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Curbing Inflation a Top Priority

Prime Minister Yulia Tymoshenko told a session of the recently formed Council of Investors that

her government was determined to curb inflation and create transparent conditions for business.

The premier indicated that forces were at work intent
on thwarting the reforms. “Every step, aimed at
creating transparent procedures, meets with fierce

resistance, but we will prevail,” said Ms Tymoshenko.

Ahead of a report this month that highlights the
progress made by her government in its first 100 days in
office, the premier said that controlling inflation was a

top priority for the government.

Underlining the fact that her administration had

inherited an inflation rate of 17 percent from the

previous government, she said that her administration

required 6 months for its anti-inflationary measures to take effect.

“It is impossible to reduce inflation in two weeks which was increasing during the previous
one and a half year,” said Ms Tymoshenko. “However we have the right team in place and are

deploying measures that we expect will bear fruit in about 6 months time.”

The premier pointed out last week that month-on-month inflation had actually slowed to
2.7 percent in February from 2.9 percent in January, and said “this is a positive trend that needs
to be built upon in the coming months so that by the middle of the year, we can put inflation in

its place.”

However, Minister for the Economy, Bohdan Danylyshyn warned that tough anti-inflation

measures might “lead to a fall in industrial activity.”

Economic Optimism

Figures released show that exports of goods and services were up 14 percent in January at
$3.657 billion while imports increased by 1.5 percent. Also, Fitch Ratings gave Ukraine the thumbs
up, raising the country’s long-term and local issuer ratings, saying, “Ukraine's credit fundamentals
are improving owing to solid growth supported by rising investment and FDI. WTO entry in 2008 is

positive news, while public debt remains low.”
Although Fitch Ratings expressed some caution over the issue of inflation and risks in the

banking sector, government officials remain confident that inflation levels can be kept within

single digits by the end of the year.




Long-Term Gas Contracts to Bring Stability

Prime Minister Yulia Tymoshenko has reaffirmed her government's intention to seek long-term gas
supply agreements with Russia’s state gas company, Gazprom. Speaking on behalf of Ukraine’s
state-run gas company, Naftohaz Ukrainy, the premier called for a multi-year supply contract

that would “forge a lasting stable energy relationship between the two countries.”

"We would like to have strategic relations with Gazprom,
with a contract that could last three, five, or if possible, 10
years, in which prices would be forecast and the balance of
supply be stable," said Ms Tymoshenko at a press confer-

ence.

Her announcement came after the two state gas

companies finalised an agreement that settled their long-standing dispute.

The details of the deal are as follows:

e Before the end of the year, Gazprom will supply to the border with Ukraine 49.8 billion cubic

metres of Central Asian gas at $179.5 per 1,000 cubic metres.

* Naftohaz will replace UkrGazEnergo in the delivery of gas from the border. The Ukrainian
government is currently winding up UkrGazEnergo - a 50:50 joint venture between Naftohaz
and RosUkrEnergo — which held contracts to supply gas to industrial users. RosUkrEnergo is

owned 50 percent by Gazprom.

e UkrGazEnergo and RosUkrEnergo will be paid for 5.2 billion cubic metres of Central Asian gas

supplied to Ukraine in January and February at $179.50 per 1,000 cubic metres.

* Naftohaz conceded that Ukraine took delivery of a quantity of more expensive Russian gas,
valued at $315 per 1,000 cubic metres. With the agreement of Gazprom, Naftohaz has

indicated that it is likely to return the gas rather than pay the debt.

e Gazprom’s share of the 30 bilion cubic metre market for gas sold to industrial users will be
unaffected. Instead of using the vehicle of UkrGazEnergo, a Gazprom subsidiary will be
allowed to sell at least 7.5 billion cubic metres of gas per year, which amounts to a quarter of
Ukraine’s profitable industrial market. The deal will strengthen Naftohaz’s finances — helping to
off-set losses incurred in selling discounted gas to the consumer market — and increases its

reacquired share of sales to industry from 50 to 75 percent.

The amicable settlement vindicates Ms Tymoshenko’s tough stance in repudiating the
12 February agreement made by President Viktor Yushchenko and President of the Russian
Federation, Vladimir Putin. Their proposal was to replace the two middlemen companies
(RosUkrEnergo and UkrGazEnergo) with two new intermediary companies owned jointly by
Gazprom and Naftohaz. However, the Tymoshenko-government held out successfully for direct,

transparent contracts between the two companies.

President Yushchenko conceded his support to the new agreement. “Generally I’'m okay with

the arrangements,” he said.

Pivotal to the success of the agreement was ensuring Gazprom had some degree of access to

Ukraine’s lucrative industrial market.
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“The key issue has always been how the two sides would divide the profitable segment of the
Ukraine market,” said Geoffrey Smith, deputy head of research at Renaissance Capital Ukraine.

“This deal significantly restricts the scope for the conflict to be renewed.”

Ms Tymoshenko was upbeat. “This is a victory for commonsense and | applaud Naftohaz and
Gazprom for reaching a compromise that serves the national interests of both our nations. It
bodes well for future talks, not only about gas but on other issues where there has been a

misunderstanding, conflict or opposition.”

EU officials issued a collective sigh of relief that an agreement was reached, as several weeks

ago there were fears that gas supplies to European states would be impacted.

Taras Kuzio, a research associate at the Institute
for European, Russian and Eurasian Studies at
George Washington University, heralded the
agreement as “a major victory” for Tymoshenko,

Ukraine and “European security”.

Going Forward - Era of Cheap Gas Over

Discussions between Naftohaz and Gazprom will
continue in order to reach an agreement for gas

supplies for 2009 and beyond.

"In relation to 2009 gas supplies, | am convinced that an agreement will be
acceptable to the Ukrainian economy and gas prices will be raised

gradually," said Ms Tymoshenko.

The premier also called for measures to increase energy efficiency and for

greater exploitation of the country’s own natural gas fields.

Earlier this month, Kazakhstan, Turkmenistan and Uzbekistan agreed with Gazprom that starting
next year they will charge European prices for Central Asian gas. At present, Gazprom is paying
up to $180 per thousand cubic metres for Central Asian gas. Experts believe that next year this
could increase to $200-$300 per thousand cubic metres. Gazprom is expected to pass on the
higher charges to its customers. On 14 March, Gazprom CEO Alexei Miller announced that gas
prices for European customers could peak at $400 per thousand cubic metres by the end of
2008.

A western energy analyst told Inform, “The need for Ukraine to enter into long-term agreements

is being driven by these considerations — the days of cheap energy are long gone.”

Time Runs Out for Kyiv Mayor

Time has run out for Leonid Chernovetsky the highly controversial Mayor of Kyiv. Last Tuesday, 246
out of 441 registered lawmakers in the Verkhovna Rada voted for snap mayoral and council
elections in a bid to replace the scandal-plagued mayor. The vote for the election attracted

cross-party support with only the Party of Regions abstaining.

The early mayoral elections are likely to take place on May 25 - this being the last Sunday after

the 70-day period since the parliamentary decree came into force.

Mr Chernovetsky has already been suspended for 15 days by President Viktor Yushchenko

pending a commission investigation into allegations of corruption and misuse of power.
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Despite widespread skepticism of the commission’s ability to
complete a fair investigation, a preliminary report tabled before
parliament slammed the manner in which land had been sold

under Mr Chernovetsky’s regime.

Prime Minister Yulia Tymoshenko raised smiles when she said
that if the commission concludes there is no corruption in Kyiv,
then “it will look like the time in the Soviet Union when they said

there was no sex in the USSR.”

The Cabinet of Ministers formally voted for the dismissal of the

embattled mayor. Sixteen members of the government voted for

his dismissal while five abstained.

s

A Leonid Chernovetsky, Mayor

iy Charges levied at the mayor cover corruption, encroachments
of Kyiv.

on the Constitution, non-fulfilment of Ukraine’s laws and acts

issued by the president and government.

The controversial mayor has been dogged by allegations of corruption, drug abuse and the
misuse of his powers, and in particular the unfair expropriation of property and illegal sale of

parcels of city land.

In January, Interior Minister Yuriy Lutsenko
struck Mr Chernovetsky in the face after a
meeting of the National Security and Defence
Council which discussed illegal land sales. Far
from repentant, Mr Lutsenko officially

petitioned to have Mr Chernovetsky undergo

psychological and drug testing to ensure he
was fit for his job and has suggested he will
re-open an investigation into his involvement in a serious road traffic accident. In 2003, before he
was mayor, a car driven by Mr Chernovetsky killed a pedestrian outside of Kyiv. No charges were

filed against him.

"In the rest of the world, officials who are even suspected of involvement in such exotic things
as prostitution rings resign on their own. But for some reason, in Ukraine, it's not even enough for a
budget to be short 15 million hryvnia because of corrupt schemes to dismiss a mayor and bring

him to responsibility, because there are mutual guarantees,” commented Ms Tymoshenko.

Aspiring politicians are now jockeying for position as candidates are put forward for what is
considered the fourth most important office in the country. No decision has been made yet on

whether the democratic coalition will put forward a candidate on a united ticket.

Gongadze Case Still Begs Many Questions

Eight-years after the headless corpse of journalist Georgiy Gongadze was found in a forest out-

side of Kyiv, three former police officers have been sentenced for their involvement in his murder.

Mykola Protasov was sentenced to 13 years in prison, while Oleksandr Popovych and Valeriy
Kostenko each received 12 year sentences. However the man who is believed to have
strangled Mr Gongadze, Oleksiy Pukach, is believed to have fled the country and has not been

found.
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More concerning still is that those who masterminded the murder remain free.

The murder of Mr Gongadze, the Ukrayinska Pravda journalist who had campaigned against
corruption, became a cause celebre of the Orange Revolution and synonymous with the morally
bankrupt regime of President Leonid Kuchma. The kiling was one of a dozen journalist slayings

during the Kuchma-era.

A trail leading back to the nation’s political elite “There is a lingering sense of

was suggested when Oleksandr Moroz released injustice about this case. We

tape recordings that implicated President Kuchma

and other leading Ukrainian officials in the crime. all know the blg fish escaped

the net.”
Mr Kuchma has always denied the allegations

and any cover-up. However a key witness, |hor

Honcharov died in police custody and Yuri Kravchenko, Mr Kuchma’s former Interior Minister,
apparently committed suicide by shooting himself in the head - twice! - a matter of hours
before he was due to face questioning. Again, Mr Kuchma denied that Mr Kravchenko was

involved in the crime.

Two other Interior Ministry officials implicated in the plot proved equally inaccessible. The Interior
Ministry General Eduard Fere - allegedly implicated in other political murders — went into an
ireversible coma shortly after Mr Gongadze’s body was discovered, while General Yuriy

Dahayev died under mysterious circumstances.

From the outset, cover-up and intrigue appeared to
hamper the investigation. Since the Orange Revolution,
public frustration at the lack of progress in bringing the
perpetrators of the crime to account has tarnished the

image of the justice system in Ukraine.

“There is a lingering sense of injustice about this case,”

a lawyer told Inform. “We all know the big fish escaped

the net.”

Prime Minister Yuliya Tymoshenko has been deeply

dl  ciitical of the manner in which the case has been
A Murdered Ukrayinska Pravda journalist

Georgiy Gongadze prosecuted. After the sentences were announced she

said: "As always, those who stood at the end of the chain
in the Gongadze case were found, while those who ordered this crime and its immediate
participants, including politicians and public persons, went absolutely unpunished. It is a shame
that our justice is working so selectively. | am certain that the moment will come when the real
culprits who gave the orders will answer for the murder of Gongadze and not these people

whom they set up to lead the case to a dead end."

Speaking during a radio interview Mr Gongadze’s widow, Miroslava (who received political
asylum, and has lived with her two children, in America since 2001) said, “But until the
masterminds and the organisers of Georgiy’s murder are brought to justice, the case is not over.”
She went on to say that the “verdict is an important step in the investigation, yet it is not the final

one.

Her view is shared by Ms Tymoshenko. “I am really sorry that our justice is so selective. But this is

not the end of the story,” she said.




Using Opinion as a Guide is a Good Strategy

Opinion polls are never meant to be treated as the final word but they should be regarded as a
guide to general trends. One thing that should never be done is for opinion polls to be

completely ignored as this would be pure folly.

What then do Ukrainian polls since the September 2007 elections tell us about trends in the
attitudes of Ukrainians to political forces and political leaders? The answer is that they tell us a lot

and give us an idea of long-term trends.

e For the first time in Ukraine’s history, Yulia
' Tymoshenko and her eponymous bloc (BYuT) are
both in first place. Ms Tymoshenko is by far Ukraine’s
most popular political leader and enjoys a popular-
ity that is growing. Meanwhile, public support for the
Party of Regions leader Viktor Yanukovych is
declining and that of President Viktor Yushchenko is
static. Although the ratings of presidents traditionally
go down in every country, this usually takes place
only in their second term. Opposition leaders, on the
other hand, usually increase their support as they are
able to use the vantage point of opposition to

routinely attack governments often forced to

undertake difficult and unpopular policies.

BYuT has 36 percent of the vote, a 5 percent

increase on its 2007 election result. This is a massive

450 percent increase in support since BYuUT first fought an election in 2002. Traditionally after an
election, support for political forces decline — not grow. BYuT’s ratings have grown for the first
time since the elections and if elections were held now 36 percent popular support would
likely translate into a 40 percent election result (as support goes up during a long campaign)

and a jump to more than 200 parliamentary seats.

2008 is therefore a breakthrough year for Ms Tymoshenko and BYuT. Neither of them have

anything to fear from pre-term parliamentary or the next presidential elections.

Ms Tymoshenko’s and BYuT’s support is growing throughout Ukraine, including in the Party of
Regions traditional eastern strongholds. Regions support has slumped from 55 to 36 percent in its
eastern Ukrainian stronghold, an area where BYuUT is gradually increasing its popularity during,

and since, the 2007 elections.

The government’s re-payment of the first tranches of the Soviet-era lost savings is only a partial
explanation for the growth of Ms Tymoshenko’s and BYuT’s popularity. Other factors include poor
policies undertaken by the opposition, such as boycotting parliament which has been very
unpopular among the Ukrainian public, and a public image of Ms Tymoshenko as a reformer
and anti-corruption crusader obstructed by the authorities and opposition from undertaking

popular policies.
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The Party of Regions and Mr Yanukovych’s popularity have slumped since the elections during
a period when they had a golden opportunity to increase public support whilst in opposition.
The popularity of Mr Yanukovych’s party has collapsed from 34 percent in the elections to 21
percent, meaning if elections were held now it would obtain far fewer seats than BYuT.
Mr Yanukovych’s ratings also slumped from 30 to 20 percent because those Ukrainians who hold
a negative view of his activities rose from 37 to 50 percent and those who held a positive view

declined to only 18 percent.

The pro-presidential Our Ukraine-People’s Self Defence (OU-PSD) bloc received 14 percent in
both the 2006 and 2007 elections, itself a 10 percent drop on 2002 when Our Ukraine first ran in
an election. Since the 2007 elections, OU-PSD’s popularity has nearly halved to only 8 percent.
The reasons for this decline are the public airing of the bloc’s internal divisions and a retreat from
an election promise of merging the 9 member parties in OU-PSD. Ukrainian voters have proven

far more sophisticated than Ukraine’s elites have given them credit.

A starting trend concerns the president’s ratings. According to a survey conducted by
Ukrainian political consultant Volodymyr Fesenko in Ukrayinska Pravda (11 March), the
president’s ratings had grown to 20 percent after he disbanded parliament last April but have
since halved. As Fesenko convincingly argues, the president’s future ratings will be heavily

dependent on his personal relationship with Ms Tymoshenko.

A democratic coalition, in which both president and premier are seen to have a strong
personal relationship and both pulling in the same direction, is not only good for the country but

good for personal ratings.

or the latest English-language news

from BYuT visit WWW.ibyut.com




