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CAN POROSHENKO BEAT THE ODDS?
On May 25, 2014, Petro Poroshenko was elected president of Ukraine with 54.7 percent of the vote. President
Vladimir Putin said he would respect the election results, despite having previously stated that he would consider
any Ukrainian election illegitimate. Thus, when Poroshenko was inaugurated on June 7, many perceived this as a
de-escalation of the confrontation between Moscow and Kiev, with potential for the emergence of an independent,
democratic Ukraine. Unfortunately, the problems facing Ukraine are not that simple.
Since the June 7 inauguration, each passing week provides further evidence that Putin’s promises of cooperation are
consistently belied by Russian actions on the ground. Moscow has clearly instigated the separatist movement in
Donetsk and Luhansk and continues to provide political and propaganda backing, heavy armaments, financial
support and even highly visible Russian “volunteers” to lead the rebellion. Putin will do all in his power to ensure
that Ukraine cannot address its domestic issues unless Russia retains de-facto control over Ukraine’s foreign policy,
and very likely its eastern provinces as well.
Furthermore, the Crimea annexation crisis and the separatist incursions in Eastern Ukraine have diverted attention
away from the deep economic and political problems – both internal and external – that will continue to plague
Ukraine over the coming months. Internally, Poroshenko faces a daunting set of challenges: Ukraine’s nearbankrupt fiscal situation and its rapidly deteriorating economy, dysfunctional political institutions, and a deeply
rooted culture of corruption.
All of Ukraine’s challenges are strongly interconnected. Economic reform is dependent on Poroshenko’s ability to
create an effective system of governance and to sharply decrease corruption. The success of both economic and
political reform is dependent, in turn, on Poroshenko’s ability to secure Ukraine’s eastern provinces and to resolve
Kiev’s gas pricing disputes with Russia.
Russia’s proximity and power, combined with Ukraine’s severe internal challenges, make it clear that Poroshenko
cannot succeed without strong Western financial and political support. Moscow will continue to raise the stakes
militarily unless Western sanctions are ratcheted up substantially beyond the levels announced by the U.S. and the
EU on July 16. And Poroshenko will also need very substantial financial, technical and political support from the

West to address Ukraine’s looming domestic challenges. Unless the West becomes more united and steadfast in
helping Ukraine to deter Russian destabilization and to resolve its domestic challenges, the future of Ukraine as an
independent, democratic nation could well be in severe jeopardy.
UKRAINE’S SPIRALING ECONOMY
Despite the urgency of the secessionist turmoil in his eastern provinces, Poroshenko cannot wait for peace with
Russia to begin tackling his first major domestic challenge: a bankrupt and declining economy.1 Russia’s decision
of cut off gas to Ukraine, supposedly due to an $4.5 billion unpaid gas bill, is another significant obstacle to
sustaining economic growth since Ukraine imports over 60 percent of its natural gas from Russia.2 While the
previous two points are widely understood, less frequently discussed in policy circles is Ukraine’s extremely poor
economic and financial situation, which is a legacy of decades of poor governance and rampant corruption.3

There also remains a debate on the economic impact of Ukraine’s loss of Donetsk and Luhansk. The loss of these
regions, which make up over 20 percent of Ukraine’s industrial production, might seem severely damaging to the
Ukrainian economy, but some argue that their inefficient coal industries and their reliance on Russian gas actually
make Donetsk and Luhansk a net economic liability.4 Regardless of the long-term profitability of these regions to
Ukraine, however, a continuation of the current conflict in the Donbas region will no doubt scare away foreign
investors and impede Ukraine’s overall economic growth.
RUSSIAN GAS
While Putin’s decision to cut off gas to Ukraine seems a dramatic obstacle, Ukraine may end up in better shape
than some analysts have predicted. Ukraine has already survived Russia cutting off gas in the winter of 2006 and
2009, and June is the least damaging time for Russia to cut off gas due to lower demand in the summer. The country
is now more prepared and less dependent on Russian gas, with an established energy reserve and the prospect of
Ukraine’s GDP is expected to contract by 4.7 percent this year. Failure to make a credible start on turning the economy around over the next few months would no
doubt begin to undercut Poroshenko’s ability to maintain support for his political reforms and foreign policy initiatives.
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reversed gas flows from Western Europe if needed this upcoming winter.5 To combat Russia’s stranglehold on
energy in Ukraine, Poroshenko must diversify his country’s energy sources. In the short term, Ukraine can look to
Poland and Slovakia as potential suppliers.6
According to the U.S. Department of Energy, there have been recent discovery of shale gas deposits in the Ukraine,
which will allow it lessen its energy dependency on Russia. Shell estimates that there are over 4 trillion cubic feet of
shale natural gas in reserves in Ukraine, which they plan to develop for domestic consumption and export to
Western Europe by 2020.7 While shale gas may be a source of domestic production, many of these shale fields are
located in separatist occupied region of Sloviansk.8

5

Kinstler, Linda . "Just What Options Do Putin and Ukraine Have Left?." New Republic. http://www.newrepublic.com/article/118211/ukraine-peace-plan-russian-gascutoff-and-options-putin (accessed July 14, 2014).
6
Simon Pirani, research fellow at the Oxford Institute for Energy Studies, believes that Ukraine can cut dependence on Russia by lowering gas consumption, by
increasing domestic production from 706.29 billion cubic feet to 1130.1 billion cubic feet and adding 494.41 billion cubic feet through a reverse flow from the
European Union. This represents 26.6 percent of current consumption (Ukraine consumes approximately 1855 billion cubic feet of natural gas a year).
7
"Ukraine: Country Analysis Note." U.S. Energy Information Administration (EIA). http://www.eia.gov/countries/country-data.cfm?fips=up#ng (accessed July 14,
2014).
8
Chorvath, Karolina. "Why Ukraine needs Russia—for now, anyway." CNBC. http://www.cnbc.com/id/101727421 (accessed July 14, 2014).

In the longer term, Europe and Ukraine can look into investing into liquefied natural gas (LNG) imports from
Qatar and the U.S,9 although, the practical prospect for greater LNG exports to Ukraine remains limited.10 11
However, Poroshenko may not have a long-term horizon if the Ukrainian economy continues to spiral downwards.
Therefore, he should not only diversify Ukraine’s energy sources and promote domestic production, but he must
also promote a pro-business environment in Ukraine to help boost economic growth.
POOR BUSNESS ENVIRONMENT
One of Ukraine’s other major economic issues is its poor business environment, ranking 112 out of 189 worldwide as
measured by The World Bank.12 To improve the environment for investment and higher productivity, Poroshenko
will need to reform the laws and regulations that have kept Ukraine uncompetitive, including what The Economist
calls “burdensome tax rules, low salaries for state employees, complicated and expensive customs regulations, and a
non-transparent system of rent payments.”13 Leonid Antonenko, counsel at Sayenko Kharenko law firm and a former
EuroMaidan activist, argues that Ukraine must simplify its corporate rules in order to encourage more foreign
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investment.14 As a successful businessman, Poroshenko understands these issues and can have a significant impact
if he tackles these nonproductive regulations promptly and decisively.

That being said, Ukraine’s economy still faces major economic hurdles. According to the State Statistic Service of
Ukraine, inflation has drastically increased from 6.9 percent in May 2014 to 12.0 percent in July 2014. Interest rates
have increased from 6.5 percent to 9.5 percent to combat the rising inflation. Ukraine’s government budget deficit
was equal to 4.48 percent of the country's GDP in 2013, and government debt to GDP currently stands at 41 percent.
Furthermore, unrest in Eastern Ukraine and a poor business environment have caused unemployment to increase
from 8.1 percent in March, 2014 to 9.3 percent in June 2014. These troubling economic statistics point to the
sacrifices that Ukrainian citizens must be willing to make in the coming years to ensure a more democratic and
economically sustainable country.
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In sum, while the recent conflict with Russia has disturbed industrial production and foreign exports, Ukraine’s
economic problems run far deeper than merely the events of the past six months. Reforming the economy will not
be a short-term project, and advertising Ukraine’s economic problems as such can have grave political
consequences when the Ukrainian people become disillusioned over the lack of immediate results. Poroshenko
must adequately prepare Ukrainians for the long road ahead, which will include a temporary fall in GDP, some
domestic inflation and currency devaluation, and a decrease in living standards. Just as Churchill told British
citizens during World War II “I have nothing to offer but blood, toil, tears and sweat,” so must Poroshenko prepare
the Ukrainian people for the hardships ahead.
IMF AND INTERNATIONAL SUPPORT
Given these challenges, what can Poroshenko and the West do to ensure that Ukraine does not suffer an economic
collapse that would leave the current administration politically impotent?
First, the U.S. and the EU must actively assist Ukraine during this time of political instability. The United States
has already provided some limited help to the Ukrainian government,15 but these initiatives have been insufficient.
Analysts from Forbes Ukraine have calculated that Russia has provided fifty times more military assistance than the
U.S. The $250 million price tag the Forbes analysts have placed on Russia’s “shadow war” mostly entails “the
fifteen thousand $300-per-day mercenaries streaming across the border with their lethal weaponry.”16
Poroshenko must also successfully complete negotiations with the IMF. At the end of April, the IMF guaranteed a
$17 billion loan over two years to support an economic reform program focused on exchange rate flexibility, banking
stability, fiscal policy, energy policy, and governance.17 IMF officials – perhaps aided by American and EU technical
advisers – should make certain that the Ukrainian government implements these reforms promptly and thoroughly
in order to sharply decrease corruption.
UKRAINE AND THE EU
A deeper partnership with the EU is Ukraine’s greatest hope for economic and political stability. Poroshenko’s
signing of the EU free trade association on June 27, 2014 is a positive step for Ukraine’s integration with Europe,
and will allow Ukraine to further diminish the country’s economic reliance on Russia. On May 15, the European
Union unilaterally opened its market to Ukrainian goods and services by cancelling 98 percent of sales duties in
accordance with the Free Trade Agreement (FTA).18 This initiative alone can save Ukraine’s producers nearly EUR
500 million a year.
While there is considerable commentary on Ukraine’s excessive reliance on Russia, Ukraine’s exports to the EU
currently exceed those to Russia by 1.8 times, showing that Ukraine has already been orienting itself towards
Europe and away from Russia the past several years. In 2013, Ukraine’s exports to the EU totaled 13.8 billion euros mostly iron, steel, minerals and food.19 This provides hope that Ukraine will not economically implode should a
trade war occur.20
Despite this seemingly positive move towards Europe, the Ukrainian economy is still heavily dependent on Russia
for its oil and gas, as well as several key heavy industries such as railway locomotives, nuclear reactors, and
electrical machinery. The EU free trade agreement is not a panacea for all of Ukraine economic problems, but a
closer partnership with Europe will allow Ukraine to better extricate itself from Russia’s economic stranglehold.
While the proposed initiatives should assist Ukraine in the short term, there are several deep-rooted reforms that
Poroshenko must undertake to ensure both economic prosperity and effective governance.
On June 7, Vice President Joe Biden promised “$48 million in assistance to help the Ukrainian Government conduct key reforms, build law enforcement capacity,
and strengthen national unity.” This package is in addition to the “$1 billion loan guarantee signed on April 14, a $50 million crisis-response package announced by
Vice President Biden on April 21, and $23 million in security assistance.”
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TACKLING CORRUPTION
Taking a long term perspective, Poroshenko must begin to alter Ukraine’s culture of corruption that has hindered
both the effective governance of the state and undermined economic growth. Transparency International has
ranked Ukraine 144 out of 177 in the level of corruption.21 According to Gallup Polls, over one-third of Ukrainians
admitted to facing a situation in which they had to pay a bribe, and 80 percent of those individuals asked admitted
to paying the bribe.22

Corruption not only limits foreign direct investment in the country, but has also allowed the oligarchs to gain defacto control of Ukrainian politics. In 2012, the legislature attempted to tackle Ukraine’s corruption problem by
amending the anti-corruption law, On the Principles of Preventing and Combating Corruption. Unfortunately, this
initiative failed to have any tangible effects due to weak rule of law and inadequate enforcement.23
In order to fundamentally alter Ukraine’s culture of corruption, Poroshenko must set an example from the top. He
must ensure that his cabinet remains “squeaky clean” by avoiding corruption scandals; this includes appointing
individuals with no criminal records. Furthermore, Prosecutor General Viltaly Yarema must punish those that
violate the anti-corruption law to set an example. Anders Aslund proposes electoral finance reform, the
implementation of right-to-information laws, limiting the regulatory power of the state, decentralization, and a
shake-up of the judiciary as possible options to curtail corruption in Ukraine.24 As the chart below shows, corruption
and the closely related lack of a truly independent judiciary are the two most significant factors undercutting
Ukraine’s democracy score.25
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The chart exemplifies Ukraine’s deteriorating democratic political institutions over the past decade
Source: Freedom House Nations in Transit26
Lastly, the EuroMaidan movement should serve as a civil society counterweight to the Ukrainian government by
monitoring for corruption and keeping the country’s politicians accountable. EuroMaidan began as an anticorruption movement, and still believes its goal has not been completely achieved.27 If Poroshenko stays true to his
zero-tolerance for corruption platform, and supports independent civil society groups like EuroMaidan, he can
significantly improve both Ukraine’s economic future and its political institutions.
POLITCAL REFORM AND EFFECTIVE GOVERNANCE
Directly interconnected to promoting economic growth is Ukraine’s system of governance. Ukraine has a history of
poor, corrupt administrations who were more concerned about their own personal wealth than creating effective
government institutions. If Poroshenko does not want a repeat of the debacle following the 2004 Orange Revolution
- where internal quarreling between President Viktor Yushchenko and Prime Minister Yulia Tymoshenko allowed
for the election of Viktor Yanukovych in 2010 - he must dedicate himself to constructing strong political institutions.
PRESIDENTIAL TEAM
To rectify a historical legacy of incompetent and corrupt leaders, Poroshenko must surrounded himself with an
experienced team of advisors that are both loyal to him and dedicated to the larger goal of a democratic Ukraine.
Poroshenko appointed Boris Lozhkin, a former business partner and media mogul, as his chief of staff. Lozhkin is
an inexperienced politician, but he does have strong ties with all the oligarchs, as well as a close connection with
Russia, which has raised criticism from EuroMaidan activists.28 Poroshenko has also brought in Pavlo Klimkin as
foreign minister, Valeria Gontareva to head the National Bank of Ukraine and Viltaly Yarema as prosecutor general,
all of whom are Western-leaning, loyal to Poroshenko, and experienced in their respective fields.29
Some have raised concern that some of Poroshenko’s team is too closely connected to former Ukrainian president
Viktor Yushchenko. The new president’s teams includes Ihor Hryniv, a previous member of parliament and former
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director of the Kyiv Institute for Strategic Studies; Valeri Chaly, a foreign policy expert and diplomat; Roman
Svarych, Yushchenko’s former justice minister; and Viktor Baloha, the head of Yushchenko's secretariat during his
presidency.30 Such overlaps are to be expected since Poroshenko was an active supporter of Yushchenko during the
Orange Revolution in 2004, but Poroshenko must also be sure to surround himself with capable and loyal
individuals if he wishes to enact any meaningful changes. At the same time, the West must be wary that
Poroshenko’s team does not become a new insider “family”31 similar to the one in Ukraine under Yanukovych,
Russia under Putin, or in Georgia under Mikhail Saakashvili.
PARLIMENTARY ELECTIONS
In addition to building an effective presidential administration, Ukraine should hold parliamentary elections as soon
as possible in order to weed out anti-democratic elements in the government as well as creating greater democratic
legitimacy for the Poroshenko’s administration. Part of this process should include the institutionalization of a new
party system, which includes creating a political party around Poroshenko. Currently, Yulia Tymoshenko’s party
Batkivshchina (Fatherland) holds the most seats in Ukraine’s parliament.
Poroshenko has good relations with Prime Minister’s Arseniy Yatsenyuk of the Batkivshchina (Fatherland) party
and UDAR (Democratic Alliance for Reform) party. However, Poroshenko’s own party, Solidarity, failed to register
prior to the presidential election, forcing Poroshenko to run as an independent candidate. According to recent polls,
“Solidarity has seen recent growth thanks to Poroshenko's newfound popularity. Opinion polls show it leads the
field with around 17 percent.

Poroshenko has said he wants parliamentary elections to be held this year, and he hopes that his party will emerge
as the winner of the ballot.”32 A more institutionalized party system will allow for more formal debate and
transparency, rather than allowing Ukrainian politics to regress towards informal channels, thereby undermining
democratic consolidation. Ukraine cannot have a democracy without a strong parliament.
DECENTRALIZATION
Decentralization is perhaps the most important political reform Poroshenko must undertake. Currently, the central
government in Kiev holds too much authority, leading to corruption, inefficient use of resources, and local
frustration and animosity towards Kiev (which helps explain the separatist movements in Donetsk and Luhansk).
Opinion polls taken prior to the presidential election revealed that over 45 percent33 of Ukrainians in Southern and
Eastern Ukraine desired a decentralization of power while nearly 25 percent34 wanted a more federal system.

30

Goncharenko, Roman. "Ukraine's new President Poroshenko leads old team | World | DW.DE | 07.06.2014." Deutsche Welle. http://www.dw.de/ukraines-newpresident-poroshenko-leads-old-team/a-17687907 (accessed July 14, 2014).
31
Oleksiyenko, Oles. "A Heavy Mace for Mr. Poroshenko." The Ukraine Week. http://ukrainianweek.com/Politics/110374 (accessed July 14, 2014).
32
Oleksiyenko, A Heavy Mace for Mr. Poroshenko.
33
Babiak, Mat. "Southeast Statistics." Ukrainian Policy. http://ukrainianpolicy.com/southeast-statistics-of-ukraine-april-2014/ (accessed July 14, 2014).
34
U.S. Agency for International Development, Public Opinion Survey Residents of Ukraine, 37.

Poroshenko has put decentralization as one of his main priorities due to these popular attitudes. However, Carnegie
Center’s Senior Associate Richard Young argues that “decentralization cannot in itself be expected to hold a state
together in the absence of national democratic identity building” and “there is a fine line between decentralization
acting as a healthy pressure valve, on the one hand, and it stoking debilitating fragmentation, on the other.” 35
Decentralization, by itself, will not magically fix all of Ukraine’s domestic political troubles. To promote democratic
consolidation, Poroshenko must protect the use of the Russian language in Ukraine, while avoiding fueling ethnic
and historical divides between the Ukrainian people.
Overall, Poroshenko must establish a system of effective governance by appointing a professional cabinet,
institutionalizing a new party system, pushing for early parliamentary elections, decentralizing the government,
avoiding corruption scandals and cracking down on corruption when it does occur in order to show that corruption
is unacceptable.
THE BATTLE FOR THE EASTERN UKRAINE
However, in order for Poroshenko to implement political and economic reform fully and successfully, he must
address Ukraine’s conflict with pro-Russian separatists in Donetsk and Luhansk. Russia’s actions in supporting
these rebel groups are severely hindering Poroshenko’s reforms by draining the government’s already meager
finances, diverting energy and attention away from the essential reforms mentioned above and by dissuading
potential foreign investors. The sequencing of internal reform is thus intertwined with the battle for the East. On the
one hand, Poroshenko must establish a peaceful relationship with the Eastern regions and with Russia before he
can hope to successfully rebuild Ukraine’s stagnant economy and reform its weak political institutions. On the other
hand, he must get a quick start on these internal reforms if he is to maintain both domestic political credibility and
international financial support.

[‘RSA’ indicates ‘Regional State Administration’, the name for the regional governments of Ukraine and the buildings that house them.]
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UKRAINIAN AND WESTERN OPTIONS
To provide a realistic chance for a peaceful and independent Ukraine, the West must continue to escalate economic
sanctions on Moscow. The U.S. sanctions on selected Russian banks and energy companies announced on July 16
are an important step in the right direction. Although the EU has also announced a few additional sanctions, the net
cumulative pain being inflicted on Moscow so far seems unlikely to deter Putin’s continued destabilization of the
East.
Despite its potentially decisive leverage on the Russian economy, the EU has been an all-too-visibly reluctant player
in sanctioning Russia. It has thus not given Putin any compelling incentive to cease his support for pro-Russian
separatists in Eastern Ukraine.36 Unless a united West is prepared to punish Moscow more decisively, including
placing serious sanctions on Russia’s energy industries, Putin will continue to make it virtually impossible for the
Poroshenko government to succeed in dealing with Ukraine’s daunting challenges. Ukraine’s democracy – and very
likely its survival as a united, independent country – are very much at stake.
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