He HAIIOHAIIBHY, a OJTirapXiuHy eKOHOMIKY, SIKa epeTBOpIoe YKpainy Ha
CHUPOBUHHY KOJIOHI0»”, http://tyzhden.ua/Economics/69980.

27 Aslund, How Ukraine. .., 111.

208 “KoponencpKy dinancyors Axmero, Dipraut i CO. «YJAP» Tex Gi3HEC-TIPOCKT alle IOMEHKI30BAHHID)”,
http://expres.ua/video/2012/08/03/71019.
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sometimes it causes a zero-sum result — ones benefit is other’s loss*®. Their interests and relation
to the state limit rather to domestic politics, which however in the long perspective weaken the
state. In relations with the state institutions business lobby groups are, first, interested mainly in
promotion of adoption of state acts suitable for oligarchs by subordinated to them politicians or
parties (i.e. new Tax Code adopted in 2010)?!°. Second, they are interested in the division of
budgetary subsidies for their enterprises and funds for development of regions where their assets
are located, which just deepens regional economic divisions due to enormous differences between
amounts located in eastern and western regions®*. Third, oligarchs compete in tenders from the
state budget. In 2011 Parliament adopted the act which substantially liberates the organisation of
state tenders limiting open competition. Since then, the amount of so called one-participant
tenders has grown??2, which simply means that the institution is able to choose who will get the
contract. In the past year 21% of all state tenders were won by President’s son, 19% by Rinat
Akhmetov’s companies, while the third Dmytro Firtash won “just” 4%, The majority of these
groups’ interests are export-import oriented, and access to state tenders allows them to achieve
higher than market prices for their products, which are sold officially by their private institutions
to the state often without open competition?®. Finally, oligarchs are interested in further
privatisation of the state assets. In January 2012 Parliament adopted the act “National program of

privatisation 2012-20142"*, which predicts extensive privatization till the pre-election year.

209 \illerton, 7.

210 «JlemyraTi miAKOpHUryBaIM KOJEKC Ha KOPHCTB onirapxis”, http://gazeta.ua/articles/politics/_deputati-
pidkoreguvali-kodeks-na-korist-oligarhiv/362034.

2 «Tlorariitamii Jlon6ac. Uu cipaBi perion roxye Ykpainy?”, http://tyzhden.ua/Society/73608.

212 “Ykpaina BTpadae 6m3bpko 200 MiIp/ TpH Ha 3aKYITiBIIi HA TEHIEpax 3 OJHUM YIaCHHKOM
http://dt.ua/ECONOMICS/ukrayina-vitrachaye-blizko-200-mlrd-grn-na-zakupivli-na-tenderah-z-odnim-
uchasnikom.html.

13 pejirinr TEHJIEPHBIX... .

21 j.e - overpaid oil rigs — see: “Ukraine oil rig deal: fat cats getting fatter?”, http://www.opendemocracy.net/od-
russia/natalia-sedletska/ukraine-oil-rig-deal-fat-cats-getting-fatter .

215 3akon Vipainn «IIpo JepaBHy mporpamy mpuBaTu3anii», http:/zakonl.rada.gov.ua/laws/show/4335-17.
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Taking into account that only oligarchs can afford to buy national companies they are collecting
more and more assets, becoming more and more influential. For example Dmytro Firtash’s
companies, are focused on privatizing regional gas companies®*® and chemical enterprises, while
Akhemtov is particularly interested in monopolizing electricity and coal sector?’. Strong position
of oligarchs makes them crucial decision-makers in Ukraine. Their interests then are focused on

preservation influence on the state institution, however mainly at the domestic level.

Figure 1: Oligarchs relations with the President and the Party of Regions

Kostyantyn Ihor Henadiy Viktor
Zhevago Kolomoyskyi Boholyubov Pinchuk

Petro
Porsiiankn Viktor Yanukovych
Valeriy
Khoroshkovskyi
Dmytro
Firtash
Tariel Oleksandr Borys
Vasadze Yaroslavsky Kolesnikov

Oligarchs who are not linked Oligarchs who are members of the Party of regions
to the Party of Regions or support it financially

Source: Matuszak, 56.

216 «“Dmytro Firtash’s companies are monopolising the retail gas market in Ukraine”,
http://www.osw.waw.pl/en/publikacje/eastweek/2012-10-24/dmytro-firtash-s-companies-are-monopolising-retail-
gas-market-ukraine .

217 «Akhmetov’s expansion onto the Ukrainian electricity market”,
http://www.osw.waw.pl/en/publikacje/eastweek/2012-01-18/akhmetov-s-expansion-ukrainian-electricity-market .
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The big business controls almost entire sectors of the state economy (and since 2010

economy is becoming more and more monopolised®*®

) and all electronic media (almost all TV
channels are in oligarchs’ hands of Akhmetov, Kolomoyskyi, Pinchuk, and Firtash). They also
have vast influence on political parties®*®, which function in Ukraine rather as means for self-

interested individuals®®°.

Slawomir Matuszak points out that oligarchs’ influence on the
Ukraine’s foreign policy is, however, limited in comparison to its impact on the domestic
political and economic situation. On the one hand, due to divergent interests within this group it
is hard to identify their common external strategy, what strengthen “multidimensional” option of
the state policy. On the other hand, their individual actions on domestic level influence Ukraine’s

foreign relations®*

. Ukrainian oligarchs’ external interests are as diversified as the Ukrainian
export is (chapter 3.), then common denominator on further integration processes towards Russia
or the European Union will be hard to achieve. In relations with Brussels further economic
cooperation can be just estimated as far the DCFTA Agreement has not been published yet.
However, Matuszak claims that “none of the oligarchs is interested in introducing free and fair
competition in Ukraine, since this would mean a major change in the nature of their business
activity”?%%. It is often claimed in Ukraine that the EU is a bigger market, and thus this dimension

should be developed in external relations®*. The majority of oligarchs have their interests in both

Russia and the EU, while Russian market creates more opportunities for less clear trade

218 «pajj JUIA oJiirapxiB. B YkpaiHi maHyroTh i1eabHI MOXIIMBOCTI JijIa IPOIBITAHHSA MOHOIIOMIH”,
http://tyzhden.ua/Economics/57500.
219 Matuszak, 5.
220 yan Zon, The Political Economy..., 47.
221 Matuszak, 6.
222 Ihidem, 68.
223 «ypaina i Mutauit Coto3: npoGuemu inTerpauii”, http://gazeta.dt.ua/internal/ukrayina-i-mitniy-soyuz-problemi-
integraciyi-

.html?fb_action ids=553374691360818&fb action types=o0qg.likes&fb source=timeline_og&action _object map=
%7B%22553374691360818%22%3A229575520516919%7D&action _type map=%7B%22553374691360818%22%
3A%2200.likes%22%7D&action_ref map=%5B%5D.
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behaviours and money laundering. Furthermore, business groups are able to block any process of
negotiations which they will see as undesirable, giving their private interests an advantage over
the state foreign policy goals?**. This behaviour is connected with elite attitude, who according to
Benjamin Goldsmith, value economic independence and sovereignty over openness and
efficiency?®.

The problem remains at the level of thinking about interests and clear divergence between
private and state spheres which in Ukraine overlaps very much. Considerably business groups
think first and foremost in terms of private benefits, not state interests and support decisions
which are beneficial for them but not always for the state?®. Furthermore, oligarchs support just
economic branch of the state foreign policy, while other fields such as security, welfare, or image
are left for the state institutions. Oligarchs interested in developing their monopolies do not
reinvest money to strengthen, renovate or make their enterprises more competitive. Ukrainian
economy is not developing and is becoming less and less attractive for foreign investors, also
regarding quality of produced goods®*’.

Ukrainian observers point out that any change in Ukraine’s domestic and international
politics might be possible just in case when linkages between business groups and the state will

be broken??. This is, however, hardly possible. Van Zon points out that state institutions’ activity

and implemented policies reflect the balance of power between various groups at a specific stage

224 Matuszak, 71.

22> Benjamin Glodsmith, Imitation in International Relations. Observational Learning, Analogies and Foreign Policy
in Russia and Ukraine, 2005, 108.

220 “Konmocy Ha TIMHSHEX Horax. OJirapXiuni KOHIIIOMepaTH B YKpaiHi MOKYTh IPUITHHATH iCHYBATH y 6y /1b-SKHit
momeHnT”, http://tyzhden.ua/Economics/72946.

221 «ykpainchkuii GizHec — adepa cromitrs. YoMy omirapxiuni iMmepii mpupeueni Ha cTarmamio”,
http://tyzhden.ua/Economics/62074.

228 “OmnirapxoekoHomika”, http://tyzhden.ua/Economics/28990; “Ykpainchkuii 6i3Hec — adepa cTomiTrs. Sk
nepe3aBaHTIKUTH eKoHOMIKY”, http://tyzhden.ua/Economics/67599; “ITorsiy omo3uilii Ha oJirapXiyHy eKOHOMIKY”
http://tyzhden.ua/Economics/70573.
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rather than Government’s strategy?".

Ukrainian oligarchs need the state to preserve their
privileged position, and the state needs oligarchs’ money to exist and as the balance against
possible authoritarianism. In maintaining this symbiosis are more interested business groups than
the state institutions. Aslund argues that introduction of property rights for their businesses may
decrease oligarchs’ interests in politics because their assets will be safe?’. However, it is quite
naive thinking that, first, oligarchs will resign from trying to influence the state institutions, and
second, that anyone will rule the state without support of the big business.

This group of actors existed under different configurations since the beginning of
independence of Ukraine. They control both the state power and the state economy, while
changes in power causes relative changes in their position towards other groups. Access to the
state institutions means for oligarchs both personal and economic security and till basic principles
in Ukrainian domestic politics will not change it is naive to expect that anything will change in its
foreign policy?®'. Ukraine is a state in which the Presidential principle of governance since at
least 1994 has been “divide and rule” (of public goods and influence among oligarchs). Hence it
is hard to imagine that the state will ever be able to develop and implement any coherent policy
in the state interests, because, first the “state interests” are not defined and, second they always
will contradict someone’s private preferences. Taking into consideration oligarchs’ position in
domestic policy and their foreign economic interest they can be recognised as another factor

which weaken internal cohesion of the state, makes common objectives harder to define and

implement, which finally strengthen “multidimensionality” of Ukrainian foreign policy.

229 yan Zon, The Political Economy, 47.
%0 Aslund, How Ukraine. .., 254.
21 pyglisi, 108-109, 116-117.
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Conclusions

This thesis has examined the influence of domestic factors and their impact on continuity
of Ukraine’s “multidimensional” foreign policy. Since Kyiv has gained independence from the
Soviet Union it has not followed declared European path of development and has not got closer
to the European Union as was presented in official strategies. Simultaneously it was balancing
between the EU and Russia without giving an advantage to one dimension. While during the
1990s neither Moscow nor Brussels required from Kyiv to decide, in the 2000s situation changed.
After 2004 Ukraine became common neighbourhood for both actors and started to drawn it into
their sphere of influence. Ukraine, however, due to internal constrains is not able to implement
long lasting and effective policy other than “multidimensional”.

The analysis reveals that Ukraine has well developed legal background and official
strategies which define European path as the crucial one. However, these goals are formulated in
wish-thinking terms in two ways. First, they do not exactly reflect domestic political situation,
geography of economic cooperation and socio-political preferences within the society. Second,
these goals were not possible to be implemented even during formulation and its presentation.

In this thesis I have shown that Ukraine’s “multidimensional” foreign policy has its roots
first and foremost in its internal situation. Unfinished transition from the Soviet period in both
economic and political terms and emerged to extreme level phenomena of clientelism and
patronage led to the state capture by a narrow groups of business and political elites. This
approach was previously widely described regarding domestic politics; | applied this concept to
analyse Ukraine foreign policy combining it with empirical analysis of economic and socio-

political situation.
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Analysing possible challenges which might occur in implementation of foreign policy
goals and which should be taken into consideration by the Ukrainian policy-maker, I have shown
that Ukraine’s decision-making process in foreign policy is highly centralised in the Presidents
hands, while other institutions are directly subordinated to the head of stat or their influence is
limited. This allows the head of state to decide almost unilaterally within this field and he often
does so using also foreign policy in domestic political debate. Furthermore, the head of state tries
to use his position to play an arbitrary role between oligarchic groups according to “divide and
rule” principle and balance its influence on the state institutions, which additionally weakens the
state. The final decision in foreign policy then lies on the President, who can use his position both
to preserve equilibrium between different groups of oligarchs, often in clientelistic way.

The second balancing which strengthens “mulitidimensional” foreign policy concept is
caused by economic and socio-political diversity of the state and divergent foreign orientations of
these two factors. Ukraine has strong economic ties with both the EU and Russia, however the
majority of products of export-oriented economy is produced in pro-Russian eastern regions of
the state. The most strategic sectors of economy and media sector are monopolised by oligarchs,
which give them strong bargaining position in the decision-making process. This process,
however, remains highly informal and based on private connections. This is why | examined
patronage and clientelism linkages, which are heritage from the Soviet period, and have
developed during the 1990s to state capture level. After analysis of the business elites (oligarchs)
in Ukraine’s decision-making process | may conclude that Ukraine is ruled by a very narrow
group of interconnected political and business elites, who control both crucial decision making
bodies within the state and the strategic economic sectors. This leads to emergence of alternative

to state power decision making centre, which lobby their private interests.
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All described factors, centralisation of power, domestic divisions and oligarchs’ position
in Ukraine can be described through the lenses of the concept of state capture. Elites focus mainly
on implementation of policies which reflect private interests of high officials or businessmen and
by then often have little in common with state interests. The domestic struggle for power over the
influence on the institution weakens Ukraine as the state and does not allow to implement
coherent polices, predominantly in fields where wide consensus is required, as in the foreign
policy. A divided state with weak institutions and private interest-oriented elite might be easily
manipulated by external players which can easily use internal divisions as a tool to spread their
influence in Ukraine and on its external positions.

It is hard to predict any changes in Kyiv’s foreign policy in forthcoming years. Internal
constraints and its interconnection make decision making process longer and unpredictable.
Position of the richest Ukrainians is not clear and requires further examination and research.
Nevertheless in the second part of 2013 and 2014 Kyiv will face a few challenges which may
influence its domestic foreign policy. First, in November 2013 during the Eastern Partnership
Summit the European Union maybe will sign the Association Agreement with Ukraine. However,
neither Brussels nor Kyiv has “plan B if the Agreement will not be signed?®. Furthermore, 2014
will be pre-election year in Ukraine before Presidential elections, during which may a new
balancing and new alliances between oligarchs may occur which strengthen the domestic struggle
for power for the highest post in the state. Simultaneously, the current President will have
respond to its electorate in eastern and southern Ukraine, which is rather pro-Russian and its
support for the EU integration is much lower. Nevertheless, any changes in Ukraine’s

“multidimensional” within the next years cannot be foreseen and Kyiv probably will drift

232 «y M3C BBaxaioTs, mo «ILmamy By moxo €8pocorosy B Ykpainn memae™ http://dt.ua/POLITICS/u-mzs-

vvazhayut-scho-planu-b-schodo-yevrosoyuzu-v-ukrayini-nemaye.html.
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anywhere. The biggest influence on conservation and continuation of this situation have domestic
challenges presented in this thesis. It is also hard to predict whether linkages between the state
and business will be broken. State capture allows oligarchs to implement their own principles,
subordinate public institutions to their private interests and use budget money to develop their
business empires. The question which remains and requires further research is whether any
President, particularly not related with industrial east, may rule the state independently from

oligarchs and implement any changes in Ukraine’s domestic and foreign policies.
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Appendices

Appendix 1. — Interviews questions

(I conducted 13 interviews during my field research in Kyiv and Zaporizhzhya in April 6-

24, 2013)

10.

11.

How looks the decision-making process in Ukraine’s foreign policy?

Which institutions are responsible for the formulation and implementation of foreign
policy?

Which factors are taken into consideration in the formulation of foreign policy goals?
Why do decision makers refrain from implementing state acts which define foreign
policy priorities?

Do state institutions pursue state or private interests in formulation and implementation of
foreign policy?

Which domestic factors causes status quo in Ukraine’s foreign policy?

Then, is “multidimensional” foreign policy of balancing justified?

Is societal support taken into consideration by decision-makers?

Do you see differences in foreign policy in Tymoshenko’s and Azarov’s (2010-...)
governments?

Have domestic factors changed over time? What kind of changes we can identify?
Which factors do you think were taken into consideration by decision-makers before
signing the Agreement after gas crisis with Russia in 2009 an before signing the Kharkiv

Agreements in 2010?
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Appendix 2.

Regional share of GDP production in Ukraine in 2011**

min min
region UAH share region UAH share

Ukraine 1302079 - Central part - 19,69%
Kyivska o. 59154 4, 54%
Kyiv (city) 223774  17,19% Poltavska o. 52252 | 4,01%
Vinnytska o. 29099 2,23%
Eastern part - 33,42% Cherkaska o. 27012 2,07%
Donetska oblast 161021 12,37% Sumska o. 22907 1,76%
Dnipropetrovska o. 140020 10,75% Khmelnytska o. 22843 1,75%
Kharkivska o. 76866 5,90% Zhytomyrska o. 21928 | 1,68%
Luhanska o. 57202 4,39% Chernihivska o. 21165 1,63%

Southern part - 17,26% Western part - 12,53%
Odeska o. 61499 4,72% Lvivska o. 52103| 4,00%
Zaporizska o. 49525 3,80% Ivano-Frankivska o. 26752 2,05%
Autonomic Republic of Crimea 38220 2,94% Rivenska o. 19302 1,48%
Mykolaivska o. 27633 2,12% Zakarpatska o. 19054 1,46%
Kirovohradska o. 20041 1,54% Volynska o. 17637 1,35%
Khersonska o. 18448 1,42% Ternopilska o. 16294 1,25%
Sevastopol (city) 9359 0,72% Chernivetska o. 11969 | 0,92%

Source: BanoBuii perioHajJbHMii MPOAYKT,

http://www.ukrstat.qov.ua/operativ/operativ2008/vvp/vrp/vrp2008 u.htm

233 Fyrther division for parts of Ukraine as in this table.
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Appendix 3.

Arms exporters 1992-2012

country - 1992—2012' | 2012 '
figures™ share in total figures* share in total

Total 507130 - 28172 -
USA 198875 39,2% 8760 31,1%
Russia 103393 20,4% 8003 28,4%
Germany 37988 7,5% 1193 4,2%
France 35866 7,1% 1139 4,0%
UK 26553 5,2% 863 3,1%
China 16530 3,3% 1783 6,3%
Netherlands 10821 2,1% 760 2,7%
Italy 9471 1,9% 847 3,0%
Ukraine 9232 1,8% 1344 4,8%
Israel 8519 1,7% 533 1,9%

*Figures are SIPRI Trend Indicator Values (TIVs) expressed in US$ m. at constant (1990) prices.

Source: Stockholm International Peace Research Institute,

http://armstrade.sipri.org/armstrade/html/export values.php

64


http://armstrade.sipri.org/armstrade/html/export_values.php

CEU eTD Collection

Appendix 4.

Import and export of regions of Ukraine in 2012

region export import Balance
mln USD share mln USD share | (mIn USD)
Ukraine 82337,5 - 91364,3| - -9026,8
Kyiv (city) 16367,3| 19,9% 28694,8| 31% -12327,5
Eastern part 32045,1| 38,9% 16761,4|  18% 15283,7
Southern part 124269 151% 9825,3| 11% 2601,6
Central part 145456 | 17,7% 10016,7| 11% 4528,9
Western part 54954| 6,7% 8614,4 9% -3119,0

Source: O6card eKCnopTy-iMIOPTY TOBAaPiB/MOCJIYT 3a perionaMu Ykpainu 3a 2012 pik,
http://www.ukrstat.gov.ua/
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Appendix 5.

Import and export of goods and services in Ukraine, 2007-2012
export

goods services total
min USD | share | min USD | share | min USD
2007 49248,1| 84% 9038,9| 16% 58287,0
2008 66967,3| 85% 117413 15% 78708,6
2009 39695,7| 81% 9598,3| 19% 49294,0
2010 51430,5| 81% 117594 19% 63189,9
2011 68394,2| 83% 137922 17% 82186,4
2012 68809,8| 84% 13527,5| 16% 82337,3

import
goods services total
min USD | share | min USD | share | min USD
2007 60669,9| 92% 4980,6 8% 65650,5
2008 85535,3| 93% 6467,9 7% 92003,2

2009 45433,1| 90% 5173,5| 10% 50606,6
2010 607399 92% 5447,6 8% 66187,5
2011 82608,2| 93% 6235,1 7% 88843,3

2012 84658,1| 93% 6706,2 % 91364,3
Source: O6csarn eKcnopTy-iMnopTy ToBapiB/mocayr 3a perionamu Ykpainu, http://www.ukrstat.gov.ua/
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Appendix 6.

Geographical division of Ukraine’s trade of goods in 2011

export import
min USD share min USD share
Total 68394,2 - 82608,2 -
CIS 26177 38,3% 372124 45,0%
*Russia 19819,9 29,0% 29132,1 35,3%
EU 17970,0 26,3% 25752 31,2%
Asia 17737,8 25,9% 13279,9 16,1%
Africa 3344,2 4,9% 940,6 1,1%
America 2552,3 3,7% 3913,9 4,7%

Source: HlomicsauHi 00csArn eKCMOPTY-iMIOPTY TOBapiB 3a KpaiHamu cBity y 2011 poui,

http://www.ukrstat.gov.ua/operativ/operativ2012/zd/o_eit/o _eit ull.htm
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Appendix 7.

Which foreign policy direction should be a priority for Ukraine? (November 2012)

EU countries | Russia other CIS other USA difficult to

states states answer
Ukraine 40.8% 35.3% 4.8% 3.6% 1.2% 14.3%
East 23.9% 56.6% 5.2% 3.2% 0.6% 10.6%
South 21.6% 58.8% 5.6% 2.0% 2.0% 10.1%
Center 47.7% 20.5% 5.7% 5.2% 1.8% 19.1%
West 72.8% 5.9% 2.1% 2.8% 0.5% 16.0%

Source: Lentp Pazymkosa, http://www.uceps.org/ukr/poll.php?poll id=305
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Appendix 8.

Support for the Party of Regions in Parliamentary elections in October 2012

region support place region support place

Ukraine 30% 1 Central part - av. 20.05%

Kyivska o. 21.00% 2

Kyiv (city) 12.6% 4 Poltavska o. 21.91% 2

Vinnytska o. 17.38% 2

Eastern part - av. 49.73% Cherkaska o. 18.65% 2

Donetska o. 65.09% 1 Sumska o. 21.09% 2

Dnipropetrovska o. 35.79% 1 Khmelnytska o. 18.69% 2

Kharkivska o. 40.98% 1 Zhytomyrska o. 21.61% 2

Luhanska o. 57.06% 1 Chernihivska o. 20.09% 2
Southern part - av. 39,74% Western part - av. 13.80%

Odeska o. 41.90% 1 Lvivska o. 4.70% 4

Zaporizska o. 40.95% 1 Ivano-Frankivska o. 5.18% 4

AR of Crimea 52.34% 1 Rivenska o. 15.80% 4

Mykolaivska o. 40.51% 1 Zakarpatska o. 30.87% 1

Kirovohradska o. 26.25% 2 Volynska o. 12.92% 4

Khersonska o. 29.34% 1 Ternopilska o. 6.40% 4

Sevastopol (city) 46.90% 1 Chernivetska o. 20.77% 2

Source: IlenTpajbHa BuGopua komicisi, http://www.cvk.gov.ua/pls/vnd2012/wp320?PT001F01=900
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Appendix 9.

The ten richest Ukrainians in 2012

assets (billion USD)

name sectors
2011 2012

L | Rinat Akhmetov 255 | 178 | enray.rel st media
2 Ihor Kolomoyskyy 6.2 3.4 :\élgiltlrgj/r’geyr,];‘rigsnces, agriculture, media, chemical
3 | Vadym Novynskyy ) 3.3 zggfglurgy, ship building, agriculture, finances, real
4 | Hennadyy Boholyubov 6.6 3.25 m:é?élluggé/;;)i’nance, chemical industry, agriculture,
5 | Dmytro Firtash 2.25 3.2 Energy, finances, real estate, agriculture
6 | Victor Pinchuk 5.9 3.19 Metallurgy, finances, media
7 | Victor Nusenkis 2.9 1.7 Metallurgy, coal industry
8 | Oleh Bahmatyuk 2.2 1.6 Agriculture
9 | Konstanyn Zhevaho 3.2 15 r,\n/l:ézlil:errg;/’ chemical industry, pharmacy, agriculture,
10 | Oleksiy Martynov 1.52 1.46 Metallurgy, fuel and energy sector

Source: 3oa0ras corus 2012, http://ua.korrespondent.net/journal/zolota sotnya/y2012
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Appendix 10.

The most influential Ukrainians in 2012

position on the list

name oL tkr};rrzlc:r?:t (mﬁsstSSD) par%i/tﬁssgri;fted additional info
1| Victor Yanukovych - - Party of Regions | President of Ukraine
2 | Rinat Akhmetov 1 17800 Party of Regions | businessman
3| Serhiy Lovochkin - - Party of Regions | Head of President's Administration
4 | Oleksandr Yanukovych 61 133 Party of Regions | President's son
5| Dmytro Firtash 5 3200 Party of Regions | has a monopoly in gas industry
6 | Mykola Azarov - - Party of Regions | Prime Minister
7| Borys Kolesnikov 25 470 Party of Regions | Minister of Infrastructure
8 | Andriy Kluyev 62 130 Party of Regions | Head of National Security and
Defense Council
9 | Arseniy Yatseniuk - - opposition Party leader — Batkivshchyna
10 | Valeriy Khoroshkovskyy 26 395 Party of Regions | deputy Prime Minister
11| Victor Pinchuk 6 3190 - businessman
12 | Ihor Kolomoyskyy 3400 - businessman
13| Yulia Tymoshenko - - opposition former Prime Minister
14 | Victor Pshonka - - Party of Regions | Prosecutor General
15 | Vadym Novynskyy 3 3300 - businessman
16 | Vitaliy Klychko 93 50 opposition Party leader — UDAR
17| Serhiy Tihipko 26 785 Party of Regions | Minister of social policy
18 | Oleksandr Yaroslavskyy 13 930 - businessman
19 | Oleksandr Klymenko - - Party of Regions | Head of National Tax Service
20 | Hennadiy Boholyubov 4 3250 - businessman

Source: “TOII-100 cambIx BauATeIbHBIX YKpaunies 2012”, http://files.korrespondent.net/projects/top100
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