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Alex Frishberg:  Ladies and Gentlemen, thank you all 
for coming here today.  I promise you that this will be an 
interesting presentation simply because Mr. Paskhaver has 
joined us.  A couple of brief words of introduction about 
Mr. Paskhaver; he was adviser to the Ukrainian government 
in the old Scherbitsky times, in the good old Soviet days, 
and since then he has been adviser to all of the Presidents of 
Ukraine with the exception of Viktor Yuschenko for various 
reasons.  Mr. Paskhaver knows everything there is to know 
about the government because he has always served as an 
ethical, moral and philosophical compass of Ukraine.  As 
an economist, he knows not only what is good for Ukraine, 
but where Ukraine should be headed if it wants to become 
a civilized European nation.

It is always fascinating to hear what Mr. Paskhaver has to 
say; especially because he is independent and has no higher 

authority above him.  Therefore, he has always been refreshingly, often brutally, honest.  This is why 
he has been an adviser to top level of Ukrainian government for the last 17 or 18 years.

One last comment about Mr. Paskhaver is that he also co-authored the primary privatization legislation 
of Ukraine back in the turbulent 1990’s.  This is why he was appointed as an offi cial adviser to 
the State Property Fund when small-scale, medium-scale and large-scale privatization was taking 
place in Ukraine.  Needless to say, he 
knows quite a lot about privatization 
– and about the people who bought 
up factories, who are known today as 
oligarchs, which includes some of our 
glorious leaders.

As a result of his impressive 
background,  we  invited  Mr. Paskhaver 
to share his assessment about where 
our current leaders have taken 
Ukraine over the last year and where 
we are headed in the nearest future.  
With all of this in mind, I welcome 
Mr. Paskhaver’s opinions.

Alex Frishberg, Partner
with Frishberg & Partners

Alexander Paskhaver and Alex Frishberg
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Alexander Paskhaver:
A year has passed since a new team 
has started to save Ukraine, yet again.  
And the question has arisen, how do 
you characterize this glorious team?  
My short presentation will consist of 
three parts – in the fi rst part I will 
discuss the events and phenomena 
that have occurred recently; in the 
second part I will try to put them into 
a general framework of legitimacy (in 
the context of a stage-play based on 
20 years of Ukraine and its actors); 
and in the third part I will discuss the 
future scenarios that may develop.

ACT I

And, we will start with act one.  In comparison with 
the Orange government, today’s government has 
signifi cant advantages.  In terms of the positives, 
the new government, of course, has a much higher 
level of energy and business acumen than the 
previous administration. They act decisively and 
you can see this in a whole range of spheres.  The 
most notable one is the management and preparation 
for the UEFA Euro 2012.  For example, take note 
of the decisiveness and allocation of budget money 
to make this event happen.  They increased the 
price of fuel, which was something that all of the 
previous administrations were afraid to do.  They 
are beginning preparation for economic reforms; 
although they haven’t got started, the background 
work is being conducted.  I am in complete 
agreement with them on this issue.

Alexander Paskhaver

Ambassador of Sweden, 
Mr. Stefan Gullgren
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This is important because right now, the situation 
in which Ukraine fi nds itself can only be compared 
with Ukraine’s back in 1993-1994.  It doesn’t look 
as devastating as it did back then, but from a point of 
view of having negative consequences, it is equally as 
dangerous as it was in those years.

The last positive thing I can say about the new 
administration is they have also verbalized and chosen 
a sequence of consequences of reforms that are about 
to take place.  This shows the capability of the new 
government to become more effi cient.  On the agenda 
there are anti-corruption projects, deregulation and 
reformation of the social sector.

Now, after we have praised them as much as we possibly 
can, we will take a look at what cautions us and puts us 
on guard.  I would say that when you turn to the practical 
aspect, then a lot of questions arise regarding any of their 

activities.  There are a few simple examples – the tax code 
for one.  The tax code was passed in a sledgehammer 
style of crude fashion.  Behind all of the actions and 
the plans stands the indifference towards small-scale 
and medium businesses. The idea behind the tax code’s 
drafting and implementation was that everyone should 
pay taxes, but this has not been fairly realized in the 
approach.

To explain, we won’t talk about large capital, which has 
a lot of opportunities to avoid taxation, but in reference 
to small and medium businesses, which is still within 
the shadow economy and successfully avoiding taxation 
via the simplifi ed taxation system.  We have to think 
about what the wide-spread shadow economy schemes 
mean for the country.  We have to remember that in 
this country, in comparison to its Western neighbors, 
for example Poland, business pays three hidden 
taxes.  The fi rst is the corruption tax, the second is the 

Ambassador of South Korea, 
 Mr. Park Ro-Byug

Ambassador of Switzerland, 
Mr. Georg Zubler
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so-called “administrative” tax (this 
means that the government is too 
expensive for enterprises, except 
bribes – in other words, when you are 
legally working with the government, 
it is too expensive in terms of time 
and money), and the third is the 
infrastructure tax.  In twenty years, 
the government has not done anything 
to improve the business infrastructure.  
Moreover, it couldn’t even keep the 
same level of infrastructure that was 
in place during the Soviet times.

All entrepreneurs and businesses pay these three hidden 
taxes.  However, this is much more diffi cult for small 
and medium businesses than for large companies.  We 
have to view these simplifi ed tax schemes, these shadow 
tax schemes, as leveling the playing fi eld for small and 
medium companies in relation to large-scale business 
which does not enjoy these benefi ts.  Therefore, if you 
want to harshly remove these shadow economy schemes, 
then you must fi rstly take away the three hidden taxes.  
Only then should the authorities have the right to 
eliminate these simplifi ed tax systems.  Otherwise, you 
see what is happening today – the small businesses 
are liquidating.  We will return to the discussion about 
small businesses when we will characterize the new 
authority.

We are also observing an anti-corruption project, which 
has seen mass arrests.  These days, not one day has 
passed when we have not seen several people arrested.  The interpretation of these arrests has to be 
connected with other events related to corruption.  The Ukrainian economy consists of monopoly 
niches.  The real fi ght with corruption means the elimination of these monopoly niches.  They 
exist on every possible level – at the low, medium and high levels.  We don’t have any information 

Alexander Paskhaver

Mr. Jason Roberts, Embassy 
of the United States of America
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about the fact that the authorities are fi ghting against these 
monopoly niches.  Moreover, there are several cases I can 
mention when the authorities are actually assisting in the 
creation of monopoly niches.  I will give you a simple 
example; one of the obligations of the new authorities is the 
restructuring of the oil and gas sector.  This is effectively 
an anti-monopoly step.  So far, there has been no success in 
this endeavor.

If you are not destroying monopolies, then these arrests 
cannot be interpreted as the fi ght against corruption.  In 
such case, these arrests can be interpreted as the creation of 
vertically integrated corrupt authority.  That is, the creation 
of bureaucratic discipline in order to carry out corrupt acts.  
Those who disobey the system are taken out of the equation.  
The simple, unmistakeable criterion of whether a fi ght 
against corruption is taking place is the actual elimination 
of monopolies.

Alexander Paskhaver

Mr. Rogier van Tooren, 
Embassy  of the Netherlands
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With respect to administrative reforms, they haven’t 
yet occurred, and right now we hear about fi ring 
bureaucratic staff, but this is not real reform.  There 
are, however, certain qualifi cations which are unusual.  
When you create an obedient administrative machine 
and an obedient society, then you are trying to decrease 
the possibility of bureaucracy by creating within the 
authorities a system of checks and balances.  If this 
system is not in place, then you only create additional 
avenues for corruption to blossom.

A structure, which is close to my heart, is the Committee 
on Entrepreneurship which, for many years, played an 
active role in counteracting bureaucratic, totalitarian 
actions.  This Committee has been destroyed as an 
independent structure during the process of administrative 
changes that have been taking place.

Another phenomenon is the administration of the 
reforms themselves or their implementation.  If you 
want reforms to be conducted successfully, then you 
cannot give such reforms for effectuation by bureaucrats 
in a corrupt society.  Otherwise, you will receive some 
kind of perverted result.  In fact, unfortunately, all 
of the reforms are being given for execution by the 
bureaucrats.

The last phenomenon and the completion of this part 
of my speech is the humanitarian policy of the present 
government.  This policy is constructed in such a way 
that it divides society rather than uniting society.  If you 
are planning to conduct highly complex and painful 
reforms, then in the sphere of humanitarian policy you 
should wait to implement your plans because you need 
the trust and consensus of the population.  If you are 
conducting humanitarian policy that divides a society, 
then a suspicion arises that you don’t really care about the results of the reforms you are undertaking.  
Moreover, wiser politicians suggest (and, what I’m telling you now I don’t actually believe myself) 

Alexander Pavlov, President, 
Ukraine-Israel Business Council

Mr. Stefan Oprya, 
Embassy of Romania
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that division of society is being undertaken 
intentionally to distract the public from focusing 
on the problem at hand.  In any case, this does not 
add to the credibility that the government actually 
wishes to introduce serious reforms.

ACT II

We now can move on to act two on our stage 
with our actors.  Most people know that there is a 
political pendulum in democracies, where the power 
regularly switches between parties.  I would note 
that this pendulum moves to the left and to the right 
than to the conservatives and to the liberals.  The 
idea is that one party (the left) divides the earnings 
amongst the poor thereby putting the breaks on the 
full speed of the economy and then comes a time 
when the right stops the process and redistributes 
the money to the benefi t of the rich people, thereby 
increasing the momentum of the economy.  In 

seasoned democracies, this pendulum swings effi ciently and predictably, and this pendulum is 
well taught so that everyone is such economies knows how it works, thereby limiting its range of 
movement.

Alexander Paskhaver
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In unripe, emerging democracies, where the people 
only recently obtained the power to vote, this pendulum 
swings in a much wider range of momentum (i.e., the 
spectrum swings higher on both sides) and, therefore, 
can be much more destructive.  We have many examples 
of how this pendulum swings; for example, in Spain 
it was republican Generalissimo Franco, in Chile, etc.  
When I describe this, I believe that this is exactly the 
same play that is being played out on the Ukrainian 
stage.  The actors and their competence and talent are 
different, but the play is exactly the same.  This is a 
very crude way of putting it, but you can understand 
the general concept.

If you take our main actors on the Ukrainian 
stage, three of our Presidents or, to be more 
precise, their three administrations have 
been very active in economics.  We have to 
give Mr. Kuchma his due.  He was a Soviet 
director, but a manager of very high caliber.  
He understood the importance of carrying out 
right politics.  I personally know Mr. Kuchma 
and I want to assure you that he played a 
very dramatic role.  Having had a left-leaning 
viewpoint all of his life, he still understood 
the importance of right politics and, therefore, 
he adjusted his behavior.  I often observed his 
nervous breakdowns when he had to undertake 
right-leaning actions because it was against 
his nature to do so.  However, we can say that 
he effi ciently conducted such harsh, “right” 
reforms as fi ghting infl ation to strengthen 
the hryvnia, privatization, deregulation of 
management, etc. Igor Bondarchuk, 

Ukrainian Cabinet of Ministers



9

© Frishberg & Partners, 2011

Under Mr. Kuchma’s power and initiatives, the conditions were 
created for the rapid rise of a small business in this country.  The 
six million people, who in 2009 were offi cially in small-scale 
business, were the consequence of Mr. Kuchma’s directive law 
of 1998 on the simplifi ed system of taxation.  I can’t tell you that 
he created a ripe society (he was not Moses; he didn’t change the 
people), but he did do what he possibly could in those diffi cult 
years.  Interestingly, he was absolutely a Soviet, Russian-speaking 
engineer with a high degree, but what he did in the sphere of 
humanitarian policy was afterwards used by his enemies and 
characterized as “crawling Ukrainianization”.  This was actually 
a very high compliment for Mr. Kuchma.  It was his humanitarian 
policy that didn’t cause any confl ict because it was an objective 
process of organizing a policy without creating any confl icts.  This was not accidental – it was an 
absolutely circumspect policy.

All of the functions of the 
government, which were related 
to the economy, were occupied 
by people from Eastern Ukraine 
because they were used to handling 
large projects and they could 
manage the economy.  All of the 
positions related to humanitarian 
policy were occupied by people 
from Western Ukraine, who much 
more clearly identified with 
what it meant to be Ukrainian.  I 
would say that this term “crawling 
Ukrainianization” could be 
expanded to say that he invented 
(and I can’t say that this is very 
aesthetic) the term “crawling 
modernization”. Somehow this 
term is always taken by people as 
a negative characterization of what 
Mr. Kuchma did.

Ambassador of South Korea, 
Mr. Park Ro-Byug
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Now, let’s digress a bit.  Imagine Polish-style shock therapy – quick reforms.  In Ukraine, we have a 
crawling, “ugly” and contradictory organization of the same thing.  But one must remember that Polish 
society was forcibly led to its unnatural condition at the end of the 1940s.  In the 1980s, it received 
the opportunity to return to its original condition.  Shock therapy was the possibility to return to the 

social conditions which can still be remembered by the Poles 
from forty years earlier.  This is when shock therapy works.  In 
other words, there is a spring with pressure pushing down on it 
and when you let the pressure go, the society is restored to the 
status it once had before.

Unlike our neighbor, Poland, Ukrainian society never had that 
previous social condition to which it could return.  It is penetrated 
by completely different traditions and mentality, and it has 
nothing to return to.  Therefore, Ukraine needs to go through a 
very diffi cult and completely different path than Poland in order 
to give birth to new traditions and a new mentality.  When you 
accelerate this process, you get a perverted form of what you 
wanted, and the result will be unexpected.



11

© Frishberg & Partners, 2011

In other words, if I had been in 
Poland, I would have been on the 
side of radical reforms, but here I 
would be considered a conservative.  
This is because there is nothing for 
our “spring” to spring back to.  And it 
takes a lot of time to give birth to new 
traditions.  This digression is related 
to whether or not Mr. Kuchma acted 
in the proper manner by not pushing 
through extreme reforms like those in 
Poland.

Those very laws, which President 
Kuchma initiated and which allowed 
six million people to become self-
employed and independent from 
the government (and from large 
capital), ironically were the reason, 
along with those six million people, 
that Mr. Kuchma exited from power.  
His system of management did 
not foresee the complex structure 
which he faced.  He was working 
in a regime of arbitration between 
large players and when that system 
became so complex, his method of 
management was no longer effi cient.  
And so the Orange Revolution came 

to fruition and a completely different breed of people came into power.  These people had no ideology 
or competence, and they did not have the required energy to create and implement the ideas of 
freedom. As I mentioned before, we gained freedom without respect for the law and without respect 
for individuality.  The problem is that the freedom we received turned out to be intolerable.

Later, in humanitarian policies there was a refusal to conduct the so-called “crawling Ukrainianization” 
and the Orange camp took a more decisive approach of moving reforms forward at an accelerated rate.  
Again, these abrupt movements led to the division of society.  Furthermore, the Orange team was not 
capable of handling large-scale projects.  The reforms that are now being talked about at every step 

Eduard Terpitskiy, 
Nordic Business Network Ukraine
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(and that should have actually taken place much earlier), were 
not discussed at all during the Orange regime.

Finally, I would like to say that if Mr. Kuchma was completely 
on the right side of politics, then the economic policy of Prime 
Minister Julia Tymoshenko who by the way, during the time of 
Prime Minister Yanukovich was openly on the left, was also a 
leftist policy.  In other words, the pendulum that we spoke about 
began to swing.  The result was the disappointment of society 
in the authority.  Moreover, freedom without competence led 
to the degradation of the government.

Interestingly, as noted by all of the political analysts, the price 
of the corrupt side of life during the Orange administration 
greatly increased because vertical chain of corruption was 

Alexander Paskhaver and Alex Frishberg

Mr. Jason Roberts, Embassy 
of the United States of America
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destroyed and, as a result, corruption ran through all 
facets of society.  Against this background of the results 
of the so-called liberals’ actions, we now have a new 
government.  This is interpreted in my context as once 
again the pendulum has now swung abruptly to the right 
and the authorities are behaving themselves as if they 
will actually undertake those right-handed reforms that 
should have been done long ago.

Now, a question may be asked: do the new authorities 
have the ability to actually implement anything?  I 
would qualify this capability in two different ways 
- from the viewpoint of their interests and from the 
viewpoint of their mentality.  If you followed the 
activities of the new authorities before they came into 
power, then you would see in them representatives of 
Soviet management style in the industrial region that 
they are from.  These are the kind of people that are 
now in power.

What are their qualities, as representatives of the Soviet 
management mentality in the industrial sector, having 
had no experience in managing a country of this size 
before?  This was discussed a long time ago, and the 
most common mentality belongs to those who believe 
that “whoever is in power owns the property”.  This is 
considered to be fair and honest attitude in this regime 
– not exactly in a legal sense, but in the sense of reality.  
Another mentality is that administrative infl uence is 
much better than effective economic stimulus.  In other 
words, acting much faster using informal pressure is 
much more effective than the law.  Further, monopoly 
is much more effective than competition.  All of these 
new people in power are the product of the Soviet 
economy and those that lived during the Soviet times 
can confi rm this mentality.  The simplest example 
is that the Communist Party was always the absolute 

Oleg Bondarchuk, Esq.
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owner of the property, but it never had any legal basis 
for infl uencing the economy, because the law never 
allowed property owners to infl uence the economy at 
that time.

The next important feature of the new people in power 
is, as I’ve already said, that they’ve never administered 
a government in a strategic sense. They have vast 
experience in resolving problems associated with large 
tasks or projects, but they consider any large project as 
if it was their own commercial project.  All of them have 
an excellent background in managing legal projects and 
illegal projects – these people know exactly what they are 
doing, and they approach each project based on their vast 
experience.  Social obligations or functions were never of 
any interest to them and, therefore, they are not capable of 
handling this component of a country or government.

Mr. Rogier van Tooren, Embassy  of the Netherlands
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We mentioned the new tax code – to the new 
authorities small business is an irritant.  Small 
business is an entirely unmanageable group 
of ruffi ans who are too independent.  From 
a management viewpoint, it would be much 
better for small business owners to work in their 
factories.  The new authorities don’t realize the 
social role of small business, which is the social 
layer that actually forms the foundation for the 
entire country.  This outlook already leads to failure 
because the new authorities don’t understand the 
social consequences of their actions.  One thing 
you can say, however, is that they do learn quickly 
and learn well.

Maybe the aforementioned two negative qualities 
still give them latitude to survive, but there is a 
third negative fl aw in their personalities that is 
far more detrimental.  Those in power now are 
not merely representatives of large capital; they 
are themselves large capital.  This is unusual for 
Ukraine because in Ukraine, as a rule, all people 
in position of government were representatives of 
large government, but owners of large companies 
were not in the government itself.  This is a fi rst, 
and it is very apparent that there are many confl icts 
of interests these days – confl icts between their 
interests and modernization of the government.

We have a whole series of examples that show 
that it is very diffi cult for them to overcome these 
confl icts of interest - for example, the restructuring 
of the oil and gas industry or the need for land 
reform.  How can we interpret the situation when 
a foreigner is unable to purchase land?  If there 
was no other story, then I would say this is due 
to patriotism and that Ukraine wants to preserve 
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its land, etc.  But in Ukraine, a 
saying was born that refl ects 20 
years of experience in dealing with 
foreign investors: “We need the 
foreign investment, but we don’t 
need the foreign investors”.  This 
is a refl ection of the fact that we 
would like to receive a resource not 
just as a preliminary contribution 
from a partner, but to get it into our 
hands for our own use.  Afterwards, 
having earned as much as we can 
on such resource, then we can sell 
it to the foreigners.

Today’s government says that it will implement 
automatic reimbursement of value added tax (VAT).  
This won’t happen.  Maybe it will happen sometime 
in the future, but if it does happen it will be a miracle.  
This is because it is well known that VAT is the income 
of the Prime Minister’s team.  If they implement 
an automatic system of VAT refunds, then this will 
confl ict with their personal interests.

Ukraine promised to the IMF that it would liquidate 
problematic banks – Nadra Bank, UkrGazBank and 
Rodovid Bank.  What are the “pesky” journalists 
saying?  They are saying that this will never happen 
because UkrGazBank is Prime Minister Azarov’s 
bank, Nadra Bank is Firtash’s bank (UkrRosEnergo), 
and Rodovid Bank is Yura Inakiyevskiy’s bank.  If 
these banks are liquidated, then you could say that 
these three fi gures overcame their confl icts of interest.  
If they add money to the budget, then would this mean 
that they didn’t overcome their confl icts of interest?  
It is very diffi cult to undertake reforms under such 
conditions.

Anders Ostlund,  CEO of Stella100

Ms. Valeria Lebedieva, 
Swedish-Ukrainian Business Club
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I mentioned some precedents, Spain, Chile, etc., where there were somewhat successful transitional 
periods (they were by no means ideal, but they were effective), but when we look at the names of 
these countries, we will see a certain legitimacy that can emerge from this.  In countries where the 
authorities could separate themselves from ownership, there were pretty good results.  In the country 
where this did not occur, the reforms ended in catastrophe – for example, in Argentina.  Therefore, 
this confl ict of interest prevents us from giving positive reviews to this government.

I am trying to create a new initiative.  I want to appeal to the new authority and explain that I 
understand their interests, and, therefore, I would like to propose a compromise.  We will not see any 
new foreign investors of any signifi cance unless we eliminate the rampant and total corruption in our 
country.  On the other hand, I understand that you won’t lift a fi nger against your own interests.  The 
compromise I suggest is to leave corruption at the very top level as is, but to eliminate corruption on 
the middle and lower levels of government.  With all of the energy in your new authority, let’s work 
together to eliminate corruption on the lower levels.

Ambassador of Switzerland and Ambassador of Sweden
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And I don’t doubt for a second that the new authority 
would be able to undertake this compromise.  For 
90-95% of foreign investors this move would be 
suffi cient to enter the Ukrainian market.  We would 
receive a very favorable investment climate.  We 
wouldn’t eliminate corruption from the top echelon 
of business sectors, such as minerals and natural 
resources; we would leave those sectors to the top 
level as it always has been.  Let’s see if they accept 
this compromise!  A lot of cynical people say that 
the elimination of corruption in Georgia occurred 
by this very method.

ACT III

Now we will now move on to various scenarios 
and predictions.  Can this new authority provide 

the entire spectrum of overall reforms that they themselves have articulated?  I think that they will not 
be able to do this due to both their interests and their mentality.

One last digression - who has been our political elite for 
the last 20 years?  It has so turned out that in Ukraine 
industrialization occurred later than in Russia. The 
percentage of the farming population became less than 
50% of the population only at the end of the 1960s.  Mass 
migration into the big cities continued well into the mid-
1980s.  And the population of large cities still, to this very 
day, consists of people who were born in villages and 
hamlets around the country.  Sociologists say that once 
a person has abandoned his traditional culture and enters 
the urban culture, this is a colossal culture shock where a 
person loses his traditional identity, but is unable yet to 
gain an urban identity.

In essence, our population in big cities is not fully, in the 
context of international meaning, fi lled with city people.  
You need two or three generations before these people 
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will accept the culture of a big city.  This is precisely the 
population in Ukraine that has been our political elite for 
the last 20 years.  If you are curious, you should research 
lists of all previous ministers of the Ukrainian government 
to see where they come from, and you will be shocked.  
I can’t tell you the exact fi gure, but about 90% of them 
were born in villages, moved to big cities, experienced 
the shock of big cities, and then they became the elite.  
These people are not the best material for managing a 
country during the abrupt period of modernization.

With respect to different scenarios, I don’t exclude 
that from within this current authority, during a time 
when all of the social and economic problems are 
taking place, a person like Kuchma will rise and move 
forward someone who will understand their role and 
once again instill “crawling Ukrainianization”.  This 
is an optimistic scenario.

In the alternative, if the interests that I spoke about 
continue to be active, Ukraine doesn’t have an Scott Brown, Partner, 

Frishberg & Partners
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abundance of resource remaining and, therefore, you will see economic and political catastrophe.  
Still another scenario is that another administration will come into power.  I don’t believe this will 
happen because there is no one who can replace the current power holders.  If you believe in the 
pendulum theory I described earlier, then the same right forces should replace them that are ready to 
refrain from making money from their own governmental positions.  But I just can’t see where such 
a team of people can be found to replace the current authorities.

The most likely scenario is the fi rst one I mentioned, 
where some people will fi nd the scruples to undertake 
the reforms that Mr. Kuchma once did at a rapid pace.

If we were to conclude the predictions, I would add 
that there is nothing unusual about our history that we 
haven’t seen in other countries.  In order to survive 
the problems, people have to experience and conquer 
them.  Right now we are going through our history 
at a slow pace, and it may not be the best history for 
the aforementioned reasons, but personally speaking, 
I see progress.  From the viewpoint of forming an 
active society, we need to increase freedom and the 
value of freedom even more than ever before.  With 
reference to the elites, there is no notable progress, 
but, as I’ve said, we need a few generations.  Until 
this farming society in cities actually become real city 
dwellers, nothing will take place.  Therefore, we must 
show patience.  Thank you.
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Alex Frishberg:

Thank you, Mr. Paskhaver, for putting into perspective 
Ukraine’s 20-year social and economic development in 
comparison with other countries.  It was a fascinating 
presentation, a true eye-opener, to say the least.  And now 
that we’ve heard what Mr. Paskhaver has to say, we can 
open up the fl oor for comments and questions.

Question – Jason O. Roberts, Defense Liaison Offi cer 
of the US Embassy:

On the defense side of the government, the government has 
recently formed a blanket organization, UkrOboronProm, 
to manage the very lucrative business of exports of military 
equipment.  How does this fi t into this overall scheme that 
you described and the plans that the government has?

Answer:

This is very good question because you just gave me 
another perfect example, fi tting into the concept I was 
talking about.  We have to create a monopoly, and they 
have created a monopoly.  It is easier to manage things 
this way.  Who needs competition?  I don’t want to say 
that this is not fair.  A lot of people, especially journalists, 
accuse the government that it has a criminal style of 
doing business.  I don’t believe this because each person, 
who studies Soviet economics, cannot fail to notice that 
the criminal-like and Soviet effectuation of large projects 
have a lot in common.  You don’t have to be a bandit 
to undertake such actions.  It is enough to be a “Soviet 
manager” – if you hold the power, you are the owner; 
informal pressure is better than any law; etc.  These are 
all of the same qualities of any Soviet manager.

Alex Frishberg

Mr. Jason Roberts, Embassy 
of the United States of America
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Question – Ambassador of Sweden, Mr. Stefan 
Gullgren:

I have two questions that are part of the same analysis 
of, as you put it, what you see is a tendency or policy 
of the government to create divisions, especially in the 
humanitarian sector.  At the same time, what seems to 
be apparent is a fatigue among the general public when 
it comes to protesting.  There are also other tendencies, 
which are deemed beyond popular.  It seems that the tax 
code became a sort of mobilizing factor, which mobilized 
a particular part of society that was not part of the 
interest groups which underpins this government and this 
President.

The question is the following: do you see any other issues 
that could play the same mobilizing role as the tax code 
and the protest against the tax code?  In the foreseeable Ambassador of Sweden, 

Mr. Stefan Gullgren
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future, perhaps in the context of a reform program, will there be unpopular reforms of the pension 
system, the labor code and so on?

In regard to the second question, you mentioned that the elites are people, who perhaps have a 
different outlook in many ways.  Who would be the people around which this mobilization could 
take place?  It seems that the diminishing support of the government is not met by an increase of 
support of the opposition that we have today.  Who would be the new political leaders?  Where 
should we look for them?

Answer:

With reference to the fi rst question, the style of the authorities today is obviously not very democratic; 
therefore, it is now diffi cult for them.  What do we mean by unpopular reforms?  Was shock therapy in 
Poland unpopular or not?  I can say that it was popular.  Of course, the Polish people weren’t happy, 
but they were ready to tolerate such reforms.  In Latvia, their unpopular reforms led to life without 
heat in the wintertime.  The word “unpopular” to me means the incompetent implementation of 
reforms.  So, the question is: can the current regime be taught?  Can it learn?
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Personal confl ict of interest is impossible to overcome, but to learn is much easier.  Are people 
prepared to unify?  Of course, they are when there is the incompetent conducting of reforms.  Is it 
positive unifi cation?  No, it is not positive, but if you are talking about the values of the country, then 

general economic problems do not unify people.

Humanitarian problems run much deeper and are much more 
ridden with confl ict.  It is not proper to say that the only war that 
doesn’t end is a religious war.  Whenever you have social division, 
there is also a never-ending confl ict.  I am not a specialist in these 
issues, but the existing differences amongst the Ukrainian people 
are a very serious issue.  I think that Yuschenko and Yanukovich 
are playing with fi re when they divide the country.

I would just like to remind you that we also have a Tartar problem. 
Now, in this context, I’d like to discuss the difference between 
Kuchma and Yanukovich.  

Elena Rybak, European-Ukrainian Energy Agency and Mr. Rogier van Tooren, 
Embassy of the Netherlands
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Kuchma fully and whole-heartedly understood the 
danger of this situation.  He offered to the Tartars to 
choose their own representatives, which would make 
up the President’s council on the Tartar problem.  For 
the duration of 10 years of the Kuchma authorities the 
Tartars were always on the side of Kiev.  There were no 
confl icts in this context ever.

As an example of Yanukovich’s lack of understanding 
of social problems, Yanukovich himself chose the 
members of the council, surrounding himself with his 
own people.  The Tartars have answered him back – 
they are not going to negotiate with the city of Kiev 
anymore.

In regard to the second question regarding who in power 
could become a leader, this is the fi rst generation of 
authorities where I am not personally familiar with the 
President and his staff.  What is interesting, however, 
is that the people currently in power attract attention 
because they have tremendous energy and they want 
to work.  The question is how much are they willing 
to learn?  They have colossal problems with adequacy 
– they are not ready to take on the role that they have 
been prepared for.  However, we can see how actively 
they are changing and this is an important factor.  Who 
could specifi cally become the focal point?  I don’t 
know.  Maybe the generation will change?  We have 
already seen a few heart attacks.  These positions are 
not given out easily.  I really don’t know.

Question:

How does the new tax code infl uence the economy of 
the entire country?  I’m really interested in how it will 
turn out in practice.

Anders Ostlund
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Answer:

Ukrainians, since they never really had their own government in the past (they always lived under 
governments occupied by foreign countries), have, in my opinion, an almost supernatural ability 
to survive individually under any circumstances.  I believe that in terms of the tax code it will be 
exactly the same.  On the one hand, the new authorities will undoubtedly correct the code in its 
implementation.  On the other hand, Ukrainians will create a shadow economy around this code, 
which will allow them to exist under the new conditions.  Honestly, the new authorities correctly 
verbalize the problems, but…  And that is a good start.

The fi rst time I was shocked by Mr. Yanukovich was when somewhere in the West someone stated 
that he has a problem with the freedom of the speech.  I thought that he would respond that Ukraine 
is doing everything properly, but personally he said “I don’t see Ukraine without freedom of speech”.  
This is a very unusual formulation of words.  This expression says a lot.  If you ask Putin, a person 
who is 1,000 times more educated, you will never hear the answer “I don’t see Russia without freedom 
of speech”.  This is a factor where we always get completely unpredictable results.

Question – Elena Rybak, European-Ukrainian 
Energy Agency

A lot of representatives of the international community 
are saying that corruption exists everywhere because 
it is a way to hide. Regarding Mr. Paskhaver’s 
recommendation to the Ukrainian government to 
keep corruption at the highest level, perhaps we are 
risking ending up in the situation when the Ukrainian 
government will not ask for a bribe of 5-10%, but 
they will immediately ask for 50%?  This would 
not be tolerable for a business to handle in their 
business development processes.  Can we survive 
if Mr. Paskhaver’s recommendation leads to such a 
situation?

Elena Rybak, European-Ukrainian 
Energy Agency
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Answer:

In Russia there was a genre of behavior, which was called “yurodivy” (Fools for Christ), but they 
always told the truth.  They pretended to be fools, so no one took them seriously, but they had the right 
to say whatever they wanted.  My suggestion is from this genre.  You can’t really take too seriously 
what I said, but you can take it a bit seriously.  In other words, it may seem improper to seriously 
discuss this issue, but the crux of the idea is that there are very few large projects.  For instance, if 
you give the Black Sea shelf to Vanco, you of course can lose a lot of money, but tens of billions of 
dollars will come to Ukraine on a smaller level.  I am not saying that this is good, but at least these 
people at the upper level will not become poor if they take my suggestion.  How can we seriously 
discuss this?  If only someone was here that could deliver this message to Yanukovich, then we could 
seriously discuss this.

Even if the upper level asked for bribes, they would only take bribes from tens of projects, but 
hundreds of other projects would at least work honestly.  This is a fair exchange.  I can honestly tell 
you that this principle exists in all countries.  Corruption exists on the highest echelon in every single 
country.
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Question - Ambassador of Switzerland, 
Georg Zubler

Just following up a bit on the corruption issue. 
When you say that corruption is considered 
to be normal and justifi ed within the high 
elites, why do you think the actual authorities 
are exactly attacking this subject in relation to 
the former government?  Is there not a danger 
for the new authorities if, as you say, it will 
continue in this manner for some time?  Do 
they not have to be a little afraid that when 
there is a change of government again they 
will too be attacked on this subject?

Answer:

There are two explanations 
and both work in parallel with 
each other.  The pursuit of prior 
ministers is the new authorities’ 
weak point and it is their mistake.  
This is connected with revenge.  
They were degraded by the prior 
administration and now they are 
taking their revenge out on those 
same people who degraded them.  
For example, Ms. Tymoshenko, 
in a very scandalous manner, 
took away Firtash’s money.  He 
is now taking out his revenge on 
Ms. Tymoshenko.

This is a grave mistake because government offi cials should not be able to use revenge in their offi cial 
capacities.  When it comes to hundreds of bureaucrats of the middle level being arrested, this becomes 
a very serious issue.  This could have been explained as the fi ght against corruption if I had seen that 

Ambassador of Switzerland, Georg Zubler
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the level of competence was increasing.  However, this is not happening.  Therefore, I interpret this as 
follows – they are arresting those who were deeply engrained in corruption and do not fi t into the newly 

established corruption system.  In 
other words, they are renegades or 
rogues.  The administration is now 
creating the corrupt vertical that 
existed during President Kuchma’s 
time and was completely destroyed 
by President Yuschenko’s Orange 
Revolution.  This led to an abrupt 
breakdown in order and an increase 
in the size of bribery amounts.  This 
is why our corrupt society will 
accept the establishment of vertical 
corruption as a positive.

Comment:

There is a saying: “If you can’t beat corruption, join it”.

Answer:

But, I am proposing an alternative.  Get rid of lower 
and middle level corruption.  Limit yourself only to 
large-scale corruption.

Question - Mr. Rogier van Tooren, Embassy  of 
the Netherlands:

But in an undeveloped civil society with weak 
government rule, does corruption play the role of an 
organizing structure?

Answer:

That is an excellent question, but you also have 
to provoke some kind of movement.  You can’t do 

Mr. Rogier van Tooren, Embassy  
of the Netherlands

Eduard Terpitskiy, Nordic Business Network Ukraine
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everything ahead of time. I was talking to Stiglets, who 
went from ultra-liberal to ultra-conservative, and he 
suggested to fi rst create an institution and, thereafter, 
implement capitalism. I was shocked.  Where do you 
see institutions created fi rst with no relationships 
formed and only thereafter implementing the 
relationships?  Institutionalization is a product of 
resolving confl icts.  Therefore, you fi rst must begin 
fi ghting corruption and then society will form itself 
thereafter.  

For example, can you conduct healthcare reforms if 
all of the government bureaucrats are not using such 
healthcare system?  The government bureaucrats are 
free from the ordinary healthcare system today.  If 
the bureaucrats would refuse to use elite medical 
facilities, then you would see very fast healthcare 
reforms and medicine for everyone.  This is something 
that Poland did at the very start of their reforms.  In 
Ukraine, the elite healthcare system is fi nanced on 
the same level as the healthcare system for the rest 
of the 48 million people in the country.  For that, I 
believe the population should tear these elites to bit 
and pieces.

Question: Anders Ostlund, Stella100, Frydays

You mentioned previously that the new authorities are 
the capital in Ukraine and you also said that quite a 
few of them had village backgrounds or were from 
very small working-class towns.  If they are the 
capital owners, then they have everything to gain from 
modernization. They would get even more from a 
modernized society than they could possibly get from 
short-term corruption.  Why don’t they modernize?
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Answer:

First of all, it requires a risk.  Secondly, they were 
brought up in this system.  You need to have a social 
talent to expand from the limitations of your own 
social layer.  For example, Mr. Akhmetov, with a 
certain dubious past, often presents very clear and 
intelligent speeches.  Maybe he does think the way 
that you do.  Moreover, there are certain rumors 
circulating that in Mr. Akhmetov’s group there are 
two different branches.  One branch says “let’s fi rst 
fatten the sheep so that later we can get the meat”, 
while the other branch says “are you kidding?  We 
are going to lose our power someday, so let’s take 
everything as quickly as possible!”  Mr. Akhmetov 
is in the fi rst category; therefore, your thoughts are 
actually in his brain.

Question:

One of the discussions about Ukraine is that you can 
look at Ukraine from a foreign point of view, from 
a foreign government view, from a foreign business 
point of view, from a local point of view, from a local 
business and government point of view, etc.  Looking 
at it from an investor or trader perspective, what is 
important for a lot of those people is predictability. 
The question I often get is: has Ukraine become more 
predictable for the business community?  Predictability 
is not stability, and defi nitely not political stability.  
What is your assessment or expectations?

Answer:

When they say that Yanukovich instilled order in 
this country, then this is quite correct in relation to 
bureaucracy.  The bureaucracy has been disciplined, 
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but this does not relate to society.  Yanukovich must 
understand that himself.  For this, you need to be 
socially educated.  Herein lies the problem.  I would 
say that stability and predictability in terms of the 
social layers of the population, at a minimum, did not 
improve.  In fact, new risks were created.
Question:

As we are getting closer to the Euro 2012 Championship, 
do you think that we will see a decrease in the system 
of nepotism (i.e., giving the work to your own) and the 
authorities will start letting more foreign investment 
in on an urgent basis with the aim of succeeding in 
implementing all of the infrastructural, construction and 
other needs required for making Euro 2012 a success 
(or at least not a totally embarrassing disaster)?
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Answer:

As I mentioned earlier, their interests dominate everything and all. The common problems that the 
country faces will not overcome their personal interests. 

Question:

You were saying that there is a pendulum that swings when new people enter into power.  As it is, 
there is not much time left before the new elections.  Now the authorities are collecting money from 
the Pension Fund and other sources because they need money for re-election.  Therefore, this need 
to collect money will result in unpopular decisions such as pension reforms, additional taxes in the 
social insurance sphere, etc.  There are no protests now, but I think that they will begin in April about 
the new tax code when many of its new painful provisions come into effect.  On the other hand, our 
society has a tendency to forget insults and become more and more tolerant toward the government.  
I doubt we will see the type of protests that happened in Greece.  Unfortunately, I believe that the 
new authorities will simply kill the political opposition (i.e., physically kill them).  Will the pendulum 
swing to the opposite side, if there will be no one else to elect?
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Answer:

If I was talking right now to Ms. Tymoshenko, I 
would say that the pendulum is not on your side.  
And, it will not be on your side for a very long 
time.  If people will not be satisfi ed with the new 
authorities, the people behind them will occupy 
their positions.  Therefore, I suggest preparing 
yourselves for the next pendulum swing in about 
7 or 8 years from now.  Whether the possibility 
exists within the framework of the existing 
administration to bring into society a different 
type of person could actually happen under the 
infl uence of dissatisfaction.  There are very many 
bright and active people in the government now.  
People change under certain circumstances – 
Kuchma is one good example.

Alex Frishberg:  

Well, ladies and gentlemen, it looks like the 
time has come to end the formal part of our 
presentation.  Unless you have any other questions, I would like to invite you to a reception, where 
you can pose your questions to Mr. Paskhaver without being recorded or photographed.  Thank you 
for coming to our events, and we look forward to seeing you again soon!  

The views contained herein do not necessarily
 represent the opinions of Frishberg & Partners.
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