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U.S. Assistance Strategy for Ukraine 
1999 - 2002 

Execut~ve Summary 
L 

Ukraine's success in malung the transition to a democratic society and market economy 
cannot be overstated in its importance to U S national Interests A strong, stable, 
independent, prosperous, and democratic Ukraine will be an important partner in tackllng 
post-Cold War problems such as proliferation, expanding commercial and economc 
relations, and shaping a more secure and stable Europe Such a Ukraine will elevate its 
status as a more equal neighbor to Russia A weak and destabilized Ukraine, however, 
would be a debilitated partner of the U S and the West It could also tempt Russia to 
interfere or assert itself into the internal affairs of Ukraine The financial cnsis that has 
engulfed Ukraine and its glacial movement toward reform threaten its ability to develop 
into a "normal" state 

The U S assistance program has two overarchng and mutually supportwe objectives, it 
seeks to (1) help Ukraine realize its potential m building a strong, independent, 

- democratii, and economcally viable country by increasing its self-reliance, and (2) 
m h e r  Ukrame=s effort to integrate into the global commumty and forge stronger ties 
with the West To succeed in these objectives l@aine must make the transition to a 
market economy and democratic society The U S asastance pnonties over the next four 
years, the penod of ths  strategy document, w11 help Ukraine to (1) promote economic 
growth by setting in place an envrronment conducive to ~nvestment, facilitating job - - 
creation, transforming important sectors of the economy, and easmg the pain &the 
transition, (2) consol~date-the institutions of a finctton~l democracj throigh ciwl society 
and a society based on the rule of law, and (3) im~ro6e'the,'~ua1itv of life-for TJkramans 
by addressing, for example, reform in health care delivery 

4 

A state of euphona greeted Ukrane in 1991 upoq its decisi~n to break away fiom the 
Soviet Umon and become an Independent state The G7 countnes anticipated, and 
expected, a quick and thorough destruction of Ukraine's Sovlet past, but expectations 
were overly ambitlous and greatly exceeded what could realistically be done After seven 
years, Ukraine, with the support of the donor community, has accomplished much and its 
transformation to a democratic state may well be irreversible However, the current 
economic situation could threaten to overturn progess made in its transition Despite 
some progress in economc reform, most o b s e ~ r s  agree Ukraine has not made the 
tough, but necessary pollcy reforms done more successfully than ~ t s  Central European 
neighbors (e g , Poland, the Czech Republic, Hungary) At th s  point it is clear that 
Ukraine's political elite does not believe that economc reform, as envisaged by the West, 
is necessary The transformation process wiZl take much longer than anticipated and U S 
assistance will continue to play an important role into the next century 

The G7 countnes and the donor commumty Fave learned invaluable lessons during this 
period Flrst, government in Ukraine is not a monolithic structure, senior officials hold 
adamant and often divergent views on the shaping of post-cornmumst Ukraine In 



Ukraine where the parliament has significant (if not nearly equal) power relative to the 
executive branch, political stalemates frequently occur and block change Moreover, a 
class of elites who have benefited from turmoil and a chaotic transition has evolved - a 
group whch is reluctant to endorse change that would disadvantage its economic 
interests This class has the power to influence politicians at senior levels and with this 
influence has obstructed progress in the transformation process Second, the donors have 
learned that the problems for countrres in transition are unique and complex Lack of 
political will does not hlly account for lack of progress Western experts hold neither 
precise nor clear remedies for Ukraine's troubles 

A financial cnsis has spread westward from Russia and threatens to undermine Ukraine's 
economy Though the financial crisis appears to offer the Government few practicable 
alternatives other than to pursue reform in earnest* deeply eq~renched interests and 
popullst tendencies may counter the Government's pursuit of reform policies over the 
next several years, especially in the heat of the upcomng presidential election campaign 

In the past, much attention and a sigmficant share of assistance resources were channeled 
toward the Government's reform efforts Ths  has hadless of an impact than had been 
hoped In t h s  uncertain environment, effective approaches for delivering U S assistance 
must be found Over the penod of the strategy, the U S assistance program will proceed 
along three major paths to bolster U S assistance objectives Frrst, empowerment of 
people, both econormc and political, wl l  become a stronger theme A mix of 
governmental and extra-governmental support w11 continue, but the preponderant share 
of resources wll  be dlrected toward grass-roots and empowerment programs dispersed 
throughout Ukraine, such as strengthening pro-reform, advocacy NGOs, helping 
progressive local governments evolve into responsive and institutionally capable 
admnistrative umts, and supporting an entrepreneurial spint (through such means as 
teachng business skills) However, we expect to encounter a number of obstacles Ths  
list includes a population that is largely cymcal about reform (given the poor results to 
date) and apathetic toward participation in citizens' groups, local governments that are 
ineptly managed, irregularly financed from the central government, and often as cormpt 
or even more so than the national government, and a pernicious national legal 
environment that impedes entrepreneursh~p and selfzm~bative 

A second focus of the assistance program will stress greater involvement of semor U S 
policymakers in the reform policy dialog through bilateral discussions with Ukraiman 
counterparts, e g , the Gore-Kucluna Commission, and through U S participation in the 
multilateral funding institutions In a cnsis, opportudies for pwtive change arise, and 
the present financial crisis offers such an opportunity But more effective means must be 
found to ensure that the donors' collective dialog with the government leads to real 
change in the most important areas of structural reform (e g , public admlnistratlon 
reform, pnvatlzation, and deregulation), not simply compliance with the letter of 
conditionalities 

L 

A third track w11 press for reform through technical assistance to implement the 
conditions of the recently-approved IMF Extended Fund Facility (EFF) and the 



conditions of the structural adjustment loans and other loans of the World Bank The 
policies sought aRer under these programs conform to the policy reform framework of 
the USG, and are essentlally the precondi~ons iderrtlfied in the Partnershp and 
Cooperation Agreement Ukrame signed with the European Unlon @U) in March 1997 
By meetrng these preconditlons Ukralne wdl advance its efforts m developing a special 
partnership arrangement with the EU ' Moreover, wrthout financial and structural reform, 
the economy and polltical system could collapse U S assistance w~ll  be applled 
selectively to cruclal reform efforts of the natlonal government and where tmglble 
progress IS talung place 

Changes In Program D~rect~on 

Ths strategy does not propose a great departure from the evolving strategy of the past 
few There are notable changes, however First, programs at the local level w111 
gain more promnence Our expenence with local leaders and governments has shown 
that many want to improve sermces to thelr citlzens through better infrastructure or 
adopting a facllltative buslness envlronment As an example, many clties and 
mumcipalities are seelung U S asslstance m pnvatmng commercial land as a way to 
generate revenues for local governments and to spark iqcreased Investment Their 
receptivity IS hgh, thelr capacity to Implement reforhs'is low We believe 'techmcal 
assistance can make a difference in those cities and ~unicipallties that embrace reform- 

i , c  , -  1 

onented ideas and policies 
I 

Second, assistance programs that touch people directly, immediately, and tangibly wl l  
become a pnority These Include not only local infiast'&ct6re adlvltles, such as 
lmprovements in public transportatlon, but also programs that help people take control of 
thelr destlny Major pollcy reform efforts at the natlonil level have failed to take hold 
and so the expected benefits of those policies have not tnckled down to most Ukraimans 
Even m the absence of an enabling economlc policy envlronment, there are market- 
reform programs that have a hlgh probablllty of success The small buslness lmtiative IS 

one such program, whch wlll remain a hlgh pnonty In agriculture, a new approach will 
be taken, one that promotes empowerment by worlung with prlvate farmers and owners 
of garden plots in selected, progressive regions In Ukralne 

A thrrd change is that the assistance strategy will place greater Importance on programs 
that help develop a clvil society m Ukraine Recent efforts have shown some remarkable 
results with crtizens' groups talung on government and wrnning An expansion m our 
advocacy support programs wlll try to capitalize on these successes by pressuring the 
"top" fiom "below" on nat~onal pollcy changes The asslstance programs w~ll encourage 
and support ~nd~genous thlnk tanks and NGOs throughout the country to challenge 
government so that advocates for reform throughout Ukrame keep the reform dialog on 
the agenda of Government 

1 However, If one were to compare the assistance program of five years ago wth that of today, one would 
conclude there 1s considerable change (The assistance program of five years ago was heavily welghted 
toward central government-led reforms ) Change m the p r o b  has come m Increments 
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Fourth, policy work at the national level, though vitally Important for Ukrame's survival 
In the short-term and economic growth over the longer term, will have a tlghter 
concentration with most assistance tled In to support "leveraged" reform, that IS, the 
pollcy conditionalrties of the EFF and the World Bank's loans However, lnltlatlves at 
the local level or empowerment programs, such as small busrness, may become stynued 
by the absence of national policles (or by bad policies) In such cases, we wlll engage the 
natlonal government on a selective basis when it appears the chances for success are hlgh 
and where strong constituencies for change exlst, 

Other shfts follow Programs In health care wlll have a strong strategx coherence wlth 
the theme of improving health through a greater rehance an pnmary and preventive care 
Major new lrutlatlves will begin to combat corruption In society, whch, among other 
thlngs, is a major Impediment to mvestment, Xn the energy sector, U 5 assistance 
programs wlll move away fiom restructuring efforts and begln to pave the way for 
outnght pnvatuatlon of both generators and distributors of power 

The USG wlll bnng to a close ~ t s  mass pnvatlzatlon operations, having acheved many of 
the program's goals, although llmited irutlal support for cash pnvatuatlon of the largest 
government-held mdustnes may contlnue Restructuring support of the newly pnvatued 
compames wll  begtn as a follow-on program 

1 1 1  t , I ]  

New specla1 programs wll  start over the next four a reglonal development 
initiative in Kharluv wlll be undertaken, Poland-Ukrame ties (and ties wlth other 
reforming Central European countries) w~ll  be strendhened thou'& programs fhded by 
the U S , the fight agalnst trafficlung of women Into prostitution abroad wlll Intensify, 
and programs that address global climate change w11 commence - I 

Forecast 1 

The direction Ukraine will take before and after the presldent~al election m October 1999 
n l I  C 

is not clear The U S assistance strategy must remaln flexible to respond to opportunities 
and to disengage from faillng lrutiatlves We expect U&ralne will weather its financial 
crisis, although this 1s a difficult prognosis to make Many of the same Issues confiontlng 
Ukraine's transformation today w1i be discussed four years fiom now, only the subtleties 
will change 

Unless Ukralne abandons ~ t s  reform effort comp1ete)y and provlded the global economc 
slump of 1998 Improves, we expect Ukrame will eventually begln to expenence a gradual 
rise In GDP dunng the four-year penod of the strategy Soctal issues, such as health care 
and pension reform, w11 begin to be addressed, but llttle reform in those sectors w11 have 
occurred Some of the more progressive local governments will have pursued and 
succeeded In adopting expenmental and innovative reforms In land prwatuatlon, 
infrastructure, and agriculture NGOs wll  have become more active (some self- 
sustaining), and more influential rn changlng public policy 



I FY 1998 Obhgabons by Category 1 
I (includes FY 1997 carryover) 1 

FY 2000 Obligations by Category 
-1 

Support to Local Govt 
Nsbond h h c y  Reforma 

The USG should set its aims lugh, but keep ~ t s  expectations realistic One of the most 
valuable contnbutions the U S assistance program can make over the next four years 1s 
to help create the many building blocks of reform through institutional strengthemng both 
inside and outside government, and help advance those national reform efforts the GOU 
would be willing to pursue (for example, moving fiom a Soviet accounting system to 
international accounting standards) This will allow a Ukraiman government wrth serious 
reform intentions to consolidate these "building blocks" into a comprehensive reform 
program, thus shortemng the time of the transition Another valuable contnbution w~ll be 
the wider planting of "seeds" for reform throughout the country The program w11 build 
on the success~l practices developed over the past five years at the sub-national levels 
Finally, the assistance program will also keep the reform debate alive in Ukraine by 
supporting advocacy NGOs and reform elements withn the Government itself and at the 
local government level, thereby preserving progress made to date and preventing a retreat 
back to a Sovlet model of governance 

Given the directions outlmed above, USG assistance will likely assume the form shown 
in Graph 2 above (Last fiscal year's fhding is shown in Graph 1 for companson ) 

Ukrame's Trans~t~on: The "Kuchma Years" 

When Pres~dent Kuchma was elected m 1994 and announced sweeping economic and 
social reforms as the basis of his agenda, the West greeted h~m wlth open arms Four 
years later, Ukraine remains bogged down in debate over whether to take many of these 
necessary steps Opportunities for reform were lost 

On the one hand, Ukraine has demonstrated it is a strong partner of the West It wllingly 
gave up the once vast nuclear arsenal it inherited fiom the Soviet Union, it has begun 
cooperation with NATO in the form of a special partnership, and in early 1998, it 



canceled a lucrative deal to sell a nuclear power plant turbine to Iran at the urgmg of the 
US The European Umon and Ukraine have entered into a Partnershp Cooperation 
Agreement that establishes a basis for strengthemng the Ukraine-EU relationshp 
(Ukrame seeks an Association Agreement and eventual EU membershp ) President 
Kuchma and h s  Government have announced their desue to have Ukrame accede to the 
World Trade Orgarnation, although progress has been very slow In short, the 
relationship w~th the West is strong and growing 

The overall pace of structural reforms, on the other hand, has been less impressive and a 
point of contention between Ukraine and the West On the positive side, Ukraine has 
made tremendous progress in monetary stabilization The hyper-inflation of the early 
years of independence, as hgh as 10,000 percent, declined to about 11 percent m 1997 
Ukraine successfully launched a new currency, theThrzvnya, in September 1996, whch 
has until recently remained stable and withn a corndor The Government has nearly 
completed pnvatlzing all small, state-owned enterpfises, and at least in numbers of 
enterpnses pnvatued, an overwhelming share of the larger assets has been turned over to 
the public 5 

However, the shallowness of reforms in many sectors has not created conditions for 
sustained growth, whch 1s now further underrmned by a financial cns~s Fiscal policies 
have improved somewhat recently, but there 1s genqal ,agreement that tax policies and 
tax admmstraaon overburden enterpnses and, aloni bitb her-regulation m'the economy 
as a whole, discourage investment and development of enterpnses mthn the "oficial" 
(namely, tax-paying) economy (The "unofical" economy is estimated at 40 to 60 
percent of official GDP ) The decline In GDP is tapenng off, but nonetheless Ukraine is 
one of only a handful of countnes that has suffered seven consecutive years of economic 
decline 

The structure of government, m many ways unreformed since Soviet times, may be the 
single most important impediment to change It leavesl intact many large interest groups 
wth every incentive to delay change and a decision-malung process that stifles imtiative 
Little reform has taken place in reorgaming the Goyernment and reducing its size The 
bureaucracy is divided and dysfunctional Production-onented ministries remain in place 
and jealously guard theu control (and ownership) of markets A policy environment that 
is largely adnft amd unsupportive forces In Government allows bureaucratic politics to 
obstruct most new reform policies With an over-regulated economy and crony politics 
influencing decisions, corruption thnves in Ukraine Foreign duect investment to date, a 
measure of a country's investment climate, totals just $2 2 billion in Ukraine On aper 
capzfa basis it is one of the lowest levels in the world (See Figure 2 ) 

The recent economc downturn, comb~ned wth a lack of progress m ~mplementmg structural reforms and 
uncontrolled government spendmg, has resulted m a sharp devalmon of the hnvnya Between August 1 
and September 30,1998, the hrwnya lost 40 percent of its value 
3 To date approxunately 8,300 out of a wverse of 9,500 mdum- and large-scale enterpnses have been 
pnvatmd The GOU has recently mtiated a cash pnvatizahon program for ~ t s  most lucrame enterpnses 
Results to date have been d~sappomtmg The Government r e w  reluctant to gwe up strategc control m 
these compames 



For many Ukrainians, the most visible and immediate consequence of the transition has 
been poverty The number of poor people has grown to more than 50 percent of the 
population by official esttmates - to about 30% of the population by more reliable 
estimates4 Before independence, poverty was not regarded as an important political or 
social issue 

Explosions of inflation igmted by attempts to cover budget deficits by pnnting money 
eliminated family savings accumulated over many decades -- leamng the elderly and 
disadvantaged wth  no cushion to protect them fiom new economc realities And 

Fore~gn D~rect Investment per Caplta 
US $ 

Ukraine Russla 
Czech Republic Estonia 

Poland 

Hungary 

worsemng budget deficlts fioze pensions and other government benefits at far below 
subsistence levels 

The newly poor resent thelr status, which many blame on "reforms " Most have turned to 
political parties calltng for a "return to the normalcy" of socialism These parties are 
effectively slowmg or even blscktng reform -- fiather exacerbating social and economic 
problems 

U kra~ ne's Problems 

Slnce Independence the quality of llfe m Ukraine has been on a steep decline Though 
statistics must be wewed with caution (e g , they fall to capture the unofficial economy 
full), they paint a gnm plcture GDP has fallen by about 55 percent, agricultural 
production by 60 percent, and industry by 57 percent Infant mortality has Increased 

The World Bank estunates 80 percent of Ukmme's popdabon has fallen mto the poverty ranks The 
threshold the Bank uses to define poverty in translhonai economes 1s $4 per person per day 

7 



from 12 8 per 1,000 blrths In 1990 to 14 3 m 1996, l ~ f e  expectancy has dropped by an 
average of more than 2 5 years fiom 1991 through 1996 years (for men the declme IS 

even more notable, average life expectancy has d~mtnished by more than 3 years fiom 
64 7 years m 1991 to 61 6 years in 1997), and those who have fallen below the poverty 
h e  now number between 16 and 26 million persons - one-thrd to one-half of the 
population Ofic~al unemployment is growng and the unofficial, but more real~st~c, 
reports conclude that 4 out of every 10 Ukrainians are e~ther unemployed or under- 
employed One example of measuring th~s  decline in lwmg standards is UNDP's Human 
Development Index, wh~ch examnes gross ~nd~cators such as real GDP per capzta (PPP 
bas~s), adult Irteracy, l~ fe  expectancy, and educat~on enrollment rates The 1998 Ukrazne 
Human Development Report shows Ukraine's mdex ratlng sl~pplng once agam Ukraine 
has fallen from 9sL place, as reported m the 1997 report, to 102"', well below Belarus, 
and, according to the study, on par wth  Uzbelustan, and Albama 

GDP 

The Wend In real (and offiaal) GDP loss has been improving 
stead~ly smce 1995 wth a pmjected contracbon n the 
economy for 1998 of 4 2% However, the lnformal 
economy IS esbmated to represent 40 to 60 percent of 
offiaal GDP, thus the economy's ddedme smce Independence 
IS overstated An over-regulated busmess envmnment 
coufi,% wrth a burdensome tax sbvcture greatly encourages 
&nesser bb operate outsde of the offiaal economy 
Ellmlnabng over regulaon n the economy, wh~ch breeds 
compbon, and reformmg tax poky are two Important 
structural reforms the government must address 

After seven years of ~ndependence, Ukrame's democracy is st111 fiagile, though several 
nat~onal-level elect~ons have taken place, includmg the first elected change of pres~dents 
in the NIS The latest round of parhamentary elect~ons in March 1998 was declared 
largely free and fa~r  by most internat~onal observers, w~th  the Commumsts wrnnlng the 
greatest number of seats In the Ukralnran Parhameni (the 'Rada') 

However, the med~a find themselves under the ~ d u e n c e  of gokernment Interest groups 
t~ed to pol~t~cal leaders have arguably taken control of most of the larger media 
organlzat~ons Thls became most v~sible dunng the parliamentary elect~ons and IS 

expected to be more of a problem as pres~dential polit~cal campaigns get underway for 
the 1999 elections Med~a groups that report unfavorable stones have felt pressure, been 
threatened, and even abused by those directly or mdlrectly lmpl~cated in the~r reports 

Moreover, a clvil soc~ety, one in whch groups outside of government make the~r volces 
known and have influence over policy dec~sions, IS largely underdeveloped, though more 
than 3,000 actwe non-governmental orgamzat~ons (NGOs) ex~st The executwe branch 
holds control over the judlclary branch, w~th court decis~ons often reflect~ons of the 
des~res of ~nfluent~al pol~tlcians and other leaders 



The specifics may be unique, but in general similar problems and underlying causes 
persist throughout the countnes of the former Soviet Umon (NIS) All have shared the 
full brunt of the seventy-four years of Soviet rule and must dismantle former systems and 
restructure new economc and governing systems - overwhelmmg and complex tasks 
According to studies5, Ukraine's uneven expenence in reform 1s s~milar to the experience 
of other NIS countnes 

Underlymg Causes 

Clearly, Ukraine's bureaucracy was ill-equ~pped to govern at the time of independence 
Ukraine as a Soviet republic took du-ection fiom Moscow, little was decided in &ev 
The Soviet govement in Ukraine thus camed out centrally-dictated policies As a part 
of the Sowet empire, and earlier as part of the Russian empu-e, totalitanan government in 
Ukraine flounshed, whch has since impeded progress toward developing a civil society 
and a market economy 

Independent Ukrame has built its current system of government upon the foundation of 
the old Sowet system The present system is an eclectic and incoherent mix of 
organnations inhented fiom the Soviets and others formed since independence It is 
inefficient, largely non-responsive to the needs of the people, corrupt, and ingramed wrth 
the phlosophy (again a legacy of the past) that government should control, not facilitate 
and regulate, society and the economy Ths  fdrtns a bkier  to economc growth and the 
development of a democratic society 

The Government IS not responsive to the needs of the people and the present structure 
does not allow for accountability Public opinion surveys indicate that an overwhelmmg 
majonty of Ukramans feels powerless over its ability to influence change and therefore 
remains disengaged fiom public policy issues In a survey conducted in fall 1998, 
approximately 87 percent of Ukraimans polled said they do not belong to any civic or 
political orgamzation Ths  absence of public pressure on the government has done little 
to inspire leadership at the top levels in Government Only recently, when faced with an 
impending financial cnsis, has President Kuchrna been engaged In economic reforms 

Declslons lnvolvlng economx resources are not optlmal Government subsidies, 
though decreasing, are still passed down to dinosaur industnes that have no market for 
their products Corruption flounshes in the current envu-onment, the contlnumg presence 
of Government m all aspects of the economy has spawned corrupt practices and rent- 
seeking behavior Despite recognition by many in government that change in the way 
Government operates is necessary, the vested interests In the present chaot~c situation 
w~ll cause change to proceed slowly and unevenly 

5 See Natrons m Transrt 1997, Freedom House and Transrhon Report 1997 EBRD 
6 Corruptionper se does not necessarily mnh~blt lnvestment (forelgn or domeac) as long as :t IS prdctable 
and not too onerous Southeast Asia was used as an example where corruptton and growmg lnvestment 
coexlst However, stuhes on compbon m the NIS and Ukmne m pgrhcular show that cormpbon or 
reqmed payoffs are unpdctable and detrimental to the m v a l  of busmess A seruor World Bank 
representative recently termed the behawor of rent-seekers m TJkqme as "acld-stnppmg" of businesses 



A thud problem is that even if there were consensus on change, Ukra~ne at th~s  stage 
lacks the capac~ty to do so Few people m and outside government understand the 
global environment and the realm of possibilities Many supporters of reform speak the 
language of market economcs, but few comprehend it Moreover, schools and 
umversities still turn out graduates who are 111-prepared for work in a modem economy 
Few teachers and professors understand the requlrements'bf a derhocratic society and 
market economy 

Major Events Influencing the Pace of Reform 
Over the next four years, two major events will profoundly influence the dlrectlon 
Ukraine takes The financial cnsls is an immediate and md-term challenge for the 
Government of Ukraine, which potentially threat'ens the stability and solvency of the 
country for at least the next eighteen months and most llkely beyond that In 1999, 
Ukraimans wd1 return to the polls and elect a president President Kuchrna is a strong 
contender to retam h s  position but he faces stiff competition As the elections draw 
nearer to the poll date set for October 3 1, 1999, the Government is less likely to pursue 
reforms that could requlre short-term soclo-economc sacnfices on the part of the 
population, even if necessary for longer-term growth, and certamly one could expect ~t to 
be totally averse to proposing fundamental reform Reforms w11 continue in 1999 and 
beyond, in our view, but probably only to the extent that they keep the tap open to World 
Bank and IMF drsbursements, or respond to some perceived polit~cal, advantage 

The financ~al cnsis in Ukralne results directly fiom the structure of the Government's 
debt, and the spread of the Asian cnsis contagion westward to Russia and now Ukrame, 
and fimdamentally fiom a lack of progress in puttlng Into place structural reforms 
necessary for a market economy to t h v e  Starting In late 1996, the Ukrmnian 
Government began to finance its large deficlt through short-term, high-yield treasury 
bills At first attractwe to non-residents, as the cnas in Southeast Asla worsened and as 
government failed to restructure its economy, foreign Investors grew wary and began 
leavlng the market Longer-term foreign currency loans or bonds became mcreasingly 
difficult to obtmn and, for those agreements concluded, mterest rates continued to rise 
The government qutckly built a debt pyramid it could not repay 

L 

On September 4, 1998, the IMF Board approved a three-year, $2 2 blllion Extended Fund 
Facility almed at improving the rnvestment cllmate in Ukraine by ~ntroducmg a 
stabilization package and supporting structural reform policy changes With an 
rmmediate release of $252 million m September, followed by monthly tranche releases 
(predicated on compliance with conditions), and perhaps as much as $900 mlllion 
released through several World Bank Structural Adjustment Loans, the lMF est~mated 
Ukralne would face a total financing gap of about $1 6 billion by the end of June 1999 ' 

7 Ukmme-Request for Extended Arrangement, IMF, Confidentd Document, August 14,1998 
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To remain solvent, Ukraine must convince the donors and the world's financial 
institutions that its situation is not as precanous as Russia's and that it is serious about 
reforming To backslide on ~ t s  reform program will result in a cut-off from much-needed 
donor financing, and signal to investors that the Ukrainian market is still not a viable 
place for investment From an outs~der's Mew, Ukraine has no other choice than to 
implement the tough structural reform policies it has agreed to do However, our 
experience in persuading the Government to undertake economic reforms leads us to 
believe that Ukrame will not aggressively pursue reform and will likely do what is 
minimally expected m order to meet mandated targets The EFF does indeed set very 
ambitious financial targets, but it is somewhat softer on the structural side 

1 I I 
3 

Seermngly, the donors and financial markets w11 have optimal leverage over the next 
eighteen months or more to push for more far-reachmg reform However, one concern is 
whether the IFIs (International Financing Institutions~arefeeling pressure40 disburse, 
perhaps prematurely Many would argue that it is well in the interest of the global 
commumty to prevent a financial meltdown in Ukraine similar to Russia's Reforms do 
take time to build consensus wthln a government, and wth the many fractious elements 
in Ukraine's Government, the fear is that the time requred to meet structural adjustment 
loan conditionality may exceed the point of national insolvency Thls concern begs the 
question of whether Ukraine will do less than expected and still reap the fbnds of the 
donors The answer is not clear 

The financial cnsis, how the Government responds to ths  extraordinary situation, and 
how the G7 countries and multi-lateral donors react, w11 greatly influence the pace of 
reform over the penod of the strategy 

The assistance strategy ml1 also be affected b; the ar&sidential klectiois scheduled for 
October 1999 The pace and shape of reforms throughout 1999 w11 be largely influenced 
by the election campaign, and in 2000 and beyond by the outcome of the elections 

k I 

Although President Kuchma and the Speaker of Paglia~ent hqve claimed that relations 
have improved between the two branches of power,ku&i'a"=s critics from 'across the 
political spectrum are as vocal as ever Certzunly, Kuchma will continue to be vulnerable 
to cnticism that h s  adrmnistration is responsible for the country=s economic malaise 
over the past four years, and one opposition party has already called for h s  immediate 
resignation Ths  popular sentiment may embolden the parliament to oppose any 
attempts by Kuchma to implement his economq re f~pn  programs, as it has already done 
by rejecting some recent presidential decrees Whereas some opposition parties may 
oppose Kuchma=s reform efforts for ideological reasons, even reform parties may find it 
politically expedient to wthhold support for Kucluna=s decrees Indeed, certain reforms, 
such as reducing subsidies, raising the retirement age, or closing down bankrupt 
enterpnses, would be difficult to ~mplement in an election year in any country 
Conversely, the president may feel compelled to Implement populist measures that are 
counter to the reform agenda, such as abandoning its stnct monetary policy in order to 



pay off wage arrears There are several reasons, therefore, why the period leading up to 
the presidential elections may be devoid of stgmficant reforms, as was generally the case 
prior to the March 1998 parliamentary elections 

It is also possible that the current economc cnsis will provide the impetus for the 
government to implement some politically dificuld kforms For exadple, the Pnme 
Wmster's recent drastic actions to collect back taxes from government enterpnses may 
signal an effort to get tough on big businesses or sectors that previously enjoyed political 
protection I .., 

Another effect of the presidential election campaign in 1999 may be an erosion of 
political, personal, and press freedoms The 1998 parlianientary elections witnessed 
significant abuses of polrtical power by the government in using coerclon and 
manipulation to restnct press freedoms and prevent a fair playing field for all candidates 
Gwen such abuses dunng the parliamentary elections, such tendencies would likely be 
even greater in 1999 when the stakes are much higher If thls is the case, it will be a 
setback for democratic reforms, and will undoubtedly have political reverberations 
internationally 

Effect of the Presrdentral Electrons Post-1999 - 
Although the possibility of a far-left comeback or a vlctory by a reform-mrnded dark 
horse candidate cannot be ruled out, the most llkely outcome of the 1999 presidential 
elections will be Amore of the same @ Despite the desperate situation in the country, 
Kuchma=s considerable influence over regional governors and much of the national 
media could give hlm a considerable advantage m the election campaign 
Notwthstanding a Kuchma victory, the current list of leading contenders rncludes former 
Parliamentary Speaker Oleksandr Moroz, whose Socialist Party platform more closely 
resembles the reformed Cornmumst parties that presided over moderate governments in 
Poland and Hungary than a Marxlst/Lemnrst party The prospects and opportumties for 
reform will be different depending on who wins, but the bottom line is that support for 
reforms wdl be linuted to certam areas that would not undemne the economic interests 
of the particular political-econom~c Interest groups that supported the victor=s campaign 

Conclusron 

Gwen the economc environment and elections, three possible scenarios emerge First, 
the cnsis in Russia, only now beglnmng to be felt m Ukraine, will motivate the 
government Into action and strengthen the hands of reformers Conversely, the 
backward-looiung elements, which strll wield considerable power, may cite the Russia 
example perversely by explaining this is what happens when Western reforms are blindly 
adopted A policy of re-nationalrzation m Important sectors, something berng glven 
serlous consideration in Russia, may appeal to thls group A more likely scenano, and 
one consistent wth past expenence, is that Ukrame will muddle through this, barely 
doing enough to qualify for monthly IMF and World  ark ddiebursements, yet contmue to 



implement protectiomst policies and worse yet, policies that support the ekes and 
cronies 

Approaches 

The donor commumty as a group has concluded that after seven years of providing 
assistance to Ukriilne, its collective approaches have not succeeded in fiindamentally 
changing the policy envuonment Studies consistently show that technical advice to 
governments whch do not fiilly commit themselves to undertalung reform policies show 
little measurable effect In the preceding months, the donor community has begun to take 
stock of its efforts in Ukraine The World Bank country assistance review in Ukraine, as 
an example, promses to be a thorough examination of what has worked well and what 
has not Without prejudicing the outcome of ths  evaluation, the Bank will llkely 
conclude that the operating environment for the pnyate sector 1s no better than it was five 
years ago Thls is a condemning statement not only of the Government's reform and 
development efforts, but also of the donor community's ability to influence change at the 
national level 

In dlscussmg m general what approaches U S assistance programs should take over the 
next four years, it is important to consider certiiln realistic assumpt~ons Flrst, the 
financial cnsis in Ukraine will continue for at least eighteen months, or longer if Ukraine 
continues to muddle its way through Second, the worlung relationshp between the 
executive and legislative branches will improve only slightly from the pdlock of the last 
four years, and will likely worsen dunng the run-up to the presidential elections There 
wdl continue to be no consensus on how far reform should be taken, or what speclfic 
reforms should be Implemented A fiirther problem 1s that the Government's capacity to 
implement reform will weaken as the fiscal crunch and the public administration reform 
efforts result ~n, at least imtially, the Government's having many fewer workers wth 
fewer resources at their disposal Ths will occbr without the necessary structural 
changes talung place in Government (such redefining the role of government) that 
could improve efficiency and cut costs T h d ,  financial desperation will not be limited 
solely to the central government, as expenditures are slashed the amount of remittances to 
local governments will decline precipitously, forcing cnses at the local levels Innovation 
and assistance to reform-mmded groups at the local Ie+el Gll be key fo keeping many 
local governments afloat 

Gwen an environment in which decision-makers are not expected to adopt deep reform 
measures before or after the October 1999 elections, the USG advocates an approach that 
continues to push for top-level, structural reforms wlth a national impact m thls penod of 
crisis (where such efforts prove to be effective), while at the same time place greater 
emphasis on the longer term by worlung to prepare the next generation or perhaps the 
generation after for coming to power The spill-over effects from Russla have already 
had a tangible impact on the Ukraiman economy -- the banlung system finds itself in a 
state of cnsis and exports to Russia have begun to drop - and U S assistance programs 
should be directed toward helplng Ukraine avoid an economc collapse There is also 
hope that the Ukrainian leadership w11 come to realize that its only path through th~s  



crisis is the one that leads uphill with tough reform policies Whether the tough decisions 
are taken we remain hopeful, but not fblly convinced 

In general the assistance program will look for more effective ways to effect change in 
the short and long run, including longer-term efforts to support change fiom the bottom 
up Under each of the pnonty areas articulated in the section below 1s a detaled 
description of what approaches we expect to take over the next four years, but in general 
they are 

Policv Reform Dialog At this point the G-7 countries and the multi-lateral 
fbnding institutions hold a tremendous amount of leverage over influencing the 
shape of Ukraine's economc policies The two groups should speak mth one 
voice (and consistent strateges) in pushmg the government for even greater 
structural change in the economy as they continue theu discussions with the 
Ukrainian government The USG should recommend to the World Bank that it 
lead a consultative group meeting on Ukrame to arnve at agreement on a donors' 
strategy USG senior policy-makers should make clear to Ukrame that hnding 
for top-down programs will continue only in response to tangible signs of reform 
The U S should use its influence at the World Bank and the IMF to press for 
thorough reviews of conditionality before agreements are made to disburse funds 
Both orgaruzations will come unde; press& to release funds for W a n e  to help 
prevent an economc colla$se in what could be less-than-desrred progress on 
Ukraine's part To do so would send a wrong message and result in a loss of 
credibility of not only the donors themselves, but also the member states Half- 
baked reform efforts unll mslead Ukraine {nto bellevrng a hybrid system of 
reform and a m x  of bad economc policies add up in total to achieve the 
objectives of the conditionalities Structural reform programs should include 
enough flexlbility to prevent instances where the Government meets the letter of 
the law of a structural adjustment lorn but contradicts the intent of the reform 
program by instituting backsliding policies The Agriculture Sector Adjustment 
Loan of the World Bank is an example where the letter of the law may have been 
met, but the spint was so badly violated that little change or reform w11 result m 
the agricultural sector The USG position must be firm in preventing premature 
disbursements since the pluses m doing so are short term only 

Selected Support for Effective Government Reform Efforts The general view is 
that the structural adjustment loans of the World Bank overlaid on top of the EFF 
make an effective reform program for the immediate financial cnsis as well as for 
the longer term The U S assistance program should continue to help support the 
enactment, and more important, the actual impIementation of these critical 
reforms unless there are signs of backtrackmg and/or d~sbursements under the 
IMF and Bank programs are suspended The quarterly review process undertaken 
now on assistance programs to Ukrame should continue for two purposes First, 
keeping the programs under tight review allows greater flexlbility in responding 
to what has worked and what has not It may also hkl$avoid the "moral hazard" 
of duecting too many resources toward national reform while getting too little 



reform In retum Second, ~t sharpens the understandmg of USG pol~cymakers 
mvolved m pol~cy dlalog on the complexities and subtleties associated wrth the 
assistance program 

Longer-tern Approaches An error committed by the USG and other donor 
countnes was the supposition early on that reform could happen rapldly It hasn't 
m Ukratne, or anywhere else m the NIS The USG and other donors must come 
to the real~zat~on that we should be prepared to stay engaged m Ukrame's 
transition and development for the long haul Ths will allow experimentation 
with new approaches mcluding 

Demonsfratzon Actzwtzes Commtment to change comes when one has 
evldence that ~t leads to somethmg better One of the weaknesses m Ukra~ne's 
transition IS that people m general are not aware of the universe of possib~lit~es 
They cannot art~culate the changes they want, therefore thelr advocacy polic~es 
are ~neffectlve Demonstration projects would raise the expectations of people 
to a hgher level For example, a healthcare-factl~ty that prov~des reliable, 
relevant, and hgh quality services for a fee (one not much higher than the 
unofficial fee patients must pay now to get services) shows people (mcluding 
those in local government) what IS real~strc and poss~ble Greater rel~ance on 
partnershps wlth U S orgmzations wll  help leverage our assistance dollars 
hrther and promote bmd~ng ties between the U S and Ukralman 
orgamat~ons 

Pro-Reform NGOs and Thzk Tanks A number of NGO leaders and thmk 
tanks have successfblly llnked up w~th pro-reform elements in Government 
and have had a surprisrng amount of influence over the direction the 
Government has taken on certmn reforms The U S asslstance program will 
glve greater attention to helpmg make these NGOs and thmk tanks sustamable 
and educate them on how to mamtam mdependence (and thus protect their 
credibility), yet help direct and ~nfluence publ~c pol~cy makmg 

1 s t  I 

Empowerment of people wdl become a cornerstone of USG asslstance efforts 
Gettmg people to belleve in themselves, to rely less on government to gwde 
the~r daily hves, and to take control of the~r'destmy through economic 
opportumties and polltical cho~ces wdl form the foundation of the assistance 
Pr O m " '  

Pzlot Testzng of Refom Inztzatrves In areas important to the overall transit~on 
and where reform has been blocked, the assistance program w~ll begm to 
develop local pilot efforts m selected progressive oblasts and rarons 

Draw on Lessons Learnedfrom Central Europe, wrth Attentzon to the Pol& 
menence  Poland and other Central European states have made the 
trans~tion to a market economy and democratic soclety In relat~vely short 
periods of t~me The reasons for an accelerated transition are many and vaned, 



but there are valuable lessons that can be applied from theu experiences in 
helping Ukraine move forward Moreover, a U S foreign policy objective is to 
promote stronger Poland-Ukraine linkages Through the Poland-Amenca- 
Ukraine Cooperative htiative (PAUCI), the U S w11 continue to support 
assistance to Ukrame using Pol~sh expertise Although this cooperation is 
talung place in all sectors and in many areas of the country, PAUCI will at 
least initially focus on macroeconomc support, local government capacity 
building, and small business development , A b 

Reforms and Advocacy A stronger connection between proposed reforms and 
those who wll benefif from them needs to be made For reforms that are 
important for the overall change process and whch have stalled or are under 
debate, the U S assistance program will make a concerted effort to identify 
groups that benefit fiom the proposed reform and work wth  them to make 
theu voices heard 

Greater Support to Reduce the Potenhal for Corruphon Support for anti- 
corruption measures will play a more prominent role in U S assistance 
programs One theme that will run through many of our programs will be to 
reduce the poten~al for corruption by encouraging transparent measures (for 
example, public hemngs on local budgets), reducrng regulation (and thereby 
reducing the number of potenbal rent-seekers), and putting into place 
incentives/disincentives to reduqe conbption 

Study Tours Ignorance of how tlie world k k e t  echomy and democratic 
countnes operate has constricted understanding of available options Study 
tours to the U S and Central European countnes, pmcularly Poland, will open 
the eyes of up-and-comng reformers 

Framework for an Assistance Strategy 
b -. I I F r 

There are no simple solutions to Ukrame's difficulties, and no simple formula for 
effective assistance Regional trends are important and instructive A strategy for 
assistance to Ukraine must take account of the recent financial crisis and polttical reversal 
in Russia and the reassessment that has resulted in the U S and elsewhere of the 
disappointing progress in economc and political reform in the former Sovlet Union 
That reassessment is not over and there are many points of view, it appears, however, that 
expectations for future economc and political reforms w11 be scaled back, and that the 
outside world is bracing itself for a much longer penod for positive reform and change 
It also appears the donors w11 place greater emphasist on strengtheriing domestic 
mstttuttons and pro-reform constituencies that wll, over time, support change from 
within What, then, is the appropnate strategy for assisting Ukraine7 

For the long-term, the USG can and will encourage the development of constituencies 
that w11 press for economic reform and a more c i ~ l  society from within We can and 
w~ll  work at a grass roots level to Improve the lwes of ~ndividuals and bu~ld a c1v11 



society from below But the effects wll be felt only over an undefined "long term" and 
local level interventions can, in many cases, be neutralized or even reversed, by the 
actions and decisions fiom above If the state undergoes financial and/or political 
collapse in the meantime, the long-term picture itself is uncertain 

In the short term, a Russian-style reversal is quite possible Though Ukraine is not 
Russia's mirror image, the parallels and connections (e g , trade) between the two 
countnes are extensive and deep Ukranians say when Russia sneezes Ukraine catches 
cold Our interpretation 1s that structural economc reforms in Russia slowed 
dramatically in 1996 (and were largely lncomplete) and did not, as a result, establish the 
base for sustained growth Resource revenues and external finanaing postponed the day 
of reckorung but did not prevent a collapse from happerung 

Ukraine faces similar and perhaps deeper nsks Its immediate financial condition is not 
as dire In certam areas (curbing inflation and rationalizing communal services pncing, 
among others) Ukraine has reformed more than Russia But m just as many areas, reform 
has been less Ukriune lacks natural resource revenues to cover its mstakes And there 
may be even less political leadershp for reform than in Russia There appears to be no 
force in Ukraine, other than donor pressure, strong enough to put in place the structural 
reforms requtred setting growth in motion and sustaimng it Without growth, it may only 
be a matter of time before a Russian-style collapse happens here 

For the short term, therefore, there appears to be few alternatives to more effective donor 
action to encourage and support the most findamental economc reforms However, we 
are deeply concerned that Ukrame and the donor community have already started down 
the Russian path It is deeply disturbing, for example, that international loans are movlng 
forward when Ukraine has yet to offer a majority stake in an attractive state enterpnse to 
a real strategc investor It is equally troubling that our own efforts in policy reform 
dialog are failing to effect findamental reforms in key kectors No strategy for long-term 
assistance to Ukrame is viable without a more effective mechanism between donors and 
the Government to assure hndamental economc change Thts strategy, therefore, 
proposes a multi-track approach 

reduced expectations about what can reasonably be accomplished -- but not below 
levels required to prevent a collapse, 
a tougher position on cond~tionalities for international loans combined with 
continued technical assistance to support unplementation of structural reforms, 
but only where reform is clearly moving forward, 
focused assistance on programs, such as small bu'siness development, that can 
empower people economically and awaken them from political apathy, 
and, a long-term effort to establ~sh and strengthen individuals and institut~ons that 
w11 support the development of civil society fiom wthin 



The assistance strategy assumes Ukraine will follow the mddle road reform will take 
place, but only in small ~ncrements Support for national reform efforts will in most 
cases track closely with the policy reform loans of the World Bank and the IMF We 
could expect some progress in pnvatlzation of the more lucratwe firms, ~mplementing 
deregulatory measures, and passing some legal reforms, such as a law on bankruptcy It 
also assumes Ukraine wdl follow fiscal austerity measures and, in addition to maintaining 
compliance with IMF spending targets, w11 survive its present financial crisis 

However, several very real possibilities come into view One such possibility is that 
desplte a valiant effort, Ukrame may lose its insolv(=ncy battle, caustng its economy to 
unravel Assistance programs w~l l  likely shift course by addressing immediate 
humanitarian needs Depending on needs assistance funds could be used to ~mport food, 
heating fuel, medicines, and other emergency commodities Balance of payments support 
may be another consideration The goal of the assistance program will shift to one of 
protecting national survival 

If reforms stagnate and Ukrame falls out of compliance with the IF1 loan programs, the 
U S w11 need to reassess its strategy carefully One possible approach in response to an 
outward rejection of reforms 1s to mthdraw completely fiom central government policy 
reform programs The emphasis of the assistance strategy will move toward encouragmg 
reforms In the regions and supportmg grass-roots movements 

I I 

A strategy of placing greater emphasls on sub-national groups (NGOs, local 
governments, etc) carnes with it an amount of nsk A majonty of Ukra~nians by most 
studies avoids belongmg to political or policy groups, which accounts partly for little 
pressure being exerted on the Government Thls wanness of jotning groups IS a legacy 
camed over fiom Soviet times and IS directly attributable to the poor economc situation 
Many feel they have l~ttle mfluence over the direct~on society moves in, let alone their 
own personal lives A recent nat~onwide poll in Ukraine contains some disturbmg 
mformation on what Ukrainians think By far most Ukrainians polled belleve mafia and 
cr~minal elements control and dictate government pohcies About 92 percent consider 
the economic situation "very bad", a plurality favors a return to pre-Perestrozka times, 
and an increasmg majority prefers deeper relations with the CIS and Russia and distrusts 
the west8 

These beliefs and attitudes will prove difficult to overcome Yet In order for our efforts 
at the grassroots level to have impact we w~ll need to identify and work with young 
leaders who are committed to improving the hves of Ukra~nians This 1s necessarily a 
long-term prospect and one whose impact is difficult to measure, at least in the shorter 
term 

8 See Ukra~nran Sociefy, 1994 - 1998, Democmc hnatwes Foundinon 



To date the U S asslstance program has more than 1,000 ongolng or completed activities 
m about 395 v~llages, towns, and cities throughout Ulrrame More seeds for change need 
to be planted, however, and we need to do so usrng more cost-effective means to reach 
more and more people Short regonal strateges and programs will be developed m four 
or five oblasts and regions in Ukraine over the next four years to ident~fy gaps m our 
programs and to encourage greater harmony between and among our actlvit~es In Lvlv, 
where the U S has worked very closely with the clty and oblast admmstratlons to 
develop a regional initlat~ve, we now see these two governments organmng conferences 
with U S asslstance to spread the lessons learned m development to more than 30 smaller 
clties In the Lviv region In Kharluv we w~ll soon begin to develop an lnitlative designed 
to meet the spec~fic developmental and Investment needs of the oblast We foresee 
applying the lessons learned fiom these two mitiatives to an additional two or three 
oblasts or regons to have greater ~mpact 

One possibility is the Donetsk coal basln, known as the Donbass reglon, whlch is situated 
in eastern Ukraine One-tenth of Ukraine's populat~on lwes there, it accounts for one- 
fifth of natlonal GDP and one-tlurd of all exports Many who live there have become 
disillusioned not only with economc reforms, but more important wth the unrnet 
expectations of an independent W a n e  Whereas In 1991 an overwhelming majonty of 
more than 95 percent of Donbass residents voted for mdependence, seven years later 75 
percent (according to a recent poll) would l~ke  to see reintegration Into a larger Russla 

Greater concentrabon of activities m selected regtons, nurturing up-and-com~ng leaders 
supportive of reform, and putting Into place activltles that help people deal wlth the 
problems that "stalled" reform has created are means to help mt~gate the nsks of a 
strategy designed to dnve reform predomnantly fiom the people or "demand" side 



Customer Service Plan 

The members of USAIDffiev Strategc Objectwe Teams, commtt our collectwe efforts 
and team resources to efforts to achleve sustamable development m Ukrame, and to do 
th~s tn such a way that hlly engages the Ukraman populat~on and local governments m 
this effort In those areas where this effort is concentrated To ths  end we work mth and 
through our Implementmg Partners to serve our ~mmediate customers and related 
instltuttons worlung w~th these customers so that they may In turn effectively answer the 
needs of our ult~mate customers, the c~tlzens of Ukraine To the maxlmum extent 
poss~ble we will solic~t customer mput (through surveys, polls, focus groups, 
conferences, etc ) m des~gmng actmties to support and encourage c~tuen partmpatlon m 
polit~cal and economc decwon-malung Measures to momtor the ~mpact of our 
actw~t~es wd1 reflect customer mput 

We w~l l  conduct penod~c v~sits to s~tes where our Implement~ng Partners prov~de 
techcal  ass~stance and tramng to our customers, and our Strategic Objectives Team 
w~ll also part~c~pate m the ~mplementat~on process ~tself Where feas~ble, we will employ 
partlc~patory evaluations when assessing achevements We w~l l  respond promptly to 
inqumes regardrng the purpose, actiwties and achevements of our programs fiom all 
interested partles, ~ncluding local and other government offic~als, media and others, and 
seek popular and med~a support for our acttv~t~es We will process USAID 
documentat~on and vouchers of Implementmg Partners promptly to facrlitate the work of 
our Irnplementmg Partners ~n serving our customers 

I 

We w~ll  manage programs for eficrency and ~mpact, focusmg on coordmat~on across the 
portfoho, as well as w~thm the broader USAIDffiev program and w~th other donors 
Admin~strat~on of the program wdl be efiaent and responsive to documentat~on and 
analyt~cal needs as they anse 

, 



Increased Transfer of State-Owned Assets to the Pnvate Sector 

ARer four years of consistent USAID support for pnvatlzatlon, the vast majority of state-owned 
enterpnses m Ukrame have been pnvatued The unportance of ths  accomphshment cannot be 
overemphasued sigdicant pnvate ownershp of enterpnses and land is an absolutely essent~al 
prerequlslte for a successfbl transition to a market economy Pnvate ownershp of resources is 
the prunary means of empowemg the Ukraman people to make decisions, participate and 
become stakeholders In the economc arena-actions that wdl make a dflerence in the hves of all 
those who become property owners On a nat~onal scale, private ownershp and control of 
enterpnses wdl lead to mcreased efficrency and competitiveness, and wdl ultmately serve as the 
engme for Ukraine's economc recovery As the pnvate sector contmues to grow, incomes w11 
increase, and small and med~um pnvate enterpnses wdl absorb workers displaced from old state 
enterpnses 

Ukrame has made great progress m the area of pnvatuat~on, wth constant assistance and 
pressure fiom the international donor agencies and financ~al mstltutions, but a sigmficant amount 
of work remams to be done Although USAID IS closmg down asslstance under the rubnc of 
Strategc Objective 1 1, selected ongolng and &re act~vlties in the area of pnvatuation wdl be 
transferred to SOs m other sectors, as explamed below 

2 Progress to Date 

U S asslstance to transfer state-owned assets to the pnvate sector has taken the form of 
programs m (1) small-scale pnvatuatlon, (2) mass pnvatuatlon, and (3) land pnvatuation 

Small-Scale Przvatzzatzon Over 45 thousand small enterpnses have been pnvatlzed-15 5 
thousand of these wth d~rect USAID assistance-m over 70 citles in 23 oblasts throughout 
Ukrame As a result, over 90 percent of all small and medium enterpnses in Ukrame are pnvately 
owned, providing employment to more than 660,000 people Activlt~es have also focused on the 
pnvatuation of unfirushed construction sites (UCS), whch have provlded a fresh start (locatron, 
land, and bullding) for new start up enterpnses By the end of 1998, over 5,000 unfimshed 
construction sites wll have been pnvatlzed-resultmg m the creatlon of over 3,000 new jobs so 
far m the new firms, the transfer of unproductive state-owned resources to productwe 
employment by new pnvate owners, and additional revenue for the budgets of the local 
governments that sold the property 

Mass Przvatzzatzon With USAID assistance, a transparent certificate pnvatnation process was 
carned out Over 90 percent of pnvatuation property certdicates (PPCs) were collected by the 
public, and as a result of Investment m PPC auctions and preferentd sales-an estimated 35 
percent of Ukrame's cituens are now shareholders through the mass pnvatlzation program By 



the end of 1998, more than 8,700 medium and large enterpnses (out of a umverse of 
apprownately 10,000) will have been pnvatued (e g , at least 70% pnvately owned) through 
mass auctions Of these, nearly five thousand wdl be 100 percent pnvately owned 

Land Przvatzzatzon There has been considerable success workmg at the level of oblast and 
murucipal government to pnvatlze agncultural and enterpnse land Neither effort is 
self-sustawng yet and neither has yet reached the stage of nationwde Impact But wtial results 
are promsing Ownerslup of apcultural land has been transferred from the state to collective 
agncultural enterpnses and some 6 5 d o n  land shares issued to indiwdual collective members 
Physical titles have been issued to 155,300 people mcluding 10,300 smce July, 1997 through 
USAID-supported programs Pnvatuation of land under enterpnses started only m October, 
1997 but enterpnse land sales offices are now operatmg m 24 cities and more than 1,500 
pnvatuat~ons d l  be complete by the end of FY 1999 The apcultural and enterpnse land 
programs are discussed m more de td  under SOsl 3a and 1 3b respectively 

3 Remaining Issues 

Qualz@ of Przvatzzatzon Despite the successes m rapidly pnvatmng the vast majonty of formerly 
state-owned enterpnses m Ukrame, many problems contlnue to constram the complete transfer to 
pnvate hands of these resources The quahty of pnvatlzation to date remsuns an issue, with a 
large percentage of large pnvatlzed firms sold to employees (44%) and management (20%) w t h n  
the enterpnse, and wth the state re tamg a controhng share of many partially pnvatlzed firms 
In the agnculture and energy sectors, state control over pnvate holding compmes gwe 
enterpnses monopoly power, whlch has proved to be a constramt to further reform and 
development of pnvate sector activlty m these sectors Shareholders' nghts and corporate 
governance are stdl concepts not very well understood m tlus developmg market The confluence 
of these factors results in an enwonment m wluch pnvatued enterpnses are not forced to 
restructure-and hence the many positive economc benefits (and some negative consequences) 
from pnvatuation have yet to be wdely felt 

Strategzc Enterprzses Many of the "blue-chlp" compmes in Ukrame contmue to operate under 
state ownerslup According to the GOU, there are apprownately 1,000 of these strategic 
enterpnses (other pnvate sources place the estimate closer to 100) Powerfkl interests and 
continuing statlst attitudes have managed to protect these compames from being pnvatlzed these 
enterpnses are more attractive to outside mvestors for a good reason, and insiders including 
techrucal mmstnes are guarding them carefully against pnvatuation m order to protect their own 
interests The pnvatuation of these enterpnses is a key to completing the successful transfer of 
property to pnvate hands 

Land Ownershzp W i t h  the Rada and some parts of the state bureaucracy, there is strong 
entrenched opposition to land pnvatuation, in particular for agncultural land Considerable work 
wlll be requlred to bnng about the full pnvatuation of agrjlcultural land and the surplus land 
associated wth  pnvatued enterpnses 



Other Enterprrse Assets Social assets of former state enterpnses-mcludmg lundergartens, 
apartments, m e d d  chcs-are not normally part of the financial responsibility of an efficient 
pnvate enterpnse m a market economy Pdot work has been carned out m pnvatmng these assets 
under the small-scale pnvatlzation program, but there is potential for h r e  resistance as local 
governments do not want to be burdened wth the additional responsibhty for promdmg these 
servlces once the assets are divested fiom the pnvatlzed firms 

4 Program Approaches m the Future 

Smce the strategc objective--mcreased transfer of state-owned assets to pnvate hands-has 
largely been acheved on the whole, assistance under SO 1 1 is m the process of bemg closed 
down Ongomg and future actimties wdl be transferred to relevant SOs as indicated below 

SOI 3(a) A More Market-Responszve Agrzcultural Sector Despite progress m pnvatmng farms, 
gram elevators, and mput supply compames-Khhb Ukramy and other state holding compames 
mamtain a restnctive hold on the agricultural sector, wth monopoly control resultmg m pnce- 
settmg behamor that does not perrmt the operation of a market for agrrcultural products USAID 
wdl contmue mto the first year of the strategy to focus on the pnvatlzation of gram elevators, and 
over the penod of the strategy on land ti thg at the rayon level, m order to get land titles mto the 
hands of mdiwduals as quickly as possible 

SOI 3(b) More Compehhve and EfSiczent Przvatzzed Enterprrses Support to complete the 
pnvatlzation of unhshed construction sites is d~scussed under SO1 3(b) below Assistance to 
pnvat~zed enterpnses wdl mclude a vanety of actiwties to encourage wdespread firm 
restructumg and continued support for enterpnse ownership of associated lands, and (under 
SO1 4) the strengthenmg of corporate governance and shareholders' nghts 

SOI 5 Economzcally Sustaznable and Envzronmentally Sound Energy Sector Continued 
support for pnvatlzatlon m the energy sector d l  take the form of efforts to help mth 
pnvatlzation and demonopollzatlon of energy distribution and production compames 



Stratepc Objective 1.2 .( 

Increased Soundness of Flscal Pohcles and F~scal Management Pracbces 

1. Statement of the Strategc Objectwe 

In order to make a successful transition to a market economy, the Government of Ukrame must 
s h n k  the slze and scope of the pubhc sector whde encouragmg the growth of the pnvate sector 
Ths requues continued reforms in macroeconomc pohcies and, m particular, mprovements in 
fiscal policy and public financial management 

Since 1995, the National Bank of Ukraine has pursued a responsible monetary policy, mth 
mflatlon held to acceptable levels and exchange rates for the natlonal currency, the M a ,  kept 
reasonably stable However, gwen the unpact of theglobal financial cnsis and the default and 
devaluation in Russia m md-1998, it is clear that the Government of Ukrame (GOU) needs to 
make corresponding reforms m its fiscal pohcies 

Thus far the pace of fiscal reform has been slow, and the GOU has often been unable to meet the 
fiscal cntena for recelpt of IMF loans Tax revenues fall short of expectations, and heavy-handed 
measures to increase revenue collections tend mstead to encourage the movement of economc 
actimty mto barter operations and the informal "shadow" sector Budgets plan for unrealistic 
levels of expenditures, mcludmg contmued subadies to unprofitable state-owned enterpnses, and 
the result is mountmg payment arrears m the budget sector and stll! larger tax and inter-enterpnse 
arrears in the state-owned enterpnse sector 

The persistence of these problems, compounded by the global financial cnsis, has closed off most 
sources of deficit financing for Ukrame Moreover, payments on outstanding debt are severely 
overburdemng the current budget Ths increases the urgent need for fiscal reforms, both to 
m m m e  budget deficits and to qua& for longer-term, lower-cost IMF and World Bank loans 
Further USAID assistance to promote compliance wth loan conditionahty wdl be essential for 
Ukrame's continued receipt of ths  much-needed funding 

USAID wll consider thls objective acheved when Ukrame meets the followmg cntena (a) the 
tax system is sufficiently fair, smple and transparent to encourage greater taxpayer compliance 
and revenue collection is increased wthout placmg an undue burden on economc growth, (b) 
public expenditures meet government pnonties at a level that can generally be sustained by 
rehably estlrnated revenues, (c) the process of budget preparation, adoptlon and execution 1s well- 
informed, accurate, transparent and responsible, and (d) fiscal policy makes a positwe 
contribution to macroeconomc stabhty and growth in GDP and personal income 
2 Problem Analysls - 
Problems wth the tax system have been one of the factors servlng to push economc activlty into 
the informal sector and barter trade Modertllvng the tax laws to broaden the base, lower the 



margmal rates and fac~l~tate comphance, and mcorporatmg these laws mto a smgle, consistent tax 
code, should promote economc growth wthm the official economy and reduce reliance on barter 
Thls m turn should Increase revenue collections and ease the strams on the budget These 
developments wll also create a more favorable enwonment for pnvate mvestment, as strategc 
mvestors are more hkely to see a return on then cap~tal in a more stable fiscal environment 

Taxes and government expendttures are both considered to be too hgh, and the resultmg fiscal 
deficit cannot be sustamed The GOU tradit~onally has sought to reduce the defic~t by mcreasmg 
the rates and number of taxes, rather than by reduang expend~tures There IS concern that in an 
attempt to meet IMF conditional@ on defic~t reduct~on, the GOU wll conttnue to pursue th s  
approach,although such an approach discourages pnvate sector growth, part~cularly wthm the 
formal economy, and is thus counterproduct~ve 
In recent years, the GOU has rehed more on short-term borrowmg to cover the defictt, both sales 
of treasury bds and external borrowing from commercial sources The need to semce and roll 
over t h s  increasingly expensive debt is the major contnbutor to the current financial cnsls as debt 
servlce costs nse to cnpphg and unsusta~nable levels 

Despite some Improvements, the Muustry of Fmance stdl lacks the ability to develop realistic 
budgets m a systematic way Budget planmng and Implementation contmue to be plagued by 
unreahst~c projections of revenues and an overly generous approach to expend~ture 
respons~b~ltttes In particular, there is httle capacity for settmg pnonties and conductmg program 
analys~s to deternune how best to meet those pnonbes with the h t e d  resources avadable 

3 Results Framework Narratwe 

Transition Hypothesis 

In a market economy, an efficient fiscal system plays the wtal role of providing suffiaent revenues 
to support necessary pubhc expenditures wthout hampering the growth of the pnvate sector 
Refomng both fiscal pol~cy and fiscal management practices m Ukrame wll help the Government 
of Ukraine to better define the sue and scope of the pubhc sector and the essent~al needs for 
pubhc provision of goods and semces It wdl also encourage pnvate sector economc growth by 
hmtmg the resources consumed by government and estabhshng a fatr and stable tax enwonrnent 

(1) GOU continues to support budget and tax reform policies and ~mplementation 

(2) NBU continues responsible monetary policy 

(3) Privatization is carned out so as to yeld planned revenues 

(4) No fbrther exogenous shocks fiom world financ~al system distort budget revenues or 
expend~tures 



Causal L~nkages 

Ach 1,ement of Strategrc Objectwe and Indzvzdual Results 

Achievement of the Strategc Objective wdl be measured by the fiscal deficit as a percentage of 
GDP, as compared to the IMF target The Strategc Objective will be considered to be on track if 
the fiscal deficit does not exceed the hmt agreed to in the IMF program, according to the IMF 
defhtion For 1998, the IMF target was 2 3 percent of GDP 

Success at the strategc objective level wll depend on achevement of the follotnng pnncipd 
intermediate results, considered necessary and sufficient to the broader objective 

IR 1 2 1 Reform Budgeting and Financial Management Practices in the Mmstry of Finance 

Improwng the budget process to ensure realistic and transparent budgets that comply tnth IMF 
targets and World Bank loan conditions is a key component m the creation of a fiscal enwonment 
compatible w th  a market economy Ths lnvolves revenues that are reasonably estimated, 
expenditure plans that are deweloped w t h  these revenue constramts, spendmg pnonties that 
clearly correspond to pohcy dmctives, Parliamentary dehberations on the budget that are 
respons~ble and well-donned, and budgets executed as adopted In order to help the GOU 
contmue wth  reforms to the budgetmg and financial management process, assistance should be 
directed at (a) mprowng budget preparation and execution, including the development of budget 
classdication and budget system laws, (b) building capaclty for program analysis to promote the 
efficient use of pubhc resources, (c) improvmg macroeconomc analysis and revenue forecasting, 
and (d) r e f o m g  the system of mtergovernmental finance to allocate budget transfers on a 
formula basis 

IR 1 2 2 Create a Market-Onented Tax System That Encourages Growth 

To promote development of the pnvate sector, Ukraine must restructure the tax system to 
encourage economc activlty and taxpayer compliance and to ensure fair and consistent 
application of the laws Ths mvolves (a) modemng  the tax laws to reduce the burden on 
pnvate enterpnse and incorporating them in a single, consistent tax code, (b) fonnalmng the 
"shadow" economy to mprove equity and Increase the tax base, and (c) introducing more 
sophsticated and less coercive tax admstration techtuques Ultimately, it is expected that a 
more equitable and efficient tax system will result m greater revenue collections, wthout requiring 

an increase m tax rates 

IR 1 2 3 Parliament Acts Affirmatively on Fiscal Reform Legislation 

Implementation of fiscal reforms, such as the tax code and budget system law, requires adoption 
of the necessary legslation by the Parliament (Verkhovna Rada) For Parhament to take 
responsible and well-mformed action on fiscal reform legislatton, support is needed in the form of 
(a) tramng to increase the understanding and appreciation of fiscal policy and macroecononuc 



issues among members and staff of the Verkhovna Rada, particularly the Budget Comnuttee and 
the Banlung and Fmance (Tax) Comnuttee, and (b) analysis of pending fiscal legislation, prowding 
manly through the Fiscal Analysis Office estabhshed m the Verkhovna Rada 

Addzftonal linhges with Ififlorn other SOs 

IR 1 4 1 1 1 Modern, Standardued Accounting System Developed (cntical to IR 1 2 2 1) 

Widespread apphcation of mternationally-accepted accountmg standards would enhance the 
abhty of busmesses to understand and comply wth  new tax laws, as well as to obtain loans and 
investment In order for these accountmg standards to be widely adopted, businesses must be 
pemtted to prepare then- tax returns on ths  basis, and the State Tax Admstration (STA) must 
be capable of perfomng audits of returns prepared in t h s  way Assistance is needed to prowde 
t r a m g  to STA officials m mternational accountmg standards and their application to tax returns 
and tax auditmg, m order to enable effective tax collection mthout Impeding wtal accounting 
reforms 

IR 2 3 1 and 2 3 2 Improved Management and Legal Sustamabhty of Local Governments 
(cntical to IR 1 2 1 3) 

Smce the Law on Local Government was passed m 1997, the focus has turned to legslation that 
mll enable 111  implementation of the prowsions of t h s  law and of the Constitution relating to 
local government Increasmg local governments' authonty to mstitute local taxes and duties and 
to manage then- budgets mdependently should help make them more accountable and reforms to 
the intergovernmental finance system more wable Ass~stance is needed (a) to define more 
precisely the revenue and expend~ture assignments for different levels of government, (b) to 
develop alternative approaches to formula-based mtergovernmental transfers, and (c) to 
strengthen the tax base of local governments, both legslatively and admmstratively, particularly 
through the development of a western-style property tax 

4 Program Approaches and Progress to Date 

The USAID fiscal reform program for Ukrame is w e d  at establishtng sound fiscal policies and 
management practices that support both the growth of a market economy and the necessary 
redefimtion of the sue and scope of government actimty wthm a market economy The program 
currently focuses pnmady on (1) mprowng tax law, pohcy, and admstration, (2) developing 
analytic techmques and procedures for budget preparation, adoption and mplementation, and (3) 
formulating macroeconomc pohcy and analysis In addition, as a wtal adjunct to these efforts, 
USAID is provldtng assistance for the fbnctional rewew and restructuring of the M~~ustry of 
Fmance, Muustry of Economy and State Tax Admnlstration m connection mth the public 
admstration reform mtiative led by the World Bank 



In all areas of actlvlty, emphasis is placed on worlung wth  counterparts to ensure that slulls are 
transferred and work products are appropnate to the Ukrmman situation Counterparts are 
located m the Mmstry of Fmance, State Tax Admmstration, Muustry of Economy, and the 
budget and tax comt t ees  of the Rada Increasingly adwsors are also worlung wth local offices 
of these entltles and wth  local governments 

Intergovernmental finance is an Important issue for Ukrame, as the GOU has begun to r e c o m e  
that much of the expenditure overrun and payment arrears problems ongmate at the local level 
Tlus issue has received signtficant attention m the past year and wdl constitute a larger part of the 
fiscal reform program m future years Activlty has focused on development of formula-based 
transfers from central to local governments, improwng local government finance legslation, 
bulldmg local government finance databases, and development of additional revenue sources for 
local governments, including the propery tax 

Work wrth non-governmental instrtutions is also becomng a larger part of the fiscal reform 
program Budget and economc analysls techques are bemg taught through a pioneemg 
program at the International Center for Policy Studies ln Kiev Ass~stance in restructunng the 
h s t r y  of Fmance and Economy is being prowded through the CASE Institute m Warsaw, as 
part of the Poland-Ukrame Cooperabon htiative If they are successfbl, these efforts -- whch 
also serve to budd NGO capacity -- wdl be expanded 

Over the penod of thls strategy (1999 to 2002), the mssion expects to begm to phase out work 
under t h s  strategc objective By the end of thls penod, it 1s expected that the mam necessary 
reforms to the tax code and the budget process wdl be m place Furthermore, the mstitutional 
capaclty for analysls m both the Verkhovna Rada and the Muustry of Finance, and the programs 
for t r m n g  STA officials at the National Tax Tralmng Center, should be self-sustamng by 2002 
However, contmued assistance at a more modest level is hkely to be needed for kl l  
implementation of tax and budget laws and procedures 

Budget Pohcy and Budge fury Management Process 

Macroeconomc Forecasting USAID has asslsted m estabhshmg a macroeconomc momtonng 
group, under a Deputy W s t e r  of Economy, to compile key economc indtcators and prowde 
analysis to aid top GOU officials wth economc pohcy-malung Tlus actlvlty mcludes developmg 
and supporting a macroeconomc model to assess unpact of policy decisions on the economy In 
the longer term, assistance is targeted at ensumg that top GOU officials make Informed policy 
deaslons on the basis of reliable data and macroeconomc analysis prepared by specially tramed 
staff, so that the GOUYs capacity for macroeconomc forecastmg and pollcy formulation IS 

improved and prowdes a reliable framework for the development of reallstic budgets 

Budget preparation process USAlD and U S Treasury advlsors have asslsted the Budget 
Department of the Mmstry of Fmance m lrnplementing a budget classfication based on IMF GFS 
standards, budget procedures requlnng mmstnes to submt detmled spendlng requests w t h  a 
budget cellmg, and monthly spending allocations to ald ln expenditure control and meetlng IMF 



deficit targets Support has been provlded for computenzatlon of the budget preparation process 
to enable sw& compdation of budgets and budget rewsions and promote on-time budget adoption 
and comphance wth  IMF conditions A relational database for budget information has been 
developed for MOF use, along wth tune senes for key budget data gomg back to 1992 

Budget System Law A comprehensive budget system law that defines an orderly reahstic, and 
effective process for prepanng, adopting, implementing, and rewsing budgets has been drafted by 
a team d u d m g  USAID, U S Treasury and IMF advlsors and representatives from the Mmstry 
of Fmance and the Verkhovna Rada After substantial delays, the draft law has been approved by 
the Cabinet of Mmsters and is awaitmg action by the Rada 

Treasury USAID has provided sigmficant assistance, mamly in the area of trai~ung assessments, 
to the World BankJIMF project to establish a Treasury Department in the Muustry of Fmance that 
wdl control state budget implementation and account for all state budget expenditures 

Interaovernrnental Finance Svstem Restructuring An mtergovernmental fiscal model has been 
developed for analyzmg alternative financmg arrangements between central and regtonal 
governments, staff of both Muustry of Fmance and Verkhovna Rada tramed to use and mamtain 
th s  model Work proceedmg on legslation to reform mtergovernmental finance New budget 
preparation systems for oblast and rayon level governments implemented and cornputenzed by 
Muustry of Fmance, these systems and ther related databases were hked  wth  local government 
level budgets, to form a comprehensive picture of expenditure needs and fbndmg flows across 
levels of government Orgamed workshop on formula-based approach to distnbution of state 
budget subsidies to lower level budgets 

Reform of Tm Code and Admmnmsfratzon 

Tax Code In 1997, Value-Added Tax (VAT) and Enterpnse Profits Tax (EPT) sections of tax 
code were enacted, w t h  improvements made m 1998 to meet IMF conditions for the EFF In the 
longer term, USAID assistance is targeted at developing tax analysis capacity and ensunng that 
major tax laws (for the value-added, enterpnse profits, personal income and excise taxes and for 
tax admmstration) are reformed and incorporated into a smgle consistent tax code 

Tax Admrustration The STA has implemented the VAT and EPT laws wthm a very tight time 
frame, and has succeeded m issumg taxpayer identification numbers (TINs) and prepmng tax 
forms and mstructional matenals Over 21 d i o n  TINs had been issued to enterpnses and 
ind~vlduals by 1997, thls is seen as an mportant step toward ensunng that taxpayers are 
voluntanly complymg wth  then- tax obhgat~ons Computenzed taxpayer databases are under 
development, imtlally in Kyv, and wd1 be extended throughout the country 

Tralmng Sudy tours to the U S and Belgrum resulted m the State Tax Authority's (STA) 
adoption of a detaded work plan for unprovlng admmstration of new VAT and EPT laws 
Trmmng has been carned out m several pdot rayons for conductmg joint VATEPT audits and 
auditing on the basis of International Accountmg Standards (IAS) The National Tax Tramng 



Center, established mth jomt USAIDKJS Treasury support, develops courses m all areas of tax 
admmstration Ths Center, whlch is already self-supporting, is expected to ensure that, over 
time, Ukrane's 60,000 tax officials are trained m new tax laws and more efficient techques of 
tax admmstration 

Parlramentary Support for Frscal Reform Legrslatzon 

Analytic Capability The man progress in the Verkhovna Rada has taken place through the Flscal 
Analysis Office FAO), whch was established as an official arm of the Parhament Under the 
leadershp of a Ukrman economst, the FA0 has tramed its local staff, assembled databases for 
collection of fiscal mformation, and is provlding objective and quantitative analysis of tax and 
budget legwlation The FA0 publishes monthly and quarterly analyses of budget execution and 
other fiscal topics and informs the Rada of economc issues posed by legslative proposals Ths 
analysis has been used by leadmg members of the Rada m debates on proposed tax laws In the 
longer-term, the FA0 is expected to develop the capacity to provlde analyses of all major tax and 
expenditure legslation 

Informed Dehberations Assistance promded to the Verkhovna Rada through the FA0 has led to 
more lnformed dehberations mthm the Budget C o m t t e e  on a number of rssues, mcluding 
mtergovernmental finance It should be noted, however, that FA0 staff do not engage or asslst in 
formulatmg pohtical positions for mdivldual Rada members or groups, they provlde objective 
analysis on whch members may or may not base ther pohtlcal decisions In addition, USAID and 
the U S Treasury may support study tours to promde Rada members and staffwth information 
on how other legslatures, such as the U S Congress, approach delmerations on complex issues 
There is a need for the Verkhovna to have better procedures m ths  area, particularly in the 
handling of proposed amendments to tax legslation, where adoption of ad hoc changes in tax 
laws mthout hl l  consideration of the consequences can have negatlve and unanticipated 
consequences 

Antmpated Developments over the Strategy Perzod 

Over the penod of t h s  strategy (1999 to 2002), the mssion expects that hnding levels for fiscal 
reform wd1 phase down slowly and a greater portion of the effort d l  be directed at lower-level 
bodies of government Assummg the tax code is passed, tax admmstration wdl become still more 
key, and continued support mll be provlded m the rmplementation of Tax Modemation efforts 
under the World Bank loan and m the application of orgamational and procedural reforms at the 
distnct level In the budget area, aside from fbrther improvements in the budget preparation 
process, increased attention wll be placed on program analysis and a move toward program based 
budgeting With respect to mtergovernmental finance, actimties involmng direct work wth local 
governments are llkely to Increase as the broader mtergovernmental functional and funds transfer 
arrangements are sorted out Particular emphasis d l  be placed on development of local 
government revenue sources, especially the property tax, whch requlres major efforts to develop 
the necessary drastructure and techmques for proper admmstration Assumng that the overall 
restructuring of the Mmstry of Fmance is accomplished in 1999, further effects to reorgame and 



strengthen the M~mstry of Finance, lncludmg extenslve t ramg,  are hkely to be subsumed under 
the speciahzed program areas hsted above, e g , impromng the operations of the Budget 
Department Finally, in the area of fiscal analysis capabhty for the Verkhovna Rada, the current 
Flscal Analysis Office is expected to become a permanent arm of the Rada, wth the expatrrate 
advlsors phased out over tune and all actimtities shdted to Ukraiman professionals lured by the 
Rada 

5 Development Partners 

USAID fiscal reform programs are closely coordmated wrth both the International Monetary 
Fund (IMF) and World Bank to ensure that techcal assistance is promded m support of the 
hEllment of loan conditions Currently USAID is promdmg techcal assistance to the State Tax 
Admstration on a pendmg World Bank loan for modemation and computemation (now m 
pre-appra~sal stage), to the Mmstnes of Finance and Economy on the proposed Public 
Admstration Reform Structural Adjustment Loan, and to varrous entities on a Local 
Government Fmance loan USAID techcal assistance in tax admstration, budget process, 
intergovernmental finance and admstrative reform are also directed toward helpmg the GOU 
meet the IMF conditions for contmued receipt of "tranches" of the EFF In all these areas, 
USAID7s work IS also coordmated wrth other U S Government-hnded orgamzations, mady the 
U S Treasury, and wrth other pubhc and pnvate donors and non-governmental organtzatlons In 
part~cular, jomt work related to fiscal reform IS bemg carned out wth EC-Tac~s, the Canadian 
International Development Agency, Bnt~sh Know-How Fund, the Pollsh CASE Foundation, and 
the Ukr8111an International Center for Pohcy Studies 

6 Sustainability 

All USAID resources m thls sector are targetmg act~vit~es that mcrease the institutional capacity 
of the Mmstry of Finance, State Tax Admmstrat~on, the Mmstry of Economy and the 
Verkhovna Rada to develop effective fiscal policies and to design and admmster efficient budget 
and tax systems that are conducive to the development of a market economy Tramng programs 
and transfer of knowledge through long-term advisors worlung m these entities give GOU 
officials the understanding and practical experience they need to implement fiscal reforms and 
manage them on a continuing bas~s and to enable members and staff of the Verkhovna Rada to 
conslder and adopt the necessary enabhng legslat~on 

The F~scal Analys~s Office (FAO) m the Verkhovna Rada IS designated as an analytic arm of the 
Parhament, s d a r  to the U S Congressional Budget Office/Joint Tax C o m t t e e  As the FA0 
has gamed analytic capacity, demand for its semces wtlun the VR have mcreased Longer-term 
plans are being developed to have the Rada gradually assume responsibfity for fbnding and 
managmg the FAO, the transfer is expected to be completed by 2002 
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Accelerated Development and Growth of Pnvate Enterpnse 

Strategc Sub-objectwe 1.3(a) 

A More Market Responswe Agricultural Sector 

1 Statement of the Strateg~c Sub-objectme 

Tlus sub-objectwe contributes to the emergence of a compeQQve market economy m 
whch the majonty of econormc resources is pnvately owned and managed by promoting a more 
pnvate sector- onented apcultural sector m whlch pnvately-owned farms produce and sell their 
output m pnvately orgamed markets and purchase ther Inputs and obtam credit from pnvate 
sector suppliers 

USAID wdl consider t h s  objectwe met when 
(1) Sustamable nation-wde agtrcultural pohcy reforms are implemented 
(2) Pnvate farmers m selected regons enjoy opportumties to increase their production and 
marketing of agtlcultural commodities 

2 Problem Analys~s 

US assistance to agtrculture and ago-mdustnes m Ukrame has been premsed on the expectation 
that fundamental pohcy reform would take place relatively quickly, resulting m an expandmg open 
market, pnvate sector-dnven agtlcultural economy Programs were designed to spearhead key 
pohcy changes nation-wde through actiwties that would demonstrate the effectiveness of open 
markets and related pnvate mput supply, processmg and marketmg mstitutions, and pnvate land 
ownerslup and farm management 

Since 1996, however, the prospects for hndamental pohcy reform at the national level have 
worsened The pace of reform has been slow and uncertm and the Government of the Ukraine 
has undertaken pohcy measures that resulted m a more adverse envlronrnent for pnvate sector-led 
agncultural development These measures included restrictions on pnvate marketmg of gram, and 
an initiative by the Government to supply apcultural inputs, fertlllzer, and machmery 
Opposition to pnvate land ownership and pnvate famng has remamed strong in Parliament and 
in many parts of the Government 

W e  there is httle potential for fundamental reform emanatmg from the level of the national 
government m the near future, USAID beheves that regonal and local governments may be more 
amenable to a l lomg greater pnvate sector participation in the agncultural sector through 
initiatives that focus on particular regtons 



The agrrcultural sector, mcludmg mput and processmg mdustnes, contnbutes to roughly half of 
gross domestic product However, agnculture and the agro-industnal complex that supports it, 
have expenenced a disastrous decline smce 1990 Production is barely half, input use one-fifth, 
and mcomes and employment in apculture and the agro-industnal complex, as m the rest of the 
economy, have fallen drastically 

Revlval of the Ukrman economy and growth m household incomes depends on a dynamc 
apculture sector Ths revlval wdl depend not only on sigmficant changes in the policy and legal 
environment, but on the creation of mable pnvate apcultural structures and mstitutlons 

In order for pnvate farmers and agro-mdustnalists to expand production and marketing, they must 
overcome several constraints created by state control of the sector 

First, farmers have inadequate access to the most basic factor of production required in 
apculture - land The organnation of agricultural production mto collective farms, now 
collective agrrcultural enterpnses, offered hale scope for pnvate deternation of the best uses of 
apcultural land m relation to consumption requuements and market opportumties Whde 
sigmficant progress has been acheved m pnvatmng the collective farms and promoting land 
titling, much more needs to be done 

Second, the orgarnation of agricultural production mto collective structures meant that 
admmstrative mechamsms for the supply of Inputs and marketmg of output focused on these 
large-scale entities With the allocation of mputs and distribution of output determmed 
admmstratively, there was httle need for markets mth pnces provldmg information on scarcity or 
opportumty Collective agricultural enterpnses are stdl tied to state marketmg systems because of 
theu reliance on state-promded inputs and support systems Pnvate farmers lack access to 
markets and inputs USAID has made some progress m addressmg th s  need through the support 
of commodity exchanges and market information systems, but many impediments remains though 

Thrd, the state remms the m q  but a limted, source of lending to apculture, wth  its role 
limted to financing centrally-determmed investments There was no need for loans based on land 
or the value of the crop m the sovlet system, and there no need to collateralize land Therefore, 
the viability of pnvate farmng h g e s  on the development and strengthenmg of competitive credit 
markets that allocate scarce capital These structures and procedures need to be developed If 
pnvate farmers are to succeed 

3 Results Framework 

Essential to USAIDys achevement of the strategc objective through the intermediate results are 
the followng cntical assumptions 

(1) Pohcy reform wll be a gradual process, wth a long-term honzon required to strengthen the 



position of reform advocates both w t h n  and outside of government 
(2) Other donors wll continue to provlde pressure for reform, complementing USAID7s efforts 

(3)Local and Oblast level governments wdl contmue to demonstrate a flexlble attitude towards 
USAID- and other donor- supported regonal agncultural development mtiatives, thereby 
prowding the "laboratones" required to demonstrate the benefits of reform to national-level 
authonties 

Causal L~nkages 

Achevement of the Strategc Objective wll be measured by 

- Pnvate sector contrrbution to agncultural production 

Necessary and sufficient for the acluevement of tlus strategc objectlve are two key Intermediate 
results IR I 3a I Improvedpobcy, legal, and regulatory envzronment faczng the przvate 
agncultural sector m seleted repns ,  and IR I 3a 2 Increasedprzvate marketzng of 
agrzcultural commodztzes zn selected regrons These mtermediate results and their supporting 
approaches are presented m Figure 1 3a 1 

IR 1 3a 1 Improved pohcy, legal, and regulatory enwronment facmg the pnvate agncultural 
sector 

USAID beheves that whle fbndarnental agncultural pohcy reform wll be a slow and uncertam 
process, sigdicant progress can be acheved dunng the penod of the proposed strategy as a 
result of three lower level results First, essential for better agncultural policies is improved 
capacity for agncultural pohcy analysis that demonstrates to pohcy makers why good pohcies 
produce desirable outcomes wlule bad pohcies do not Second, agncultural policies wll be more 
enabhng for pnvate sector producers lf the pnvate sector enjoys access to the pohcy deliberation 
process and can effectwely lobby its interests as a promoter of agncultural growth Thlrd, 
government at all levels, must learn fiom and be persuaded by the positive lessons provided by 
regonal agncultural development mtiatlves that harness the energes of pnvate f m e r s  and 
pnvate ago-mdustry These lessons, or "best practices" d l  be denved fiom the results of 
USAIDys programs m selected regons, descrrbed next under IR 1 3a 2 

I .  1 3a 2 Increased prrvate marketing of agncultural commodities in selected regons 

Enlargmg the dynarmc role of pnvate farmers and agn-businesses contnbutes first to dlrectly 
improvmg apcultural performance and the Incomes of producers It also remforces USAID'S 
efforts m promotmg nation-wrde policy reforms by engaging the lobbylng energes of the pnvate 
sector as well as of local and regonal governments whose regons benefit from pnvate sector- 
based agncultural development USAlD wdl work to acheve thts mtermediate result through 
approaches and activities that concentrate on three or more geographc regons (L'vlv, Odessa, 
Poltavo, a e v )  Increased prrvate marketing of agncultural commodities m these regons wll 



result from actlwtles that (1) promote fkrther f m  restructuring and land t i thg to Increase 
pnvate farmer access to land, (2) mcrease pnvate farmers' access to agricultural mputs through 
competitive markets, (3) lmprove pnvate farmers' access to lnformation about market 
opportutlltles and Issues, (4) mcrease theu access to credlt, (5) unprove the marketlng 
rnfrastructure that will enable farmers to sell thex commodities outside of state-dommated 
channels, and (6) provlde duect support to leveraged pnvate sector ago-mdustry 

4 Progress to Date 

USAID actiwtles have acheved slpficant results slnce 1993, but these achevements have fallen 
short of the fbndamental apcultural reform antlclpated 

First, land ownershp has been transferred from the state to the collective agrrcultural enterpnses 
(CAEs), an estunated 6 5 d o n  land shares have been issued for CAE land Actual land titles 
have been issued to 8,000 people through USAID supported actlmtes Further, the number of 
pnvate f m e r s  rose from under 2,000 m 1992 to 36,000 m 1997, accounting for over 900,000 
hectares 

Second, the USAID-supported process of mass pnvatlzatlon resulted m over 4,000 agro- 
mdustnal enterpnses bang officially pnvatlzed, wrth the long-delayed process of pnvatlzatlon of 
gram elevators now underway 

Thrd, a pnvate sector IS actlve m Input supply and agncultural marketlng and processmg Pnvate 
US "agrrbusmess partnershps" have expanded the promaon of m p s ,  processmg facrlities, and 
marketmg outlets Pnvate Independent commodity exchanges, mth hnctiomng spot and forward 
contract mechmsms, are operatmg at a h t e d  level USAID also establlshed the Commodity 
Exchanges Information System to promde weekly mformatlon on Ukrman and world pnces 
Pnce lnformation IS dlssemated to over 1100 duect recrplents, mncludmg newsletters, new 
agencies, Oblast admmstratlons, agncultural producers, processors, and dlstnbutors 

Fourth, pnvate mdustnes and commodtty exchanges have estabhshed, wth USAID support, 
Independent associatlons to defend theu mterests and lobby for pollcy change 

Fifth, a fiamework has been estabhshed, through the Inter-Mi~ustenal Comssion on Agrarian 
Reform (IMCAR), under whch the Government of Ukrame and donors are begmng to jolntly 
consider poky changes m apculture and the ago-mdustnal sectors 

5 Program Approaches 

Pobcy, Legal, and Regulatory Approaches To unprove the policy, legal, and regulatory 
enmronment faclng pnvate farmmg and agn-business, USAID d l  adopt approaches that 
strengthen capacity for policy analysls and reform, facditate advocacy for pohcy reform by pnvate 
professional and trade associatlons, and work mth mterested local government and oblast officials 
to create the space necessary for the regonal agricultural ~mtiatives to operate effectively IT wll 



also articulate the progress attained back to national agncultural policy decision-makers 

USAID, worlung with other donors, have supported the development of a Ukraiman pohcy 
analysis capacity m the Inter-Mmstenal Comrmssion on Agranan Reform (IMCAR) and of the 
secretanat, an Agricultural Policy Umt in the Mmstry of Agro-Industnal Complex, and the 
Institute of Agranan Economy USAID wll contmue to support Ukratman "ownershp" of 
agncultural pohcy analysis and dissemnation USAID wll continue to prowde assistance to the 
National Pnvate Farmers Association, the National Commodity Exchange Association, the 
League of Entrepreneurs, and the Ukraman Cooperative Foundation so that these orgawations 
may acquire a more effective voice m articulating and advocatmg a umfied pohcy reform agenda 

Local authonties often have some leeway in mterpretmg and implementmg national laws and 
/ decrees The proposed program w11 sohcit both national and local support or agreement, through 

Memoranda of Understandmg (MOUs) MOUs would include agreements regarding actions to be 
taken, but also agreements that would guarantee open marketing, land pnvatlzation, and pnvate 
sector mput supply and processmg m the selected areas Efforts would be made to develop 
commun~ty support for and understandmg of pnvate f m n g  and pnvate ago-industry 

Approaches to Increaszng Przvate Marketmg USAID wdl address the constramts on pnvate 
sector agnulture by focusmg its actiwties on expandmg the base of pnvate farmers, and 
mprovmg marketmg, mput supply, credit, and extension servlces 

Farm restructunng and agncultural land pnvatlzation - land titling and pnvate farm formation - 
wdl be central to t h s  approach USAID wdl budd on its expenence m ths  area, ruded by the the 
greater mterest in land reform at the regonal, local, and farm level than at hgher levels of 
government The program wrll also support pnvate farmers through the prowsion of land from 
the land fund At present there are approximately 35,000 such farmers, averagmg 28 hectares, 
and farmng over 1 d o n  hectares (2 percent of sown area) Pnvate household plots wll also be 
an mportant element of the regonal focus Households already supply over 50 percent of total 
farm output, especially of potatoes, vegetables, fruit, mdk, meat and eggs Much of t h s  is for 
farmly consumption but a sigmficant amount is marketed 

A major focus of USAID'S agncultural sector involvement to date has been the prowsion of 
agncultural inputs (seeds, chemcal, equipment) through the creation of pnvate dealershps (either 
mdigenous or m partnershp wth  US firms), promobon of trade and the development of 
cooperatives Thls emphasis wll contmue, but m closer collaboration wth  the farm restructunng 
and titllng actiwties to ensure that farms c o m g  out of the restructunng process have avadable to 
them the input supply alternatives essential to wable pnvate farmng operations 

Gwen the absence of the traditional sources of credit to pnvate farmers - the banlung sector and 
collaterallzed land - USAID wdl explore a range of alternative institutional approaches to address 
the cred~t constramt m these concentrated regons, including credit umons, cooperatwes, and 
supphers cred~t 



USAID d address the constrants faced by pnvate farmers, restructured farms, and plot holders 
in dealing w th  elements of the agncultural production-marketing-processmg chain through 
approaches that reflect the divers~fied nature of then production USAID w11 also work to 
strengthen cooperatives and farmers associat~ons m provldmg direct U s  between individual 
farmers and markets, and to encourage pnvate farmers, restructured farms and plot holders to 
trade on open markets 

6 Development Partners 

The World Bank, EUITACIS, the Bntish Know-How Fund and USAID cooperate closely m their 
policy reform and project activlties, and are jomtly hnding internal Ukrairuan agncultural policy 
analysis through IMCAR 

The World Bank has the largest agnculture program in Ukrame, and has released the final $1 50 
d o n  under an Agriculture Sector Adjustment Loan (SECAL) The World Bank is not p l a m g  
additional pohcy-related sector adjustment loans because of the same pohcy reform problems that 
have faced USAID's efforts However, the World Bank is p l a m g  to include pohcy related 
issues m vmous projects that are under development These include Land Title Regstration, 
Rural Credit, Agn-busmess, and a new Rural Development project that may include co-financmg 
of fm restructuring The World Bank is h h n g  many of these projects to exlstlng USAID 
irutiatives, enhancmg the Impact and sustamabihty of USAID'S program activlties 
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Pnvatued Enterpnses are More CompeMwe and Efficient 

1 Statement of the Strateg~c Objectwe 

Pnvatlzation of state enterpnses in Ukrame has reached the final stage The auctlomg of small- 
scale enterpnses IS essentially complete, and over 9,000 medium and large enterpnses have been 
pnvatued The fate of these pnvatlzed enterpnses 1s mportant for the economc recovery of 
Ukraine Some pnvatlzed enterpnses d l  undergo the necessary restructunng m order to 
compete successfdly, others wdl not For the majonty of these pnvatued enterpnses, whether or 
not they restructure and surwve depends on many enwonmental factors 

In order to encourage pnvatlzed enterpnses to become more competitive and efficient through 
restructunng, assstance efforts must concentrate on both the demand and the supply sides of the 
problem Why are the majonty of pnvatlzed enterpnses currently not restructumg? Outslde 
ownershp IS very diluted, wth  36% of shares owned by a broad group of outs~ders, mcludlng the 
state The majonty of shares of pnvatlzed enterpnses are held by employees (44%) and 
management (20%) - a group that has a collective mterest m opposmg the changes to labor and 
soclal asset portfolio whch would accompany restructunng, and generally lacks the slulls 
necessary to pursue restructunng USAID can help motlvate these enterpnses to restructure (1 e , 
create a demand for restructunng) by promoting an enwonment that (1) increases the control of 
outside ownershp m the firms, (2) strengthens shareholders7 nghts and (3) offers vlable 
alternatives to enterpnse collapse (I e , bankruptcy, increased financing through capltal markets) 
Wlth greater outslder mterest m the profitabhty of an enterpnse, management w11 be forced to 
restructure m order to become more cornpetitwe and efficient 

For those firms that are ready to restructure, we need to ensure that there is suffiaent capacity m 
the economy to supply the s M s  and financial resources necessary-and that the legal and 
regulatory framework is supportive-to help these enterpnses to go through the process of 
restructunng Pnvatued enterpnses m Ukrame are particularly unprepared for the changes 
needed to sumve m a market economy - managers and employees laclung basic shlls m 
marketing, modern accounting, and management and most have only expenenced hfe under the 
prewous system of state control and production quota systems These old mentahtles must be 
changed in order for the enterpnses to move forward 

USAID w11 consider ths  strategx objectlve acheved when the economc enwronment both 
encourages and supports efforts by pnvatlzed enterpnses to undergo restructunng ln order to 
become more efficient and competitive More specifically, an enwronment that encourages 
restructunng wd1 mvolve (1) greater outside ownershp and control over these pnvatlzed 
enterpnses, to stmulate the demand for restructunng, as well as (2) an Improved financial sector 
to allow the prospects of additional mvestment for restructured firms to motivate pnvatlzed 
enterpnses to undergo restructunng A supportwe enwonrnent wdl satlsfy ths  demand for 
restructunng by (1) malung business slulls and tralmng accesslble, and (2) mplementlng laws to 
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reduce or ellmate the numerous legal and regulatory constrmts to growth and restructunng 

2 Problem Analysrs 

Pnvatmd enterpnses are burdened by many problems mhented fiom the old Sovlet system, m 
additlon to the old mental@ and slull set of the work force Perhaps the biggest obstacle to 
enterpnse restructunng on a macro-polltlcal level is the need for these large enterpnses to 
downslze theu labor force In order to become more efficient, most of these pnvatlzed firms wdl 
have to shed considerable numbers of redundant employees that were ongmally hred under the 
old system, in whch employment was considered a nght In additlon, many enterpnses also 
mhented social assets (schools, medical clirucs, apartment buildmngs) from theu old state-owned 
predecessors, in most cases, these firms wdl no longer be able to mantam these assets and also 
remam competitive The causal llnkage between restructunng and shedding labor and social 
assets-not only on the enterpnse level, but also for the national and local governments-has 
comphcated the role of reformers in the pohtical sphere 

An excessively burdensome tax and regulatory system are additional problems preventing the 
development of pnvatlzed enterpnses Secondary problems stem fiom the underdeveloped 
financial system heavy rehance on barter trade and the lack of mvestmentlcredlt have made it 
dficult for firms to attract the capital needed to grow Other problems include enterpnses' 
lnabhty to own and collaterahze thelr associated land, and the non-compliance of Ukraman firms 
wth  International Accountmg Standards (1AS)-both of these factors tend to l m t  the 
attracttveness of Ukraman firms to foreign and domestic mvestors 

Enterpnses In Ukrame contlnue to benefit from direct and indirect subsidies Until thls system of 
support comes to an end, and a hard budget constraint IS imposed, many pnvatlzed enterpnses 
wdl contlnue to consume, rather than add value m the economy of Ukrame Steps taken 
elsewhere m the USAID program to Improve tax collection, adjust uthty tanffs and provlde soclal 
servlces through more efficient means must be complemented by steps to increase the 
competitiveness of Ukraman enterpnses 

3 Results Framework 

Transrtlon Hypothesrs 

Competitive pnvatlzed enterpnses can be a key engrne to Ukrme's long-term economc growth 
The restructunng of pnvatlzed enterpnses depends on a conducive pohcy, legal, and regulatory 
envlronrnent, wdespread access to modem busmess slulls and practices, and increased access to 
credit In addition, the growth of the medium and large enterpnse sector depends on 
development of SMEs, smce SME demand for mtermedlate goods produced by pnvat~zed 
enterpnses wll stmulate Increased production and growth of medmm and large enterpnses 



(1) Economy and Financial Sector Remam Stable 
Macroeconormc stability is necessary for pnvate sector growth, smce it is a prerequisite for 
business plamng, forecasting, and access to capital on predictable terms It is assumed that (a) 
the national currency, the HryvIlla, w11 remain relatively stable, (b) inflation remains at a moderate 
level, and (c) no further exogenous shocks from financial cnses in Russia and other emerging 
markets sigmficantly affect Ukraiman financial markets 

(2) Government is C o m t t e d  to Reform in Support of Pnvatlzed Enterpnse Restructuring 

GOU comtment  to reform is a necessary condition for the growth of pnvatized enterpnses 
Most of the measures to change the structure of ownershp-currently seen as the main barner to 
enterpnse restructumg-depend on the GOU to (a) sell residual state shares in enterpnses that 
have already been pnvatlzed, preferably m large blocks (b) sell strategc enterpnses through 
internationally accepted tender procedures and offer controlling interest rather than rmnonty 
packages to potential mvestors, and (c) remam cornmtned to protecting shareholder nghts 

It IS also assumed that the GOU wdl proceed wth pnvatlzation of land under enterpnses and the 
development of land markets in Ukrame, including the sale of unfimshed construction sites 
Despite some opposition w t h  the Rada to pnvate land ownershlp, the growmg mterest at the 
local levels of government to engage m pnvatlzation along wth enterpnse demand for pnvate 
ownershlp of associated lands creates a powerful constituency-and hence we believe th s  
assumption to be realistic 

A further requirement is GOU comtment  to end most forms of direct and mdirect subsidies, and 
to signdicantly reform the role of the state m provldmg social and housmg semces through 
medium and large enterpnses 

(3) IMF and World Bank Loan Conditions Are Satisfied 

Many of the conditions on World Bank and IMF assistance demand reform in the area of 
regulation and taxation of pnvate enterpnses, reform of the Bankruptcy Law, and Land Title 
Regstration Continued GOU support for reforms m conjunction wth  IF1 conditionality is 
essential to the overall success of thls strategic objective 

Causal L~nkages 

Achevement of Strategc Objectme and Indzvzdual Results 

Achevement of the Strategc Objective wl1 be measured by growth in industnal production 
Since the majonty of pnvatlzed enterpnses are mdustnal, t h s  indicator is a proxy for health of the 
pnvatlzed medium and larger enterpnses As pnvatlzed enterpnses undergo necessary 
operational and financial restructumg, over the longer term, many of them wil become more 
efficient and competitive, and overall output for t h s  sector w11 begn to recover Increases in 
mdustnal production levels can also be acheved through legtimate pohcy reforms, such as steps 



to encourage new mvestment (domestic and foreign), and reduction of trade barners 

Success at the strategc objective level wdl depend on achevement of the followng pnncipal 
rntermediate results, considered necessary and sufficient to the broader objective 

IR 1 3(b) 1 Improved Access to Market-Dnven Busmess Slulls and Information 

Busmess centers currently promde slulls and dormation directly to small and medium enterpnses 
through consultmg semces, but these centers have recently begun to address the growng need 
for semce to large, pnvatlzed enterpnses Whde imtially these centers serve as a means of using 
USAID fbnds to mcrease local capacity to operate a business accordmg to modern market 
pmciples, ultmately they d l  become independent and self-financmg as they bulld up their 
chentele and can recover costs through the charging of fees 

The Enterpnses Restructuring Project, whch started m 1998, wdl prowde a package of trairung 
and self-help matenals designed for managers of medium and larger enterpnses Worlung through 
Ukrman financial mtermedianes, thts project w11 bulld their capacity to restructure enterpnses 
Not only wdl t h s  meet the immediate needs of enterpnses, but wdl serve as the basis for a broader 
set of restructunng prowded by business servlce promders m Ukraine Commercial 
distnbution of a swlar set of materials m Russia was very successfbl 

The final measure of successfbl restructunng takes place in the enterprises by measunng the 
number of restructunng plans bemg implemented m activities fbnded by USAID and other donors 
Since donors have generally taken a demonstration effect approach to restructunng, t h s  group of 

enterpnses is intended to serve as successfbl examples of restructumg 

Conversion to International Accountmg Standards IS an essential step for Ukratman enterpnses to 
access capital markets, attract foreign du-ect investment and accurately measure performance of 
the enterpnses Ths transition occurs both at the policy level, as promoted and adopted by 
standard-setting bodles, and wthm the enterpnses on a case-by-case basis SEC disclosure 
regulations d l  requrre reporting based on LAS startmg in 1999 

IR 1 3(b) 2 Enterpnses Have the Abhty to Own Land and Premses 

Pnvatlzation of enterpnses m Ukrame did not include the pnvatlzation of the land underneath 
them Whlle thls IS stdl a very polltical Issue, local officials are begimng to support enterpnse 
land pnvatlzation Ths asset is mportant to enterpnses for capitahzation, collaterallzation and 
investment purposes As the real estate and fhanaal markets grow, secondary sales and 
mortgage lendmg are expected to expand, bnngng benefits to these industries and res~dual 
benefits to local governments through taxation and fees Enterpnses mll have the ability to more 
rationally use land as an asset 

Unfirnshed construction sites in Ukrame are opportumties for new business start ups and growth 
of exlstrng busmesses mto new premses A contmuation of the process of sellmg these premses 



w11 make use of an exlstmg, but unfhshed and abandoned asset Each pnvatuation of an 
unfimshed construction slte represents a new busmess and new jobs 

lR 1 3(b) 3 Pnvatued Enterpnses Face Fewer Fmancial Constramts to Growth 

Without sufficient access to finance on reasonable terms, pnvatized enterpnses wll not be able to 
grow and develop It is generally understood that the banlung system wll not be capable of 
servmg as a s~gmficant source of busmess loans m the near future, so successfid development of 
pnvatued enterpnses is strongly dependent on reforms in the b a h g  system and in capltal 
markets (see SO 1 4) Implementation of the new Law on Leasing and the Law on Collateral has 
the potential to substantially Increase the financmg opportumties for all pnvate firms, and the 
ability to dlvest social assets wdl fiee many pnvatued enterpnses of responsibilities that they are 
not able to afford 

A clear symptom of the current financial situation facmg Ukraman enterpnses is the amount of 
wage and interenterpnse arrears carned by most firms Barter accounts for 70% of trade, 
accordmg to some sources Employees in pnvatlzed firms, although certady m a better situation 
than civll servants and pensioners, are often not pad on a regular basis, or are paid ln 
cornmodihes Therefore, a decrease m both of these mdicators, as reported by enterprise 
managers, wll sign@ greater financial stability of the enterpnses 

In the m t e m  until these reforms are carned out, funds fiom the mternational financial institutions 
(IFIs) can help fill the gaps m financing that the domestic banlung system is incapable of 
addressing-but these measures are small, relative to the financmg needs of the economy 
Programs such as the West NIS Enterpnse Fund help to address thls temporary shortcomng m 
the domestic financd market by makmg debt and equity mvestments m pnvate enterpnses 
Encouragmg forelgn mvestment is also cntical to success at the IR level, since the domestic 
supply of capital IS not suffiaent to meet Ukrame's demands Efforts to reform the legal, 
regulatory, and tax enwonment wdl help sigmficantly to ehmnate the barners that currently 
prevent foreign investors from being attracted to Ukrame 

Addrtzonal lrnkages wzth IRrj?om other SOs 

lR 1 2 2 1 Tax System Supports Economc Growth 

IR141 Market-Onented Pnvate Banlung Sector Developed 

IR142  Transparent and Open Securities System Developed 

I r 1 4 3  Market Supportive Legal System Created 

4 Program Approaches and Progress to Date 



The USAID program to support the development of pnvatued enterpnses concentrates on 
prowdmg essential busrness slulls, removmg external constramts and creating an enabling 
enwonrnent for pnvate sector growth The pnncipal focus of USAID'S program to support 
pnvatued enterpnse development to date has been m the area of reducing financial constraints to 
growth by means of promoting pnvate ownershp of urban land under enterpnses and land 
markets in Ukrame Access to credit is the most cntical Ingredient for growth of all pnvate 
enterpnse, and USAID has targeted ths problem duectly through the West NIS Enterpnse Fund 
and mdirectly through collateral law and banlung reform, and through support to tax system 
reforms that d l  fachtate the flow of pnvate investment Tranmg and certification efforts under 
the accountmg reform actiwties and the new t r m g  program under the enterpnse restructunng 
program ensure access to busmess slulls and iformation The legal and regulatory enwonrnent 
has been another mportant h t m g  factor preventmg these pnvatued enterpnses from 
restructunng, and the USAID program has prowded support to organuations wthm the GOU to 
promote reforms to the busmess legal and regulatory enwronrnent The followng are specific 
activities w t h n  the 1 3b portfoho 

Unfimshed Construction Site Privatization - To date, over 5,000 unfimshed construction sites 
have been pnvatued - over 1,000 wth duect assistance fiom ths  actiwty - creatmg over 3,000 
new jobs, even whde most sites are stdl in the process of completion Each pnvatuation 
represents a busmess opportumty, unhampered by old technologes and redundant labor The 
objective for 1999 1s to pnvatue an additional 5,000 sites, wth duect assistance through the 
project endmg m 2000 

Entemnse Land Pnvatuation and Real Estate Profession Development - The abhty for 
enterpnses to pnvately own thex associated land has important mpllcations for the enterpnses' 
access to finance Offenng its associated pnvately-owned land as collateral, an enterpnse would 
have better access to credit on more favorable terms Local support for these programs is very 
strong, and d l  continue wthout sigmficant legslative action at the national level By the end of 
FY1999, at least 1,500 land pnvatuations wll have been completed Enterpnse land sales offices 
have been opened in 24 citres Privatuatrons to date have generated over $2 0 mlhon m revenue 
for mumclpal budgets-whch constitutes a major financial incentive for local governments to 
continue supporting the transfer of enterpnse lands to pnvate hands In the near future, 
pnvatuation and secondary sales of enterpnse lands vdl continue, as wdl the t r m n g  courses and 
semmars for real estate professionals The revenue generating potentla1 of the program wll be 
coordinated wth mumcipal development projects fbnded by USAID and other donors Pending 
achevement of objectives m 1999, the project wdl be extended mto 2000 wth a s~gmficant 
redesign focussing on creation of a real estate servlce market through estabhshment of a fee 
structure Standard settmg and certlficatton assrstance for real estate profess~onals mll contmue 
through a separate mechamsm (Eastern Europe Real Property Fund) on a modest bass Into 1999 

Enterpnse Restructumg The new Enterpnse Restructumg Project d l  transfer busmess slulls to 
two groups rn Ukrame The first group represents professionals worlung m financ~al 
intermedlanes These indiwduals wll receive formal and hands-on tramng in fbndamental 



busmess concepts and practices, as well as analymg enterpnses, developing and lmplementmg 
restructunng plans In addition, financial mtermedianes d l  receive assistance in investment 
portfolio management and business strategy, to help them focus their investment resources 
Enterpnse managers are the second group targeted for busrness slulls transfer Managers of the 
demonstration restructunng enterpnses wll be fully engaged in the restructunng process, 
comphmented by formal trainmg as needed A much larger group of enterpnse managers w11 
have access to t r m n g  courses and a "toollut" specdically designed to transfer restructunng slulls 
A policy and analysis component of the project wll idente top pnonties for pohcy reform and 
suggest solutions, worlung closely wth other USAID projects and other donors The project is 
planned to continue until early 2001, based on successfL1 implementation and sigmficant transfer 
to local professionals 

It is lmportant to note that USAID'S efforts to promote and support enterpnse restructunng m 
Ukraine are based, m part, upon a current long~tudinal study whch is loolung at the lmpact of 
pnvatlzation (1 e change m ownershp structure) on the performance of the enterpnse h t ia l  data 
analysis conducted by the London Business School has shown that those enterpnses wth  more 
consolidated and sigmficant outside ownerslup are more llkely to take restructunng steps The 
study should be funded through 2000 

Management Accounting - The Accountmg Reform Project, whch has prowded triumng to 
accountants and auditors m International Accountmg Standards and whch assisted in the 
formation of the Ukrman Federation of Professional Accountants and Auditors (UFPAA), has 
helped to Improve the management of enterpnses and to make therr accounts more transparent to 
investors Support to UFPAA d l  contmue as it works wth government agencies to estabhsh a 
legal basis for convertrng Ukrame's accounting system to International Accountmg Standards, 
mth the goal of submttting an accounting law to the Rada by February 1999 Institutional 
development m UFPAA wdl mchde extension of its certdication and trammg programs based on 
IAS At the enterpnse level, a program to convert Ukraine's small, medium and large enterpnses 
wll result in 30 additional pdot conversions by md-1999 Ths activlty w11 continue through the 
penod of the strategy m order to increase the capacity of Ukraiman accountants to prowde better 
financial lnformation to enterpnse managers and to attract greater foreign and local investment 
Opportumties wdl be sought in the last half of the penod to shft from a TA-intensive approach to 
promoting partnerships between UFPAA and sirmlar professional orgamzations in the regon and 
US Opportumties wdl also be sought to establish IAS as the basis for tax accountmg and aud~t 

West NIS Enterpnse Fund The W/NIS EF contmues a program of debt and equity investments 
in med~um and large enterpnses in Ukriune, for a total of over $23 d i o n  in completed 
transactions Whlle the average deal sze  of the Fund has increased, a sigdicant mortgage 
remains Budget plamng for t h s  mortgage represents an increasing percentage of the Mssion's 
budget for business development in the face of decreasing resources 

5 Development Partners 

As mentioned previously, IF1 lendmg conditionahties including numerous elements of legal and 



regulatory reform USAID participates hlly in prowding techmcal assistance to meet several 
cond~tionahties Regarding enterpnse restructumg, USAID recently imtiated a donor 
coordmation group for assistance to pnvatued enterpnses In addition, we have coordinated 
closely vvlth the World Bank regardmg the pending Pnvate Sector Development loan 
6 Sustainabrlity 

Sustamability of pnvatlzed enterpnse development depends to a great extent upon GOU support 
for reforms to the relevant pohcy, legal, and regulatory enwonment, since efforts to promote 
busmess slulls and access to finance wl1 be less effective in the long run if the excessive tax and 
regulatory burden is not reduced and the ownershlp and bankruptcy laws do not promote financial 
restructumg Official resistance to pnvatlzed enterpnse restructumg exlsts for different reasons 
at all levels of government local and oblast governments do not want to be saddled wth the 
financial burden of divested social assets from these large enterpnses, and the national 
government cannot pohtically tolerate sipficant (albeit temporary) increases m unemployment 
that are hkely to accompany restructumg If ths  attitude toward large, pnvatued enterpnse 
restructunng does not become more favorable, the prospects for creating the demand for 
restructumg are questionable 

Busmess and professional slulls transfer activities supported under ths SO are designed to be 
sustmable Work wth UFPAA has already created an association of professional comt ted  to 
accountmg reform Under the enterpnse restructumg actiwty, mvestment intermedianes are 
motivated to budd theu capacity to restructure enterpnses through the potential increase m the 
value of their investment 

Sustamable access to sources of finance is simdarly dependent on contmued reform by the GOU 
Some of the current measures to fill the gaps not addressed by the underdeveloped banlung 
system are not sustamable The expectabons are that as the GOU takes the necessary steps to fix 
the financial sector, IF1 hnds can decrease as the Ukraiman banks b e p  to finance the bulk of the 
credit needs of pnvatued enterpnses 





Strategic Sub-Objecbve 1 3 (c) 

Expanded Role of Small and Med~um Enterpnses (SMEs) m Nabonal 
Economy 

1 Statement of the Strategic Objective 

Small and medium enterpnse (SME) development is an essential element of Ukrme's transition 
to a market economy SME development can make a positive difference in peoples' lives through 
its impact on the labor market, in the long term, SMEs are hkely to become the largest source of 
employment for the people of Ukrame In Western Europe, for example, approximately 50 to 70 
percent of the workforce is employed by small and medium enterpnses Accordmg to official 
figures, only about 10 percent of the labor force in Ukrame is employed by SMEs, m Russia, the 
figure IS 20 percent, in Eastern Europe, SME employment is between 45 and 50 percent of the 
labor force Of course, a large part of SME activlty m Ukrame currently extsts m the informal 
(e g , shadow) economy, so the actual figures for SME employment are probably hgher than the 
official figures Creatmg an enmronment that encourages SME growth wl1 also promote the 
move fiom the shadow economy to the formal sector, whch leads to addit~onal benefits to the 
state m the form of mcreased revenues fiom greater tax comphance 

In the near future, SMEs wdl play the cntlcal role of absorbmg the large numbers of unemployed 
workers who were dislocated by the restructumg of larger, prrvatlzed state enterpnses By 
creatmg jobs at nearly no cost to the government, supportmg the development of small busmess 
can serve as a means to create an efficient and very cost-effective social safety net Furthermore, 
SMEs are an Important source of mnovation-ths wdl be particularly important as new 
technologes overtake those set m place under the old Sovlet system of production-and have the 
potential to play a symbiotic role wth the large enterpnse sector, contnbutlng quahty mputs to 
industrial production as in Western Europe The expenence of a number of the Northern Tier 
countnes in Eastern Europe, and Poland m particular, points the way to how SMEs can serve as a 
key engme for economc growth m post-Somet economes However, the lack of practical and 
hstoncal expenence in fiee market, mdustnal economes by countnes in the NIS poses additional 
problems to creating the conditions for SME growth These problems d take longer to 
overcome m the NIS countnes than it took for Eastern European countnes whch were wthn  the 
Somet orbit, but had dflerent hstones 

Small and medium pnvate enterpnses wll flounsh when constrmts preventing their growth are 
reduced or removed USAID wrll consider ths objective acheved when the hgh tax and 
regulatory burden on pnvate enterpnse 1s reduced, the weak financial system is improved to 
p e m t  greater access for SMEs to credit and mvestment, and the level of business slulls IS 

improved 

2 Problem Analys~s 

Excessively burdensome tax and regulatory systems are the main problems preventing the 
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development of small and medium enterpnses Secondary problems stem from the 
underdeveloped iinancial system heavy rehance on barter trade and the lack of mvestment/credit 
have made it difficult for SMEs to attract the capital needed to grow Other problems include 
enterpnses' mabhty to own and collaterahe their associated land, and the noncompliance of 
Ukraman firms wth  International Accounting Standards (IAS)-both of these factors tend to 
limt the attractiveness of Ukrauuan firms to foreign and domesttc investors A shortage of 
busmess slulls and inexperience m deahng wth  market-based economes is another signtficant 
constramt whch has lirmted the abhty of Ukrauuan entrepreneurs to develop competitive 
businesses 

But the prospects for pro-SME reform m Ukraine are good The Government of Ukraine (GOU) 
generally looks on SME development as a wn-mn situatron Even among those in the 
government who oppose other reforms, development of small enterpnses represents a pohtical 
"good" whch both provldes jobs and mcreases tax revenues, whde resulttng in very few negative 
side effects W e  they may balk at specdic deregulation aspects or some other important steps 
tn pnvate sector development, a mandate to push such changes through the system IS often easy 
to estabhsh under the flag of small enterpnse development A very powefil and persuasive 
argument m favor of reforms to support SME development is that these changes are not costly to 
the government, either m terms of finance or poht~cal capltal(1 e , nnpact on voters IS only 
poslttve or neutral, but not negative) Fmally, the February 1998 mandate from the Pres~dent that 
empowered the State Entrepreneurship Development Commttee to challenge all legslatton and 
regulations unfavorable to busmess development is seen as a means to pave the way for reforms 
to the enabhng envlronment through the removal of constraints to SME growth 

3 Results Framework 

Competitive small and medium enterpnses d be one of the pnmary engmes to Ukrame's long- 
term econormc growth and w11 play a leadmg role m the creatlon of jobs Transformation of the 
small and medium enterpnse sector depends on a conducive policy, legal, and regulatory 
envlronment, wdespread adoption of modem busmess sMls and practices, and increased access 
to credit by rmcro, small, and medium enterpnses 

(1) Economy and Financial Sector Remam Stable 

Economc stablltty is a prerequisite for pnvate sector growth, and a prerequlslte for business 
plamng, forecastmg, and access to capital on predictable terms It IS assumed that (a) the 
national currency, the Hryvna, wrll remam relatlvely stable, (b) idation remains at a moderate 
level, and (c) no hrther exogenous shocks from financial cnses in Russla and other emergmg 
markets signtficantly affect Ukraman financial markets 



(2) Government Is C o m t t e d  to Reform m Support of SME Development 
Since SME development is generally considered to be good for the vast majonty of the citlzens of 
Ukrame, public participation in the legtslative process is also assumed In an attempt to act in the 
mterest of its constituents, the GOU wll contmue to support enablmg legislation to create an 
environment that does not excessively constram the growth and development of small and 
medium enterpnses 

(3) IMF and World Bank Loan Conditions Are Satisfied 

Many of the conditions on World Bank and IMF assistance demand reform in the area of 
regulation and taxation of pnvate enterpnses If these conditions are not met, Ukrame nsks 
losing thex financial support and the corresponding effect on the Ukraman economy would be 
extremely negative 

Causal Llnkages 

Achzevernent of Strategc Objectwe and Indzvzdual Results 

Achevement of the Strategx Objective wdl be measured by (a) the percentage of GDP produced 
by SMEs and (b) the percentage of the total workforce employed by the SMEs These two 
figures capture the mcreasmg contribution of SMEs to the economc recovery on a national scale 
by measunng the extent to whch small and medium enterpnses have dxectly affected the lives of 
the citlzens by provldmg both Income and jobs Note that the official figures w11 tend to increase 
as elther the SME sector mcreases in slze, or as it becomes increasmgly formahzed (moves from 
shadow to formal sector), in either case, an mcrease m the figures is a positive sign 

Success at the strategc objective level wd1 depend on achevement of the follotvlng principal 
mtermediate results, considered necessary and sufficient to the broader objective 

IR 1 3(c) 1 Improved Access to Market-Dnven Busmess Slulls and Information 

Enhancement of busmess slulls is an essenhal prerequisite for the successfbl development of the 
small and medium enterpnses in any economy, but these slulls play an even more sipficant role 
when the entue economy is m transition to a market system Many of the marketmg, accounting, 
and business plamng skdls necessary to operate a small busmess m a market economy were 
almost completely laclung in the prevlous system, in whch fblfilling the state plans-rather than 
seelung to maxlrmze profits-was the man objective of most firms 

Business centers and small business rncubators provlde shlls and mformation directly to small and 
medium enterpnses through tramng and consulting servlces W e  mtially these centers serve as 
a means of usrng USAD fbnds to increase local capaclty to operate a small buaness according to 
modem market prmciples, ultmately they should become Independent and seK-financing as they 
build up their clientele and can recover costs through the chargmg of fees On the other hand, 
simlar centers elsewhere have often found themselves movlng to support larger and wealther 



busmesses lf financial support for smaller busmesses, whch are less able to afford business 
serwces, dimmshes Thus, alternatlve sources of subsldles to target the small busmess market 
must be found to replace the exlstmg donor subsidles A new project d l  be developed and put in 
place by USAID to move the busmess slulls development area mto a new phase for USAID's 
SME development program in Ukrame It d l  seek to umte a number of actlwtles under an 
umbrella project that will prowde broader support to a greater array of business serwce prowders 

The Accountmg Reform Project, whch has prowded tramng to accountants and auditors in 
Internatlonai Accounting Standards (IAS) and whch assisted m the formation of the Ukraiman 
Federation of Professional Accountants and Auditors (UFPAA) has helped to improve the 
management of enterpnses and to make their accounts more transparent to mvestors Ths 
activlty d contlnue through the penod of the strategy m order to mcrease the capacity of 
Ukraman accountants to prowde better financial information to enterpnse managers and to 
attract greater fore~gn and local mvestment Opportumtles d be sought in the last half of the 
penod to s M  from a TA-mtensive approach to promoting partnershps between UFPAA and 
sirmlar professional orgamzations m the regon and U S Opportumties d also be sought to 
estabhsh IAS as the bas~s for accounting and aud~t Smce the majonty of Ukraman accountants 
are women, these activltles also mcrease the status of women in enterpnse management and 
finance 

IR 1 3(c) 3 Improved Access to Fmance 

W~thout sufficient access to finance on reasonable terms, small and medium enterpnses will not be 
able to grow and develop A two year old program fbnded by the German Government and based 
on a successfbl EBRD credlt program ln Russla, has prowded a new source of credit to small and 
mcroenterpnses through selected banks, prunady in Kev The EBRD has plans, supported by 
USAlD and the European Umon, to expand ths  program to other parts of Ukralne However, 
successfbl development of SMEs is strongly dependent on reforms m the banlung system and m 
capital markets Implementation on the new Law on Leasing d also substantially mcrease the 
financing opportumtles for SMEs, and the auctlomng of untimshed construction sltes (UCS) will 
serve as a means for new businesses to acquire land and capltal, and to make productive use of 
othervvlse unemployed resources 

In the mtenm untd these reforms are camed out, fbnds from the international financial instltutlons 
(IFIs) can help fill the gaps m financing that the domestlc b a h g  system is mcapable of 
addressmg-but these measures are small, relatlve to the financing needs of the economy 
Programs such as the West NIS Enterpnse Fund and Eurasla Foundation help to address the 
credit needs of small busmesses New SME finance imtiatives m FY98 and FY99 have included 
USAID techcal assistance m support of an EBRD mcrocredlt line, an NGO-led mcrofinance 
actlwty, and an actlvlty by the IFC to develop leasmg as a finanang alternatlve 

Addztzonal hnkages wrth Ififlorn other SOs 

IR 1 2 2 1 Tax System Supports Economc Growth 



I R 1 4 1  Market-Onented Pnvate Banlung Sector Developed 
I R 1 4 3  Market Supportive Legal System Created 

4 Program Approaches and Progress to Date 

Ovewzew 

The USAID program to support the development of small and medium enterpnses concentrates 
on remomg constraints and creatmg and enabhg enwonment for pnvate sector growth 
Impromng access to business skdls has been the prmcipal focus to date of USAID'S program to 
support SME development The legal and regulatory enwonment has been the most cntical 
factor limtmg the development of SMEs, and the USAID program has begun to promde support 
to agencies in the GOU to promote reforms to t h s  enmronment Finally, access to credit is 
another important mgredient for growth of small and medium pnvate enterpnses USAID has 
targeted th s  problem d~ectly through support for the West NIS Enterpnse Funds and recent 
mcroenterpnse credit imtiatives 

Buszness Skr lls Development 

Business Semce Centers In order to ensure that small and medium enterpnses have access to 
busmess slulls, USAID has hnded the creation of twelve busmess semce centers (BSCs) to date 
throughout Uknne, mth four more to be created in 1999 The pnmary goal for these business 
centers was to transfer slulls and mformatlon about operatmg a busaess m a market economy 
Dunng the four years of its existence the program has succeeded m reachmg thousands of clients 
m SMEs throughout the country Under the NewBlzNet actlvlty, 15,283 clients had rece~ved 
servlces as of May 3 1, 1998 The four IFC business centers m smaller cities in Ukrame have 
trained over 2,000 managers and stafffrom SMEs, and have provlded business toolluts and other 
information semces to over 200 local busmesses 

The long-term measure of Impact from such busmess centers is not the number of clients that can 
be tramed whle the centers are st111 receivmg USAID hnding, rather, the sustainability of these 
business semce centers 1s the real issue that detemnes whether these semces will continue to be 
provlded and contribute to SME development aRer USAID IS no longer funding their activlty 
Sustainability of these business centers has been a goal since their creation, and has been acheved 
to a substantial extent for some of the centers whch were created earlier The business centers 
charge clients fees for semces to partially cover costs, and by June 30, 1998, the business semce 
centers generated a total of well over a mllion dollars m revenue On an individual basis, two of 
the business centers should be covenng their own costs from the fees and dues that they charge 
their clients by December 1998, and by the close of ths  strategy penod m 2002, it is expected that 
most of the business centers vvlll have acheved complete financial self-reliance as the centers 
evolve into independent consultmg and accountmg h s ,  receiwng revenues from both chent fees 
and targeted subsidies from local sources 



A new project in business slulls development is expected to begm dunng FY99 and wdl merge a 
number of the actiwties in this area mto one project whch wll prowde techmcal assistance, 
tramng and dlrected subsidies to a vast array of business service prowders m Ukrame The 
objective of t h s  project wdl be to prowde broader support to develop the business consulting 
industry in Ukraine wth  less emphasis on the creation of new mstitutions and more focus on 
ass~stmg exlsting and new busmess semce provlders to lrnprove thelr product and service rmx as 
well as to lrnprove  the^ management and financial capabhties Support to busmess centers wll 
be contmued under t h s  new project, but wll be more targeted Ths  new project recogmzes that 
other busmess semce prowders have been established in Ukraine, mcludmg some pnvate 
consultmg firms whch are spin-offs of business centers created by vmous donors Assistance to 
accountmg h s ,  market research firms, small business traimg mstltutions and other types of 
busmess semce prowders may be mcluded in ths  new project The new project d also develop 
methods to llnk the vmous busmess semce provlders through electromc and other types of 
networks m order both to increase Internal and external trade for Ukra~man SMEs and also to 
establish closer llnkages among busmess service prowders 

Thls new dxect~on m business skdls development will end the first phase of USAID'S program m 
estabhshng busmess slulls development and begm phase two to assist m the development of a 
broader number and types of busmess service prowders Lessons learned m Poland by a slmdar 
USAID project there whch has been operatmg for the past year, as well as lessons learned by 
other §ME development projects m the regon wll be analyzed for apphcability to Ukrame dumg 
the project design process 

An assessment of business tramng needs conducted in early 1998 revealed that the tramng needs 
of businesses in Ukrame are extensive and more basic than MBA-level slulls, indicating that 
measures to address the need for busmess skdl development should not be h t e d  to only a few 
locations or mstitutions A new project m Business Management Education wdl work wth  30 
educational Institutions throughout Ukraine to develop thex business management cumculum and 
improve their capacity to deliver practical busmess education courses for young people and adults 
to improve the understanding of business operation in market economes 

Business Incubators Small busmess mcubators m fiev, Kharluv, and Lwv were created to asslst 
Ukraiman client entrepreneurs to improve the capac~ty of small busmesses in the technology and 
light manufactumg sectors, to leverage USAID funds through partnershps, and to help organue 
support to sustam the mcubators The busmess mcubators are to prowde quahty, demand-dnven 
servlces to clients in the cities and surrounding oblasts, wth the goal of rewtallzlng the local 
economy by developmg successful small busmesses and creatmg new jobs Although they work in 
cooperation wth exlstmg USAID-supported business centers m these cities, these business 
incubators have sought to differentiate thew servlces from the busmess centers The business 
incubators operated by Loyola College m f iev and Kharluv have concentrated on tramng a 
smaller number of businesses in longer and more intensive courses and concentrated on innovative 
technologes The busmess incubator operated by Counterpart m Lvlv is a more traditional 
incubator and has focused on a shorter traimng courses of a week or less and has used these 
traimng courses to q u a w  potential clients for the small loans avadable through their project The 



number of rentals of incubator space m Lvlv and Kharluv has been very limted to date It IS 

hoped that as awareness of these semces increases, the number of chents renting space and 
applyng for loans wll grow Smce the costhenefit ratio of the incubator approach appears to be 
much hgher than other approaches, we do not anticipate fbnding new mcubators dunng the 
strategy penod It is possible that small mcubators mght be fbnded by Eurasia promded that local 
cornmumties promde vlable financial support and usable space for such incubators However, thls 
wll also depend upon Eurasia's vvlllmgness to fund such mcubators 

Other Efforts to Transfer Busmess Slulls USAID has also promded modest support to business 
schools in LMV, a e v ,  and Donetsk, and-under the accounting reform program-trued over 
1,000 Ukraiman accountants and auditors m IAS accountmg, reportmg, and managenal 
accountmg Work under The Alhance consortium (IESC, CDC, ACDUVOCA, and MBA 
Enterpnse Corps) in FY98 resulted in 253 busmess volunteer projects providing t r m n g  and 
consulting semces to 350 Ukraiman compames It is anticipated that these programs wdl 
contmue through the strategy penod, but mth a decrease m firm-level assistance and an mcrease 
in actimties whch wdl assist in the development of Ukrman orgarmations to prowde these 
servlces on a long-term, sustamable basis Movement m thls direction has already taken place and 
wll accelerate dumg ths  strategy penod 

Refom of the Legal, Regulatory, and Polzcy Envzronment 

Assistance to the Kev Reformers in the Government of Ukrame. the Parliament and 
Remonal/Local Governments USAID's assistance to reform the legal, regulatory and pohcy 
environment for SMEs in Ukrame has largely been concentrated on the Inter-Agency Comnussion 
on Economc Reform (IACER) under Vice P m e  Mmster Tyhypko and the State Comnuttee for 
Entrepreneurshp Development (SCED) - formerly under Yun Yekhanurov and now under 
Oleksandra Kuzhel Support to IACER and SCED has cons~sted of the following activltles 

- t r a m g  in policy and regulatory reform analysis, 
- techcal assistance fiom Arnencan and Ukrsuman poky reform experts and Ukrsuman 

attorneys to remew and analyze laws and regulations, 
- admsors from Poland on strategx plamng and business association development, 
- study tours to Poland and Russia, 
- office equipment and fbrmture, 
- fbnding to hold a national workshop on business association development in March 1998, 
- financial and techmcal support to hold an mternational conference in November 1998 (as a 

result of the Gore-Kuchma Talks) on SME Development with mternational speakers and 
roundtable discussions on key topics, presentations by exlstmg SME support programs, 
and an interactwe ~nformation far wrth partlctpat~on by vanous SME support programs 
avalable in Ukraine 

Further discussion of the first two activities above may be found under SO 1 4 

New Directions of Pohcv Reform Ass~stance With the recent election of a number of pro-SME 



business development cand~dates to Parliament (mcludmg Yun Yekhanurov, the former head of 
SCED), USAID wll be providmng s~rmlar support to the Sub-Comttee for Entrepreneurship m 
Parltament chared by Yekhanurov (under the Comrmttee on Economc Development) and other 
progressive Parhamentanans At the same tune, s~mlar support actiwt~es wdl be provlded to 
progressive reg~onal (oblast) and mumcipal authont~es As a first step m ass~stmg local 
governments to help them develop a local strategy on conducive to SME development, USAID IS 

worlung with the oblast and mumcipal governments of Lwv, Donetsk and Kharktv (See also 
SO1 4) It IS believed that much can be done at the local level to unprove the enwonment for 
busmess development For example, since many laws and regulat~ons are enforced at the local 
level, it IS hoped that local governments can be effective agents m changmg the behawor of local 
enforcement officials to make the~r actlons more transparent and to eltrmnate cormptlon Other 
local government programs d be added later, based upon the results of the pilot work A Pohcy 
Reform Coordmator posit~on has being added to the NewBlzNet Project to coordrnate much of 
t h s  new focus Although the NewBlzNet Project wll end in September 1999, ths  work is 
expected to cont~nue under the follow-on project 

Demogaphc Survev of both Formal and Informal Actiwties in the SME Sector USAID wdl 
undertake a new activlty m FY99 to develop an accurate basehe of informat~on on the SME 
sector m Ukrame There is currently no rehable comprehensive ~nformat~on on the SME sector m 
Ukrame Data on formal, regstered busmesses is ava~lable, but there IS no accurate p~cture of the 
extent of mformal SME actiwty The survey to be undertaken wdl sample a number of regons of 
Ukrame and ~nclude both formal and mformal SME activities Ths wdl prowde more accurate 
baseline data for pol~cy planmng purposes and through penodic surveys to update the mnformat~on, 
will allow government to measure the Impact of changmg government pohcies and SME support 
programs m Ukrame Experts m informal sector surveys have been obtamed through the 
Implementmg Pohcy Change IQC m Washngton and d l  conduct t h s  survey over mne months 
from November 1998 through July 1999, m close collaboration wth  SCED T r a m g  wdl be 
prowded to local Ukraman mstitutlons on how to conduct the study in order that they mght 
conduct the updates In the fbture on an annual or bl-annual basis The methodology for thls 
survey was developed under the GEMINI Project of the Global Bureau of USAID m the early 
1990s and was used extensively m f f i c a  and some countnes in Asla Ths IS the first tlme ths  
methodology has been employed ~n the ENI Regon and may prove usefbl for replication m other 
countnes in the regron 

Support to Busmess Associat~ons Busmess associat~ons are currently relatwely underdeveloped 
and small, but with USAID support ~t IS expected that they wll become increasmgly important 
advocates for SME policy/regulatory reform Over the long tenn, the pnvate sector must become 
the pnncipal advocate for pol~cy/regulatory reform and tnstitutlons must be developed to influence 
the direction of policy and legal changes on the national, regonal and local levels Thus, dunng 
thls strategy penod, support to reformers m government wll be mcreasmgly balanced by support 
to pnvate sector orgamzat~ons that can effect~vely represent the mterests of the pnvate sector as 
well as to governmental instltut~ons that prowde vehcles for voicmg those interests The 
NewBizNet Project has promded tramng and sermnars for eleven regonal membershp-based 
business associations ~n Ukrame over the past year to Improve then semces to members, increase 



then membershp base, and develop their capacity to lobby government for the interests of their 
members More focused techcal assistance and financial support for selected busmess 
associations wdl be prowded m the next year One example of subsector-based associations is 
the Ukrman Real Estate Professional Associations USAID has helped to create regonal 
associations of realtors m Lvlv, Odessa, Kharluv, and Odessa Nme more small realtor 
associations are begmnmg to mcorporate m other cities, vvlth memberships rangmg from 3 to 24 
h s  USAID also conducted a national workshop on business association development m March 
1998 whch resulted in the creation of a coordmatmg c o m t t e e  of participatmg busmess 
associations Alhances among busmess associations can be an effective means of duencing the 
duection of government pohcy USAID wdl seek to maxlrmze opportumties for these lunds of 
alhances through regonal and national semnars and workshops 

Improved Access to Fznance 

Pnor to FY98, USAID7s actiwties m finance for SMEs was h t e d  to the West NIS Enterpnse 
Fund's Small Business Loan Fund, the Eurasia Foundation's Small Enterpnse Lendmg Program, 
and credit umon support Ths was complemented by actiwties to mprove the effiaency of the 
banlung sector (See also SO1 4) In FY98, USAID imtiated new actiwties to prowde finance to 
moenterpnses, both through a project to prowde mmocredit through banks (wth lnttial loans 
to average $5,000) and a second to prowde mcrofinance through a local NGO (wth mtral loans 
to average $1,000 - $2,000) The program utilmng banks wdl commence m late 1998 The 
NGO-led M~croFinance Actiwty @GO-MFA) was expected to begm m early 1999, but has been 
delayed due to unanticipated legal problems whch prohbit an NGO fiom prowdmg loans and 
chargmg mterest (Only banks and credit umons are currently pemhtted to prowde credit and 
charge mterest ) Ways to overcome ths  obstacle are currently bemg mvestigated and it is hoped 
that the NGO-MFA wdl now commence in md  1999 It is important that ths  legal obstacle be 
overcome m order to be able to prowde the extensive natronal coverage envisioned by ths  loan 
program Very small, expenmental NGO-led mcroloan programs are already underway m a few 
cities m Ukrame, but are not addressmg ths  legal problem head-on However, m order to 
implement a large program that reflects the state of the art of large NGO-led mcrofinance 
programs could provlde mcrofinance to hterally thousands of mcroenterpnses in Ukrame, a way 
must be found to overcome ths  legal obstacle It is anticipated that dumg the penod of ths  
strategy, ths  legal obstacle wll be addressed and Ukrman mcroenterpnses wdl have access to 
substantially increased credit resources The success of the vanous approaches to credit through 
banks, credit umons and NWs,  wdl be analyzed and rewewed dunng the penod of thls strategy 
and USAID is expected to continue to support those approaches found to be the most effective 

The current status of the vanous programs m SME finance are descnbed below 

EBRD Ukraine Mcrocredit Program USAID m11 provlde $2 d i o n  to the EBRD over two 
years to cover techmcal assistance to banks to unplement the EBRD Ukrame Mcrocredit 
Program (UMP) Thls program is based on a successfbl EBRD mcrocredit program m Russia 
and wdl extend an exlstmg German-fbnded mcrocredit program fiom &ev and Donetsk to other 
regions of Ukrame Techcal assistance is m place and the program w11 commence in December 



1998 If ths  program is found to be successfbl, it is anticipated that further fbndmg may be 
prowded dunng the course of ths  strategy penod 

NGO-led McroFmance Activlty USAID is wgorously investigating ways to overcome the legal 
obstacle mentioned above m the next few months Assumg that t h s  obstacle is overcome, 
USAID expects to fbnd a four year program providing techcal assistance and operational 
support to create and develop a NO-led UcroFinance program through the establishment of a 
Ukraiman NGO specifically designed to implement a nationwde program (Existing NGOs in 
Ukraine do not have the capability to implement such an extensive program USAID envisions 
usmg a model smlar to that employed by ACCION in Latin Amencan countnes ) Again, ths  
approach will be rewewed and analyzed to detenrune its effectiveness dumg the penod of thls 
strategy 

West NIS Enterpnse Fund Ths fund, whch was established by Congress to provide fbnds for the 
development of the pnvate sector m Ukrame, established a Small Business Loan Fund whch 
prowdes direct loans from $1 0,000 to $100,000 to SMEs for equipment purchases As of 
November 1998, the SBLF had provlded 52 loans to SMEs averagmg $46,000 The SBLF has 
offices m Kiev with branch offices in Kharluv and Lwv (located in the NewBazNet centers in those 
cities) It is not antic~pated that theu loan actiwties wdl mcrease m the near term, due to the 
spillover Into Ukraine of the recent financial cnsis in Russia The Enterpnse Fund is currently 
considering a co-sharmg arrangement to provlde loan fbnds to the EBRD UMP and has indicated 
an mterest m prowding loan capital for the NGO-led MFA after the pilot phase of that actiwty 
Other enterpnse fbnds estabhshed by the U S Government in Poland and Bulgana have supported 
sinular mcrofinance programs m those countnes and have been cntieal to their creation and 
development USAID IS encouragng the West NIS Enterpnse Fund to support sinular 
mcrofinance mtiatives in Ukrame 

Eurasia Foundation The Eurasia Foundation Small Enterpnse Lending Program also provldes 
equipment loans from $10,000 to $100,000 to SMEs through banks in Ukrame As of November, 
1998, Eurasia had provlded 15 loans averagng $49,773 through 2 banks Problems wth the first 
bank utillzed for the program caused Eurasia to put ths  program on hold for some months in late 
1997 and early 1998 It IS now lendmg agam through a new bank wth  better results It is not 
anticipated that t h s  program wlll grow substantially dunng th s  strategy penod 

Credit Umons A significant part of USAID'S portfolio on helping SMEs to gain access to 
sources of finance, the program to create and ensure the sustamabdity of credit umons has 
succeeded m setting up 8 model credit umons in vmous regons of Ukrane, and has trained more 
than 800 credit umon managers, board members, and imtiative group representatives Ths 
project has also assisted the Ukraman National Associations of Savings and Credit Umons 
(UNASCU) to Improve its senrlces to member credit umons and to develop new legslation that 
more appropnately reflects credit umon actlvlty in Ukrame The grantee, the World Council of 
Credit Umons, has received a one-year no-cost extension to take their actiwties through 
September 1999 It is anticipated that they wd1 submt a new proposal in early 1999 to continue 
and expand their activities in the following years USAlD is currently assessing the effectiveness 



of then- program m Ukraine It is expected that USAID wdl hnd hrther activlties to develop 
credit uruons m Ukraine dumg thls strategy penod, either through WOCCU or another 
granteelcontractor 

5. Development Partners 

Other development partners are actlve in promoting growth of SMEs, through such means as the 
provision of loan hnds to support rmcroenterpnse development, techcal assistance programs 
and by placing conditlonahty on loans that require the GOU to contmue to work toward creatmg 
a posltlve enablmg enwonment for SMEs The governments of Germany, Canada, and Great 
Bntain as well as the European Umon, Umted Nations Development Program and the World 
Bank are all provldmg bnds for programs to promote the development of SMEs Representatives 
of USAID and these agencies meet on a regular basis to coordmate then- assistance programs for 
SME development 

Sustainabhty of SME development in general depends to a great extent upon GOU support for 
reforms to the relevant pohcy, legal, and regulatory enwonment, smce efforts to promote 
business slulls and access to finance wll be less effective m the long run lf the excessive tax and 
regulatory burden is not reduced Assunung that the positive attitude m the GOU toward SME 
development continues to translate into actual reforms that benefit small and medium enterpnses, 
the outlook for sustamabil~ty is very good 

USAID ass~stance to ensure access to modem business slulls has focused on capacity bulldmg 
wthm Ukralman mstitutions, includmg business centers, professional associat~ons, and business 
mcubators In nearly all of these cases, the mstitutions were intended to be self-financing after a 
few years, through fees and dues charged to cllents that use their semces, as well as targeted 
subsid~es provlded by local governments or mstitut~ons No longer dependent on USAID hnds 
by the end of thls strategy penod, most of these activlties are expected to be self-sustaimng and 
wll contlnue to operate well after USAID has closed down support to ths  strategc objective 

Sustamable access to sources of finance IS slmlarly dependent on continued reform by the GOU 
Some of the current measures to fill the gaps not addressed by the underdeveloped banlung 
system are not sustamable The expectations are that as the GOU takes the necessary steps to 
Improve the financial sector, donor hnds can decrease as the Ukraiman banks, credit umons and 
other local NGOs begm to finance the bulk of the credit needs of mcro, small and medium 
enterpnses 
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A More Compethve and Market-Responsive Pnvate Financial Sector 

1 Statement of the Strateg~c Objectwe 

At the start of the decade, the financial system of Ukrame was not orgawed to mobilize savlngs 
or to allocate fbnds to the most efficient mvestors, but rather to h c t i o n  as a mecharustic 
intermediary for implementmg the Central Plan In that enwonment there were no concepts or 
concern for capital adequacy, nsk management, solvency or servlce to the population because the 
system bureaucratically allocated capital and credit mthout reference to market pmciples 

The task is now to transform the financial sector from a mechatusfic, bookkeeping system to a 
servlce-onented sector based on market pmciples -- capable of providing financial support to 
consumers and to small and large businesses The government's role m the transformation is to 
develop an mfiastructure that promotes safe, sound and responsive financial servlces and to 
provlde the legal and regulatory framework that wdl allow the sector to operate effectively and 
responsibly Such a system cntically depends upon several factors 

Fmt, an economc enwonment of growth and pnvate irutiative, supported by government 
stabhation pohcies that promote efficient resource allocation 

Second, a legal enwronrnent that specifies transparent "rules of the game" 

Thud, government regulatory authorities who are able to unplement the "rules of the 
game" m an evenhanded way 

Fourth, a culture and incentive structure that encourage financial market players to 
carefblly analyze the nsks of their actiwties and conduct their business in a manner 
consistent mth western "best practice" 

@ F1Rh, a constant upgrading of human capital to prowde the sector mth the needed 
management and decision-malung capacity 

Dunng the past six years, USAID7s techcal  assistance has been developed with these objectives 
in mnd Emphasis was placed on developing the hndamentals of the financial mfiastructure, on 
upgradmg human capital, and on strengthemg the legal, pohcy and mstitutional enwronment 
Ths thrust wdl contmue over the medium-term (1999 - 2002) 

Currently the development of the Ukraman financial sector occurs against a backdrop of turmo~l 
m mternational financial markets Of particular Importance is the dficult situation m Russia, 
whch, because of the close trade and financial ties between the two countries, has had adverse 
consequences for Ukrame Compounding th s  situation, badly askew macroeconomc pohcies 
have dampened pnvate sector development and resulted in hghly restrictive monetary pohcies 
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leading to hquidity problems for banks Whlle USAID'S basic objectives, and thus the underlymg 
program, d l  not change, particular care w11 have to be taken in t h s  environment to ensure that 
efforts do not destabihze an already fiagde financial system 

Special mention should be made of one pnnciple whch directs the assistance program -- the 
carefbl attention to the sequencmg of techcal assistance Although there are a mynad of needs, 
it is cntical to focus the work on hndamentals USAID'S program concentrates on the building 
blocks of a hnctional financial system -- government regulatory authonty, accurate accounting 
and reportmg, payments mechamsms, trammg of basic shlls 

USAlD will have acheved its objective of a more competitive and market responsive pnvate 
financial sector when 

(1) The fbndamental financial lntkastructure is developed that w111 both mcrease pubhc confidence 
in the banlung sector, create a level playmg field m whch all banks can compete, and strengthen 
the Central Bank's supervisory authonty 

(2) Institutions and practices are estabhshed for an open, transparent and safe equity market that 
wll prowde sawngs vehlcles for homeowners and busmesses, and, m turn, supply capital to the 
mdustry, commerce and the Government 

(3) A market-onented legal and regulatory infrastructure is in place that provldes both the 
financial mstitutions and the entities they serve wth  an effective and transparent fi-amework in 
whch to operate 

2 Problem Analysls 

The sad events in several Asian countnes and most recently in Russia dramatue all too clearly the 
cntical role of the financial sector m economc growth and stabhty Ukraine, llke other 
transitional countnes, started very much fiom the begmung m developing institutional 
mechamsms to support financial sector markets Equally mportant, there was no expenence from 
the former system in developmg a business culture based upon market norms 

Under the former Commumst system, financral markets had a very linuted and sharply 
circumscnbed role Banks were no more than hnnels for centrally d e t e m e d  investment plans 
In ths  system, neither nsk management nor prudential lendrng standards were a concern Nor did 
impart~al, transparent corporate securities markets have a role in a socio-econonuc system in 
whch all productive enterpnses were owned by the state Thus, western standards of 
transparency and arms-length involvement in transactions are not currently fbndamental elements 
of financial sector practice 

The most mportant tasks m bulldmg a market based banlung system in Ukraine are a) to foster 
public cordidence rn the banlung system, and b) to mprove the banlung sector's capacity to 
promote economc development through the market-based allocation of financial resources 



Smlar challenges confront the corporate secunties market whch has had even less tune to 
develop than the banlung system -- pubhc share ownership only began when Ukrame started its 
pnvatlzation program in 1995 

Clearly unpedmg the development of a market-onented financial sector IS the lack of Ukratman 
expenence In market pnnciples and parliamentary processes, whch are fundamental to the 
development of a legal and regulatory flamework that promotes sound finanaal practices and 
serves both the financial institutions and theu customers 

Banlung After six years of independence the contours of a market-based banlung system are 
b e w n g  to form Nonetheless, many fundamentals of the former centrally-planned Cornmumst 
economy do not die easily Some prevalent practices of the Ukraman banlung system, such as 
lendmg to lnsiders and related partles, as well as the continumg (albeit much reduced) directed 
lending by the banks at the government's behest, are anathema to the development of a market- 
based banlung system It is still also the case that building blocks of the supportmg financial 
infrastructure -- the government's regulatory apparatus and the legal underplmngs -- are quite 
undeveloped 

Moreover, because the fundamental infrastructure is weak, and at the same tune Ukrane 1s rapidly 
mtegratmg mto mternatlonal financial markets, there IS mcreasmgly a danger of a systemc 
banlung cnsis, lrnpactmg good banks as well as bad banks As we have seen m many countnes, 
ths  could adversely impact the economy and jeopardize Ukrame's flagle economc recovery 

Corporate Securities The financial cnsis m the regon makes devel~pment of an open, transparent 
and safe corporate secunties market m Ukrame more important than ever if domestic busmess 1s 
to grow, employ resources and people effectively, and help Ukrame avoid the collapse other 
countnes have suffered A lesson the countnes most affected by the regonal and global financial 
cnsis have learned is that lughly leveraged economes and compmes are the most vulnerable 
Capital markets are also Important to fachtate changes m ownershp followmg mass pnvatlzation 
and to facilitate restructuring that new owners bmg They are unportant as a channel for direct 
and mdlrect foreign mvestment In the longer term, the mstitutlons and practices of a developed 
market for savlngs and mvestment m corporate equity are essential to mobillze domestlc capital, 
includmg the all unportant future pension systems of Ukrame, for pnvate domestic Investment 

Ukrane has experienced progress, but major challenges remain Corporate governance abuses 
remain widespread Investors, small or large, cannot trust the re-regstration process to assure 
their transactions wdl be settled expedit~ously - a depository IS badly needed Standards need to 
be ralsed to weed out less responsible traders and custodians Only two of the five basic laws 
required to govern the market effectively are m place Among those rmsslng are laws to protect 
agatnst corporate governance abuses and to assure the safety of collective investments (mutual 
funds, pension funds, etc ) Fmally, there is stlil a very rmxed understandmg wthm the 
Government of the importance of lmpartlal market overs~ght and the difference between 
regulat~on of the market and control 



Market Sup~ortive Legal Svstem A successfbl market economy requues a legal h e w o r k  to 
support basic economc freedoms, the guarantee of pnvate property nghts, and the means to 
enforce these nghts At independence, Ukrame had a legal system that only had the most 
superficial correspondence to one needed for a fbnctiomg market economy Basic laws and 
orgarmations sunply did not exlst The basis for refomng th s  situation has begun -- a modern 
Constitution was adopted, exlstmg legslation has been updated, a senes of new laws has been 
introduced However, several cntical pieces of legslation have yet to be enacted, most promnent 
among them is the Ciwl Code Followmg the Ciwl Code is a mynad of secondary legislation that 
will prowde both the framework and the tools needed by the financial institutions and their clients 
to conduct busmess 

In addition to inadequate legslation, a major weakness in the current legal enwronment is that of 
effective application and enforcement of law There is a broad perception, particularly prevalent 
m the mternational commumty, of instabihty in the legal infrastructure It is clear that the laws on 
the books do not necessarily shape state or pnvate behawor There is a defimte lack of 
predictabhty m the legal system, as well as a control mentahty and excessive regulation 

3 Results Framework 

USAID's proposed strategy for achevmg the objective of a more competitive and market 
responwe pnvate financial sector rests on a senes of mterdependent results that wll combine to 
acheve progress (or causal hnkages) The strategy also rests on a set of cntical assumptions that 
represent conditions, outside of USAID'S control, that will s e c t  the achevement of results 
Figure 1 4 1 presents the overall results h e w o r k  

Essential to USAID'S achevement of the strategrc objective through the mtermediate results are 
the followmg cntical assumptions 

(1) The Government of Ukrame wll demonstrate the lessons that tt has learned fiom the recent 
financial cnsis by adhenng to the conditions estabhshed under its access to the International 
Monetary Fund's Extended Fund Fachty The Government must also respect the autonomy of 
the Central Bank and its abdity to mplement policies whch wll ensure continuing pnce stabihty 
The Government must reduce the need for a restnctive monetary policy, a by-product of the past 
years of cumulative large fiscal debts, by finally cuttmg its expend~tures to realistic levels whle at 
the same time refomng its tax policies and admstration to boost revenues Ths is needed to 
correct the government's by now substantial cumulative fiscal unbalance Ths d l  be 
particularly difficult gven the presidential elections in 1999 and the temptation for the 
Government pressure the NBU to relax monetary policies to pay off wage arrears and shore up 
pohtical support 

(2) Pnvatrzation of state enterpnses and enterpnse restructuring wd1 proceed, prowdmg the 
add~tional impetus for financial sector transactions, be it increased supply of tradable shares on the 



secunties market or mcreased demand for bankmg semces 
Causal L~nkages 

Achevement of the Strategc Objective wdl be measured by 

- Increased pnvate sector investment intermediated through the banlung system 
- Increased securities market mvestment 

As illustrated m Figure 1 4 1 ,  it is USAID's hypothesis that the success of the strategc objective 
of a more competitive and market-responsive pnvate financial sector d l  depend upon the 
achievement of three intermediate results, considered necessary and sufficient to the broader 
objective 

IR 1 4 1 - Market-onentedpnvate bankzng sector developed, IR 1 4 2 Transparent and open 
secuntzes system establzshed, and IR 1 4 3 Market supportwe legal system created 

These key mtermediate results are the product of lower level results, descnbed m greater below 
In addition, the overall program objectives wdl be facitated and remforced by the results of 
Strategc Objective 1 2 (Improved Fiscal Pohcies and Fiscal Management Practices) whch d l  
rationahze the government's fiscal structure, reduce its need for accommodatmg monetary 
pohcies by the Central Bank, and unprove the Government's debt management practices and the 
denved market for government secunties, and Strategc Objective 1 3 (Accelerated Development 
and Growth of Pnvate Enterprises), whch wdl contribute to the growth in the demand by pnvate 
enterpnses for financial mtermediation through both the banlung sector and capital markets, as 
well as of Increased demand for unproved corporate governance through the adoption of 
mternational accountmg standards 

IR 1 4 1 Market-onented Pnvate Banlung Sector Developed 

A market-onented pnvate banlung sector is the cornerstone of a market-based finanaal system 
The development of a banlung system is crucial for the estabhshment of payment systems, whch 
facihtate economc growth and act as an efficient allocator of society's savmgs to the most 
productrve uses USAID's strategy wll contmue to focus on the development of a sound financial 
mfrastructure, thus promoting confidence m the banlung system USAID's approaches wll 
emphasize techcal assistance to support infrastructure development, trmmng of both regulators 
at the National Bank of Ukrame and prrvate bankers, and contmued support for strengthemng the 
pohcy, legal and regulatory enwonment 

IR 1 4 2 Transparent and Open Securities System Established 

A well-fhnct~omng secuntles market is essential to Ukrame's transformation to a market 
economy The development of a secondary market for secuntles is cntical for success in 
pnvatlzatlon and enterpnse restructurmg, improvements m corporate governance, and the 
creation of mechmsms that are conducive to internat~onal strategc Investment Whlle basic 



institutions and regulatory function have been established, much more needs to be done USAlD 
u l l  contmue to develop the capital markets infrastructure and capacity for prudential regulation 
through techmcal assistance and trainmg USAID w11 work to hrther empower the Securities 
Comssion to exercise its proper role m ensumg f m e s s  and orderhness in capltal markets 
Attention will increasingly be pad towards strengthenmg the capacity and professionahm of self- 
regulating organuations (SROs) of market participants, and the orgawation and development of 
trading systems 

IR 1 4 3 Market Supportive Legal Systems Created 

The pnmary underpimgs of a commercial law system include structures for property ownershp 
and transfer, for market entry and exlt, and for market competition The foundations of a market- 
onented legal system need to be broadened and strengthened The lack of supportive legslatron 
m some areas coupled wth conflictmg and ambiguous laws m others negatively impact fluid and 
transparent market forces and open the door for irregular admmstrative, if not extralegal, 
behawor USAID wll contmue to work m specific areas of legslative development that are most 
critically needed by the financial sector and the entities they serve S p e c ~ c  attention w11 also be 
placed on building mdigenous capacity m the areas of drafhg, t rmng,  and mformation 
dissemmation and buddmg a constituency for effective legslation and enforcement 

4 Progress to Date 

USAID has prowded strong support for the development of the Ukraiman fixed-mcome market, 
encompassmg bankmg and government secunties USAID has prowded cntical support to the 
National Bank of Ukraine's regulatory authority and capacity The program put into place 
regulations that include classrfjrlng and prowsiomng for bad loans, setting hgher mnunum capital 
requirements, and lendmg to one borrower and related parties It has tramed supemsors in both 
western-based mspection techmques and off-site nsk analysis The program is also trarung 
supemsors in rehabhtation techmques for problem banks 

In collaboration wth  other donors, USAID has helped convert the banlung system to 
international accounting standards An imtial pilot program of banks tested the new chart of 
accounts Subsequently IAS was introduced throughout the banlung system in January 1998 
Since that time USAID has been worlung wth the commercial banks to deepen the usage of IAS- 
based financial reporting and to develop back office functions such as internal auditing 

Work continues on the creation of a self-sustairung banlung school To date, over 3,000 bankers 
from all over Ukraine have received short-term traimng A second USAID program works with 
the leading Ukrairuan busmess school, the International Management Institute (IMI), in 
implementing a one-year intensive traimng course leadmg to an MBA m bankmg Seventy banlung 
professionals have received MBAs under t h s  program, thrty two are currently enrolled A 
number of graduates are currently team teachmg wth foreign advlsors at the banlung school 



Dunng 1996 and 1997, USAID'S activlties led to the formation of the Securities and Stock 
Market State Comss ion  and its authornation to regulate the corporate secunties market 
USAlD provlded assistance to the SSMSC in conductmg enforcement activlties and surveillance 
mspections, analyses of disclosure fihngs and financial statements, and conducted 
traimngleducation programs covenng all areas of secunties markets, especially corporate 
governance USAlD also spearheaded lepslative coahtion-budding and assistance m the draftmg 
of laws and regulations m the areas of secunties and the stock exchange, business association, 
joint stock compames, and self-regulatory orgamzations 

USAID also supported the formation of a broker-dealer organtzation which, m turn, established 
an orgamed over-the-counter secunties trading system (PFTS) By the end of November 1998, 
PFTS membershp reached 299 in 21 cities, and the total volume of trades amounted to nearly 
5,500 wth  a value of $289 nullion USAID provlded techcal assistance and tramng in 
Depository and Custody issues 

USAID activities also created trade associations for regstrars and depositones (PARD), for 
Investment funds (UAIB), and for accountants and auditors (UFPAA) By the end of November 
1998, PARD membershp surpassed 270 m all pmcipal cities USAID enabled the UFPAA to 
adopt guidehnes and mstructtons for 4 mternational accounting standards 

USAID assistance contnbuted to the amendment to the Law of Ukrarne on Pledges to provlde for 
a State Pledge Registry of movable property The amendment was passed in October 1997, 
regulations were approved in July 1998, implementation is scheduled for March 1999 

An extensive traimng program in bankruptcy and financial restructumg for judges of the fighest 
Arbitration Court and other legal and financial professionals has been completed A modern 
bankruptcy law has been drafted and has passed its second readmg m the Parliament 

5 Program Approaches 

B a n h g  Sector 

Policy. Legal and Regulatory Strengthemng USAID wll support the National Bank of Ukrame's 
Legal and Bank Supemsion Departments in the development of more comprehensive banlung 
laws, as well as further refinement of the NBU regulatory structures It mll also work wth  the 
Licensing Department to develop guidehnes, including the regulation of foreign banks 

Infrastructure Development USAID wll contmue activities that strengthen the National Bank of 
Ukraine's bank supemsion functions, including developing the NBU's on-site supemsion 
capacity, worlung mth NBU supemsors on badly-needed bank rehabilitation plans, establishng 
and mcorporatmg methodologes for the deepemng m the banks of international accounting 
standards, worlung mth individual banks on developmg financial reporting to efficiently u t h e  
IAS-based accounting 



Human Capital Formation USAID mtends to support, first, the creatlon of a self-sustsumng 
banlung school that w11 provlde Ukraiman bankers wth  exposure to Western banlung 
fbndamentals, and second, an intensive masters-level program m b a h g  at the leading Ukraiman 
busmess school USAID d l  also support a speclallzed program in fundamentals of western 
accountmg standards to support the recent introduction of IAS As assistance in t h s  area wnds 
down over the next two years, specific attention d l  be placed on measures ensunng the 
sustsunabhty of the tramng programs and the tnstrtutions that unplement them 

Cqztal markets development 

Policv Legal and Realatop Strengthemq USAIDts strategy for the next four years wll sum to 
estabhsh the mstltutlons and practices for open, transparent and safe equity investment It wl1 
comblne partnershps between USAID and pnvate institutions m the market (ultlrnately leading to 
independent partnershps between those mstitutions and sirmlar ones m the regton and Umted 
States) wth  continued support to the Corporate Governance Task Force and Ukrame's Secuntles 
Comrmss~on as long as they contlnue to move effectively in the direction of openness, 
transparency, and imparttality The emphasis tn worlung wth  the C o m s s ~ o n  wdl be to establish 
the mssmg key laws and unplementmg procedures, strengthen the delegation of self-regulatory 
authonty to pnvate parttes, and improve enforcement part~cularly of shareholder nghts and 
corporate governance 

Infrastructure Develo~ment Partnershps wdl be strengthened wth  pnvate market institutions 
mcludrng the PFTS, a pnvately-owned central depository, the Ukraman Assoclatlon of Regstrars 
(PARD), and an anticipated assoaatton of collectwe investment firms such as mutual or penslon 
hnds The nature of the partnershps wdl vary between orgamzations and over time but vvlll be 
charactenzed by the development of democratic governance by and for members, professional 
standards and practlces of self-regulation, expanded advlsory semces to members, a gradual 
transition fkom TA-intensive support to grant relatlonshps between USAID and the pnvate 
partner, and support for exchanges and estabhshment of ongomg, mdependent llnks between these 
pnvate groups m Ukrame and successhl counterparts m the U S and the regon Development of 
a central depository d l  represent the only "hard" actlvlty dumg the penod and should be 
complete dunng the year 2000 Here too, however, as the success of the PFTS has shown, 
successful mstitutlon-budding wdl be the key and w11 depend largely, in turn, on establishmg 
predictable and consistent, open and democratic governance by members and users 

Human Capltal Format~on Through partnershps between USAID and pnvate market 
mstituttons, USAID wdl develop professional standards and practlces of self regulation, 
membershp adwsory servlces 

Legal systems development 

To ensure that an effectwe legslatlve framework IS in place USAID's program w11 focus on 
prowdlng assistance to promote sound legslative drafhng, as well as the effective lmplemention 



of laws once enacted In addition to the basic laws and regulations needed for bankmg and capital 
markets development, estabhshment of supportive legslation m the areas of collateral law, 
bankruptcyffinancial restructunng, regulatory reform, and effective enforcement d l  be addressed 
Special attention wll also be focused on passage of the Ciml Code and development of the 

secondary legslation needed to effectively unplement and enforce it 

Reforms m collateral law wdl provlde the financial sector wdL a collateral regstry, the lack of 
whlch is currently one of the most important bottlenecks preventmg sound credit analyses A new 
bankrutpcy law wdl provlde for the effective financial restructunng of troubled enterpnses 
strengthemng both therr financial and productive positions Sensible regulatory reform at both the 
national and local level d make the rules of the game more transparent and prowde more 
efficient and effective systems for conducting busmess Underlying all these reforms w11 be 
accessible and transparent mechmsms for enforcement, free from undue control by government 
orgamzations or powefil mdimduals 

In mplementmg these legal reform programs there are three key prermses that d l  be followed 1) 
legslative draftmg must be Ukrman led, 2) assistance must also be duected to budd an 
understanding of, and constitunecy for, the objectives of the law, and 3) once enacted, 
mecharusms must be m place to klly unplement the law as mtended To do th s  USAID take a 
more comprehensive approach to address capacity buddmg, worlung through mdigenous NGOs in 
the areas of draftmg, t rmng,  and mformation dissermnation 

6 Development Partners 

USAID'S work m the b&g sector is supportive of both the World Bank Fznanczal Sector 
Adjushwent Loan and the IMF Extended Fznancmng Facmlmty (twenty-five of whose conditions 
concern the banlung sector) Upgradmg NBU bank supervision, developing NBU capacity to deal 
wth  problem banks, passage of banlung laws, deepemng the conversion to international 
accounting standards are all examples of USAID actimties that feature prormnently in both FSAL 
and the EFF Joint programs exlst wth EU-TACIS and the Bntish Know How Fund m bank 
accountmg, w th  EU-TACIS m problem bank restructunng, and wth  the Swss government in 
bank traimng 

USAID'S efforts m strengthemg the capital markets are reinforced by the World Bank's actimties 
through its Enterpiwe Development andAdJustment Loan 11 The World Bank has demonstrated 
strong support for USAID-promoted reforms such as (1) the adoption of a two-tier regulatory 
program utilmng self-regulatory orgamzations in addition to government oversight, (2) the 
replacement of an ohgopohstic state-owned registrar wth a competitive regstrar industry (and 
subsequent mdustry-wde depository), and (3) the rapid adoption of International Accounting 
Standards w t h n  the corporate disclosure program of the Securities Comss ion  and the 
implementation of these standards in the accounting profession through the Ukrarnan Federation 
of Professional Accountants and Auditors (UFPAA) In addition, the European Urnon's EU- 
TACIS program has mtiated corporate disclosure and custodian development programs that also 
support the achevement of USAID'S objectwe 





A More Econom~cally Sustamable and Env~ronmentally Sound Energy Sector 

1 Statement of the Strategic Objectwe 

Ths objective contnbutes to the emergence of a competitive market economy m whch the 
majonty of economc resources is pnvately owned and managed by promoting greater efficiency 
m energy production and use, restructumg energy compames into economcally wable, market- 
based entities, unprovlng the enwonmental performance of energy systems, and preserving the 
energy resource base 

USAID wll consider ths  objective met tvhen 
(1) The legal and regulatory enwronment surroundmg the development of the energy sector is 
developed and provldes an enablmg enwronment for strategc pnvate Investment 
(2) The energy sector has become a competitive, financially sustamable energy production and 
dehvery system 
(3) Ukrame reverses the decline m domestic he1 production and is able to reduce dependence on 
unported natural gas and coal from Russia 
(4) Improved efficiency m energy utlhzation is aclueved 

2 Problem Analysls 

The energy sector is one of the key parts of the Ukraman economy, accounting for half of total 
unports and perhaps 20 percent of total output It prowdes cntical inputs into an energy-intensive 
industnal sector Energy is also an mportant consumption good for Ukraman households 

As a legacy fiom the centrally-planned economy, the energy sector has been lughly mefficent and 
a net drain on the economy Energy production has been cut in half smce mdependence and the 
physical mfi-astructure has deterronated greatly The sector has accumulated very large debts - - 
more than $1 7 bilhon smce mdependence, wluch have been financed by credits from foreign 
donors and additional foreign aid Well over half of all hard currency is used to maintam mport 
fbel Energy consumption has been hghly subsid~ed, but suppliers still have been unable to 
collect payment m cash fiom customers and have lacked the legal authority to cut off semce In 
thls enwronment where little of the cost of energy is borne by industry, government and 
communal consumers, consumption patterns are fiequently wasteful 

Since 1995, progress m the reform of the energy sector has been sigmficant and in some respects 
is greater than anywhere else m the regon Ukratne began the process of power sector 
restructurrng to address cntical financial and managed problems and to develop a financially 
sustamable power sector Cntical first steps were the break-up of energy production and 
d~stnbution monopolies and the establishment of regulatory institutrons The industry now 
consists of four thermal, one nuclear, and two hydroelectric generattng compames (GENCOs), 
and 27 local distribution compames (LECs) 



Deeper reform is requued, however The policy, legal and regulatory envuonment needs to be 
strengthened and extended to other aspects of the energy markets, mcluding coal, 011 and gas 
Supphers must be empowered to collect energy t d s  For efficiency and finanaal reasons, 
pnvatrzatlon and restructunng of energy compames wth sigmficant involvement of international 
strategc mvestors is essential Strategc investments are necessary to supply the needed capital, 
technology, and management expertise, and to put the energy sector on a sound commercial 
footmg The abhty of strategc mvestors to wthstand political pressure is essential to acheve the 
final objective In addition, mcentives must be developed that encourage more efficient use of 
energy, not only to reduce Ukrame's dependency on Imported fbels, but to put the sector on a 
more sustamable foundation to meet future energy needs Other reasons to promote energy 
efficiency m Ukrame mclude envlronrnental and macroeconomc benefits, as well as the issue of 
global chmate change (GCC) 

3 Crltlcal Assumptlons and Causal Llnkages 

Cntrcal Assumptlons 

Essential to USAID7s achevement of the strategc objective are the followmg cntical 
assumptions 

(1) The Government of Ukrame wdl uphold its comrmtments under the JMF Extended Fund 
Facillty to mtensifjl reforms armed at commerciahg the supply of energy, separating non- 
monopoly elements from actiwties with natural monopoly charactenstlcs, and mcreasing payment 
discipline among customers - - all w t h n  the context of the Financial Recovery Plan (FRP) for the 
electnc energy sector In addition, also under the EFF conditlonahties, the government w11 remaln 
comnutted to develop fbrther a competitive gas market and appropnate regulatory framework 

(2) The Government of Ukraine wdl uphold its comtment  to work wth the World Bank to 
reform the coal sector with budgetary subsidies reduected to finance mne restructunng and/or 
phase-outs over tlme, with most nonmable mnes closed out over the medium term 

(3) The Government of Ukraine wll adopt new pohcies toward a tender-based, transparent and 
cost-effectwe he1 procurement process 

(4) Ukraine will progress with economc restructunng of industry, complete fuel and energy tanff 
reform, so that pnces reflect the full economc cost of supply for all mam categones of energy 
users', ensure metenng of all energy supplies, and enforce energy supply contracts so that users 
pay for what they take 

Causal Llnkages 

Achevement of the strategc objectlve vvlll be measured by the reduction of subsidies to the 
energy sector The absence of explicit and ~mphcit subsidles is a good indicator of the 



sustamablhty of the energy sector Our work m three intermed~ate results d contnbute to the 
sustamability of the energy sector, but cannot guarantee ~t because we are not worlung on all 
aspects of energy These are IR 1 5 1 - Improved regulatov envrronment for the energy sector, 
IR 1 5 2 - Development of a competrtzve, jinanczally sustarnable energy productron and debvery 
system, and IR 1 5 3 -More efficrent and eflectrve ualzzatron of energy 

IR 1 5 1 Improved Pohcy, Legal and Regulatory Environment for the Energy Sector 

Four years ago the Ukrame electnc power industry embarked on an ambltlous market reform 
program by strengthemg mechmsms that facilitate the operation of the wholesale market, and 
mstltutmg the regulations requlred for non-competltlve components Smce 1995, the Natlonal 
Electnclty Regulatory Comrmss~on (NERC) has functioned as an effective pnce and market 
regulator for the power industry In 1998, the President of Ukrame ass~gned NERC the function 
of regulatmg the operatrons of the emergng 011 and gas sector markets Electnclty, o l  and gas 
regulation IS a new function that Ukraine dld not engage m under the sowet command economy 
p l a m g  system Thus the focus of the asslstance wll be on the development of regulatory 
frameworks and comrmsslons, operational mplementation, market development, and regulatory 
pohcy analys~s NERC also has the nght to rewew distnct heatmg tanffs, a function where 
USAlD may also prowde asslstance The abhty of NERC to bc t lon  fiee of mterference fiom 
other mmstnes is a major objectwe of our asslstance 

NERC has a major role to play m the power sector by supportmg the wholesale market operation 
and observing market members' operatrons In particular, the focus of assistance wll be m the 
followmg areas (1) market-based tanfFpohcy, (2) compliance wth hcenses, (3) Independent audit 
of market bldding and funds dlstnbutron documentatlon, (4) transparency of market operation, (5) 
strategx mnvestments' protectlon, (6) enwonmental protectlon, and (7) public partic~pation 

NERC has a new role to play m restructumg and regulatmg the operatlon of the o l  and gas 
industnes For the past five years, the Government of Ukrane has avoided restructuring thls 
major sector of the economy As a result, an enormous debt was accumulated payable to Russia 
and Turkrnemstan At thrs juncture, asslstance wll be focused on the follomg areas (1) creating 
the necessary techcal expertise to govern the operation of the newly-created 011 and gas market, 
(2) establishmg a market-based tanEmechmsm, (3) awarding hcenses to all market players as 
well as independent energy supphers, and (4) supporting mvestment actwtles 

The exlstlng power wholesale market operation is constrained by insufficient collections and 
meffectlve fuel supply Appropnate measures need to be implemented to reuse the energy market 
algonthrn and ensure a far, non-discnmnatory operatlon of a Market Funds Admstrator 
USAID assistance d l  be directed at the wholesale market operators to bnng about the necessary 
improvements These improvements are cntical to achlevlng the financial recovery plan (FRP) 
whlch began in Apd, 1998 The plan contams 23 separate actions aimed at lmprovlng the 
wholesale market operation through key reform areas (1) cost reduction, (2) retad tanffs, (3) 
payment disciphe, (4) collection of arrears, and (5) pnvatlzation USAID assistance wll be 
dlrected at the wholesale market operators to bnng about the necessary lmprovements 



Coalbed methane (CBM), or natural gas contained m coal seams, represents a slgmficant, albe~t 
greatly underdeveloped, energy resource m Ukrame By some estimates, Ukrame may have 
methane resources total 12 0 tnlhon m3, shghtly greater than those of the Umted States, the world 
leader m commercially-produced CBM Until recently, methane has been largely vlewed m the 
Ukranuan coal industry as just a rmrung safety hazard, responsible for many deaths resulting fiom 
m-xmne explosions Despite the mterest m estabhshng CBM commercial development projects, 
foreign mvestors have been reluctant to mvest badly needed capital in Ukraman methane projects 
because of the lack of rehable gas markets for payment, the tax burden on gas exploration, 
production and sales, and a comphcated hcensmg and perrmt process for CBM development 
USAID wdl prowde assistance to the Alternative Fuels Center to promote needed legislative and 
regulatory changes, such as amendments to the profits tax legslat~on, the Law on Alternative 
Fuels, mtroduction of a tax credits system, mtroductlon of a special CBM geologrcal regulation, 
etc These changes could make CBM in Ukrame economcaUy attractive for foreign and 
domestic mvestors 

IR 1 5 2 Development of a Competitive, Financially Sustamable Energy Production and Dehvery 
System 

Electnc generatmg and dlstnbution compames have to become commercially vlable and 
competltlve in order to achleve the strategc objective Those compames have to develop and 
adopt pol~aes to (1) reduce costs for electncity production and transport, and (2) establish 
procedures to serve customers trouble-fiee and collect from them in fbll Currently, the 
macroeconormc m a s  m the Ukrman economy and the associated soao-pohtical mstability have 
had a negative impact on power pool operation, whch means that production does not occur at 
the lowest possible cost and the generatmg and dlstnbution compames do not get paid As a 
result of central and mumc~pal government pressure not to cut off power to non-paymg 
customers, compames are unable to purchase sufficient fuel to operate 24 hours a day and the 
overall economy suffers losses USAID has worked mtensively wth  several dlstnbution 
compames wth  hmted results on cash collection Different approaches d l  be tned at vmous 
polnts in the energy complex 

Imtlal efforts to pnvatue electnc dlstnbution compames were not successful USAID and other 
donors are workmg wth  the Government of Ukrame to develop a program for successfL1 
pnvatlzation of the power sector wth  the non-dlscnmmatory parttcipation of strategic Investors 
The asslstance wdl be rendered to the Muustry of Energy, whlch 1s a advocate for strategic 
investments to the power industry In addition, necessary pre-pnvatuation actiwties need to be 
implemented mthn  the power utihtles to provlde documentation to mterested Investors (master 
and busmess development plan, restatement of accounts m IAS format, annual reports,) These 
actiwties are based on the belief that only a pnvatued energy sector can be econoxmcally 
sustainable I' 

The power Industry suffers fiom non-transparent fbel procurement practices In most cases, 
power utilities obtain poor quality coal at hlgh costs as part of the electncity-coal offset 



mechamsm The exlstmg practice does not stimulate coal mmes to compete on the basis of 
quahty and cost In addition, power compames suffer from uthation of poor quahty coal 
(increased maintenance needs plus purchases of mazout for co-fimg), and the cost of electnclty 
remams quite hgh, whch constrams them from brdding effectively m the wholesale electncity 
market USAID wdl assist the Government of Ukrame to Introduce market-onented, tender- 
based procurement practices of fie1 (coal, mazout) by the State Reserve Comt tee ,  the Muustry 
of Energy and the generatmg compames and requlnng s i d a r  approaches by independent energy 
supplies whch pay for electnclty wrth fuel 

IR 1 5 3 More Efficient and Effectwe Utilization of Energy 

USAlD Implemented a comprehensive, multi-year program to mprove energy efficiency dumg 
the last four years The Program is focusmg both on the national level, through the Energy 
Conservation and Energy Efficiency Work Group under the USAID fbnded Program to Promote 
Sustamable Development, and on the local level through implementation of mdustnal and 
mumcipal-based energy management projects An array of regulatory, legal, institutional, tax, and 
import policy bamers mhlbit the adoption of energy efficlency Without fbrther pohcy reforms, 
energy efficlency efforts cannot succeed USAID wrll attempt to overcome these bamers by 
worlung wrth government agencles and m s t n e s  that are mvolved m energy efficiency 
Counterparts Include the State C o m t t e e  on Energy Conservation, the Mmstnes of Energy, 
Economy, and Industnal Policy, and the Parliament C o m s s ~ o n  on Energy Complex The major 
approach wll be to identlfjr "realrstic" pohcy options that can be adopted quickly 

USAID reallzes the importance of combmg national pollcy refoms wrth local mtiatlves, 
particularly m urban areas USAID wdl provlde assistance to new mumcipal energy efficlency 
imtiatlves by local cornmumtles that can reduce energy waste, mprove city heat supply semces, 
and enhance environmental q u a i  

One of the major bamers IS the lack of locally produced energy efficient equipment Many of the 
products are not domestically manufactured and the hgh duties and certfication bamers prevent 
imports The Ukra~man government 1s mcreasmgly reluctant to p e m t  lmports that detract from 
other goals such as expanding domestic rnanufactunng production and mamtaitlmg domestic 
employment Ukraines econormc ability to expand mports is severely lirmted USAID wll work 
wth  pnvate sector producers of energy efficlency equipment Special attention wdl be gwen to 
activities that enhance domestic capacity to manufacture rehable metemg systems, whch IS the 
first step to better energy management Few meters are available on the local markets, and most 
models are of poor quahty that makes reading Inaccurate USAlD wll promote technology 
transfer to manufacture modem rehable metenng systems through joint ventures and partnership 
programs wrth relevant U S rnanufactunng compames and utdities 

Distnct heating in Ukrame is estimated to be about 65% of total heat production whlch compares 
to less than 40% m Western Europe Ukratne's distnct heating in£?astructure was designed to 
maxtrmze delivery of heat wrth mmmum controls whch is the least efficient approach possible 
The infrastructure IS old and mnefficient, resulting m signrficant losses through production, 



transmssion, distnbution and consumption Ownersfup of distnct heatmg compames mostly hes 
wth mumcipalities, wth  no pnvate sector mvolvement m the ownership and operation of the 
lnfrastructure Modemation needs be undertaken both at production and end-use USAID wll 
focus its actlvlties on mtroducing decentrahzed management of heat supply to adapt heat supply 
to customer's needs, and fachtatmg the mtroduction of tmffs based on actual heat consumption, 
whch wdl provide the motivation customers These actlvlties wll lrnprove the financial and 
operational performance of distnct heatrng compames, makmg possible pnvate sector 
mvolvement, improved bilhg and revenue collection, and a more commercial attitude to 
customers USAID may provide assistance to improve the efficiency of heat production and 
transmssion lf there is progress on reducmg consumption The accumulative effect of these 
activities d l  help aclueve si@cant energy savmgs that d "make projects pay for themselves" 
and associated environmental benefits from reduced carbon dioxlde emssions 

4 Progress to Date 

Since 1995, the Ukrame electnc power mdustry has undergone far reachmg reforms The totally 
integrated power system was broken up mto 35 generation, distnbution, and transnussion 
compames A regulatory mechmsm has been establrshed, and commerclaluation of wholesale 
markets has been achleved The World Bank proposed a Fmancial Recovery Plan (FRP) ln 1997 
that would enable the power sector to become solvent and self-sustamng USAlD played an 
active role m supportmg the Government of Ukrame's adoption and implementation of the FRP 
To date, 18 of 26 of the Plan's covenants have been met, and one other has been partially met 

USAID has been the lead provlder of techcal assistance to the Nzitronal Energy Regulatory 
Comss lon  wluch 1s providmg f i r ,  transparent, and predictable governance over the electnc 
generation and supply market NERC 1s now recogwed as a sohd mstltutlon m the lssuance of 
hcenses, regulation of producer-consumer relationshps, and formulation of market-based tariffs 

USAlD provlded assistance to selected coal mnes m the development of marketing strateges and 
business development plans The westem-standard busrness plan for Krasnolimansaya coal mne 
has been submtted to EBRD and the World Bank for consideration Also m the coal sector, 
USAID played a lead role m promotmg health and safety awareness and practices regarding coal 
bed methane USAID 1s promotmg the development of CBM as a commercially-vlable alternative 
source of energy To that end, USAID has identrfied the key legslatwe and regulatory issues 
affecting commercial exploitation of coal bed methane (whch has been treated in the past as a 
hazardous by-product of coal mnmg wth  no commercial value) USAID collaborated wth the 
Government of Ukrame m the creation of the Alternative Fuel Center to coordmate CBM 
actrvltles, including dormation dissemnation on CBM to asslst pnvate domestlc and foreign 
mterests m secunng Investment opportumties 

USAID has been active m promoting energy efficiency through a vanety of approaches USAID 
has supported the Ukrame-US Program to Promote Sustamable Development which identified 
strateges to improve the pol~cy and legal incentives for market-based mechamsms for energy 
efficiency USAID actlvlties also stimulated demand for energy audits provided by pnvate energy 



servlce compames (ESCOs), includmg facilitating entry by US-based ESCOs mto the Ukrman 
market Fmally, USAID collaboration wth  heating compames in the city of Lvlv led to the 
installation by pnvate sector compames of buddmg-level heat delivery systems through 
condomum and cooperative associations 

5 Program Approaches 

At the level of the National Electricity Regulatory Comssion, USAID w11 contmue to reinforce 
the Comssion's regulatory authonty and enforcement capacity m both the electncity and gas 
sectors USAID wll provlde techcal assistance to the NERC to develop concepts for gas and 
oil regulatory approaches and assist in drafting legslation, rules, and regulations USAID d l  
also facihtate the redefhtion of the structure of the od and gas sectors, and adwse in the creation 
of markets that define operational rules to wholesalers USAID d l  also assist the NERC and 
other government agencies m the formulation of gas tmffs, and possibly the regulation of tariffs 
for distnct heatmg 

USAID wdl collaborate w th  the EBRD and the World Bank m the development and 
mplementation of the htiative on Pnvate Investment m Ukraine's Gas Transit System Ths 
mtiative seeks to create conditions that attract mternational investment m the transit system 
hnlung gas producer and consumer countries along Ukraine's borders USAID wll take the lead 
m developmg and assessing the institutional and management options for ownershp and operation 
of the four gas transit pipehes, identlfl key elements of the legal and regulatory framework that 
would mobiltze mternational mvestment, and recommend a strategy that could form the basis for 
legslative proposals 

USAID wdl pursue approaches that result m the pnvatuation of key segments of the energy 
sector, p m m l y  through actiwties that enhance the financial wabhty of pre-pnvatlzed compames, 
and create the orgamzational conditions required for pnvate strategc investment 

USAID wdl prowde techcal assistance and tramng through partnershp arrangements to local 
electncity distribution compames (LECs) to mprove their capacity to mcrease cash collections 
USAID wll also assist selected LECs in the development of business and mvestment plans and 
attract strategic pnvate investors 
USAID d l  continue to prowde t r m g  to the energy compames through the Utdity Partnershp 
Program, Management Trainmg Umt and MBA Energy program 

USAID w11 continue to prowde assistance to the Alternative Fuels Center that is promotmg the 
legislative and regulatory changes needed to attract foreign investment into CBM industry in 
Ukraine 

A major new imtiative wll be to stimulate the adoption of energy-savmg production and 
consumption techmques by end-users Based on its previous and current development work in 
the field of energy efficiency USAID w11 focus on demonstration projects in the mumcipal sector 
aimed at stimulation of low cost energy savmg measures, improvements to local distnct heating 



systems, collection and dlssermnatlon of information on unproved thermal performance, and 
stlmulatlon of the domestlc energy effiaency products mdustry USAID wll collaborate w t h  the 
EBRD and the World Bank on provldmg techcal assistance on loan preparahon for dlstnct 
heatmg unprovements in selected mumc~pahtles 

6 Development Partners 

The World Bank, whch 1s the other major donor m the power and gas sectors, whch IS 

concentrating on pohcy reform The Bank has used ~ t s  pohcy-based Electnc~ty Market 
Development Project (EMDP) to help bnng about pohcy improvements The loan was suspended 
for more than a year and IS expected to be remstated m December The Fmanclal Recovery Plan 
(FRP) 1s a dewce to help bnng about remstatement of the EMDP If the loan 1s not remstated, 
then the Bank wdl concentrate purely on project financmg Act~vlties m the gas sector are not as 
well defined, though the Bank and the Government agreed on a program to reform the gas sector 
The EBRD 1s another major donor in the energy sector wth  several projects underway It 1s the 

lead financ~er for the completion of two nuclear generatmg uruts at Khmehtsh and kvna 
(K2R4) The EBRD 1s loolung at the FRP as a test of whether the project wll be financ~ally 
wable Ne~ther the World Bank nor the EBRD can prowde s~gntficant techcal assistance 
although both can bmg hundreds of d o n s  of dollars m loan funds, as well as creatwe short 
term financmg by the EBRD Other donors Include the Brrtlsh Know-How-Fund, the 
Government of Japan, the European Umon/TACIS and KHF 

The comtment  on the Ukrman s~de  to the goal of the SO is strong, but there IS not complete 
agreement on the methods and approaches The NERC IS strongly c o m t t e d  to a competltlve, 
market-based system, whde the Mixustry of Energy contams elements whch want to mamtam 
total government control and ownershp of the power sector Many m the Parliament, central 
government and local government stdl see power as a servlce that should be provlded at normal 
cost, or free lfnecessary Of course they have no answers for how to pay for the fuel, equipment 
and labor costs of the mdustry The long perrod of h m g  off capltal and subsidued fuel 1s c o m g  
to an end as all other financmg sources are cut off, whch wdl require substantla1 restructumg of 
the mdustry or cuts m servlce that are hkely to be unacceptable Ths s~tuation probably wll 
result in support for a market-based, sustamable system because there wdl be no wable 
alternative 
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Strate~c Objective 2.1 

Increased Better-Informed C~tuen Partic~pabon m Poht~cal and Econom~c 
Processes 

1 Statement of the Strategic Objectwe 

For democracy to succeed, well-mformed cituens must participate m the political and economc 
decis~on-makmg processes Active non-governmental orgarnations (NGO), an Independent and 
u~estncted press, and fiee elections are all essential for citlzens to make informed dec~sions and 
to participate Ths strategc objective contnbutes to Ukrame's transit~on to a market-based 
democracy by strengthemng these essential elements of democracy An active civd society wdl 
also contribute to the broader reform process NGOs or cituens who demand transparency and 
accountabdity would create a counterbalance to Ukrame's largely corrupt and erratic reform 
process Ths strategc objectwe w d  also help empower Ukraman cituens to partlapate in and 
dnve forward Ukrame7s pohtical and economc transitions 

USAIDffiev d l  consider progress towards the achievement of thls strategc objectwe on track If 
pubhc anltudes towards part~cipabon begm to change and more citlzens stnve to become 
rnvolved In addttlon, med~a support programs d l  be progressmg satlsfactonly If non-state 
med~a approach financial sustamabd~ty and are free from blatant government attempts to restnct 
freedom of speech 

2 Problem Analys~s 

In Ukrame, progress towards democratuat~on is bemg made, albeit slowly and vath dficulties 
Independent newspapers, radio stations, and local telewsion stations exlst, but contmue to face 
considerable obstacles NGOs are fornung rapidly and associat~ons of NGOs are emergng m 
some cities However, the absence of enabling legslation and cituens' mexpenence vath ciwl 
society continue to h t  the development of cituen participat~on Ukrame has held national 
elections under a generally adequate legal and admuustratwe framework, but shortcommgs have 
reduced cituen confidence m the fauness of those elections 

Attitudes towards the participation, nghts and responsibilit~es of cltlzens, and the caretaker role of 
government are largely unchanged since Sowet times Cituens associate democrat~c and 
economc reforms wrth social msecunty, nsing cnme rates, and ub~qu~tous corruption at all levels 
of government Partial reforms have allowed elite and powerfbl interests to profit from the lack of 
transparency, compet~tiveness, and enforcement of contracts The majonty of the population has 
been unable--or sometimes smply undmg--to demand changes that counter such trends 
Moreover, even where legslat~on is clear, political processes are often conducted behnd closed 
doors, and indiwdual nghts are ignored These conditions have undernuned cituens' confidence 
in the political process With government largely run by former members of the Sowet 
nomenclatura, many cltuens are skeptical of the benefits that "democracy" has brought 
Furthermore, the worsemng economc situation and the general decline in liwng standards for the 
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majonty of citlzens also dubits citlzen participation, as indimduals find little disposable time or 
income to spend on actimties other than meetmg m m u m  economc needs 

Those democratic reforms that have occurred have been mplemented from above, rather than 
from the grass-roots Whde th s  is a necessary impetus for reform, it is not enough "Bottom up" 
pressure and change IS essential for the ultmate success of democracy NGOs m Ukraine, 
however, find it d~fficult to enlist public support due both to government reluctance to include 
civd society organuations m public-poky debates as well as apathy and lack of understanding of 
the role of civd society among citlzens In these crcumstances, citizen participation in political 
and economc processes is extremely low 

A h t h e r  constrant to Increased citlzen participation is the mcreasmg control of the mdependent 
media by the government The worlung enwonment for journalists has grown increasmgly 
dficult m the past two years Newspapers have been closed down, TV programs have been 
censored, and editors and journalists have been harassed, threatened and lulled Self-censorshp is 
commonplace, further lurutmg the amount of objective information avadable to cituens 
Violations of press fieedoms were notably apparent dumg the parliamentary elections m March 
1998, leadmg many to project that the situation wdl not Improve pnor to the presidential elections 
m 1999 

Finally, the worsenmg economc situation has made it dacul t  for mdependent media and NGOs 
to become financdly self-sustamg Cituens are often too busy trymg to make ends meet and 
have neither the time to participate m civll society nor the resources to invest in NGOs or 
purchase newspapers 

3 Results Framework 

Transrtron Hypothesrs 

Strategc Objective 2 1 is worlung to overcome the obstacles, detaded above, to greater citlzen 
involvement in the pohtical process and to facihtate citlzens' oversight of government institutions 
Ths w11 be done by supporting both the active participation of citlzens in political and economc 
decision-malung and the avadability of rehable sources of information Achevement of t h s  SO 
w11 help Ukra~n~ans play an active role m supportmg the political and economc transitions 
underway 

(1) The government of Ukrame wll maintain a mmmum level of comtment  to general reforms 

(2) The government of Ukrame w11 continue to asplre to meet the cntena of Council of Europe 
Membershp 

As of the draftmg of ths  strategy, both of these cntical assumptions hold Although the 



government has not embraced democratic reforms as fully as it could, and desplte some senous 
set-backs for the independent press, the operatmg enwonrnent is not overtly hostlle towards civll 
society If conditions change dramatically and these cntical assumptions fail to hold, USAIDffiev 
d l  be compelled to reconsider its actiwties 

Causal L~nkages 

Progress towards the achevement of t h s  strategrc objective mll be assessed by the percentage of 
cituens who understand democratic pohtical processes and who make a concerted effort to 
participate Nation-wrde surveys of pubhc opimon mll be used to report on the followmg 
indicators 

- The percentage of citizens who understand the (democratic) pohtlcal process, and 
- The number of people who report that they participate m NGOs 

Current levels of understandmg and participation are extremely low USAlDffiev wdl consider 
SO 2 1 on track if opimon polls report an mcrease in both mdicators, confimng that cituens are 
becomng more aware and wdhg  to participate in political processes 

The mam obstacles to greater citlzen parttcipation in Ukrame, as outhned m the problem analysis, 
are (1) a lack of confidence in the pohtical process whch leads to apathy, and (2) a lack of usehl 
and unbiased lnformatlon avadable to cituens Though the economc situation also dubits 
greater citlzen participation, t h s  problem is being addressed pmarliy through other S 0 s 
USAID programs d l  support efforts by cituens and N W s  to idhence the poht~cal process and 
uphold cituens nghts When such actiwties are successful, and when fiee and fa r  elections are 
regularly held, cituens' trust and confidence m the system IS built, and cituens are more hkely to 
participate The development of objective and independent sources of news and iformat~on, and 
more transparency m government decision-malung are the other wtal components of effective 
cituen participation Accordingly, the followmg intermediate results, considered pnonties by 
USAlD and stakeholders, are cntical to achrevmg the strategc objectives 

IR 2 1 1 Increased Confidence m the Political Process 

The low level of confidence m the pohtical process among citrzens of Ukrame undemnes theu 
desue to participate Citizens' participation wll increase when Ukraimans begm to see clear 
examples that participating in ciml society can lead to positive results It is necessary, therefore, 
to support active and informed civlc and advocacy orgamzatlons and to publicize any successful 
outcomes of thelr efforts As cituens begrn to believe that thelr nghts wdl be upheld and see the 
benefits of partlapation, and as elect~ons create a mechamsm for broader accountability, cituens' 
confidence m the political process wd1 mcrease 

IR 2 1 2 More Unbiased Public Information Available to Cituens 

Cituens must have acess to rehable information to inform their participation m democratic 



pohtical processes Then access to lnformation requires both mcreased transparency on the part 
of the government, and more effective unbiased news coverage by the mass media Encouraging 
government transparency, greater availabhty of objective mformation, and more effective non- 
state mass media wll help ensure that citlzens have access to unbiased mformation upon whch to 
base therr pohtical activlty 

Contrzbutzon of other Strategc Objectives 

Programs that increase cituens' participation and government responsiveness at the local level 
under SO 2 3 and that support NGO legslation and strengthen NGO capacity under SO 3 2 also 
contribute to the achevement of SO 2 1 Smlarly, enhancing the rule of law under SO 2 2 is a 
mtal llnk to building citlzens' confidence m the pohtical process, overcomng apathy, and, 
accordingly, encouragng greater citlzen participation Fmally, the success of strategic objectives 
m other sectors, such as support to small and medium enterpnses under SO 1 3, address some of 
the economc bamers to broader cltuen participation The intermediate results identrtied above, 
together w th  the contributions of other strategc objectives, provlde a comprehensive strategy to 
increase the level of citrzen participation in pohtical and economc decision-malung 

4 Program Approaches and Progress to Date 

Dunng the next four years, USAIDffiev wdl continue to build upon achevements to date The 
focus of actlwty wdl s M  shghtly to place greater emphasis on work wth  NGOs that enforce 
citlzens' nghts and demonstrate to cimens that their rrghts can be upheld and their concerns 
addressed through participation m the pohtical processes In addition, election support wdl be 
phased down after the 1999 presidential elections 

Ukrame has made some progress m its democratic transition Smce 199 1, the number of non- 
governmental orgatmations (NGOs) has grown sigruficantly The number of mdependent 
newspapers that compete w th  the government press has also increased Ukratne was the first 
post-Sowet state to undergo a peacefbl transfer of presidential power followmg free and  fa^ 
elections in 1994 In 1996, the adopbon of the Constitution and the subsequent establishment of 
the Constitutional Court created a basis for adoptmg and implementing reform legslation With 
USAID support, thousands of Ukramans, includmg judges, journalists, attorneys, newspaper 
managers, pohtical party activlsts, NGO leaders, civlc activlsts, legslative drafters, mumcipal 
government leaders, law faculties, and trade umon leaders, have received traimng that is 
contnbutmg to their efforts to support democratic reform 

NGOs and cztizens ' awareness of rzghts 

USAlD wll continue to support NGOs that pursue issues that have an impact on people's lives, 
particularly by influencing political process and upholding citmens' nghts Their successes wdl 
demonstrate to cituens that thex nghts can be protected and  the^ concerns addressed through 
participation m democratic political processes These NGOs w11 also play an important role in 
lnfomng people about then nghts and opportumties to participate 



Ths  approach has proved successfhl One USAID project, for example, supports a coalition of 
enwronmental NGOs that attempt to hold government accountable to environmental and public 
participation laws The resultmg efforts by citlzens and NGOs to use their nghts under the law 
have had a rather hgh success rate, advancing an issue of pmary concern to citlzens whlle 
increasing their confidence m the political process and legal system 

Legal adwce to democrat~c trade umons has resulted m the successfhl resolution of several cases 
by trade umon members For example, the courts ordered an enterpnse to reinstate and 
compensate the chaman of an Independent trade umon who had beeq fired for h s  umon 
actiwties Independent trade umons have also received tramng and information m collective 
bargamng, workplace safety, and pension reform Simlar legal adwce and traimng is being 
prowded to journalists, edltors, and media lawyers under a media legal advocacy program 

Public pohcy, legal advocacy, and human nghts NGOs have been strengthened through traimng 
and small grants, enabling them to advocate on behalf of citnens, produce informational bulletins 
and TV programs, conduct regular and well-publicned opimon polls, and investigate human nghts 
wolations Women's NGOs have received assistance that has helped them address key issues 
such as domestic wolence, mequahty, and women's entrepreneurship 

Elections, another important component of democratic pohtical processes, prowde citizens an 
opportumty to hold the leadershp accountable and create mcentives for government to be more 
responsive to c~tlzens' demands USAIDffiev has assisted the government wth election 
admmstration and voter education Pohttcal party actiwsts have received tramng m campagn 
management, coalition-buddmg, and fhnd rasmg USAIDkev has supported thelr efforts to be 
active and Informed participants m the constitutional debate and the drafting of new election laws 
A new parhamentary election law was adopted and implemented for the March 1998 elections 
Thts law contnbuted to greater representation m the parhament, cost savmgs through ellnunatton 
of repeat and run-off rounds, and fbrther development of national polttical parties 

USAIDffiev prowded comprehensive assistance pnor to the March 1998 elections, includtng 
support for political party debates, voter education programs, and traimng for CEC officials In 
addition, get-out-the vote efforts contnbuted to youth voter turnout almost equal to that of all 
other age groups and USAID also supported an electton observation effort by 17,000 non- 
partisan domestic momtors, the first independent election mght news program, and an exlt poll 
These efforts contnbuted to relatively smooth election admmstration despite new changes to 
voting procedures under the new election law 

USAID w11 prowde some assistance to promote transparency and fair admmstration of the 
upcomng presidenttal elections, however, as noted above, election assistance w11 be tapered off 
after 1999 

Independent Medza 



Telemsion, radio, and pmt  professionals w d  continue to recelve traimng m busmess management, 
mvestigatlve journalism and other techcal areas A USAID-fbnded press center is provld~ng 
journal~sts w th  access to a mde range of resources includ~ng the Internet, legal databases, and 
Ukrman and Western w e  serwces In addition, USAID promded techcal assstance to a loan 
fund that was estabhshed to support the development of self-sustamng and independent media- 
related enterpnses In response to the growng constramts on independent journahsm, a new 
actimty was mtiated to promde legal protection to journalists and to momtor legal actions and 
persecution agamst the media Thts program wdl fbnd lawyers who adwse or represent mdivldual 
journahsts and m11 support lobbylng efforts for legslative acts that support an independent press 

Programs to encourage government accountabdity through Increased avadabihty of information to 
the media have proved successfid W i t h  the Public Education Program, a network of 25 press 
clubs has been developed throughout Ukraine where journalists meet on a regular basis mth 
government officials to discuss Issues such as prrvatlzation and economc reform The weekly 
meetmgs at the Kyv Press club are covered m newspapers, radio, and national telewsion news 
programs, allowmg government officials to reach a large audience whde prornotrng the 
accountabhty of officials to the public 

5 Development Partners 

Several other donors are currently promding grants to NGOs The~r efforts complement 
USAlOD's support to ciml society and gwe additional NGOs an opportumty to expand actimtles 
that promde citlzens wth  examples of the benefits of cimc action USAID leads or participates m 
donor meetmgs to coordinate assistance for NGOs, independent media, and elections 

6 Graduation and Susta~nability 

USAIDhQev recogmzes that both the pohtical and economc transitions underway m Ukraine are 
hkely to take generations to be achleved Although it is too soon to speak about either graduation 
or sustamabhty, what is clear is that expanding citlzen participation in both the pohtlcal and 
economc transitions wdl move Ukraine forward towards eventual graduation In addition, 
increased empowerment that enables Ukrmans to lead the reform process wdl help ensure that 
the changes introduced wll ultimately be sustamable 
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Legal Systems that Better Support Democrabc Processes and Market Reforms 

1 Statement of the Strateg~c Objectwe 

The establishment of and respect for rule of law is essent~al to the success of market-onented 
democratic systems Ukrame, hke other former Sowet repubhcs, is stnmng to overcome a 70- 
year hlstory of commumt rule where law was subverted to the dictates of the party leaderslup 
and the population had httle expectation of the State as guarantor of nghts W e  the country has 
made tangble progress since independence in enactmg legslation and mstitutmg pohcy reforms, 
the challenge of creatmg an entirely new, Western-onented legal system and t ransfomg the 
exlsting pohtical-legal culture IS enormous The Government of Ukrane's uneven comtment  to 
far-reachmg reform of the country's legal system not only retards economc growth by 
discouragmg investment, it also poses a senous long-term threat to the democrabc order as 
cituens come to question the mtegnty and legrtlmacy of poorly fbnctionmg political institutions 

USAIDAJkrane has developed a strategy that is assistmg the relevant mstltutions and actors to 
lay the groundwork for a law-based system compatible wth the requirements of a market 
economy and democratic rule The Mssion wdl consider t h s  objective hawng been acheved 
when the laws needed to support fiee-market democracy are m place and effectlvely enforced 
through falr and timely judicial processes 

2 Problem Analysls 

Overcommg the mstitutional and social-psychologrcal legacy of the Cornmumst past m order to 
erect a legal system that supports free-market democracy IS a fomudable, long-term undertalung 
At the time of independence, W a n e ' s  governing elite lacked both the knowledge and techrucal 
capabhty to put in place a modern legal system appropnate to the demands of the 
market-onented, democratic soclety they professed to want to build It also became clear that as 
corruption flounshed m the transition away ftom central plamng, and in the absence of effective 
regulatory and enforcement mechamms, entrenched Interests hostile to the estabhshment of the 
rule of law began to coalesce The GOU itself was hobbled by mstitutional and political conflicts 
that slowed the pace of reform, mcluding reform of the legal system 

Citlzens, meanwhle, had httle understanding of their democratic nghts or of their newly acquired 
responsibility to hold government accountable for the far admrustration of justice Dunng the 
Sowet era, people survlved by findmg clever ways to circumvent the rules, the arbitrary 
apphcatlon of whch only added to a general disrespect for law and lack of confidence in the 
government's comrmtment to safeguard citizens' nghts enshrined in the Constitution 

Widespread cytllcism on the part of a population that is disenchanted mth the changes talung 
place dumg thls transition penod is arguably the greatest mpedunent to the creation of a 
well-hnctionmg legal system Citlzens see corrupt~on in virtually every aspect of pubhc and 
pnvate hfe and a legal (and pohtical) system that continues to favor those who already have 



acquired wealth and power, often through questionable means The Kuchrna Government's recent 
action to close down and othennse intimdate a number of pubhcations critical of its policies is an 
abuse of authority that vlvidly reinforces the perception that Ukrame is not a law-governed 
society So too, the enormous gulf between reform-inspired legslation and pronouncements on 
.the one hand, and the lack of effective implementation and enforcement on the other, has 
contnbuted substantially to low levels of cituen confidence m pubhc (as well as pnvate) 
institutions Heightened expectations about the onset of a law-based society that accompamed 
the collapse of comrnumsm have largely been dashed, deepemng the level of cpcism 

Whde the new constitution established the judiciary as an independent branch of government wth 
sole responsibhty for admuzlstenng justice, the courts contmue to confront fomdable obstacles 
--matend, institutional, and pohtical-- to fblfilhg that role Inadequate budgetary resources and 
insufficient tramng of judges, mcluding poor access to new laws and legal decisions, together 
wth low levels of citnen confidence 1n the basic legal system and a hgh degree of Executive 
Branch influence on the judiciary undemne the effectiveness and authonty of the courts 

A more m e d i a t e  constramt on progress in achevmg ths  strategc objective is the presidential 
election scheduled for October 1999 With pohtical factions already jockeying for partisan 
advantage, it wdl be dficult for the parhament to adopt much of the constitution-related enabhg 
legslation that is desperately needed 

3 Results Framework 

The paramount cntical assumption wth  respect to sigruficant progress on the strategc objective 
remms the existence of requisite pohtical wdl wthm the natlonal government to take steps to 
strengthen the country's nascent legal and regulatory infrastructure and to ensure the impartial 
application and enforcement of Ukraine's civll and crurunal laws Achevmg the SO is also 
predicated on the GOU, 1n cooperation wth  Western law enforcement agencies such as the U S 
Department of Justice, devotmg additional resources to bolstenng the capacity of the judicial 
system and to combating corruption Any genuine comrmtment to establish a law-based society 
must umte demonstrated pohtical m11 and sufficient resources 

Causal Llnkages 

Constructing a legal system requued for a modem democratic, market-onented nation wdl depend 
on erecting a legal infrastructure consisting of effective institutions and well-crafted and 
fan-ly-enforced laws The achevement of four mtermediate results is crucial to fulfillrng thls 
strategic objective establishmg a well-hnctiomng court system, enactment of key legslation 
codifjnng civil and cnmnal codes based on Western norms and practices, effective enforcement of 
laws and legal decisions, and a cituenry prepared to hold the government accountable for 
obsemng the law and safeguardmg people's nghts These results, in turn, require elevating the 
capabhties of legslators and judges (through t r a m g  and related techcal assistance) whle also 
mcreasing citizens' awareness of laws and rights and ensunng theu access to competent legal 
counsel Ultimately, the sustainabhty of the new system mll depend on both performance and the 
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emergence of a broader legal culture where laws are obeyed because they are mewed as fair and 
legtimate (and not prunanly because transgressions are pumshed) 

IR 2 2 1 Courts Carry out Their Role as Ascnbed to Them by Law 

A well-fbnctiomng court system that garners the confidence of the citizenry is the central pillar of 
an effective legal system Thls entails the judiciary fulfilling its constitutional role as an 
mdependent branch of government whlch depends largely on its acqumng the institutional 
capabhty to discharge its responsibdities Upgrading the level of juridical knowledge and slulls of 
sittmg pdges and staff. and improvmg the courts' capacity to operate mdependently is essential 
Tramng, support for the new judicial traimg center, procurement of legal databases and other 
resources, and techcal assistance m unprowng court management all contribute to strengthemg 
judlclal mdependence, especially given the h t e d  budgets allocated to the courts by the 
government and the hngemg practice of executive branch and other influence on judlcial 
decis~ons 

IR 2 2 2 Constitution, Civd and Cnmnal Codes, and Supporting Legislation Meetmg Western 
Standards are Enacted 

Ukrmne still lacks a post-Sowet ciwl code, ciml procedure code, and other fhdarnental legslation 
essential for economc and democratic reform, as well as certam legslation that is necessary to 
meet Councd of Europe membership requ~ements Furthermore, there are sigmficant 
shortcommgs in the institutions and processes for drafting, adoptmg, and lrnplementmg such 
legslation USAID actiwties address these shortcomngs m many ways by prowding targeted 
support for spec& legslative draftmg worlung groups, a program to strengthen parharnent's 
analytical and legslative draftmg capabdities for more effective participation m national policy 
debates, t r m n g  for parhamentanans and staff on specfic reform topics as well as on ways to 
improve parliamentary rules, procedures, and structure, unprovmg the professional capabilities of 
parliamentary staff, encouragmg greater responsiveness to mdimdual constituents and 
NGOslcitlzens groups, and support to non-governmental public-policy and advocacy 
orgaruzations that are attemptmg to influence legslation 

I '  2 2 3 Cltlzens Hold Government Accountable to the Law 

At the same tune that USAID is augmenting the capabilities of key government mstitutions 
involved in the creation of a Western-onented legal system, it is also seekmg to reform that 
system by empowenng citizens who are generatmg pressure for adherence to the rule of law 
Even the existence of an mdependent court system and adequate legslation would be insufficient 
to ensure the establishment of a rule of law-based society m Ukraine in the near future Selective 
application of laws and lack of enforcement of judicial decisions result m very httle accountabihty 
of corrupt and illegal actions, whlch m turn reinforces cittzen apathy An active cittzenry 
pressumg the GOU to fklfill its respons~bhty m estabhshng the rule of law is particularly 
Important in the early stages of the formation of the legal system, and USAID wdl place 
mcreasing emphas~s on programs that empower citlzens and NGOs to have theu legal rights 
enforced and to hold others accountable to the law Act~vlties to acheve th s  goal Include support 
to legal advocacy NGOs, business associations, consumer and special interest groups, pro bono 



legal climcs, legal support centers for non-state media and mdependent trade umons, and 
associations of advocates (defense attorneys) Ths support takes the form of small grants, 
t ramg,  and techcal assistance, as well as a successhl program to publicue legal mformation, 
the availabhty of legal services, and successfid examples of legal advocacy in the media Yet 
another mtiative that may be replicated is the orgaruzation of mtegnty-buildmg workshops in 
mumcipahties that have active cituen groups and a certain degree of pohtical w11 to address 
corruption issues The workshops bnng together business, media, NGOs and local government 
officials to develop anti-corruption action plans that all participants beheve are attainable and that 
they have c o m t t e d  to unplementmg Pubhc-pnvate comrmttees are then estabhshed to follow 
through on implementation of the action plan, d r a m g  on support from a wde vanety of emsting 
USG assistance programs In sum, USAID actiwties wll contlnue to promote the development of 
the rule of law m Ukrame through a combination of mcreased pubhc awareness of laws, increased 
access to qualified lawyers and legal semces, increased and more efficient actions by legal nghts 
and advocacy NGOs, and wdespread dissemnation of examples of cituens successfidly using the 
courts and legal system to uphold their nghts and hold government accountable to the law 

IR 2 2 4 Improved Enforcement of Judicial Decisions and Cnmmal Laws 

Without effective enforcement of laws and legal decisions there is no prospect of establishng a 
hnctiorung law-based system and mcreasing cituen confidence m the mtegnty of the judiciary In 
addition to the requisite pohtical wll on the part of the government to ensure comphance wth  the 
law, agencies responsible for enforcement requue adequate resources and know-how to carry out 
theu hnction The US Department of Justice is mtegrally mvolved m ths  last endeavor and its 
success wdl help d e t e m e  the fate of the entue rule of law effort m Ukrame 

Because the rule of law prowdes the foundation for a sustanable market-based democracy it is 
not surpnsmg that t h s  Strategc Objective and its complement of intermediate results are closely 
hked  wth  others across the entue assistance portfolio What follows are some of the more 
proment Wages  

Aridrtronal bnkages wzth IRsfrom other SOs 

SO 1 3 A fbnctiomng legal system is mdispensable to the establishment of a legal and regulatory 
envuonment necessary to support the growth of pnvate enterpnse Would-be domestic and 
foreign mvestors need to feel confident that legal nghts and responsibilities are clearly delineated 
and that disagreements can be adjudicated farly (and judgments enforced) in accordance wth  the 
law, m the court system 

SO 2 1 Increasing cituen participation m the pohtical process requires that people have a degree 
- of confidence m their abhty to effect change Corruption and a government's inabhty or 

unwdhngness to enforce the law farly is hkely to spawn intense cymcism and conwnce citrzens 
they are powerless to do anythmg to alter the situation Act~wties under SO 2 1 to strengthen both 
advocacy-onented NGOs and mdependent media contnbute to a more engaged civd society 
d e t e m e d  to hold the three branches of government accountable for theu actions Much of what 
has become public about hgh-level government corruption and abuse of power is the result of 
invest~gatlve reportmg by enterpnsing journalists m the mdependent press 



Speczal Inztzatzve on Sexual Traflckmg The effort to combat the trafficlung of Ukraiman women 
has an important legal component focused on traimg for those government agencies wth 
responsibihty for law enforcement along with public education on legal nghts aimed at both 
would-be and actual wctlrns of sexual traEckmg A functiomng court system and effective law 
enforcement are both pivotal to the success of the anti-trailiclung effort 

Women's Legal Rlghts Inltlatzve A new program hnded by the Global Bureau's Office of 
Women m Development (GIWID) to promote awareness and realuation of women's legal nghts 
d l  be starting in Ukrame, Bulgana, and Kazakhstan Actiwties designed to increase public 
awareness of women's nghts, strengthen the capacity of relevant NGOs to advocate effectively on 
these issues, and to work wth  appropriate government agencies to safeguard these nghts, 
contnbute to the estabhshment of a robust legal regime 

Compfzon The battle agmst corruption has taken on greater pnonty in the Mssion's assistance 
strategy as corruption, whether in the public or pnvate realm, has come to be vlewed as one of the 
paramount constraints on Ukrame's pohtical and economc development A professional and 
well-fbnctionmg judiciary c o m t t e d  to the far  application of law --the core IR of SO 2 2-- 
would constitute a major wctory m the struggle to estabhsh the rule of law m Ukrame A number 
of actiwties bemg pursued under other SOs are explicitly designed to enhance transparency, 
reduce corruption, and thereby contnbute to the emergence of a law-based society 

4 Progress to Date 

The foundation for a Westem-based legal system was laid wth  the adoption in 1996 of Ukrame's 
new post-Sowet constitution, a generally progressive document that guarantees cituens an 
unpresslve set of rrghts and estabhshes the structures of national government That adoption of 
compamon enabhg legslation such as an updated ciwl code has lagged, that endemc corruption 
has produced tremendous cpcism m the population, and that the judiciary faces senous hurdles 
--matend, mstitutional and pohtical-- m fulfilling its constitutional role as an independent branch 
of government overseeing the admmstration of justice, all point to the enomty of the task m 
puttmg m place a legal system suited to the needs of a modern democratic, fiee-market system 
Transfomng institutions and mmdsets is a long-term undertalung 

Stlll, smce Independence and the dissolution of the Sowet Umon, Ukraine has made important 
headway in establishng the rule of law Formation of a Constitutional Court, creation of a judicial 
traimng center, computemation of court admmstration and installation of electromc legal data 
bases, wdespread dissemnation of legal informat~on such as cituens' nghts, mtroduction of 
mechmsms for alternative dispute resolution, reform of law school cumcula, improvement in the 
education of legal professionals, and more vadely available legal advocacy and representation for 
citizens, all underscore the country's progress in the rule of law sphere Not coincidentally, these 
are areas m whch USAID as well as other Western donors have been active, prowding techmcal 
assistance, tramng, and other assistance 

But progress regstered on dtscrete act~mtles does not prowde a fidl plcture of the changes, some 
adrmttedly dficult to measure, that have begun to take hold m erectmg a legal system more 
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supportive of democratic processes and market reforms Though the Constltutlon establishes an 
independent judiaary, judges have only recently begun to see themselves part of an mdependent, 
co-equal branch of government The same can be said for members of the Verkhovna Rada 
Despite the mefficiency of its mternal procedures and its lukewarm support for economc reform, 
parhament is also emergmg as a promnent actor in national pohcy malung In both cases, USAID 
and other donor-supported programs to bolster the mstitutional capac~ty of the courts (e g 
judicial t r m g  center) and the parliament (legrslative drafting and analysis) have contnbuted to 
t h s  emergmg sense that these bodies should have a co-equal role in the g o v e m g  process 

The norm of free and fmr (though by no means perfect) elections has also taken hold Not only 
have citlzens come to expect and demand an electoral process wth  mtegrrty, but legslators and 
pohtical leaders fiom across the ideologrcal spectrum wew the ballot box as the only legrtlmate 
path to power 

But the change that may have the most profound long-term consequences is the mcreasing 
mcidence of citlzens, pmar~ly  through NGOs, usmg the court system to hold government 
authorities, particularly at the local level, accountable for observmg the rule of law For example, 
one USAID project supports a coahtion of enwonmental NGOs that attempts to hold 
government accountable to enwonmental and pubhc partic~patlon laws The resultmg efforts by 
cltlzens and NGOs to use  the^ rrghts under the law have had a rather htgh success rate, advancmg 
an Issue of pnmary concern to cltlzens whlle mcreasing their confidence in the political process 
and legal system S~mlar projects that prowde legal and advocacy support to journahsts, 
members of mdependent trade umons, and speaal mterest groups such as consumer and business 
assoaations, have had mpressive, albelt h t e d ,  success Thls trend has been greatly abetted by 
grourlng awareness on the part of c~tlzens about the law, and by the expandmg supply of 
competent legal representation and increased citlzen access, m part through USAID-supported 
pro bono legal clmcs An ever larger number of NGOs m areas such as consumer nghts, human 
nghts, enwronment, and small business, IS mvolved m legal advocacy 

5 Program Approaches 

As descnbed above, the Mss~on has developed a multi-faceted yet focused strategy for helping 
Ukraiman constituencies put m place a legal system consistent wth the requirements of a modern, 
free-market democratic society It should also be noted that the Msslon wdl be carrylng out a 
rule of law assessment m the next few months W e  no major changes are expected in the SO 
2 2 strategy, the Msslon wll use the assessment to reline its programs under t h s  S 0 

USAID wdl contmue to emphasize strengthemg the mstltutional capacity of the courts and the 
parliament to asslst these branches of government to fblfill their constttutionally-established role in 
the natlonal polltical process Actlvltles to bolster the effectweness of the court system, through 
tramng ofjudges, targeted techcal  assistance, and hmted equipment purchases (e g 
computemation and access to legal databases), constitute the centerpece of USAID'S broader 
effort to reform Ukrmne's legal system 

At the same tlme that USAID is augmentmg the capabhties of key government mstitutlons 
involved m the creatlon of a Western-onented legal system, ~t is also seekmg to reform that 
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system by empowemg citlzens who are generating pressure for adherence to the rule of law 
USAID d l  extend and expand the vanous acttvlties that have supported citizen and NGO efforts 
to hold government accountable to the law Thls includes targeted legal assistance to groups such 
as journahsts, broader support for pro bono climcs at law schools, small grants for legal advocacy 
NGOs, and support for mdigenous media programs that provlde practtcal legal information and 
encourage greater cittzen participatton m demanding accountabfity under the rule of law 

In sum, through its efforts to bolster the capacity of cntical mstitutions, most notably the courts 
and parhament, and its support for a number of legal reform programs mvolvlng 
government-to-government and society-to-society linkages, USAID is fachtatmng the transmssion 
of knowledge, practices, norms, and values that undergird a rule of law-based society 

6 Development Partners 

USAID continues to coordinate wth the World Bank, EUITACIS, OSCE, and other donors on 
legal reform issues Most notably, USAIDMcrame's programs are designed to complement the 
proposed World Bank Legal Reform loan whch has been under negotiatton for several years 
USAID orgames and participates m donor meetmgs to coordinate assistance to the courts, 
parhament, and specrfic legslatwe draftmg mtiatives Coordinatton meetings often include 
Ukraman government counterparts as well as NGO development partners such as the Ukraman 
Legal Foundatton 
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Strategrc Objectwe 2.3 

More Effectwe, Responsive and Accountable Local Government 

1 Statement of the Strategic Objectwe 

Improvmg the capacity of local governments to manage resources and provlde semces is crucial 
to the success and sustamabdity of Ukraine's overall reform effort Assistance at the local level 
has not only msible mpact on people's hves, but also improves public perceptions of and 
expenence wth  democracy and economc reform In cities, towns and mllages, the Interaction 
between cituens and government is most mgorous There is evldence that local governments wth  
the capacity to exercise well-mformed choices in partnershlp wth  cituens and ciml society can 
solve problems, idente and maxtmze opportumties, narrow the gap between resources and 
responsibhties, and engage the central government on pohaes that encourage local mtiative In 
fact, the recent IFES Survey, conducted m the spmg of 1998 by SOCIS-Gallup, mdicated that 
from 1997 to 1998, there was a 14% mcrease (from 2% to 16%) of cituens who mdicated that 
local government is the most likely branch of government to resolve the economc problems 
facing Ukrme m the next year Ths may very well be an indication that pubhc confidence in local 
government officials is growmg 

Much of USAIDffievYs programs that support democratization, housing, finance, pnvatizatlon 
and pnvate enterpnse, enmronment, health, and t r m n g  have taken place m or directly benefitted 
cities or towns In 395 Ukraman commumties, USAIDffiev is worlung at the grassroots level 
mth cituens, NGOs and local governments to bnng about positive change More than 1000 
commumty-based actimties help to build responsive, well-run cornmumties and mcrease pubhc 
confidence not only m local government but also m the transition to a flee-market economy and 
democratic society These efforts help bmg about tangble mprovements in people's lives 
Strengthemng local government capacity and encouragmg citlzen participat~on at the cornmumty 
level under SO 2 3 is the key to the sustamabhty of these efforts 

USAIDffiev wdl consider progress towards the achevement of t h s  strategic objective on track 
as targeted local governments and cituens begm to work together to solve pr~onty commumty 
problems and to identltjr opportumties for k r e  development These efforts m11 help bnng about 
tangrble mprovements in semce dehvery Shamg positive expenence and lessons learned wth  
other local governments in Ukrame and m the regon mll facilitate the duplication of effective 
approaches in other localities, enabhng a broader mpact of USAlD programmmg 

2 Problem Analys~s 

A range of problems needs to be addressed m order to improve the potential for local 
government These include 

Insuflczent capaczty of local governments No guidelines or tramng for local officials from the 
central government have accompamed the transfer of responsibhties and powers to the local 
level As a result, the leadershp of many mumcipahties lacks the baslc slulls and capacity 



necessary to manage resources and assets or provlde urban semces effectively Local 
governments need to obtain basic slulls m strategc planrung, improved admmstratlon, financial 
management and the ldentificatlon of new sources of revenue 

Inadequate author~ty and resource base The Law on Local Self-Governments, adopted in July 
1997, gave locahtles more duect control over tmffs and the supply of mumcipal semces 
Although th s  law was a very important step forward, numerous additional acts must be passed 
and Implemented to provlde local governments w th  adequate tax and budgetary authonty For 
example, local governments stdl lack a workable legal, regulatory, and instltutlonal framework for 
titling and regstenng real property Revenue shortfalls and madequate fiscal autonomy are 
hrther comphcated by unclear dlvlsions of fiscal responslbdity and systems of deregulation 
between oblast and local level governments A fair, transparent and predictable lntergovernmental 
transfer system IS necessary for muruc~palitles to plan and budget 

Lack of cztlzen partmpatzon Ukraine does not have a hstory of active citlzen participation 
Consequently, local governments have llttle expenence wth  democratic processes and cituen 
outreach Some local governments also wew NGOs as a threat and do not see the potentla1 for 
NGOs to contnbute to the solutlon of local problems At the same tme, c~tizens are often 
apathetic, do not understand theu CIVIC respons~bhtles, and have neither the tlme, nor the 
resources, to partlcipate in ctwl society 

Fmally, the current fiscal cnsis a c t s  all levels of government, lncludtng murucipalities Local 
governments cannot rely on receiwng adequate funding from the national government and need to 
become more cost effectlve whlle also identlfylng new sources of revenue Ths requires not only 
hrther local control over taxes and tarffs, but also the ehrmnatlon of dismcentives to increasmg 
local revenue 

3 Results Framework 

At the heart of the transition strategy for local government is the prermse that democracy bullt 
from the ground up nurtures transparent, effectlve and accountable governance and meamngfid 
advocacy and action on commumty Interests Through SO 2 3, USAJD is helping to strengthen 
local government by lrnprowng their management slulls, increasing their autonomy and resource 
base, and demonstrating the value of citizens' participation and government transparency 

( I )  Continued comtment  of the Government of Ukrame to mcreasmg local level authonty and 
fiscal decentrahation 

(2) Current and new laws, regulations and policies on fiscal decentralization and local self- 
government d l  be implemented 

(3) Oblast level offic~als wll not Interfere wth  local level authorrty and decistons 
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Despite shortcomngs m the legal ii-amework for local government, there is currently potential for 
local level imtiative, as demonstrated by the success of USAIDhQev's local government program 
to date However, the adoption and implementatlon of legislation that creates a clear delineation 
of powers and a transparent mtergovernmental distnbutlon of revenues w11 help reahze ths  
potential as well as sigdicantly increase the lkehhood of sustainability 

Causal Linkages 

Progress towards the achevement of ths  strategc objectwe w11 be measured by 

- The number of citles using financial analysis models 

Computemed Financ~al Analys~s Models (developed through USAID programs) provlde 
mmcipahties wth  a clear plcture of the current and projected state of local finances (revenues 
and operational and capital expend~tures) Ths information enables local authontles to manage 
their resources and assets more effectively, both m the short and long term In addition, local 
decision-makers are able to present the local budget to citlzens m an easdy understandable format 
Ths facilitates local government transparency and accountability that encourages citlzens to 

partlclpate and enables local authontles to be responsive 

The financial analysis model has also been used successfidly by local governments to remedy 
shortfalls m financial d~stnbution fiom the nabonal government and as such can be used to ensure 
more reliable revenue distnbutlon The program 1s a flexible, user-fhendly model that can be 
amended and modified in accordance wth  the specdic needs of mumcipal governments and 
changes m legslation Data provlded through the financlal analysis model has also considerably 
strengthened the position of the Ukraman Association of C~ties (UAC) m its efforts to increase 
local government finanaal autonomy and estabhsh a more transparent mtergovernmental 
distnbutlon of financial resources Fmally, the spread of financlal analysis models to more than 50 
non-USAID assisted mumcipahtles helps capture the roll-out effect of USAID programmmg 
Accordmgly, USAIDffiev considers the growth m the number of citles using financial analysis 
models to be a usefbl mdicator of more effective, responsive and accountable local government 

USAID has identified the followmg four intermediate results as necessary to achleve "More 
effectwe, responsive and accountable local government " Each of these IRs addresses 
shortcomngs outlmed in the "Problem Analysis" section 

IR 2 3 1 Improved Management 

Ukrame's transition to a democratic political system and market economy requires a complete 
change m the way local authonties manage clty finances and admmstratlon, as well as mumcipal 
servlces and assets Rather than wait for guidance and resources fiom the center, they are being 
gwen Increased respons~bliity, often wth  httle guldance and resources, and, accordlngly, need to 
develop new slulls to take the mtiative themselves They must learn how to plan and pnontlze 
strategcally, manage the local budget, develop busmess and investment/financmng plans, and 
lmprove thew management of mumcipal semces and assets As their capacity increases, local 
leaders, in collaboration wrth the citizens, mll be able to better identi@ and meet the needs of the 
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commuruty and w11 be more able to make an Impact on the dzuly lives of the population 

lR 2 3 2 Legal Sustamability Ensured 

The potential impact of even the most slulled local leaders wd1 be linuted as long as the legal 
framework for local self-government remams unclear and demes local government access to 
predictable, fa~r  and transparent sources of revenue Local governments in Ukrane have had 
responsibhbes thrust upon them wthout the necessary legal authonty or a finanaal devolution 
The development of a well-defined legal framework, and one that IS in accordance wth  the 
Council of Europe Charter of Local Self Government, that provldes local government wth  
authonty and resources is therefore also central to strengthemg local government m Ukralne 

IR 2 3 3 Cituen Participation at the local level mstitutionalrzed 

The transition to a democratic pohtical system requres not only that local officials have the 
capacity to manage their resources and assets effectlvely, but also that they introduce mechamsms 
for citlzen participation, ensure access to public heanngs and other decision-makmg fora, and 
support NGOs Institutionallzed Interaction between cituens and local decision-makers wll not 
only enable the local leadershtp to decide how best to spend hmted resources, but also wll budd 
cltlzen understandmg and support for local pohcies 

IR 2 3 4 Transparency of Government Operations Increased 

The final component of strengthened local government is mcreased transparency of government 
operations Such openness and access to information wdl not only enable cituens to participate 
constructively, but wU also budd cituen confidence m pohtical processes at the local level By 
shanng dormatton wth  the pubhc, local governments demonstrate their comtment  to fostenng 
local level democracy and cituen participation In addition, procedures such as the use of 
competitive bidding in procurements, rncreases the transparency and accountablhty of local 
governments 

Contnbutzon of other strategrc objectzves 

Programs that mcrease citlzen participation, budd citlzen confidence m political processes, and 
strengthen the rule of law under SOs 2 1,2 2 and 3 2 support the development of democracy at 
the local level In addition, the restructuring of the intergovernmental finance system under SO 
1 2 also wll make an essential contnbutlon to the achievement of SO 2 3 Finally, as mumcipal 
development IS truly a cross-cuttmg issue, SOs and Speaal Imt~atives m the areas of economc 
growth, environment, and health programng that promote development or address citizen needs 
and concerns at the local level reinforce the efforts of SO 2 3 

4 Program Approaches 

The strength of SO 2 3 hes m an approach that not only promotes democracy and Increased local 
government capaclty m the abstract, but that prowdes tangible ewdence that pnonty comrnumty 
concerns can be addressed more effectively through local government mtiatlve and citizen 
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participation USAIDffiev wdl contmue to build upon expenence to date m promoting (1) 
democratic governance -- transparency, accountability, responsiveness, citrzen participation and 
effectiveness, (2) improved fiscal and financial management, including the development of 
operatmg and capital budgets, financial plamng, business and investment plans, and economc 
development plans, (3) improved management capacity and admmstrative practices, (4) improved 
mumcipal semces delivery and tmff reform, includmg improvement m the quality of semce and 
the efficiency of servlce prowsion m the areas of pubhc transportation, heating, waterlsewer, sohd 
waste, and housing, and (5) continued strengthemng of the Association of Ukraiman cities as the 
lobbyst and professional association for local governments 

With the concerted efforts of USAID contractors, the Ukraman Association of Cities (UAC), and 
knowledgeable mayors, city officials and Rada deputies, new national legslation w11 eventually 
form new legal and financial fiameworks whch wdl mcrease local fiscal autonomy, authonty and 
control However, the new laws and regulations w11 result in mcreased demands on local 
officials, requiring additional knowledge, tools and slulls Therefore, USAID wdl work wth  its 
contractors, clients, NGOs and the UAC, to be an active partner m the process of the draftmg, 
consideration and unplementation of legslation aectmg local governments and 
mtergovemental finance reform 

Techcal assistance under the Mumcipal Development Loan Fund Project wdl help local officials 
in two pdot cities develop the needed budgetary, management and p l m g  slulls, and to work 
constructively wth  a citrzen's task force, m order to produce a business/investment plan and a 
loan proposal for a pnonty mfiastructure project 

Based on the Mssion's upcommg strategy on tanff reform, there may very well be the provision 

of techcal  assistance at the local level to restructure some communal semces and to reform the 
setting of t a d s ,  and, at the national level, to reform t d l a w s  and regulations, restructure 
accounting rules and create an automated reportmg system, whch wll institute changes in the 
admmstration, operation, financing and prowsion of semces to lrnprove the quahty and 
efficiency, whde reducing the costs and settmg fa r  t d s  

The Commumty Partnershps Program between Amencan and Ukra~man cities wll continue to 
focus on traimng and education m the areas of cltizen participation, economc development, 
housmg and communal semces, budget and transportation In addition, partnershps will be budt 
between commumties and education institutions, using Ukraiman, Amencan and Polish experts 
After two years, the current program may evolve mto a partnershp program simlar to the Local 
Government Partnershp Program m Poland 

The development and dissemnation of best practices through USAID contractors and 
orgamations, such as the Mumcipal Management Center and UAC, wdl contmue Local 
government officials and citlzens can benefit fiom innovative practices based on successfbl 
programs and pilots m Ukraine and the regon USAID d l  also contmue to support the UAC7s 
research, analytical and lobbylng efforts pertmmng to cnt~cal legslation 

Through the local government focus areas of the Poland-Arnencan-Ukraine Cooperative Imtiative 
USAID wdl support its conferences, semmars, workshops and study tours to bnng together local 
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government officials and mumcipal development experts for the benefit of both countnes There 
is particular tnterest m the area of budgets and finance, economc development and communal 
services 

5 Progress to Date 

W e  local governments in Ukrame contmue to face sigmficant challenges USAID has made 
progress that wdl serve as a foundation for continued development of local government over the 
penod of t h s  strategy 

USAD has provlded local governments with t r m g  and techntcal assistance m management, 
financial plamng, mumctpal operattons and budgeting through m-country and cross-border 
exchanges wth  pubhc and pnvate orgamzations Dramatic lrnprovements m m e  commumttes' 
transportation semces resulted m stgdcantly improved public perception of local government 
Six cities also adopted financial analysis methods and operatmglcapital budgets to help exercise 
thelr new authonty to raise revenue and plan expenditures Over 50 cities are usmg the Financtal 
Analysis Models developed under ths  program 

USAID-sponsored activlties have promoted more open and responsive city government 
operations, pubhc accountabthty of local officds, and mcreased cituen parttctpatton Open and 
competitive procurement procedures, budgetmg processes, distribution of annual reports, and 
pubhc heamgs have been introduced m commumttes that received USAID assistance A zomng 
manual has been distributed, and five cities have developed zomg  rules and enlarged boundaries 
and schemes of p l m g  restrictions Ten local governments received assistance in mstituting and 
implementmg computenzed titlmg and regstrahon 

Laws on Local Self-Government and State Power and on Local Admmstrations were passed 
The USAID-supported Ukraman Association of Cities (UAC) assisted in drafting the Local Self- 
Governments bill, passed m July 1997, and contmues to assist m the development of and lobbyng 
for btlls regardmg local taxes and fees, communal property nghts, the State budget and the budget 
system m Ukrame UAC's membershp continues to grow (from 79 m 1996 to 232 at present) 
and has become more effective m its lobbyng of the central government for greater 
decentrahzation 

The implementation process for housing sector reforms has been documented in how-to manuals 
and model legslation Through outreach programs, 4,200 officials and thousands of residents in 
196 locahties throughout Ukrame have access to information on condommum converston and 
pnvate maintenance and management services On October 1, 1997, responstbtltty for delivenng 
techcal assistance under t h s  program was transferred from USAID'S contractor, PADCO, to 
the entirely Ukraman-run Housmg and Mumcipal Reform Support Center, an NGO formed by 
former PADCO employees Thls serves as a promsing example of sustainability of USAID 
activlttes 

The Urban Water Project in Lvlv mtroduced a successfid model for financially viable and 
sustainable vodokanals The USAID-funded Ukratne Council to Promote Sustatnable 
Development endorsed an action plan on instituttonal, management and tmff reform for Ukrame's 
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urban watedwastewater sector, whch was forwarded to the Cabmet of Mrusters These reforms 
were mcluded m the recent Law on Taxation of Profit of Enterpnses 

These actimties have demonstrated that mcreasmg local government capacity to manage and 
promoting democratic processes and transparency can bnng about tangble mprovements that 
budd citrzen support for the leadershp and the reform effort The mterest m replicating USAID 
models and approaches in other cities confirms not only the success of these programs, but also 
the opporturuty to make a sigdicantly broader mpact 

6 Commitment of Development Partners 

Many donors and mternational orgamzations are worlung to strengthen local government A 
Mumcipal Development Worlung Group has been estabhshed and meets regularly to discuss 
donor coordmation Participants have included USAID, the World Bank, EU TACIS, the Bntlsh 
Know How Fund, the EBRD, and representatives from the German, Swedish and Dutch 
embassies and foundations USAID IS also worlung closely wth the World Bank on the 
Mumcipal Development Loan Fund Project 

The long-term sustamabhty of more effective, responsive and accountable local government wdl 
be ensured by the development and mplementatlon of the necessary legal fkamework for local 
legal and financial autonomy, the strengthemng of mdigenous capacity of orgamations, such as 
the UAC, to provlde the mstitutional support for local government, the consolidation of the 
management and financial capacity of local governments, and the spread of mproved management 
and democratic processes at the local level SO 2 3 is malung a concerted effort to ensure that 
these results are acheved 
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Strategic Objectwe 3.2: 

Improved Sustamabll~ty of Soc~al Benefits and Semces 

1 Statement of the Strategic O b j e ~ t l ~ e  

Ukrame's transition from Sovlet-era central p l a m g  and authontanan rule has unposed 
substantial hardshp on the vast majonty of the population As pnce controls were med, food, 
housing, energy, and other basic goods and serwces were no longer affordable to people 
dependent on government pension and invalid benefits or on fixed wages Explosions of inflation 
igtllted by attempts to cover budget deficits by pmtmg money elimated f m l y  savlngs 
accumulated over many decades -- leavlng the elderly mth no cushon to protect them fiom the 
new economc reahties The abrupt end of the arms race placed mlhons of manufacturing 
employees on mdehte  lay-offs or m part-tune employment With economc growth stlll elusive, 
few people have access to proper jobs The absence of a financial sector to redlrect mvestment 
fbnds stlned the growth of new opportunities Endemc corruption, punitive taxes, mtrusive 
regulations, and xenophobia reduced to a tnckle the level of foreign mvestment, whch have 
supported transition m Central Europe And worsemg budget deficits fioze pensions and other 
government benefits far below subsistence levels Most people are denied access to decent 
quahty, afEordable health care reflected in nsmg rates of mfant mortality and epidemcs of diseases 
long-controlled m the west 

Improvmg sustmabllity of social benefits and servtces would help strengthen the flaihg pohtical 
support for economc reform in Ukraine With over half of Ukrme's population hung below the 
poverty hne, such support mll soon evaporate, lf measures are not taken to shelter the most 
vulnerable groups m society Ukraiman cituens cannot be expected to envlsion and asplre to a 
more promsmg future, when their present, med ia t e  welfase is in such a precanous position 
The newly poor resent the beddemg "reforms" that have destroyed their livmg standards They 
have turned to pohtical parties calling for a "return to the normalcy" of sociahsm These parties 
have effectively slowed or even blocked reform -- fbrther exacerbatmg social and economc 
problems and discouragmg foreign aid 



2 Problem Analys~s 

Soctaltst economes are 111-equtpped to combat poverty or to manage soc~al tnsurance systems 
The very reforms necessary to create a private economy have stnpped away the foundations of 
socialist social protectton systems Basic goods and semces had been guaranteed by the very 
pnce controls that have had to be dismantled to allow market mcentives to work Enterpnses 
whlch had prowded their employees wth  health services, hndergartens, and, even, vacatlon 
samtona, can barely afford to pay wages Contributions to the state pension system, to 
unemployment benefit systems, and disabhty fbnds have fallen precipitously 

Constructmg new soctal protection systems to enhance general well-being and to target assistance 
to the most vulnerable segments of the populatton IS one of the most pressmg challenges facmg 
Ukraine Economc reforms requlre the creation of new social protection systems Lffonvard 
movement toward the goals of reform are to be sustamed New social protection systems must 
Include restructured social msurance systems -- pensions, unemployment payments, and health 
benefits, and, m Ukrame, systems to help those harmed by the Chornobyl catastrophe They must 
also include the creation of soctal assistance systems to guarantee subsistence levels of goods and 
semces to the poor 

By wrtually every measure, social conditions m Ukratne have detenorated sigmficantly since 
Independence seven years ago From the low-level of pension benefits - received many months 
late and wage arrears that may never be pad - to health care beyond the reach of many fmlies, 
and the lack of an even a rmnunum safety net for the Impovenshed populatton, Ukramans suffer 
severe soctal pnvations Wtth spendmg on social programs absorbing nearly 30 percent of GDP - 
- few expect the government to ease thex burdens 

Another important element of the challenge to social sector reform that is frequently overlooked 
concerns certain attitudes prevalent m the population One consequence of the Sowet-era 
"womb-to-tomb" soctal welfare system was to nurture the culture of entltlement and a 
drsempowenng psycholog~cal and m a t e d  dependence on the State Measures aimed at 
recovenng the costs of semce prowsion or rudimentary attempts to narrow eligbility for certam 
benefits based on need have met wth stlffresistance from cituens and fi-om political forces 
claimng to champion then Interests Ukraman citizens' expectations notwthstanding, the State 
cannot possibly prowde the level of support to whlch the population had grown accustomed 
dumg Sowet times 

3 Results Framework 



Endmg the culture of entitlement and malung social protection systems sustamable d l  depend on 
several key factors The first cntical assumption is the deepemg comtment  among national 
dec~sionmakers and influential ekes to carry out reform of the social sector There is httle 
prospect for revampmg the social benefits system, whether health care delivery, pensions, 
unemployment, or assistance to vulnerable farmlies, in the absence of the active support and 
collaboration of the Ukraman Government 

The GOU has shown some mllingness to begm the p a h l  process of social sector reform In 
collaboration mth USAID, it responded quickly to the need to mcrease tad% for houslng and 
communal semces by creatmg the targeted housmg subsidy program Ths has enabled it to raise 
pnces for housing and utihties faster than m any other country of the former Somet Umon Ths 
year, after several false starts, it has begun the difficult task of refomng the state penslon system 
It is begmmng to replace the outmoded and Inaccurate system of collecting and distnbuting social 
statistics to comply wrth mternabonal standards and to promde better means of identiijllng the 
poor But thls cntical momentum must be mamtamed and nurtured 

The second cntical assumption is that the economy wdl begm to record positwe growth 
Increased revenues and the ability to bmg mto the formal economy the vast and growing "gray" 
economy d l  prowde the essentd fiscal foundation for the establishment of a sustamable, market- 
compatible system of social benefits at reasonable tax rates 

In order for social semce NGOs to succeed m promdmg social semces a thrd cntical assumption 
must also be m place- that the GOU is c o m t t e d  to le~slative reforms that would be more 
conducive to the self-sustmability of the thrd sector Ths would allow all NGOs to become 
more effective m the delivery of then semces 

Causal L~nkages 

Erecting a sustamable system of social benefits depends on more efficient provision of semces In 
the current resource-scarce enmronment, unproved targeting of benefits through a rational and 
fair needs-based system is the most promsing approach for increasing the efficiency of semce 
delivery Better targeting, in turn, requwes improved methods for assessing need Its success also 



necessitates that those who can afford to pay thew fu share do so, m effect prowding the 
resources needed to support programs for those deemed ehgble for assistance 

USAID has already demonstrated that expert admce can influence these traditional barriers to 
reform By promdmg computers and, more importantly, by promding expert assistance to 
implement modern systems, to design software and reportmg systems, and to train staff officials in 
modern management, USAID has succeeded in mtiatmg reforms Ths techcal  support must 
continue - tied to the implementation of new, streambed social protection programs Local 
offices must be consohdated, the bureaucracy slimmed, and proper information systems designed 
and unplemented (see also Strategc Objective 2 3) 

Support for the NGO sector has to be provlded wth a fill understanding of the obstacles to its 
development The falure rate among N W s  is stdl quite hgh According to the Boston-Kiev 
Sister City Association, whch has researched the topic, and anecdotal emdence from a number of 
intermediary tramng orgamzations, most NGOs have a Me expectancy of only a year or two Ths 
is partly owed to the dficult economc conditions under whlch N W s  operate How can NGOs 
expect to gamer volunteers and cornmumty support when almost everyone else 1s strugghg to 
make ends meet? Also, most NGOs provldmg social servlces are often run by members of the 
client base itself, who possess a great deal of energy and enthusiasm for the~r work, however they 
frequently lack the necessary management, orgaruzational and financial slulls to make their 
orgamzations mable 

Another major obstacle l o o m g  over the t h d  sector is the legal enmronment in whch NGOs 
operate NGOs are entangled m a web of laws and regulattons whch make it dficult for them to 
earn income to become sustamable wthout bemg treated in the tax code as a for-profit busmess 
Legslation estabhshg the legal status of NGOs is pendmg in Parliament, but has not yet been 
passed Thus, lrnprovlng the legal and regulatory envlronment under whch NGOs operate is an 
important part of the N O  program Ths d benefit not only social servlce NGOs, but NGOs in 
general 

IR 3 2 1 Increased Efficiency m Pubhc Sector Delivery of Servlces 

The faling state pension system poses the greatest smgle threat to the fiscal threat to the State 
Budget Although the state pension system is "off-budget," supplementary finds must be sought 
from the budget to meet the g r o m g  needs for "social pensions" and to pay the growng arrears, 
whch exceed 2 5 billion hryvnya today The solvency of the pension system, therefore, adversely 
affects Ukrame's overall fiscal position With 14 d h o n  pensioners supported by about the same 
number of tax-paymg workers, httle can be done to lrnprove the position of pensioners wthout 
major reforms in pubhc pension system Pensioners, demed proper support, turn mcreasingly to 
partles opposed to firther market reforms Pension reform, therefore, is mtal not only for the 



well-being of the pensioners themselves, but also for the creation of a pohtical chmate more 
favorable for reform 

The burgeonmg "gray" economy means that as much as one half of all productive actlwty escapes 
paymg taxes and contnbutlons to social msurance funds The result is excessive tax burdens on 
enterpnses and mdivlduals m the formal economy, perpetuatmg the continuing phenomenon of 
hlgh taxes and wdespread tax evasion, wage arrears and growmg budget deficits Compliance 
with tax and social insurance systems wdl requtre a combinat~on of reducing the burden of taxes 
and budding effective enforcement systems Better information systems and better-trained and 
better-paid personnel wdl be key elements in mplementmg th s  pmciple It is estlrnated that a 
completed program of pension reform by the year 2002 could save the GOU up to 4 bdlion Hrn 
per year, whch would allow the tmely payment of pensions, reductions in payroll taxes, and 
increases in benefits 

USATD wdl support the followmg actiwties 

-- Buddmg a firm, rational and consistent legal, regulatory, and admtmstrative fiamework to 
support the three-pillar pension system - mcluding the solidarity sjstem, the begmug of a 
mandatory fbnded system, and safe, voluntary, pnvate pension plans, 

-- The development of sound actuarial pension models w t h  the GOU to allow accurate 
evaluation of alternative pension reform scenanos and better management of the state pension 
system, 

-- The creation of a national database of all pensioners to allow automated pension 
calculations, aud~tmg of pension expenditures, and reduced admnlstrattve costs, 

-- The creation of a nationwde database of all workmg Ukramans modeled on the Social 
Secunty Adustrat lon database in the USA to mprove collection of payroll contnbutlons, 
elimnate workbooks, lmprove labor mobhty, and allow audlting of all social protection 
programs, and 



-- Consolidation of revenue collection in State Tax Admmstratlon and provldlng the Pension 
Fund wth full responsibrhty for calculating and dlstnbutmng pensions 

Faced wth  scarce resources, the GOU has no choice but to contlnue the process of elimnatlng 
untargeted programs and concentratmg resources only on the neediest New statistical systems 
for identlfylng the neediest must be developed by modertzlvng social statlstlcs and developmg the 
capacity to analyze needs Fraud and abuse of soaal msurance systems must be dramatically 
reduced and subsid~es to the non-needy ehmmated 

The success of the housing subsidy program has prowded financial rehef for many poor f ad i e s  
Among the approxlmately 4 mlllon households recelvmg houslng subsid~es, about 600,000 suffer 
severe economc privation wlfh per capita household mcome below 37 hryvnya per month The 
GOU is creatmg, wth  the assistance of the USAID, a guaranteed m m u m  income program to 
assist these "poorest of the poor " Ths program d allow the ehna t ion  of many poorly- 
targeted soclal assistance programs as well as laymg the foundation for the ehna t ion  of 
pnwleges whch cost the State Budget an estmated 5 bilhon hryvnya 

The State C o m t t e e  for Statistics has asked USAID for help ln lrnprovmg the quarterly survey of 
income and expenditures and m developing a new methodology for settmg the poverty level 
These reforms are urgently needed m order to assess the breadth and the depth of poverty among 
households in Ukrane In addition, the State C o m t t e e  has asked for assistance in improwng the 
quarterly survey of household mcome and expenditures including measures to improve the 
sample, automatmg data entry, and redesigmng the report (mncludmg detaled tables and figures) 
Since these data prowde the smgle most mportant picture of the economc and social status of 
Ukralman households, t h s  task d l  be Important for achevmg pohtical consensus concemg the 
problem of poverty as well as for prowdmg a tmely measure of the needs of the population for 
social assistance Th~s work wll be continued in collaboration wth the World Bank and the IMF 
The donors have already c o m t t e d  statistics experts to work wth  the State C o m t t e e  and are 

actively collaboratlng wth  USAlD Implementing Partners 

Because Ukrame entered the competitlve economy cautiously, unneeded workers were placed on 
forced admmstrative leave They remam on the enterpnse's records, but they are not worlung, 
nor are they or pad or ehgible for severance or unemployment insurance payments 
Approxlmately three d l i o n  Ukraman workers are currently on admmstrative leave Workers 
released from employment receive three months severance pay at 100% of prewous earmngs 
Since the IMF recommended the ehrmnation of severance payments because they &bit the 



mobihty of labor and because of the hgh cost, enterprises have wsuted untll they are nearly 
bankrupt before temnating workers, and then do not have the resources avadable for severance 
payments 

IR 3 2 2 Building an N W  Network 

Even a robust state-admuustered system of social semces and benefits cannot hope to meet the 
needs of the country's most vulnerable citizens, particularly dumg ths  penod of transition when 
national, regonal and local governments are severely resource-constramed Local NGOs, 
commumty groups, and chantable foundations all play a crucial role, m compensating for the 
madequate coverage of State-supported programs In addition, vanous types of social semce 
delivery orgamzations are developmg the requisite know-how to contract mth the government, 
prunmly at the mumcipal level, for the provision of selective semces These orgamzations can 
also become effective advocates for mcreased fbndmg for, and necessary reforms of, the system of 
social benefits and semces 

Under its Democratic Social Semce NGO Program, USAlD is not and w11 not attempt to create 
new NGOs, or to indehtely prop up orgamzations bound to fail once support fades away 
Instead, USAID 4 1  contmue to try to pick exlstmg NGOs that have a good comrnumty standmg 
and a strong chance at sumval Those NGOs that sumve d be, not only sources of mspxatlon, 
but tangible examples and sources of techcal expertise that can be replicated elsewhere in 
Ukraine 

Through a consortium of orgamzations whch have expertise m targeting the neediest segments of 
society -- chldren, the elderly and the disabled, respectively, USAID provldes competltively- 
awarded seed grants to NGOs servmg these groups who have good commumty standing and a 
strong chance for sumval Future plans ml1 also assist NGOs worlung in drug and alcohol 
rehabilitation, a senous societal problem partially resulting from the economc despalr , whch 
needs to be adequately addressed Ths NGO effort is related to and coordinated with USAID'S 
democracy and health projects 

An important aspect of USAID'S assistance to social semce NGOs has been the cost-share 
requirement m whch NGOs match USAlD seed grants wth thex own fbndmg or m-lund 
contrrbutions NGOs are able to meet these conditions, usually by counting publ~c support, such 
as volunteer labor, or m-lund contnbuttons, such as government provlded office space Under the 
current program, mttal grants requtre 25% cost share, a second grant requtres the level of cost 



share to nse to 40% Future rounds of grants wll hrther mcrease the cost share requuement In 
ths  way, USAID d wean local NGOs off of donor assistance, but do so m a way that 
realistically assesses current economc conditions and increases the NGOs chances for survlval 

3 2 2 1 Improved Infrastructure and Management Capacity 

In order to become more efficient and effective in thelr work, NGOs need to build on the slulls 
and human resource assets they already possess through continued traimg In th s  manner, they 
will also be able to increase the number of clients they are able to service Although great stndes 
have been made m worlung wth  indigenous N o s ,  they are stdl mostly m early stages of 
development, wth  few being ready for advanced orgamzational organs such as boards At the 
same time however, the synergy that can be created by buildmg partnershps wth  the local 
busmess cornmumty and mumcipal government and hamg them duectly mvolved in the actlwties 
of an orgamzation would enhance kndraismg efforts, strategc p l a m g ,  democratic governance, 
transparency and the mssion of the NGO 

3 2 2 2 Increased and Diversdied Resource Base 

With the GOU 's dire financial situation and the clear message fiom the donor commumty that 
support is fhte,  the stark reahty of craftmg plans for Independent s u ~ v a l  is Inemtable As NGOs 
increase then management capaclty and put thelr own house m order, ~t only follows that they d 
be able to explore additional opportumtles for diverslfylng their resource base As they become 
more effective and efficient internally, thelr energes can be focused on new prospects for secunng 
support 

Crucial to the success of NGOs is theu abhty to rase resources from w t h n  theu- commumty to 
help make them self sustainable Sources could mclude, businesses, local government, or 
volunteers In fact, an exciting development IS occumng under USALD-sponsored "Corporate 
Challenge Grants Program", a program m whlch NGOs find corporate sponsors and their 
donations are matched dollar-for-dollar up to a certam l ~ m t  Ongnaly it was anticipated that t h s  
would be a "top-down" effort wth western firms donating fbnds to Ukraman NGOs on a 
demonstration basis that could then be held up as "examples" to Ukraiman firms In fact, in a 
posltive turn of events, the opposlte IS occumng NGOs have sought out their own local 
corporate partners, and all but one of the first 35 corporate challenge grants were fi-om entuely 
Ukraiman firms Ths suggests that one of the most meamngfitl legacies of USAD assistance 
could be the long-term relationshps formed under ths  program 

In addltion to contmuing the successfid Corporate Challenge Grant program, new imtiatives 
mclude expanding the Corporate Challenge grant to Government-Challenges for local 
government contributions that would be matched, NGO-Business Apprenticeshps, to reinforce 
tramng in business s M s  development and to prowde hands-on l e m n g  opportumties in real-llfe 
business envlronrnents for NGOs plamng on developmg or expanding business activities Also, a 
Recoverable Grant mechamsm would serve as a source of inexpensive capltal to concretely 
support these businesses, wth  full repayment of the grant w t h n  one year 

3 2 2 3 Improved Legal Framework for NGOs 



The recogrution and legal status of NGOs m Ukraine is still not well defined Unfortunately, 
legslation establishng the legal status of NGOs is pendmg m Parhament, but has not yet been 
passed Not only do NGOs operate m an atmosphere of legal hmbo, but their abhty to raise hnds 
to become sustamable is h t e d  by corhsmg and contradictory tax regulations These issues need 
to be addressed on a professional level, by legal specialists who can work wth the N W  
commumty m promotmg appropnate legslation 

Improwng the legal and regulatory envlronrnent under whch NGOs operate d l  continue to be an 
mportant part of USAID's program The USAID-sponsored International Center for Not for 
Profit Law (ICNL) is focusmg mtensively on an analysis of the legal enwonrnent and wll be 
worlung with the NGO and donor commumties to dewse a strategy to acheve clanfication m 
related areas of legslation such as the ciml code and tax code An in-house legal specialist wdl be 
added to the CAP staff to work wth local NGOs and ICNL Due to the overwhehng issues to 
be resolved by the GOU currently, fadure to acheve these reforms should not lessen USAID's 
comtment  to the sector, but it wd1 mean that the prospects for md~wdual NGOs d l  be 
somewhat dimmed, and expectations for the development of the sector should be tempered 
accordmgly 

3 2 4 Effective Dehvery of Humamtanan Assistance 

3 2 4 1 Humamtanan Assistance is Provlded m Response to Disasters as Occur 
3 2 4 2 Selected Government Social Semce Institutions and NGOs Supported wth Equipment 
and Supplies 

The importance of havlng on-the-ground, experienced fachtators who can orgame, coordmate 
and unplement disaster rehef efforts is perhaps just as mportant as the supplies and semces they 
prowde when a natural or man-made disaster sttrkes Time is of the essence in these situations, 
and wth GOU resources dechng, there is bound to be an mcreased need to assist m those 
efforts, as well as to contlnue the cooperation wth indigenous NGOs and government social 
semce agencies m addressmg the needs of vulnerable groups At the same tune, USAID also has 
provlded humamtanan assistance through government social semce agencies and local non- 
governmental orgamzations (NGOs)  to meet the immediate cntical needs of Ukrame's most 
vulnerable citrzens Smce 1994, USAID's Counterpart Humamtanan Assistance Program 
(CHAP) has prowded more than $50 d o n  worth of humamtanan a d  to government social 
semce mstitutions and local NGOs prowding needed social semces In the last year alone, ths  
program has provlded apprownately $10 d o n  worth of clothmg, beddmg, footwear, hmture 
and other humamtanan assistance to all 280 orphanages and boardmg homes for the elderly and 
severely disabled under the Mtmstry of Social Protection In addition to providing humamtanan 
support to government social semce mstitutions, USAID prowdes humamtanan a d  to the most 
needy through local social servlce NGOs Since 1995, USAID has prowded assistance to over 2 
mllion needy Ukrmans distnbuted through over 300 local NGOs 



Disaster rehef has also been made avadable to those who have suffered from emergencies or 
natural disasters, such as the floods that occurred in Kolomya m August 1997, the mudslides that 
caused damage to homes in Dmpropetrovsk last spnng, the Donetsk mne blast dlsaster and most 
recently the floodmg and mudslides m the Transcarpathan reBon of Ukraine By the year 2000, 
all 24 Ukraman oblasts (regons), the Autonomous Repubhc of Cnmea and the clties of Kylv and 
Sevastopol wlll be prowded wth  humamtanan assistance CHAP, whch obtams and d~stnbutes 
excess nulitary property as well as other donated items to needy mdrwduals, governmental social 
semce mstitutions and Ukraman NGOs 
In addition, NGO Development support has been effectively leveraged by prowdmg humamtanan 
assistance through partner NGOs Ths tactic helps boost the partner NGO's authonty 
demonstratmg the greater lmpact that can be aclueved m the d~stnbution of aid and the 
contnbutlon to the sustainablhty of the orgamzat~ons through more coordinated efforts 

Contr~butzon of other Strategrc Objectzves 

Because the social welfare of the population is so closely tied to many spheres of hfe, practically 
every other SO contributes to SO 3 2 Pnvate sector development (SO 1 3) whch would allow 
for the unprovement m economc cond~t~ons would obviously have a profound effect on the social 
sector m general SO 2 3 programs promoting citmens' particlpatlon and government 
responsiveness would also be related to ths  SO, as would support for NGO legslation, as would 
SO promotmg health reforms and assistance 

4 Program Approaches and Progress to Date 

Desp~te a number of fomdable obstacles, Ukrame, wth the help of fore~gn donors and 
mternational financ~al mst~tut~ons, has made some headway m creatmg more sustamable soc~al 
benefits and semces m selectwe areas Worlung closely wth GOU counterparts in key mmstnes, 
USAID has helped to design and lmplement a number of soc~al sector reform programs and more 
generally played a catdyttc role ~n mowng the government to gwe greater pnonty to soc~al sector 
restructumg 

Among the most notable social sector reform achevements smce 1995 whch USAID contnbuted 
are 

-- Improved cost recovery for housmg and communal semces, savmg the State budget an 
est~mated $1 bdhon per year, 



-- Successfbl housing subsidy program, including automated caseload management and financial 
reporting systems, whch provldes targeted assistance to some four mdhon poor famlies, 

-- Models to forecast Unemployment Insurance and Employment Fund revenues and 
expenditures and tramed relevant staff, 

-- A pllot quarterly household labor force survey, coordinated wth the IMEVWorld Bank's 
remsed household budget and expenditure survey, 

-- Systems created for momtomg the soc~al protection needs of the population, 

-- New system created for reportmg wages and contributions to the State Pension Fund that 
allows unproved tax collecttons, relates pensions to employment hstory, and d lead to the 
eventual elmmation ofwork books, 

-- Fiscal models for accurate budgetmg of social assistance programs 

USAID7s social sector reform strategy wdl budd on these achevements to create an efficient and 
effective social benefits and semces system that allows contmued progress on economc reform 
Ths mll include reform of the state pension system and the introduction of vlable pnvate pension 
funds, budding an NGO network, and promdmg humamtanan assistance to address problems of 
acute human suffering dunng the transitional penod 

5 Development Partners 

Other donors also recogme the nnportance of social sector reform in Ukrame The IMF 
conditionahties for the Extended Funding Facility (EFF) have Included requirements for better 
targetmg of social assistance, the elmmation of general entitlement programs, as well as 



unprovement of state pension system admmstration The World Bank has been explonng for 
several years the possibdity of provldmg credits to support pension reform It has expressed 
wlhngness to collaborate wth USAID on phasmg-in some elements included m USAID'S pension 
reform strategy 

European Umon Techcal Assistance to the CIS ( EU TACIS) has promded tranmg and policy 
assistance in the area of pension reform and is currently collaborating with USAID contractors in 
developing the social safety net The Bntish Know-How Fund is also developmg a scope of work 
for a modest program to support targeted assistance Bilateral donors --- including regonal 
German Governments and the Government of Canada and the Bntish Know-How Fund are also 
engaged m pilot projects related to unprovements m the state pension system and active labor 
programs to create jobs and retrain workers 

USAID also works closely wth  other donor organnations in NGO development, particularly 
through the Donor's Workmg Group, whch lncludes EU-TACIS, UNDP, the Netherlands 
Embassy, Bntish Councd, the Mott Foundation, International Renassance Foundat~on (Soros) 
One of the projects the Donor &oup has developed is a database to track all NGOs that apply for 
or receive assistance fiom any member of the donor cornmumty Ths dormation wdl promde 
background on the NGO for purposes of coordinating efforts and chechng for the NGO's hstory 
and reliability A separate database on whch the Bntish Councd has taken the lead, provldes 
mformatlon on the different donors and programs whch w11 be accessible through the Internet, 
wth public access avalable throughout the NGO Resource Center network 

USAID and the USAID-fbnded Eurasia Foundation programs have taken the lead in the most 
comprehensive and substantial support to NGO Development 

6 Graduation and Susta~nabll~ty 

Estimates at when Ukrame may actually acheve the transitions it asprres to vary from ten to 
twenty years, and some would say that even ths  is an optimstic guess Unfortunately, the 
economc situation m Ukrane wdl only detenorate m the near future and wth that, government 
support of vulnerable groups in society wll dwmdle as well, before the government is able to 
reform its social bentits system The reahstic goal that can be sought m the time frame of t h s  plan 
is that the on-going reform process continues to move ahead 

USAID must play a pivotal role m redirecting t h h g  among policymakers and decrsionrnakers 
Ths includes not only recommending new approaches but also trainmg policymakers how to 
continue the process of change and development as USAID support is reduced The most 
effective means to do ths  is to work alongside officials in the design and the implementation of 
reforms USAID-sponsored projects have successfidly created teams of U S experts and GOU 
polrcymakers c o m t t e d  to reform, whch have demonstrated the power of "leamng by doing" 
among GOU counterparts In addition, tralmng semnars developed as part of ongoing projects 



are rasmg slull levels among officials Observational tours for key counterparts to the U S and 
to Europe have offered practical example of successfbl social protection systems 

For the foreseeable h r e ,  USAID wdl also support efforts to to bulld a sustamable network of 
pubhc and pnvate Ukraman institutions and NGOs whose mssion is to allemate to the extent 
possible the pmations unposed on the most vulnerable members of Ukraman society as a result 
of the dficult economc and political reform process 





Improved Health Care Servlce Dellvery 

1 Statement of the Strategic Objective 

One of the casualties of the Ukra~man transition toward a market system has been the continuing 
deche of the country's health care dehvery system, whch under Sowet tales had provided 
citlzens free, though generally low quahty, medical treatment The lack of avalable andlor 
af5ordable quahty health care has contributed to an overall detenoration m the physical (and 
mental) well-bemg of the population Ths deche is represented by a recent steep nse in 
infectious diseases m Ukrame The inabdity of the health care system to adequately forecast and 
respond to potential epidemc mcidences of diseases increases the danger to the population In 
addition, there has been a si@cant deche m Me expectancy, particularly among males 

There is a strong W a g e  between the health of the Ukrman population and the economc 
conditions of the country and Ukraine's potential for progress in malung needed democratic and 
market reform Expenence from other parts of the world strongly suggests that sustainable 
economc growth often depends directly on the health of a country's work force Lesser 
developed countnes that have registered the most economc progress over the past few decades 
are those whch mvested substantially in education and health care The current GDP spending on 
health is at 3 8%, whereas the recommended WHO percentage is 7-15% 

Ths strategc objective seeks to reverse the decline of the health status of Ukraman citlzens by 
assisting in the transformation of Ukraiman Health Care systems to a sustamable sector capable of 
meeting the overall needs of the population 

2 Problem Analysls 

The USAIDMU.ame health strategy addresses the problem of a d~sintegrating health care system 
and the accompanymg detenoration m the population's health The hhssion goal is to support 
programs that create an enabling enwronment to address two pnncipal challenges (1) supportmg 
a sustamable, pnmary health care (PHC) servlce delivery system, and (2) the establishment of a 
health care £inanciiiijTystem that assures rehable access to public and/or pnvate semce prowders 

Dechnrng Health There has been a sharp increase m the mortality rate for Ukraine in recent 
years Overall, data suggests that mddle-aged, male mortahty is the greatest contnbutor to the 
increased mortality trend in Ukrame The largest contributors to years of Me lost by males in 
Ukrame (1996 data) are degenerative diseases, followed by circulatory illnesses, accidents, and 
neoplasms Ukrame has a hgh mfant mortahty rate, estmated at 14 per 1,000 live births in 1994 
and nsing to 14 3 per 1,000 m 1997 The average infant m o r t a l  rate for the rest of Europe is 
about 6 per 1,000 buths Ukrame's buth rate is currently below replacement level and falhg 
Since 1991, the number of deaths in Ukraine exceeded births Abortion is still used as the most 
common method of fertihty control 



The prevalence of disease is an important measure for evaluatmg the health of a population In 
1996, cardiovascular diseases were the leading causes of death overall Reported mahgnancies 
have nsen from 139 9 per 100,000 m 1985 to 160 8 per 100,000 in 1994, among them slun, 
breast, uterme, thyroid, lymph and bone marrow cancers (Note Some of the increased rates for 
men and women probably reflect better diagnostic procedures ) Climcal traimng, prowding 
fundamental, basic-techcal equipment (e g , blood pressure cuffs) to clmcs, and using western 
standards and protocols, are lmportant components to improve health conditions m Ukrame An 
efficient and effective method of servlce debvery is the use of f a d y  practice/pnmary care 
medicine m prowdmg a wde-range of preventive servlces to the larger commumty rather than 
incumng hgher cost specialty care sermces for more routme servlces 

Inadequate Data Collectron Mechanzsms Among the concerns for the health system m Ukraine, 
the Muustry of Health (MOH) is unable to systematically gather reliable health information 
Compmson of data wth  pnor Sovlet information is msleading because of quality and methods of 
ongnal data collection Many of these methodologes are still employed Nonetheless, m many 
cases, Ukraman data is the best information that is avadable 

Momtonng and control of infectious diseases IS becomng of mcreasing concern as the capacity of 
the populatron to obtam a basic level of care contmues to be severely tested Approximately 
three-quarters of all chddren m Ukrame have received necessary vaccmations Sexually 
transnutted diseases (STDs) are on the nse wth the mcidence of syphlis increased fiom 5 per 
100,000 m 1987 to 200 7 per 100,000 cases m 1996 AIDS cases rose almost 10-fold, fiom 3 5 
per 100,000 rn 1995 to 3 11 per 100,000 m 1997 The rncidence of tuberculos~s for example 
rncreased 45 1 percent fiom 1990 to 1996 wth  45 8 per 100,000 Ukrame contnbuted to more 
than half of cholera mortality m all of Europe These problems wl1 contlnue to nse unabated 
unless programs are Implemented to accurately track and predict rates of disease A Health 
Information System wth  data collection and survedlance components is necessary to begn the 
control of infectious diseases m Ukrame 

Envzronmental and Occupafronal Rzsk Aggravatmg the already depressed health levels of the 
cituens of Ukrame is the immense level of enwonmental contamnants to whch they are exposed 
Ukraine's potable water infrastructure is severely compromsed both from external sources of 
contamation and a lack of proper mamtenance and operation of treatment/distnbution system 
As a consequence, there has been a steady Increase in water-borne and parasitic diseases, 18 5% 
between 1990 and 1994 The Impact of enwronmental releases is reflected largely by an increase 
in respiratory disease in the adult population Accidents are the largest smgle cause of death and 
disability among young people and workmg age men Occupational health and safety nsks in 
Ukraine are substantially greater than in the West, the lack of preventive measures represents a 
stgruficant cause of exposure to conditions resulting in debilitating and often fatal accidents 
Though the Government has begun to develop some safety standards, enforcement is laclung 
Additionally, health personnel have not been adequately tramed to treat, much less prevent, 
accidents 

Lack of Healthy LTfestyZes Lfiestyle choices of the average Ukraman are sigmficantly affected 
(in real terms) by declimng socio-economc status and lack of awareness of healthy behawors 



Attention is not on fostering a healthy hfestyle but rather on sumval in a transitional economy 
These poor hfestyle choices mclude poor diet, smoking, and excesslve dnnhng The average diet 
has a hgh fat and carbohydrate content and is low m protem and wtamn-nch foods such as meat, 
vegetables, and h i t s  Ths type of diet creates health problems related to malnounshment, 
mtcronutnent deficiency-related disorders and card~ovascularlgastrointestinal diseases Limted 
mcomes and declintng standards of hwng have contnbuted to senous psychological depression in 
the population as well Psycholog~cal disorders have mcreased by 16 5% in the last five years 
Many problems are preventable, and could be treated earlier, more successfdly, and less 
expensively Prevention programs to educate the public regarding healthy lifestyles should be 
prowded wa pnmary care delivery systems 

Current Health Care System of Ukra~ne Dumg the Sowet era, the "success" of the health care 
system was measured by more hospitals budt, more beds filled, and more doctors educated 
Quality of health care servlces was measured by a hgh degree of physician specialization, rather 
than upon measures of the health status of the population Ukrame's health system, st111 
follomg much of the old Sowet fiamework, is not workable m the present enwonment Over 
the last SIX years, the real level of state expenditures on health in Ukrame has decreased 
substantially, wth  health care budgets hawng been cut by two-thuds The collapse of the 
mdustnal sector has resulted m reduced revenues to the government, mcreased unemployment, 
and reduced wage levels or delayed wage payments 

The health care system is burdened by an overabundance of fachties and health care 
professionals Withn Ukrame, there are 27 oblast (regonal) health admmstrations that oversee 
and fund a system of 3,900 hospitals, 7,200 polyclintcs and ambulztones, 230,200 doctors, and 
595,100 medical staff There is a cntical need for health care p l a m g  andfor competitive 
incentives to rationahze the number of staff and facilities needed m both the short- and long-term 
to adequately meet the needs of Ukrame's population Ukrame contmues to mamtam 
appromately lmce the European average and somewhere between three to four times the U S 
average of hospital beds and doctors to the population 

Closmg health care fachties and laymg off medical staff, as well as lmtmg the tramng of new 
health care prowders, is controversial m Ukrame and wdl not, by itself, Improve the health status 
of the population However, some measures m these areas, combined wth changmg the nature of 
the way m whch health care 1s dehvered vla a preventive health care model, w11 decrease the 
economtc burden of health care through prevention of disease, resulting in fewer patlents days at 
the more costly tertiary care centers 

A pnvate health care market has started to develop in Ukrame The growth of the pnvate market 
is a direct result of the breakdown in the government-funded system and the market economy 
transition process However, there are very few doctors completely practicmg pnvately, in part 
because the legal status of doctors that practice pnvately is not defined and theu tax status 
unclear In addition, hospital admssion practices are limted and somewhat mflexlble 
Consequently, doctors do not want to nsk losing access to hospital facilities and resources or 
other social benefits such as pensions, day care, schools, and health care 



3 Results Framework 

Creation of an affordable and effectlve health care dehvery system requires a s h e  in type of care 
prov~ded and the system of finance Reforms toward a financially stable pnmary care health 
system wll be effected through health care admmstrators at all levels of government and w t h  
the health care system embracmg new health care management practices and m h g  pohcy, 
regulatory, and legslative changes to create an enwronment that fosters these contemporary 
management practices Through SO 4 1, USAID'S Health Office is strengthemng the capaclty of 
health care workers to prowde more efficient, cost-effectwe health semces by lmprovlng thelr 
c h c a l  slulls and upgradmg theu basic tools of support 

(1) The MOH d l  contmue to promote reform efforts toward a pnmary care health system for 
Ukrame including ~ t s  relationshp to structural, pohcy, and legslatwe reforms The MOH d 
gve meanlngfbl consideration and take action wrth respect to the necessary down-scahng of the 
health care infrastructure and wrll work toward increasmg the overall percent of GDP allocated to 
health 

(2) Work at the oblast and c h c  level d contmue to progress m restructuring health care 
toward a more efficient system of pnmary care and away fiom costly tertlaryhpeaalty care 

(3) The MOH and other government authonties wd1 fachtate the unplementatlon of Health 
Partnershp programs sponsored by USAID 

Causal Llnkages 

Progress towards achevement of t h s  strateBc objectlve wdl be assessed by the percentage of the 
population served by pnmary health care and by changes in pohaes, regulations and legislation 
related to health care reform at the national and oblast levels 

The man obstacles to t h s  objectlve wdl be at the national government level Consequently, 
USAlD programs wd1 support oblast level "expenmental" or demonstratlon sites creatlng pnmary 
care systems The results of USAID-fhded expenmental site actlwties wdl be used to promote 
policy reform mtiatives at the national government level necessary to replicate the successiid 
aspects of the demonstration programs at other sites around Ukrame 

IR 4 1 1 Provls~on and Utilization of Health Care S e ~ c e s  Improved 

The health care system whch currently IS operating m Ukrame IS expenenclng an increase m the 
levels of a number of negative health indicators One avenue to improve thls system is to 
restructure the manner m whch health semces are dehvered Implementation of pnmary care 
health care d prowde more efficient and effective delivey of health semces to the population 
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Traimng health care prowders in prevention techmques and farmly medicine w11 reduce the 
number of referrals to specialists Provision of basic medical equipment not currently included as 
standard practice (e g , blood pressure cuffs, otoscope, etc ) wdl enhance the ability of those 
prowders to offer effective semce Strengthenmg of health information systems to mclude 
management and surveillance wll prowde data for predicting disease outbreaks and better 
decision makmg A pubhc education campaign w11 focus on health promotion featuring such 
health issues as diet and hfiestyle, nsky sexual behawor, substance abuse, mental health, chromc 
disease care and prevention of accrdents T rmng  and pubhc education are integral to every 
element of pnmary care prowsion Supportmg the techcal capability of health care prowders 
and relevant mstitutions, outreach to pubhc and pnvate facilities regarding basic health, disease 
prevention and the servlces available through the PHC climcs, is considered essential to achlewng 
substantial progress toward all mtermediate results 

IR 4 1 2 Legslative and Policy Reforms, Supportive of Pnmary Health Care, Adopted at the 
National, Local, and Oblast Level 

Health care financmg and semce delivery reform is an important part of USAID'S efforts to 
ra t ionhe  Government of Ukrame (GOU) expenditures for health care (and other social semces) 
and to lrnprove health care dehvery to the citlzens of Ukraine Ths wdl be accomphshed by 
improwng and r e f o m g  the finance and fee for semce of the Ukrauuan health care system, 
prowdrng national and local techcal assistance and trumng to restructure the orgmzation of the 
health care system using hospital restructunng, and developing pnmary health care based systems 
Restructuring the country's health care finance system wll require oblast and mumcipal 
admmstrations to implement pohcies and legslative measures necessary to support these changes 

4 Program Approaches and Progress to Date 

USAID'S work in the health sector m Ukraine, to date, has emphasized seven pnonty areas -- 
health care financmg, women's health, infectious diseases, pharmaceutical management, hospital 
partnerships, breast cancer assistance, and Chornobyl related chddhood illnesses Additional 
emphasis is now bemg gwen on estabhshg other types of ongomg health partnershps 

Since 1994, USAID has worked wth the Ukraman Health Sector testing out different reforms, 
includmg financial management, user fees, farmly medicmelpnmary care, msurance systems and 
system restructunng The Women's Reproductive Health Imtiative began in 1995 to increase 
health care prowder knowledge and access to all contraceptive options, improve access to safe 
maternal health servlces, Increase the capacity of the Ukrame medical system to continue to 
prowde traimng m reproductive health issues As part of USAID'S humamtanan relief efforts, 
adult diphtheria vaccine was prowded to the MOH to combat the 1990's diphtheria epidemc A 
follow-on program to strengthen Ukraine's management of infectious disease prevention and 
control efforts focuses on lrnprovmg access to and uthzation of accurate, appropnate, and timely 
health and management mformation, specifically as to the management of vaccine-preventable 
diseases There are three techcal areas related to rational pharmaceutical management 
formulary development and management, rational use, and pharmaceutical policy1 legslation 



Under a NIS Regonal Cooperat~ve Agreement, five hospital partnershps have been Instituted 
including Neonatal Traimng Centers, Emergency Med~cal S e ~ c e  Tralmng Centers, Infection 
Control Imtiatives, Nurses Tralnmg Centers and Health Management Education Triilmng 
USAID launched two breast cancer programs in Ukrame tn 1997 Both programs focus on 
screemng and diagnosis for early detection and improved breast cancer care, treatment, and 
sumval In response to Congressional concern, USAID is supporting a cooperatwe agreement to 
screen and treat childhood physlcal and mental illness related to the Chornobyl accident 

EnwonmentaVoccupat~onal health factors are cross-cuttmg and d l  be mtegrated mto the health 
sector programs The health sector programs will rncorporate enwonmental information into the 
health information systems, linlung enwonmental and public health institutions, and promotrng 
commumty-based approaches for respondmg to enwonmental issues 

5 Development Partners 

USAID continues to coordinate wth UNDP, UNICEF, UNAIDS, World Health Orgamzation, 
UNFPA, World Bank, Canad~an Embassy, Soros, Internatlonal Federation of Red Cross, IGwams 
Internatronal, Rotary Internatlonal and the Interagency Immumzat~on Coordmatmg C o m t t e e  
In October 1998, USAlD held a coordinators meetmg wth  its impIementmg partners, including 
national and mternational donors Tlus was well received and wll contrnue on a sem-annual 
basis USAlD participates m donor level meetings wthm several health sectors, rncluding famly 
p l m n g ,  HTV/AIDS, infectious diseases, Chornobyl illnesses and birth defects 

6 Graduation and Susta~nabll~ty 

USAID r e c o p e s  that change w t h  the health sector wll contlnue to be cumbersome and 
complex Changes wtlun the health sector, to date, have been slow but steaddy increasmg as 
western practices are embraced Hospltal partnerslups, medtcal exchanges, delivery of medical 
supplies, assistance m the dlphtherra epidemc and a focus on Chornoby17s chld wctims have 
established the shft toward western standards Pnmary care is talung root withn major clties and 
some small provinces in Ukrame Pollcy and legslatwe changes have been made at oblast levels 
At all levels, government officials have declared pnmary care as the future for health care m 
Ukrame As prunary care triilmng and equipment become more commonplace and as the pubhc 
begms to see the value of tlus model of semce delivery, it w11 become embedded in the Ukraman 
health care system 





Specla1 Inltlatlve on Poland - Amerlca - Ukrarne Cooperation 

In an effort to strengthen m h e r  the emergmg cooperative relationshp between Ukrame and 
Poland and to take advantage of acquired expertise and lessons learned in Poland as a result of its 
success in consohdating the transition to free-market democracy, the U S has launched a tnlateral 
mtiative to foster programmatic linkages between the two former commumst countnes By 
helpmg to multiply and deepen state-to-state and society-to-society ties between Poland and 
Ukraine, PAUCI (Poland, Arnenca, Ukrarne Cooperation Imtiative) seeks not only to accelerate 
Ukraine's transition away from Sowet-era central planrzlng toward a robust market-based system, 
but also to anchor Ukrarne more f i d y  in the new Europe, of whch Poland is rapidly becomng 
an important part A democratic and economcally prosperous Ukrarne is a powerfd force for 
stabhty on the European continent 

In a broader context, t h s  mtiative wdl also help Ukrame mth European mtegration, as it wdl 
foster closer cooperation not only mth Poland, but wth countnes that have been designated 
membershp m the EU, such as Estoma, Sloverua, the Czech Repubhc, and Hungary It wll allow 
Ukraine to draw fiom the experience of not only Poland, but other Central European nations and 
learn valuable lessons m European mtegration 

As presently conceived, the USAID-fbnded component of the Poland-Amenca-Ukraine 
Cooperation htiative (PAUCI) will focus on three areas macro-economc pohcy reform, small 
busmess development, and local government reform -- all mewed as critical to improvmg citnen's 
hves and to advancmg the reform process more generally The latter will involve efforts to 
strengthen ciwl society pnmady through work mth non-governmental organnations (NGOs) and 
local governments, whde Polish NGOs wdl also be mstrumental in work to bolster Ukrame's 
nascent small business sector Poland's impressive progress in building a stable democratic 
political order and establishmg a market-based system that has spawned economc growth offers a 
wealth of relevant lessons for a country such as Ukrame stdl strugghg to overcome the legacy of 
commumst central rule It should be noted that these three areas wll be considered pnonties, 
though actiwties m other areas, such as journahm trsunmg and combatmg traflickmg in women 
wd1 also be considered 

Prospects for expandmg mto other areas are quite good gwen that the imtiative is building on 
exlstmg hnkages across the portfolio but most notably mth respect commercial ties, particularly 
along the Polish-Ukraman border where trade has flounshed For example, the NewBizNet 
project, whlch prowdes busmess semces, adwce and t r a m g  to would-be entrepreneurs, and the 
work of the Alhance, a group of NGOs mvolved m small and medium enterpnse development, 
offer a base from whch to launch jomt efforts to stmulate economc growth and employment 
opportumties at the local level In the democracy sphere, Pollsh and Ukraiman NGOs, whether 
onented toward policy advocacy or social semce delivery, have started to work collaboratively to 
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pursue common goals in areas such as enwronmental protection, combatmg domestic vlolence 
and sexual trailickmg, and overall strate~es for improving sustamabhty And USAlD/Ukraine 
even now funds thrd-country tramng programs whereby Ukraiman participants travel to Poland 
to benefit from expertise residmg there 

Actimties undertaken as part of PAUCI also should be mewed m the context of USAlD assistance 
efforts m Ukrsune more broadly Almost since the inception of USAID'S presence in Ukrame, the 
Mssion has been funding programs geared toward macro economic reform, small busmess 
development and democracy strengthemng to whch parallel, PAUCI actiwtles wll tangibly 
contribute 

After some mtial delays m refhung the conceptual h e w o r k  and acheving consensus on the 
imtiative's overall design, PAUCI was launched on October 29, in EClev, mth a jomt statement 
sigmg ceremony by Ukrsuman Vice P m e  Mmster Serhy Thpko, Polish Deputy Foreign 
Mmster Przemyslaw Grudunslu, and U S Ambassador Stephen Sestanowh Although th s  was 
the formal launchmg, a number of activltles are already underway, mcludmg work to boost the 
capacity of small busmess associations and to establish local enwronmental management umts in 
selected cltles, and study tours and exchanges mvolvmg mumapal government officials, busmess 
entrepreneurs and experts and actlusts from drfferent fields 

Other actiuties are being developed and are scheduled to commence m the cormng months Some 
of these will deal mth capital markets development and fiscal policy reform, local government 
admstration, medla tramng and election coverage round tables, jomt assessments by central 
bank officials of Ukrsuman banlung mstitutions, and unemployment insurance and pension system 
reform PAUCI d also mcorporate a pubhc outreach and education component to d o r m  
citizens In both Poland and Ukrame about the extent of extstmg and planned cooperation What 
these actlwties all have m common IS theu- hk to a broader goal of trilateral cooperative efforts 
that make a drfference m the qual~ty of hfe for ordinary citizens 

Conscious of certain bstoncal, political and other sensibhties, PAUCI stresses that any lessons 
learned from the Polish expenence must not be mechamcally applied m Ukrsune but need to take 
account of local conditions, trad~tions, practices etc to ensure these lessons are relevant and 
therefore more hkely to yeld comparable results In a related consideration, the imtiative is 
deliberately crafled to support two-way l e m n g  Although the pmcipal emphasis is on Ukraine's 
adoption of appropnate policies and practices based on the Polish expenence, PAUCI does call 
attention to those areas such as murucipal transportation where advances in Ukrame can serve as 
the basis for introducmg new, more effectwe practices m Poland Another tangble benefit 
accrulng to Poland IS the improved prospects for long-term sustamabillty for participating Polish 
non-governmental orgarnations and lnstttutions as they acqulre greater expertise m promsion of 
techmcal a d w e  Ths, in turn, could serve to strengthen a planned Polish Know-How Fund that 
would deliver techmcal assstance beyond Poland's borders 

At the end of four years, the penod covered by th s  strategy document, USAIDTClkrsune expects 
the Poland-Amencan-Ukrame Cooperation htlattve to have brought about demonstrable 



changes Progress toward strategc goals of the assistance program wd1 be abetted by USAID'S 
recent decision to mcorporate a Poland-Ukrame cooperation component mto most major 
contracts m the vanous strategc assistance areas Activities m banlung system regulation, 
commercial law development, fiscal policy reform, democratic local governance, and social sector 
restructuring are all now m the p l m n g  stage These activities complement ongoing assistance 
programs m Ukrame and Poland, respectively 



Special Imtiatrve on Global Chmate Change 

1 USAID'S Cl~mate Change In~tiatlve 

Under the Global Climate Change Imtiative, USAlD is exercismg its leadershp role m assistmg 
developmg and transition countrres to combat the threat of global chmate change by developmg 
the human, institutional and technologcal capacity to undertake meamnghl participation in the 
UN Framework Convention on C b a t e  Change OJNFCCC) effort to reduce greenhouse gas 
emssions USAID-assisted countrres may participate m the UNFCCC m numerous ways, rangmg 
fiom mtegratmg c b a t e  change pnonties mto national development or energy strategres, 
mplementing jomt mplementation (31) or clean development mechamsm (CDM) projects, or 
partlclpatmg m emssions tradmg r e p e s  

2 Relevance of the Cl~mate Change In~t~at~ve  to Ukrame 

Ukrame is among the ten largest carbon ermtters m the world, largely because of the gross 
inefficiencies m energy production and consumption Industry and electnc power generation 
account for approxunately 75 percent of Ukrame's COz emssions fiom commercial energy 
consumption whde the residential sector accounts for 14 percent Industry alone accounts for 70 
percent of total energy consumption 

USAID has identified Ukrame as one of m e  key countnes that are, or wdl become, sigruficant 
contnbutors to greenhouse gas emssions Whlle 1995 CO2 emssions of 13 tons per capita were 
below the 1990 levels of 14 3 tons per capita, ths was acheved as a result of decreased mdustnal 
production and reduced supply of fossd fbel As the economy makes progress on its transition to 
a market economy and economy actiwty resumes and accelerates, COz emssions are expected to 
mcrease unless sigdcant measures are implemented to either restore slnks or m u w e  sources 

Bumng of fossil fbels either for the production of electncity or m industnal processes is 
responsible for around 85 per cent of carbon dioxide emssions, the major component of the 
greenhouse gases that cause global warmmg In Ukrame electncal energy and heat use is 
extremely ineffic~ent, pnmanly m the mdustnal and mumcipal sectors Extensive implementation 
of energy efficiency measures wll address a wde range of Ukrame's economc and environmental 
problems, and be essential, and =table, to Improve overall economc competitiveness, to 
improve social standards, to reduce pollution mcludmg greenhouse gases and to reduce the 
burden of import costs for foreign fbel 

As the largest opportunities for energy efficiency lrnprovements to address global climate change 
lie in fossil fuel-based sectors of the economy, sigmficant progress m h t i g  COz emssions may 
be acheved by promotmg investments m Ukraiman enterpnses that embody more energy efficient 
technologies Moreover, because Ukrame's COz emssions are currently below 1990 levels, 
Ukrame quahfies as a potential seller of carbon credits to mternational mvestors who may wsh to 
offset carbon liabilities elsewhere 



3 USAID's Strategy 

USAD proposes to support Ukrame's participatron m the UNFCCC by promoting "chmate fhendly" 
development by creating a collaborative process through whch the combined efforts of governments, 
the pnvate sector, and non-governmental orgatmations can be focused on promoting market-based 
transfer of enwonmentally sound technologes and lntkastructure USAlD wll adopt a strategy that 
encompasses two phases 

Phase I In t h s  phase, USAID d l  work mth the Government of Ukraine to establish legislative, 
regulatory and market structures, and the local mstitutional capacity to participate in emssions 
trading regmes Ths mcludes momtonng, vedcation, and certification of COz net emssions and 
project baselmes, as it is required under the Kyoto Protocol The sipficant result of thls phase will 
be the creabon of thls institutional capacity, and the sigmng of a bdateral agreement between the US 
and Ukrame on a Jomt Implementation Program that specdies a general framework and specdic 
conditions to stunulate Jomt Implementation and Activities Implemented Jointly (AIJ) projects and 
particlpat~on m other flexlble market mechmsms, incluchng the "pnce" of COz credits m terms of the 
value of pnvate mvestment wth improved energy efficiency 

USAlD wl1 contmue to budd on ~ t s  exlstmg electnc uthty partnershp program Ths program has 
to stunulate partnershps wth energy-mtensive and progressive mdustnes (chemcal, steel, pulp and 
paper, automobiles and agriculture) It wd1 partner pnvate firms mth counterparts in Ukrame for 
increasing productivity and enwonmental soundness through unprovements in management, 
product~on processes and technologes 

Phase II Dunng th s  phase, USAlD w11 oversee the installation of momtonng and verification 
methodolo~es by the US Enwonmental Protection Agency In addition, USAID d start to 
facditate public- pnvate partnerslups that transfer enwonmentally sound technologes and investment 
and rmtigate the unpact of greenhouse gas emssions USAID wdl budd on the work that it has done 
under pdot projects and seek partnershps wth international electnc utilities and equipment 
manufacturers 

Market-based mcentives wdl be channeled through the USAID Environmental Program The 
Enwonmental Strategy d l  focus on programs to promote creatlon of regulatory and non-regulatory 
incentives for economc development that is less carbon-mtensive The program will also focus on 
policy and regulatory reform and engage pnvate financial mstrtubons m the creatlon of the economy 
that favor clean mvestment 

Progress dumg ths  phase mll be measured by the value of investments and the volume of CO, 
credits facilitated by USAD 



Special Ixufialwe on Sexual Trafficlung 

In response to the escalating problem of sexual traclung of women in Ukrame, as well as a g romg 
mterest among government officials and non-governmental organtzatlons to halt ths problem, the 
U S has launched a major anti-trafliclung mtiative Worlung closely wth Ukrman counterparts and 
lndlgenous women's groups, participating USG agencies have developed a multi-pronged strategy 
-- in h e  wth President Clmton's 1998 Executive Memorandum -- whch works to prevent potential 
nctlms fiom bemg trafficked, protecting women who are, and prosecutmg those responsible for thls 
cnme 

As economc condiQons have deteriorated m Ukrme, a growmg number of unemployed and under- 
employed women, many wth hgh levels of education, have sought financial opportumties abroad 
Foliowmg promses of a lucrative job m a foreign country, some women m v e  at then destination 
only to find themselves forced into prostitution through coercion or vrolence The Ukraman 
Government estimates that thousands of women have been trafficked to Western Europe and 
elsewhere, almost always by orgamed c m e  outfits, to enter the sex trade 

Even for those women who know, or strongly suspect, that they wll be employed as prostitutes, 
research indicates that the mqonty are not aware of the slave-hke conhtlons that await them These 
mctuns will have thm passports and documentation confiscated, thex fieedom curtaded, and all ther 
wages taken to pay for the cost of "sponso~g'~ ther tnp abroad When these women return home, 
often wth HIVIAIDS or other sexually transnutted diseases, they face ostracism fiom ther fadies  
and commumties, hrther reducmg their prospects of reintegration or secunng employment 

The Anti-Trafficlung htiative is an array of inter-related actlmties amed at addressmg the 
preventlon, protection, and prosecufion components of the problem The first prong of the hbabve 
-- preventlon -- has received the greatest emphasis by the Mssion Withn its fiamework are 
numerous activltles designed to reach the most at-nsk women who are deemed especially susceptible 
to the allure of overseas employment Workmg through pnnt and broadcast med~a, secondary 
schools, and exrstmg NGOs and commumty groups, USAID and the Department of State are 
supporting programs that d o r m  potential nctlms about sexual trafficlung and its Inherent dangers 
In addition, USAID, as part of a pubhc-pnvate effort, IS hnding the production of a nation-wde 
telension docudrama that details the real-llfe story of a tr&cked woman Thls docudrama, coupled 
wth a televised education campaign, should help dorm women even m the most remote areas of the 
country 

The centerpiece of the Imtiatlve's prevention component is the opemng of three TrafEiclung 
Prevention Centers in January 1999 These Centers -- located in Donetsk, Dmpropetrovsk, and Lvlv 
-- are auned at younger, often well-educated women, who feel they have few options m the prevahg 
economc climate, malung them more at-nsk of being trafficked At the Centers, these women can 
find busmess slulls t ramg,  job employment mformation, and assistance m accessing other USAID 
programs that d u d e  mcro-credlt and small business loans 



USAIDys most recent prevention piece of the anti-trafficlung mtiatme is a Women's Economc 
Empowerment Program that wdl begm actiwties in early 1999 As a comphment to the Trafliclung 
Prevention Centers, the Empowerment Program IS also deslgned to mcrease economc opportumties 
for women through developmg and strengthemng busmess associations that represent the Interests 
of women entrepreneurs and engage m national level policy debate, by prowdmg seed grants for 
economc-onented women's NGOs, and through women's cred~t umon loans for new businesses 

The second component of the strategy to combat sexual traflickmg of Ukraman women -- protection 
-- revolves around the prowaon of servlces to potential and actual wctims of trficlung Through 
the Trafficlung Protection Centers, women can access legal servlces and iformation, as well as 
references for fiee med~cal and counseling semces These health semces wdl be prowded through 
an exlstlng network of mdigenous orgatllzat~ons, as well as the USAID-funded Commumty Health 
Partnershps Program and Women's Wellness Centers It is anticipated that both programs w11 
mcorporate a t r a m g  actiwty for health care prowders to heighten awareness about domestic 
violence and trafficlung cases, as well as treatment methods These health centers d l  also serve as 
a referral semce for women who need add~t~onal support that can be prowded through NGOs or 
speciahzed orgaruzations 

The thrd dunenslon of the anti-trafficlung mtiatlve - prosecubon - centers on effective enforcement 
of exlstmg laws that ban thls exploitative practice Recru~tmng women mto the trfficlung network, 
and movlng them across mternational borders, requlres considerable orgamzational capacity Ths 
lucratwe busmess IS largely run by orgmed cnme entities, whch m some countries operate wth the 
actwe or tacit cooperation of corrupt government officials Other relevant legal issues concern the 
prosecution of trackers, corruption of government offiaals and police, and facihtat~on of the 
vict~m's return fiom abroad The U S Department of Just~ce, FBI, and the Department of State are 
worlung wth  then Ukraman counterparts on these legal aspects of the traffickmg Issue 

As part of ~ t s  anti-trafficlung strategy, USAlD is developmg a data collection/analysis and 
performance momtonng plan To date, the Mission has estabhshed performance mdicators and set 
prelimnary targets to gauge progress m reducmg sexual trafficlung Worlung through exlstmg 
sources and informat~on acquued by the DOSAOM pubhc informat~on effort, USAID and its 
implementing partners wll wntmue to gather cruc~al data on the nature of the problem and use thls 
~nformation to refine the Imtiat~ve as rt proceeds 

Because trafficlung cuts across so many daerent sectors -- health, economc growth, DIG -- the 
Antl-Trafficlung h t ia t~ve  embraces a multi-sectoral approach that supports broader Mmon  goals 
spanrung all strategc asslstance areas The empowerment of women, whether through creatmg 
greater economc opportumties, educating them about their nghts, or prowdmg mechamsms for 
effecting pollcy change, all work to mtegrate them more fully mto the Ukraman economc and 
poht~cal l~fe Ths greater level of parhclpat~on wdl accelerate progress in achevmg USAD strategc 
objectives 

For example, mcreasmg economc opportumties for women through small loan programs and business 
tra~mng -- part of USAID/Ukrame's broader assistance strategy -- contnbutes to the strengthemng 



of the fledghng small-business sector, mdely acknowledged as one of the engmes of growth and job 
creabon m market-based systems In the pohtical arena, public educabon efforts centered on women's 
legal rrghts can bolster the country's emergmg civd soclety by encouraging women's partlapation m 
the pohtlcal process 

An encouragmg by-product of the Anti-TraBclung htiatwe has been mcreased collaboration among 
women's orgafllzabons, groups whch have hlstoncally faded to cooperate due to competmg agendas 
and competition for scarce resources The active collaboration among the groups has made them 
more effective mterlocutors wth the GOU whch, m turn, has helped forge cooperatwe worlung 
relationshps between clvd society, mumc~pal leaders, and national government 

Fmally, the effort to combat sexual trafficlung m Ukrame also helps to mtegrate gender considerations 
m a more systematic way across the Mssion's assistance portfoho The lack of empowerment among 
women, and thm secondary status m Ukrman socrety, remam the root causes b e h d  the trafficlung 
issue 



Kharkw Imbatwe 

1 Background 

Our objectwe IS to assist the Kharluv cornrnututy m acceleratmg regrond economc growth by helpmg 
to create a favorable busmess c h a t e  that d l  result m (1) an overall mcrease m pnvate mvestments 
(both fore~gn and domest~c) and (2) a development of trade llnks w th  the US pnvate sector The 
ultlmate goal is to strengthen the pnvate sector, m order to empower the people of Kharkw to take 
control of theu own resources and to improve theu hves 

Kharluv was the thud largest industrial, sc~entlficiresearch, and educational center m the former 
Sowet Umon, after Moscow and St Petersburg W~th decreased demand for the output of these 
large, predomnantly d~tary-mdustnal enterpnses, the economy of Kharluv threatens to fall mto 
stagnation If the small and med~um pnvate enterpnse sector does not grow rap~dly Small and 
med~um enterpnses (SMEs) currently employ only approxunately 8 percent of the workforce, and 
unemployment is hgh (nearly 35% of workforce), so there IS great opportumty to make an 
mprovement m the hves of the people of Kharkw through promotion of SME development that will 
lead to increased employment and hgher mcome levels for many people m the regron 

2 Problem Analys~s 

Many obstacles are slowmg pnvate sector growth m the Kharlav regon The local government does 
not sufEiciently understand the role of the pnvate sector m a market economy, the need for access to 
modern busmess slulls before mvestment can be attracted to enterpnses, and how to create an 
enablmg enwonment for mvestors and busmesses Many of the problems wth  the enwronment for 
pnvate enterpnse development ongmate at the nat~onal level--mcludmg an excesswe tax and 
regulatory burden for busmesses, underdeveloped legslatton on corporate governance, shareholders' 
nghts, and bankruptcy, a lack of coherent vlsion regarding pnvate ownershp of land, and a h a n c ~ d  
sector that IS unable to handle the needs of a market economy Nevertheless, many constramts 
afFect~ng enterpnses wthm the regon can be addressed by the Kharluv government, these are 
d~scussed below 

Large Enterprise Reshwcturzng The large pnvabzed enterpnses m Kharhv have not yet moved from 
state-ownershp to the pnvate ownershp, and most of these enterpnses have not yet undergone 
financ~al or even operational restructunng One of the reasons for ths resistance IS the expected 
impact from reorganrzat~on--mcreased unemployment, as redundant workers are fired as enterpnses 
stnve to become more efficient and cornpetitwe Other factors preventmg restructunng mclude lack 
of busmess slulls and rnformat~on about how to restructure and compete successfidly in a market 
economy 

Growth of Small and Medzum Enterprzses Small and med~um enterpnses are a cnt~cal element m 
regonal economc recovery The expansion of the SME sector wdi provlde labor wth  employment 
opportututles Constramts to SME development that could be addressed at the local level--e~ther 
by the Kharhv government or by the donor commututy--include the excessively burdensome 



regulatory enwonment, the lack of busmess slalls, access to finance, and the lnabll~ty for enterpnses 
to own land 

3 Program Approaches and Measurement of Success 

The Kharluv h t ~ a t ~ v e  is a US Government effort, vvlth USAID playmg a part In ~ t s  success The 
h t ~ a t ~ v e  IS to be a parttc~patory development process m whch the US Government supports the 
reforms that the oblast and mumcipal governments undertake The "first7' USAID actimty m support 
of the Kharluv htlatwe IS collaboratwe strategc p lamg,  as requested by the oblast Ths exerase, 
a three-phase effort, is composed of an overall assessment of the regon to identrfl those sectoral 
areas m Kharluv oblast m whch the greatest economc growth can be reahzed, second, fbrther study 
of those areas  dentd died m the first phase, and, thlrd, specdic actlon plans for each of those areas 
Many of the action plans wdl rely upon Kharluv Oblast Government to make reforms m order to 
reahze economc growth 

Whde strategc p l a m g  is the first actiwty designed under the rubnc of the Kharluv Imtiative, 
USAID, and other US Government agencies wdl continue to ~mplement on-gong act~wt~es m the 
regon These activlt~es wdl support the overall d~ections identdied by Kharkv Oblast m the Jomt 
Statement dated December 1, 1998, and mclude those whch (1) stunulate entrepreneunal 
development by acceleratmg the creation of pnvate busmesses and generatmg new employment 
opportunltles m the oblast, and (2) bulld a model of regonal economc development and multfaceted 
cooperation wth the Umted States 

USAID shall contmue to work m the area of enterpnse development, focussmg on mcreasmg 
employment m SMEs and mcreasmg production by all slzes of pnvatlzed enterpnses Each of these 
represent posltlve change m people's hves the former represents more people earrung a salary by 
workmg m the SME sector, and improvements m the latter demonstrate a recovery m the large 
enterpnse sector, whch will imply mcreasmg jobs and mcomes for workers m pnvatued enterpnses 

At the mtermediate results level, success can be measured by lookmg at total tune spent to regster 
new busmess (e g , local busmess c h a t e  more conduave to pnvate enterpnse development), number 
of consultmg firms and busmess centers, and total number of chents served (a measure of market 
ufrastructure), and number of firms that adhere to IAS accountmg or have undergone financ~al 
restructurmg (access to finance) 

Asszst zn the Creatzon of a Posrtzve Busrness Chmate In supportmg the overall dlrectlons of the 
Inlt~atwe, and w t h  the strategc planrung process, USAID wll work vvlth the c~ty and oblast 
governments to ~ d e n e  specdk measures to be taken by local governments and the donor comrnufllty 
for addressmg key constramts to a posltlve busmess chmate Poss~ble outcomes will mclude 
promotion of pubbpnvate partnershps and encouragement and ass~stance m open ddogue between 
government officials and pnvate sector on Issues of economc and rnvestment p o l q  



Develop Market Iniassfructure Instrtutzons and Sewzces USAID'S current programs focus on the 
local consultmg sector capacity to develop and share a package of serwces (1 e , how to start up & 
regster a new firm, how to do accountrng and taxes, how to attract Investment and access other 
sources of financmg) needed by new and exlstmg busmesses, mclubg both smalllmedtum and large 
pnvatlzed firms 

Helpzng Xttarkrv Enterprzses Gazn Access to Sources of Fznanczng Agaq dependmg on the 
outcome of the collaborative strategc p l m g  exerase, the US Government may also help introduce 
IAS accountrng to make firms more attractrve to rnvestors, assrst enterpnses m undergoing 
restructumg, help to develop busmess slalls among management of large prrvatrzed enterpnses, and 
prowde assrstance on estabhshmg busrness contacts wth potential mvestors fiom US 
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Strateglc Objective 1 6 

Increased Environmental Management Capac~ty to 
Support Sustainable Econom~c Growth 

1 Statement of the  Strategic Objective 

In decldlng upon the lncluslon of thls Strateglc Objectlve 
(SO) wlthln the Mlsslon's Strategy for Assistance to 
Ukralne, 1999 - 2001, the Mlsslonfs actlvltles In and 
related to envlronment were renewed It was observed that 
envlronment work was lncluded In a number of Mlsslon SOs 
contrlbutlng to achlevement of results In those speclflc 
SOs For example, energy efflclency actlvltles are lncluded 
under SO 1 5, munlclpal water actlvltles are now 
contrlbutlng to results wlthln the SO 2 3 framework, and 
envlronmental health lncluded wlthln the Health SO 

Following thls renew and wlthln the context of the overall 
Mlsslon Strategy several optlons to achleve "envlronment 
results" were considered ranglng from no speclflc 
envlronment SO, to speclflc envlronment lntermedlate results 
In relevant SOs, to a speclal objective It was determined 
that a major envlronment focus would be to contmue to 
address Global Cllmate Change prlmarlly through actlvltles 
under SO 1 5 but actlvltles under a SO 1 6 would complement 
SO 1 5 Further, selective envlronment actlvltles that 
contribute to achlevement of lntermedlate results are 
properly placed under other SOs 

However, ~t was recognlzed that there was a need to a) 
hlghllght the dynamlc lnterrelatlonshlp between 
envlronmental management and economlc growth, b) focus 
selected current envlronment actlvltles toward achlevlng 
results In thls sphere, and c) conslder future lnltlatlves 
wlthln thls framework Thus, ~t was declded to pursue SO 
1 6 from both a strategic and an organlzatlonal perspective 
In presentmg thls SO lt 1s recognlzed that some 
lntermedlate results wlll be achleved through actlvltles In 
other SOs 

Strateglc Objectlve 1 6 contrlbutes to lncreaslng publlc and 
prlvate capaclty to address crltlcal envlronmental 
constramts to Ukralnefs sustainable economlc growth Thls 
SO contrlbutes to creatlng the necessary condltlons and 
lncentlves for a greater prlvate sector role In 
envlronmental technology transfer, to lncreaslng and 
~mprovlng-the technological know-how and envlronmental 
management capabllltles of prlvate and publlc sector 
entitles, and to creatlng an enablmg envlronment for 
envlronemtal investment flnancmg 



Cltlzens play an Important role In ensurlng that both publlc 
and prlvate entltles protect envlronmental values In 
consonance wlth economlc growth and employment creatlon To 
the maxlmum extent posslble, Ukralnlan organlzatlons (e g , 
Work Groups for Sustamable Development, NGOS, Thlnk Tanks, 
etc ) wlll be supported and gulded so that they may carry 
out the actlvltles to achleve pollcy and regulatory reforms 

In seeklng to maxlmlze Ukralners rellance on market 
mechanlsms-to the extent posslble In promoting 
envlronmentally sustamable economlc growth, thls objective 
contributes to lntegratlng envlronmental pollcy lnltlatlves 
and regulatory reforms lnto Ukralners economlc reform and 
restructurlng actlvltles at the natlonal and local levels 
Fmally, llnkages among envlronmental professionals In the 
reglon and between Ukralnlan and Amerlcan counterparts wlll 
be strengthened 

Achievement of thls SO wlll requlre close coordlnatlon and 
collaboration wlth several other SOs SO 1 5 
(envlronmentally-sound energy restructurlng), SO 1 3 
(prlvatlzatlon small/medlum enterprise), SO 2 3 (more 
effective, responsive, and accountable local government), 
and SO 2 1 (cltlzen partlclpatlon) USAID wlll conslder 
thls oblectlve met when 

The pol~cy/legal/regulatory framework relatlve to 
envlronment management follows lnternatlonally 
accepted standards, allows for constructive 
engagement of local and reglonal level bodles In 
envlronment management, and 
~mplementatlon/enforcement of envlronmental 
regulations, 

Cltlzen groups (lncludlng Work Groups for Sustamable 
Development, Thlnk Tanks, NGOs) are strengthened to 
the pomt that they are capable of provldlng 
substantive lnput on envlronmental Issues to pollcy 
makers-;"- 

Cltlzen news as represented by cltlzen groups are 
seriously considered and acted upon, 

The number of prlvate and/or publlc entitles uslng 
lnnovatlve envlronmental flnanclng mechanisms 1s 
lncreasmg, and 

The number of publlc and/or prlvate entltles adoptlng 
lmproved envlronmental management practices and/or 
technologles (~ncludlng- adoptlon of envlronmentally 
sound and energy efflclent technologles) 1s 
mcreaslng 



2 Problem Analysis 

The present envlronmental sltuat~on In Ukralne may be 
characterized as belng In a state of crlsls that has arlsen 
over a long perlod and 1s essentially due to envlronmental 
lssues belng Ignored by Ukralners pollcy makers Over the 
past few years, world recognltlon of the envlronmental 
crlsls In Ukralne, and speclflcally of the economlc and 
soclal costs of Chernobyl, of urban pollution, of 
lnefflclent energy and natural resource use, of Global 
Cllmate Change and ozone depletion, has opened up a wlndow 
of opportunity for local and natlonal lnltlatlves to reduce 
waste and lmprove safety and efflclency In the publlc and 
prlvate sectors However, polltlcal wlll, technological 
know-how, and management capaclty must be further developed 
to fully mtegrate envlronmental objectlves wlth Ukramefs 
economlc growth objectlves 

Ukralnefs envlronmental constramts to economlc development 
lnclude 

Llmlted state budget resources are generally 
unavailable for envlronmental lnvestment and those 
mvestments that do take place often are not almed 
at the most cost-effective optlon or at the most 
presslng envlronmental prlorlty 

Wlthout external assistance, enterprlses and 
authorltles are unllkely to develop successful 
flnanclng schemes for envlronmental lnvestment 

Improved envlronmental management wlll Increase 
productlvlty and make ilrms more attractive to 
prlvate Investors 

International mterest In emlsslons tradlng and joint 
lmplementatlon In the context of cllmate change 
holds the greatest hope of generating funds for 
envlronmental lnvestment, but only lf Ukraine 
develops the admlnlstratlve capaclty to manage these 
programs 

Wlth lncreased publlc awareness, comrnunltles 
(authorltles, cltlzens, and enterprlses) may be able 
to take modest steps at the local level to reduce 
harmful emlsslons and lncrease efflclency, even In 
the most pesslmlstlc of budgetary scenarios 

Ralslng awareness, mnovatlve flnanclng, and voluntary 
measures wlll requlre lncreased access to 
envlronmental lnformatlon And, 

Pollcy and legal reforms are needed to make Ukralnefs 
envlronmental laws effective toward compliance, 
consistent wlth EU dlrectlves, and to Increase the 
use of economlc lncentlves 



Work on removlng these constraints wlll contribute to 
lncreaslng Ukralne's environment management capaclty to 
support sustalnable economlc development 

3 Critlcal Assumptions and Causal Llnkages 

a Critlcal Assumptions 

The crltlcal assumptions for achlevement of thls 
strategic objective are 

Renewed commitment by the Government of Ukrame to 
pursue economlc reforms 

Achlevement of selected lntermedlate results In other 
SOs (1 e ,  I R 2  3 1, IR 2 1 1  1) 

Sustamed work of established envlronmental NGOs 
Responslblllty for flnanclng communal envlronmental 

infrastructure improvements will fall to 
munlclpalltles, wlth support from donors and IFIs 

Prlvate sector lnvestment In envlronmentally sound 
technology transfer 1s requlred as publlc sector and 
donor lnvestment wlll not be sufflclent to lmprove 
Ukramers quallty of llfe and to achleve 
envlronmentally sound development objectlves In 
Ukralne 

Donor Interest and coordlnatlon In envlronmental lssues 
1s strengthened 

Causal Llnkages 

Achlevement of Strateglc Objectlve 1 6 wlll be measured 
by the Increased mtegratlon of envlronmental 
objectlves lnto pollcles affecting Ukralne's economlc 
development and growth and ~mplementatlon/enforcement 
of these pollcles 

The following Intermediate Results (IR) are key to the 
achlevement of thls Strateglc Objectlve 

IR 1 6 1 Strengthened pollcy, legal, and regulatory 
framework for environmentally sustalnable economlc 
development 

Sustainable economlc development requlres declslon- 
makers to conslder the consequences of development and 
to choose those optlons that are least harmful, as well 
as cost effective Declslon-makers need tlmely 
alternatives analysls so that less envlronmentally 
harmful optlons can be explored before llmlted deslgn 
funds are exhausted A number of deflclencles In the 
current system requlre correction These lnclude 
unreallstlc regulations and standards that have 
hmdered rather than helped resolve envlronmental 
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problems An mtegrated pollcy framework or a 
leglslatlve and regulatory framework that relles on 
market-based tools 1s needed to address deflclencles In 
envlronmental management In an economically vlable 
manner 

I R 1 6 1 1  Increased adherence of GOU to 
lnternatlonal envlronment treatles 

Ukralnefs adherence to lnternatlonal envlronment 
treatles would In turn contribute to strengthening ~ t s  
policy, legal, and regulatory framework Ukralne 1s 
signatory to over 100 lnternatlonal treatles, 
protocols, and agreements However, lt needs to 
Implement those agreements through ~ t s  pollcy, 
leglslatlve, and regulatory framework ~f lt 1s to meet 
lnternatlonal standards and achleve lnternatlonal 
credlblllty As a member of the Global Cllmate Change 
Umbrella Group on Emlsslons Tradlng, lt IS essentlal 
that Ukrame develop the lnstltutlonal capaclty to 
admlnlster emlsslons tradlng and jomt lmplementatlon 
programs 

IR 1 6 1 2 More lnternatlonally consistent, cost 
effectlve, and locally effectlve envlronmental 
regulatlons 

Ukralne has developed a number of regulatlons that are 
more stringent than mternatlonally accepted standards, 
are costly to ~mplement, encourage corrupt practices to 
avold envlronmental obllgatlons, and discourage forelgn 
mvestors These costly and unreallstlc regulatlons 
also stlfle ~nnovatlon, deterrmg enterprises from 
exploring cost-effective and environmentally sound 
technologies to lmprove productlvlty It 1s essentlal 
for Ukralne to develop a regulatory envlronment that 1s 
In harmony wlth lnternatlonal standards, can be 
effectively implemented at the local level, and does 
not deter forelgn partnerships 

IR 1 6 1 3 Increased use of market based tools to 
achleve envlronmental objectives 
In order to encouracre technoloqlcal lnnovatlon and 
technology transfer; Ukralne mist develop and use 
market-based tools as the foundation of ~ t s  regulatory 
tool klt 

IR 1 6 2 Increased use of lnnovatlve envlronmental 
flnance mechanlsms and envlronmental investment 

Tradltlonal budget sources are no longer a vlable 
optlon for flnancmg envlronmental programs Ukralne 
must make use of mnovatlve flnanclng mechanlsms such 
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as envlronmental funds, IF1 programs, donor programs, 
pollution fees, prlvate sector mvestments, jomt 
ventures, lolnt lmplementatlon projects, and emlsslons 
tradlng The present envlronmental mvestment cllmate 
has llttle hope of improvement unless USAID and other 
donors asslst Ukralne to develop a range of flnanclng 
approaches 

IR 1 6 3 Improved environmental management practices 
and adoption of environmentally sound technologies by 
private and public sector entities 

Polluting, energy mefflclent, wasteful, and often 
unsafe technologles characterize Ukralnefs publlc and 
prlvate sector In order to compete In the global 
market, accede to the European Unlon, reduce costs, and 
advance ~ t s  economlc development, Ukrame must adopt 
lnternatlonally accepted standards and technologles for 
envlronmental management, production processes, and 
comrnunlty mfrastructure 

IR 1 6 4 Increased empowerment of NGOs and citizens to 
affect envlronmental decision-making 

A well functlonlng market relles on full lnformatlon 
and stakeholder partlclpatlon The development of 
envlronmental NGOs to advocate envlronmental lssues In 
consonance wlth cltlzen concerns of lob creatlon and 
economlc development 1s an Important component of 
ralslng cltlzen awareness and lncreasmg cltlzen 
empowerment Cltlzen groups (NGOs, communltles, Work 
Groups, etc) need to be able to brmg lssues to the 
attention of Ukralnlan declslon-makers Speclallzed 
groups (such as the Work Groups or Thmk Tanks) need to 
be able to recommend speclflc pollcy, legal, and 
admlnlstratlve actlons 

4 Performance Measures 

As thls 1s a newly organized Strateglc Objectlve prellmlnary 
performance mdlcators for each of the mtermedlate results 
are llsted on the attached table It 1s recognized that 
they wlll requlre refinement over the next several months by 
the extended team 

5 Progress to Date 

As thls 1s a new Strateglc Objectlve, the "Progress to Date" 
1s presented as 'Progress to Date In USAID Environmental 
Actlvltles" as a foundation for thls SO As noted earller, 
Ukralnefs envlronmental crlsls 1s complex and varled USAID 
has responded by applylng ~ t s  resources (technical and 
flnanclal) to asslstlng Ukralne In addressmg a broad 
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spectrum of ~ t s  envlronmental lssues smce independence 

Slnce 1996 the US-Ukralne Councll and the Work Group Program 
to Promote Sustainable Development has been Implemented 
Thls program marked the lnltlatlon of efforts to integrate 
economlc and development objectives Fleld demonstration 
projects In urban water, agrlculture,lndustry, energy 
efflclency, envlronmentally sound buslness development, and 
lnternatlonal treatles were llnked to work groups that 
proposed leglslatlve and pollcy solutions to barrlers to 
sustainable development encountered In the fleld Ten 
pollcy/leglslatlve reform proposals were sent forward 
through the Councll to Ukralners Cabmet of Mlnlsters and to 
the Gore/Kuchma Commlsslon for conslderatlon To date flve 
of the ten reforms-sent forward have been adopted It 1s 
antlclpated that the remalnlng flve wlll also be adopted 
Those adopted lnclude reforms to Ukralners tax collection 
system, capltal reinvestment, and depreclatlon procedures 
affecting capltal improvements and maintenance of water 
utllltles 

USAIDrs envlronmentally sound technology transfer actlvltles 
have also progressed In both the munlclpal and lndustrlal 
sectors An example at the munlclpal level 1s USAIDrs Lvlv 
Urban Water Program whlch, through the transfer of USEPA 
computerized water system modellng technology, U S 
englneerlng technologies, and flnanclal management and 
efflclency know-how, local capaclty to provlde water 
servlces was increased from 0-3 hours per day to 24 hours 
per day A USAID pllot project In the Paslchna dlstrlct 
achleved these results for 35,000 resldents and 
slgnlflcantly lmproved water servlces for an addltlonal 
70,000 resldents The lnstallatlon of energy efflclent 
pumps In nearby pump statlons has enabled lmproved water 
servlces for an addltlonal 200,000 resldents In the clty of 
Lvlv In the lndustrlal sector, USAID projects helped to 
generate $3 4 mllllon In annual savlngs In ten Donetsk and 
Dnlpropetrovsk enterprlses, and lmproved energy efflclency 
In 24 enterprlses 

USAID also sponsored workshops and semmars on envlronmental 
flnanclng and market based tools It sponsored a Ukralnlan- 
U S conference on Global Cllmate Change and Greenhouse Gas 
Mltlgatlon through Ukralne-U S emlsslon tradlng and jolnt 
lmplementatlon projects 

Progress was also made on lncreaslng the number of vlable 
envlronment non-government organlzatlons (NGO) In Ukralne 
The network of envlronment NGOs has grown from approximately 
150 in 1994 to 562 In 1997, an Increase of 275% The focus 
wlll now shlft to bulldlng lnstltutlonal capaclty wlthln 
these organlzatlons and to coordlnatlng these efforts wlth 



the establishment of the new Reglonal Environment Center In 
Ukralne 

6 Program Approaches 

Pollcy/Regulatory Framework 

USAID wlll contlnue to partlapate In the Ukralne 
Councll and wlll bulld on ~ t s  work to date In 
developing the Work Group Program to Promote 
Sustamable Development Through a one year grant to 
the UNDP, USAID has shlfted management, coordlnatlon, 
and flnanclal responslblllty for the Program to the 
UNDP USAID wlll collaborate wlth the UNDP (whlch 1s 
carrylng out a USAID grant) In ldentlfylng alternative 
sources of support for vlable Work Groups It 1s 
expected that these Work Groups wlll contlnue to 
propose leglslatlve and pollcy solutions to barrlers to 
sustainable development wlth decreasing dependence on 
external support Actlvltles under SO 2 3 whlch 
contribute to 'more effectlve, responsive, and 
accountable local government" wlll facllltate effectlve 
lmplementatlon of envlronmental regulations at the 
local level Work on tarlff reform under SO 2 3 1s 
dlrectly relevant to SO 1 6 

One of the most common constraints to envlronmental 
flnanclng In the NIS 1s the lack of capaclty to 
ldentlfy vlable prolects and to prepare project 
proposals Ukralne 1s no exception As host to the 
October 1998 sub-reglonal meetlng of the Project 
Preparation Committee of the Environmental Actlon 
Program for Central and Eastern Europe, Ukralne became 
the focus of World Bank, EBRD, and other bilateral 
donors USAID wlll collaborate wlth the World Bank and 
EBRD to ldentlfy pro]ects to quallfy for loans from 
envlronmental/energy efflclency, communal, and mlcro- 
enterprise funds and credlt facllltles USAID wlll 
dlrect technical assistance towards facllltatlng cross- 
border and U S partnerships to promote forelgn 
Investments and ]omt ventures, lncludlng jomt 
lmplementatlon pro-jects In support of Global Cllmate 
Change Inltlatlves 

Improved envlronmental management 
pract~ces/env~ronmentally sound technolog~es 

Low cost optlons to reduce lndustrlal emlsslons are 
addressed prlnclpally In SO 1 5 In the context of 
energy efflclency However, under SO 1 6 there are 
several ongolng actlvltles contrlbutlng to other 
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aspects of pollutlon prevention and waste mlnlmlzatlon 
(otherwise known as cleaner productlon) wlth the goal 
of lncreaslng productlvlty The World Environment 
Center (WEC) has been lmplementlng a pollutlon control 
program worklng prlmarlly wlth steel and chemlcal 
companies It 1s now In a dlssemlnatlon phase and 1s 
lookmg to use a Ukralnlan entlty to contlnue the work 
ECO Efflclency ~1.11 select two cltles for pollutlon 
reduction actlvltles ECO Prava work wlll soon come to 
a conclusion The Envlronmental Research Institute of 
Mlchlgan (ERIM) 1s worklng on developing the GIs as a 
tool In envlronmental management and worklng to develop 
a Ukralnlan entlty to carry out thls work Thls has 
potentlal for enforcement of envlronmental pollcles 

USAID has Invested heavlly In laylng the foundation for 
cleaner productlon In Ukralne A next step may be to 
sustaln the lessons learned from these actlvltles by 
partnerlng wlth exlstlng lnstltutlons and the new 
Reglonal Envlronmental Center 

In addltlon, under SO 2 3 USAID wlll provlde technlcal 
asslstance and tralnlng to roll out ~ t s  successful Lvlv 
Vodokanal project to slx to elght munlclpalltles In 
Ukralne The approach 1s lmprovlng munlclpal water 
management as a communal servlce However, the roll 
out package wlll lnclude technlcal asslstance and 
tralnlng In sustamable envlronmental management, 
energy efflclency improvements and available 
technologies, and Improved flnanclal management, 
lncludlng consumption based bllllng Technical 
asslstance wlll also contlnue bulldlng local technlcal 
capaclty In munlclpal vodokanals to ldentlfy system 
weaknesses such as contamlnatlon sources 

Cltlzen empowerment to affect env~ronmental declslon- 
maklng 

USAID has provlded speclflc support to develop 
envlronmental NGOs A slgnlflcant number have been 
established and In the remalnlng months of thls 
actlvlty wsrk 1s underway to leave In place an 
mdlgenous support network In the future lt 1s 
expected that envlronmental NGOs wlll be asslsted 
through NGO strengthenlng actlvltles under SO 2 1 The 
focus of SO 1 6 wlll be strengthenlng cltlzen 
partlclpatlon In envlronmental declslon-maklng through 
the Work Group Program implemented through a grant to 
the UNDP 



7 Commitment and Capacity of Other Development Partners 
In Achieving the Objective 

Much collaboration and coordlnatlon (both Internally and 
externally) 1s requlred lf thls SO 1s to be achleved and 
redundancy avolded USAID wlll contlnue to work closely 
wlth The World Bank, EBRD, and other donors on envlronmental 
lssues The Envlronment for Europe EAP Task Force and the 
Prolect Preparation Committee have committed to focus donor 
attention on the NIS for the perlod 1998-2002 USAID wlll 
collaborate wlth the UNDP In lmplementlng the Work Groups 
for Sustamable Development Program In FY 1998, USAID 
partnered wlth the OECD to asslst Ukrame In lnltlatlng a 
Natlonal Envlronment Fund The Government of Denmark has 
continued to provlde technical assistance wlth thls effort 
USAID wlll also work closely wlth other USG organlzatlons, 
such as the Environmental Protection Agency (EPA), In 
lmplementlng USG supported environment lnltlatlves The EPA 
1s worklng on the Reglonal Envlronment Center 

8 Sustainability 

The long term sustalnablllty of envlronmental reforms wlll 
be achleved by the lntegratlon of envlronmental oblectlves 
m t o  Ukralnefs economlc development objectlves Llkewlse, 
the sustalnablllty of Ukralners economlc development depends 
on the successful lntegratlon of envlronmental objectlves 
Into ~ t s  economlc development objectlves to protect and 
sustaln the natlonfs productive capaclty 





Strategrc Objectwe 1 6 Increased Envrronmental Management Capac~ty to Promote Sustamed Econom~c Growth 

PERFORMANCE DATA BASELINE, TARGETS, AND ACTUAL RESULTS 
t I 

IR 1 6 1 Strengthened pohcy, legal and regulatory framework for envrronmentally sustarnable economrc development 

IR 1 6 1 1 Increased adherence of Government of Ukraine to international envlronmental treaties 

Government of Ukraine adopts policies 
and formulates laws and regulations 
whch promote the tenets of the 
international envlronmental agreements 
on whch it 1s a signatory 

IR 1 6 1 2 More internationally consistent, cost effective, and locally effective envlronmental regulatrons 

Pohcy/legaVregulatory framework 
recogruzes internationally accepted 
standards and allows for constructive 



engagement of local and regional level 
bodies in envlronmental management 
and implementation of environmental 
regulations 

IR 1 6 1 3 Increased use of market based tools to achleve envlronmental objectives 

IR 1 6 2 Increased use of innovative envlronmental finance mechanisms and envlronmental Investments 

Number of pnvate and/or public 
entities using innovative financing 
mechamsms 

Environmental h n d  established at 
1ocaVregional level 



IR 1 6 3 Improved envrronmental management practices and adoptlon of envrronmentally sound technologles by prlvate and publlc 
sector entrtles 

Number of public and/or prlvate entltles 
adopting Improved environmental 
management practices and/or 
technologles 

Amount of energy and dollar sawngs 
denved from unproved enwonmental 
management and/or adoptlon of energy 
savmg/waste mmrmzing technologles in 
selected sectors 

IR 1 6 4 Increased empowerment of NGOs and cltlzens to affect envrronmental decrslon-malung 



Number of target groups participating 
in natural resources management and/or 
advocacy for envronrnentally sound 
economic development in thelr 
cornmumties 


