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Key Issues of Ukrainian Transformation



Economic Transition and the Role of the State


Ukraine at the end of the decade finds herself stuck in a dead end. Two mistakes during the early years of independence characterize the country’s problem to define a distinct path of development under her particular conditions.

The first mistake was to believe that the simple fact of having an independent Ukraine between itself and the colossal Russia would be reason enough for the West (for that matter, Europe, or the US, or NATO) to run to rescue and help through whatever hardship the new age might bring about. This business plan - or product idea - was largely proven wrong. Western European political architecture around the year 2000 is not in need of  another „cordon sanitaire“ around Russia which, given modern weaponry and military art, wouldn’t help in case of conflict anyway. And the West isn’t willing to subsidize a weak suckling of democracy in exchange for some hundred miles of non-Russian territory in the East.

The second mistake was to allow Russia to take the lead in economic reforms that are so crucial for all of the former USSR countries’ future wealth and power. This decision represented a gross misapprehension of Ukraine’s assets and opportunities. Coal and steel are outlandish, obsolete riches at the turn of the century. Ukrainian agriculture, a crown jewel during pre-Revolutionary times, was destroyed by the communists with so much effect that it will take decades - if ever - until the country can turn it into substantial export revenue again. Thus remain so-called soft assets: the size of the Ukrainian population (52 million) is always an interesting market; her proximity to the West; a fairly high level of education; and the fact that as a smaller country than giant Russia she should be able to create  confidence quickly once she sets out on a true path of reform. Unfortunately - and as a matter of fact - all „soft“ assets live off perceptions, attitudes - and first of all speed to translate themselves into tangible benefits. In Ukraine’s case, there has been no speed so far. 

The country’s present misery as well as her future dangers all relate to one or both of these mistakes. The number one economic danger is that Ukraine is continually falling back as a competitor for foreign direct investment. This competition has only now started among established and emerging markets, and will continue until the global economies achieve a new stability, or equilibrium of markets, resources and logistics some time in the next century. Which role Ukraine will play under this structure is yet fully open, but today’s decisions largely determine tomorrow’s chances. The concrete danger for Ukraine is that through faster reforms and development Russia will soon recover and by its size and natural riches dominate the Eastern European economic theatre in a way that would leave late-coming smaller neighbors like Ukraine (or Belarus) with no space for a distinct development of their own.

The hope that all this will not happen because somebody in the West would bail Ukraine out and build her into a bulwark against an economically and militarily recovering Russia is futile. That is cabinet policy thinking of old, not reflecting the conditions of contemporary globalized economy. If there is anybody to bail Ukraine out it is herself. Which is still possible, but with little time left.

The one fundamental requirement is that both the Ukrainian elite and society bite the bullet and modernize themselves. In economic terms that is among others, create firm rules for private property; install a reliable legal system that investors will trust; introduce a working tax system; allow a serious banking system to operate including foreign banks with full licenses; create a stock market; cut down the petty bureaucracy today curtailing small and medium businesses; drive down subsidies for ailing industries; and eliminate those parts of the administrative class which only strive to grow fat by creating corrupt oligarchic structures. In short, the country must accept to mature and become an adult citizen of the world’s economy - or else. Which way it goes will be of less significance to the World than common belief indicates. The fate of Yugoslavia has shown how easily Western Europe accommodates the existence of poverty and instability on its edges. That would not be much different in the case of Ukraine. However, to 52 million Ukrainians their future should matter. If Western media, businessmen, politicians and academics manage to bring that message across it would be the maximum contribution outsiders can possibly make.
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