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Europe at Heart of Government’s Plans

Ukraine’s Cabinet of Ministers has formally approved an ambitious package of reforms under the
title, “Ukrainian Breakthrough: for People, not for Politicians.” The action plan approves a raft of
measures ranging from repaying Soviet-era bank debts to curbing ministerial perks. But unlike
previous government action
plans it puts European
infegration centre stage in the

government’s thinking.

“This is the first government
programme to reflect the
philosophy of European integra-
tfion, as a priority for both foreign
and domestic  policy,” said
Hryhoriy Nemyria, Vice Prime
Minister responsible for European
integration, “it sharpens our
European focus and extends it

to nearly every ministry.”

According to the government

press service Jean-Pierre Jouyet,

»

A Europe on their mind: Hryhoriy Nemyria, Vice Prime Minister with France’s Secretary of State in
responsibility for European infegration with Prime Minister Yulia  charge of European Affairs,
Tymoshenko. Infegration with European insfitutions is high on the
government’s agenda, as is sfrengthening ties with Russia.

congratulated Mr Nemyria on his
appointment and pledged his
nation’s support for strengthening relations between the EU and Ukraine, saying that he wished

"'2008 could consolidate and deepen partnership in many branches of strategic interest.”

WTO Stepping Stone

Experts say that a major stepping stone on the journey to Ukraine's long-term goal of EU

membership is its accession fo the 151-menber nation World Trade Organisation (WTO).

WTO membership will benefit the economy by opening up fresh export opportunities for

Ukrainian agricultural produce and industrial goods.

A Ukrainion delegation headed by Deputy Economy Minister, Valeriy Piatnytskyi, will visit
Brussels on January 14 to hold talks on WTO accession. Top of the agenda is the issue of export

duties, with Brussels seeking a binding legal commitment for substantial reductions.
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EU officials are particularly anxious to finalise clauses on export duties on non-ferrous metals.
Such duties have been equated to subsidies for inefficient metallurgy companies struggling to
compete with Soviet-era plant. The removal of these and any taxes to protect domestic

companies are a prerequisite for EU approval.

EU consent remains the final obstacle and if talks go as planned the WTO General Council will

vote on Ukraine's accession in the first week of February.

Repayments Restore Faith in Government

It's easy to make electoral pledges. The difficulty is delivering on them. The new government has

wasted no time in meeting its obligations to the electorate. Its most visible example is honouring

the pledge to compensate depositors who lost money on Soviet-era savings that devalued as
the USSR collapsed.

The Cabinet of Ministers passed a resolution on 9 January 2008

which led to the first tranche of funds, worth $200 million, becoming

available for payment from the Oshadbank OJSC (Savings Bank of

" Ukraine).
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The total value of the debts is believed to be about UAH 120 billion
($24 billion). The 2008 budget has earmarked UAH 20 billion (nearly
B $4 Dbillion), comprising 60 percent of the payments the government
wants to pay this year. Fear that this could spark rapid inflation has been soothed by strict

measures put in place to limit the impact of the repayments on the economy.

Cash payments are being limited to
UAH 1,000 (nearly $200), although
compensation may be remitted in a
non-cash form to pay for communal
services, children's education and for
purchasing durables. Monies retained

in the bank will attract a healthy

interest rate of 13.5 percent.

Savers are being encouraged to take their ime and not to panic as there is no time limit set for

registration of deposits and repayment of savings.

The repayment policy illustrates the government's intention to bring fairmess back to
government and deliver meaningful social reforms — targeting the needy, especially pensioners

and the low paid - but not at the expense of damaging the economy.
Some experts welcomed the decision saying that it restored the people’s frust in government.

Oleksandr Klymchuk, an analyst with Concorde Capital Investment bank, viewed the payments
as positive. "l think that 6 billion in compensation is not a burden for Ukraine's economy; it could

bear even more," he said.

Prime Minister Yulia Tymoshenko said, “"We have worked out what we can afford and put in
place sensible measures to minimise inflationary pressures. Those taking the cash option can be

confident that their money will not devalue on the way to the shops.”




To Russia With Love

There is a noticeable warming in the relations

between Ukraine and Russia. This was

evidenced by a recent telephone call
between Prime Minister Yulia Tymoshenko and

her Russian counterpart, Viktor Zubkov.

As they talked about trade and economic
cooperation, those
analysts  who
that «

Tymoshenko government

western

predicted

would be disastrous for
relations with its northern
neighbour were busy

ripping up their scripfs.

In a recent interview with the Financial Times
Ms Tymoshenko was emphatic: "l have not
returned as premier to strain relations with Russia
— this is not my intention. | will strive fo establish a

relationship of equal partnership."

Then on a live programme aired on Ukraine’s
1+1 TV channel Ms Tymoshenko underlined her
desire for stable fies. "I believe that we’'ll be
predictable for Russia and its President Viadimir
Putin,” she said before saying that she infended
to “make an inventory of problem issues which
haven't been solved for many years” and find

ways to solve them.

This does not mean that her new administra-
tion will roll over to the demands of the Kremlin.
Far from it — the national interest of Ukraine will
remain the paramount consideration. However,
there is a purposeful infent to cement a new,
cordial relationship with Russia based upon

mutual respect and benefit.

Russia’s First Deputy Foreign Minister, Andrei
Deniso, said that Ms

experience in communicating with Russia’s

Tymoshenko's  vast

representatives will ease her work as prime
minister. He reminded journalists that Russia’s
Ambassador to Ukraine, Viktor Chernomyrdin,
was the first ambassador to congratulate

her on being elected prime minister.

Naftohaz Upg raded_ _

Prompt action taken

by the Tymoshenko-

\s -

guarantee

administration to push
through provisions in
budget that
Naftohaz's foreign-held debt has not

the state

only averted a national crisis, but on
Thursday saw Fitch Ratings upgrade the
bond’s senior unsecured rating from BB-

fo B+.

On 30 December, 2007 the President
approved the state budget for 2008.
Contfained within it was a provision to
guarantee the ailing stafe gas
company’s $500 million Eurobond issue

which matures in 2009.

“Naftohaz still has a long way to go
before it can check out of the hospital,”
said one emerging market analyst, “but

at least it's out of intensive care.”

The company’s long-term foreign and
local currency Issuer Default Ratings
(IDR) of B+ remains on the Rating Watch

Negative list.

Oleg Dubina, the newly appointed
head of Naftohaz, has a tough job
ahead to restructure the company and
improve its finances without raising
consumer gas prices in the short-term.
Naftohaz is Ukraine's biggest taxpayer
and is currently responsible for 12.7
percent of the government's overall

budget revenue.
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One measure of this fresh start relationship will be the fate of the gas intermediary company
RosUkrEnergo in the supply of Central Asian gas to Ukraine. Ms Tymoshenko remains adamant
that there is no role for any infermediaries in brokering gas deals between the countries. Hints
from the Russian energy giant Gazprom suggest that it may find the removal of the

confroversial infermediary acceptable.

"The leading presidential candidate in Russia, Mr Medvedev, publicly said that the Russian side
is not set on any shadowy intermediaries. He said that they are ready to do away with these

intermediaries," said Ms Tymoshenko.

There are clear benefits for both countries to forge a new relationship based upon mutual

cooperation not only in the energy sector but in other areas as well.

“Thus far Moscow has appeared businesslike, and the aggressive rhetoric which characterised
the 2005-2006 energy/trade war with Russia has been largely absent. This is encouraging,”

commented Tim Ash of investment bank Bear Stearns.

Tymoshenko: Person of the Year 2007

The new government is delivering its electoral
pledges. The 2008 budget is littered with
provisions to honour its commitments. This burst of
activity has gone down well with the public, who,
in a recent poll published in Ukrayinska Pravada,

gave a thumibs up for the prime minister.

The prime minister's block received 26.3
percent compared to 25 percent for the Party of

Regions and 7.9 percent for the pro-presidential

Our Ukraine — People’s Self-Defence block. In : ]
A Both feet on the ground. Prime Minister Yulia

Tymoshenko is named Person of the Year 2007
Ms Tymoshenko “Person of the Year” in 2007. by Korrespondent magazine.

addition,  Korrespondent magazine voted

The charismatic leader won the Korrespondent accolade for “impacting events the most in
Ukraine.” Her zeal in convincing President Viktor Yushchenko to dismiss parliament and hold a

snap election was a pivotal factor, as was the execution of a strong election campaign based

upon the bloc's “Ukrainian Breakthrough” manifesto.

“Two months prior to the most recent
parliamentary elections, her party BYuT
and Our Ukraine were head-to-head
with 17-18 percent rafings. Tymoshenko
nearly doubled those figures on election

day,” said llko Kucheriv, director of the

Democratic Initiatives think tank based in

Kyiv.
Welcome to the Club

World leaders have been quick to congratulate Ms Tymoshenko on her victory and welcome

her to the intfernational fold in a way denied to the former-prime minister Viktor Yanukovych.
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According to the government’s press service, Condoleezza Rice, The US Secretary of State,

said fo Ms Tymoshenko, “I'm convinced you will be a perfect prime minister.”
“She is the acceptable face of Ukrainian politics,” is how one western analyst described her.

The Korrespondent magazine paid tribute to Ms Tymoshenko's “superhuman persistence in

achieving goals,” which is something she acknowledges with a sense of humour.

“It's always good fo receive a positive recognition,” said Ms Tymoshenko with a smile, “even if
past recipients include Messrs. Moroz and Kuchma. But what is really important is the recognition
to be gained from making a positive difference to people’s lives. That is the task cut out for our

government and | hope to be a contender for the prize in 2008.”

Questions or comments? E-mail us at nlysova@beauty.net.ua
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