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Will the New Regime in Ukraine Embrace Reform?

Anders Aslund, co-chairman of Independent International Experts Commission on Ukraine, says the new
government may adopt some of the commission’s proposals.
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Steve Weisman: One month after the presidential elections in Ukraine, a new government has been
formed. This is Steve Weisman at the Peterson Institute for International Economics,
with Anders Aslund, senior fellow at the Institute, to talk about the prospects for reform
now that that government has been installed. Thanks, Anders.

Anders Aslund: My pleasure.

Steve Weisman: Anders Aslund also served as co-chairman of Ukraine’s International Commission
of Independent Experts, which proposed a set of reforms for Ukraine’s economy last
month. What are the prospects for implementation with this new government?

Anders Aslund: The most important thing is that there is a government that has a majority in the
parliament, so that it’s possible to take formal decisions. My sense, and the sense of our
commission, was that it doesn’t much matter what government you have in the Ukraine,
while it’s vital that you have a government because there’s a broad public consensus about
the major things that need to be done.

And if T take the main reforms that are needed: first, a gas reform. Basically, you have to
raise the prices. Today, Ukraine spends almost 3 percent of its GDP subsidizing imports
of gas from Russia, which makes no sense.

Steve Weisman: The new president is Viktor Yanukovych. How much of a reformer will he be on this issue?

Anders Aslund: We know a lot about Yanukovych. The government he has appointed looks pretty much
like his government from 2002 to 2004. At that time, certain ministers were reformists
and did a lot, others were not reformists but they did other things. In the area of gas, he
didn’t do much at that time, and it is the same people who were in charge of gas during
his first government who are back.

Steve Weisman: What about the Ukrainians? Are they ready to pay higher prices in this area?

Anders Aslund: I think that Ukrainians are ready to get a society that functions. Each politician is afraid of
raising the prices. But this has happened before and I don’t think that should be problematic.

Steve Weisman: What about Russia, what’s their view on this?

Anders Aslund: The Russians really don’t have any particular view on this. This is an internal domestic mat-

ter. If anything, the Russians would prefer that the Ukrainians pay a more normal price for
gas because then they don’t have the problem [of] whether Ukraine will pay for gas or not.
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What are some of the other reforms that you're looking for?

You have a big role of the macroeconomic reforms. You need to improve the functioning
of the central bank. It should become independent and transparent. The exchange

rate needs to be kept realistic. Right now, it is. And most importantly, the public
expenditures need to be cut sharply. Public revenues are already quite high, so it’s the
expenditure side that needs to be handled.

Again, what is the political climate in Ukraine, for measures that would require some
austerity from consumers and ordinary citizens?

You can say that it’s relatively easy. Ukraine simply can’t afford to have the current
situation. It has to be done. And I think that Prime Minister [Mykola] Azarov, who has
been minister of finance twice, understands this very well and also is strong enough to
get it done.

Ukraine is likely to get an IMF agreement for two years with substantial financing,.

But now, the IMF will be pretty tough on Ukraine because it’s no longer a rampant
crisis. So, my guess is the IMF will demand prior gas price increases before they do any
disbursement, and they will demand substantial improvement in the macroeconomic
policy. So here, 'm very hopeful.

Is the IMF in negotiations with Ukraine, or are they about to enter into negotiations?

There hasn’t really been anybody they could negotiate with before the government has
been appointed. So the IMF will go out as soon as there is anybody to discuss it with,
and that will probably be in two weeks’ time or so.

What about the opposition in the parliament? Does the consensus extend to them?

Yes there are concerns what the policies should be, but the opposition will be quite
sharp—now led by the former Prime Minister Yulia Tymoshenko, who immediately
started big attacks on the government for corruption in the taxpayer sphere, in
privatization, and in the gas sphere. So I think that the government will have to get used
to the thought that whatever it does wrongly will be exposed, while the opposition will
not oppose if reasonable reform policies are being followed.

But her opposition includes opposition to ending the subsidies and also to other
measures like that? Or you think she’ll be part of it?

I don’t think that will be a major bone of contention. The main discussion is about
corruption, and she will be very hard on the government whenever she sees corruption.

What about relations to the west? Yanukovych is portrayed as more eastward looking.

When he visited Moscow on the fifth of March, essentially nothing came out of it. And
Yanukovych said that he was only prepared to consider a Russian-sponsored customs
union if it was done on WTO principles. And since none of the other three candidates
for the customs union—Russia, Belarus, and Kazakhstan—are members of the WTO,
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he said this is a nonstarter. And when Yanukovych asked for lower gas prices from the
Russians, they said that was a nonstarter.

So where can Ukraine turn? The biggest offer on the table is really the European
Association Agreement that can be concluded before the end of this year, and the big
Ukrainian steel oligarchs, they now own big companies in Europe. Therefore, they are
most anxious about European integration.

Any other reforms that you're looking for?
I think that a big thing will be to deregulate business, to do away with a lot of red tape.
And here I have very good hope because these are perhaps the strongest reformers in the

current government who have been set to deal with these issues.

Anders, thanks very much for giving us a tour of the issues there, and as they progress,
let’s talk again.

Thank you.




