OCTOBER 8, 2015

THE ECONOMIC AND POLITICAL FUTURE OF UKRAINE
SENATE COMMITTEE ON FOREIGN RELATIONS
ONE HUNDRED FOURTEENTH CONGRESS, FIRST SESSION

HEARING CONTENTS:
MEMBER STATEMENTS:
Sen. Bob Corker (R-TN) [no pdf available, see 1:03:40 of webcast]
Chairman
Senate Committee on Foreign Relations
Sen. Ben Cardin (D-MD) [no pdf available, see 1:07:40 of webcast]
Ranking Member
Senate Committee on Foreign Relations
WITNESSES:
Hon. Victoria Nuland [view pdf]
Assistant Secretary, Bureau of European and Eurasian Affairs
U.S. Department of State
Ambassador Paula J. Dobriansky [view pdf]
Former Undersecretary of State for Democracy and Global Affairs
Senior Fellow for the Future of Diplomacy Project
Harvard University JFK Belfer Center for Science and International Affairs
Hon. Clifford G. Bond [view pdf]
Former Ambassador to Bosnia and Herzegovina and U.S. Assistance Coordinator in Ukraine
U.S. Department of State

A VAILABLE W EBCAST ( S )*:
Full Hearing: http://www.foreign.senate.gov/hearings/watch?hearingid=7218C551-5056A066-60C7-77CBA7D28D84 – Hearing on Ukraine begins at 1:03:40

This hearing compilation was prepared by the Homeland Security Digital Library,
Naval Postgraduate School, Center for Homeland Defense and Security.

C OMPILED F ROM :
http://www.foreign.senate.gov/hearings/the-economic-and-political-future-of-ukraine100815
* Please note: Any external links included in this compilation were functional at its
creation but are not maintained thereafter.

This hearing compilation was prepared by the Homeland Security Digital Library,
Naval Postgraduate School, Center for Homeland Defense and Security.

Testimony of Assistant Secretary Victoria Nuland
October 8, 2015
Senate Foreign Relations Committee
Thank you Chairman Corker, Ranking Member Cardin, members of this
committee for the opportunity to join you today and for the personal investment so
many of you have made in Ukraine’s democratic, European future. Your bipartisan
support, your visits to Ukraine, the assistance you and your fellow members have
provided are truly making a difference.
This week we celebrate 25 years since Germany’s reunification – the first major
step on our journey toward a Europe whole, free, and at peace. Today that journey
goes through Ukraine. Across Ukraine, citizens are standing up and sacrificing for
the universal values that bind us as a transatlantic community: for sovereignty,
territorial integrity, human rights, dignity, clean and accountable government, and
justice for all. America helps Ukraine because that country’s success is central to
our own profound national interest in an ever more democratic, prosperous, stable
Europe. Ukraine’s aspirations are ours.
In the six months since I last appeared before this committee, Ukraine can be proud
of the progress it has made:
 Last spring, the IMF approved an augmented four-year, $17.5 billion economic
support program for Ukraine, $6.7 billion of which has already been disbursed;
 The government has proposed and the Rada has passed legislation to reform the
energy and agriculture sectors, strengthen the banks, shrink and modernize
government bureaucracy, devolve more authority to the regions, and create
oversight structures to clean up corruption;
 Last month, Ukraine reached a land-mark debt-relief deal with its creditors,
opening the door for more intensive support;
 The September 1st ceasefire in eastern Ukraine is largely holding, the Minsk
parties have signed and begun to implement agreements to pull back their heavy
weapons, and some IDPs are returning home.
While we welcome this progress, Ukraine still has a long, hard road to travel.
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In my remarks today, I will first discuss implementation of the Minsk package of
agreements; I will also give an update on the work that Ukraine is doing, with U.S.
and international support to reform the country, tackle corruption, and to
strengthen democratic institutions; and, finally, I will focus on the tough work
ahead to cement Ukraine into Europe and the community of successful
democracies.
The Minsk Agreements
The September 2014 and February 2015 package of Minsk agreements remains the
best hope for peace, weapons withdrawal, political normalization, decentralization
in Eastern Ukraine, and the return of Ukrainian state sovereignty over that part of
its border. Yet in the eight months since the February signing of the implementing
agreement, Eastern Ukraine has seen almost constant violence all along the contact
line, continued weapons shipments from Russia masquerading as humanitarian aid,
separatist filibustering and threats at the political negotiating table, and repeated
Russian efforts to relitigate basic elements of Minsk.
On September 1st, however, the guns largely fell silent. And on October 2nd , in
Paris, President Putin agreed to put a stop to the separatists’ threat to hold another
round of fake elections. Instead, he committed to Presidents Poroshenko and
Hollande and Chancellor Merkel to withdraw heavy weapons, allow full access to
the OSCE all the way to the border, and to negotiate modalities for real elections in
Donbas under Ukrainian law, safe conditions, and observation by OSCE’s ODIHR.
If these commitments are kept– if weapons are pulled back and stored, if the OSCE
gets in, and legal, monitored elections are negotiated and held– Ukraine will once
again have unfettered access to its own people and its territory in the East. That’s
what Minsk promises: peace, weapons withdrawal, political normalization, then a
return of the border.
As President Obama did with President Putin in New York, we will also keep
pushing to complete other unfinished aspects of Minsk– the return of all hostages,
including Nadia Savchenko, Oleg Sentsov, and those held in Russia; full
humanitarian access for UN agencies, Ukrainian NGOs, and government relief
agencies; and the removal of all foreign forces, weapons, and landmines.
We understand why – after almost 2 years of violence, war and lies – many
Ukrainian patriots and some in the West doubt Russia and its proxies will ever
allow full implementation of Minsk. But Minsk implementation remains a goal
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worth fighting for because the alternatives are bleak: at best, a frozen conflict in
which Donbas becomes an unrecognized gray zone for the foreseeable future; at
worst, a return to the war that has already claimed too many Ukrainian lives– and
Russian lives, as well.
So we will keep supporting Ukraine as it does its part to implement Minsk. Along
with the Normandy powers, France and Germany, we will keep pushing Russia
and its proxies to demonstrate equal good faith. As the President and Secretary
Kerry have repeatedly said, we will judge Russia and the separatists by their
actions, not their words. We will work with the EU to keep sanctions in place until
the Minsk agreements are fully implemented. And of course, Crimea sanctions
remain in place so long as the Kremlin imposes its will on that piece of Ukrainian
land.
Reforms Update
While 7% of Ukrainian territory remains under threat, the other 93% is fighting a
different battle: to build a democracy that is closer to its people; an economy where
what you know matters more than whom you know; and a society where law rules
rather than corruption and greed.
The electoral, judicial, financial, and anti-corruption reforms already put forward
by the government and enacted by the Rada are impressive in their scope and
political courage.
Here are just a few examples:
 With generous U.S. support, newly vetted and trained police forces are now
patrolling the streets of Kyiv, Odesa, Lviv, and Kharkiv, with another three
provinces to be covered by year’s end. By the end of 2016, every Ukrainian
oblast will have them;
 A new National Anti-Corruption Bureau is being stood up and will work
with a new special anti-corruption prosecutor once the latter is appointed;
 With U.S., EU, and UK help, new local prosecutors are being hired, old ones
are tested and retrained, and all will now submit to periodic performance
evaluations to root out corruption and malfeasance;
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 Ukraine is closing loopholes in its pension system to help reduce the
system’s $3.7 billion annual deficit;
 It is working hard to increase energy efficiency, cut subsidies for stateowned gas producers, and establish a market-oriented model;
 And, with the help of the IMF, the government is rebuilding its financial
sector, closing insolvent banks and strengthening protection of depositors'
rights.
These efforts and more are beginning to bear fruit:
 The latest IMF forecasts released this week predict Ukraine’s economy will
grow by 2% in 2016.
 Ukraine exported a record-breaking 33.5 million tons of grain in 2014, and
in 2015 will increase agricultural exports by 6 %;
 And, Ukraine’s foreign reserves have increased to $12.8 billion, up from a
low of $5.6 billion in February.
What the U.S. is doing
With Congress’ unwavering support, the United States has committed to provide
over $548 million in assistance to Ukraine since the start of this crisis, in addition
to two $1 billion loan guarantees. With continued progress on economic reforms
and as conditions warrant, we will ask you to work with us on a third loan
guarantee of up to $1 billion. U.S. economic and technical advisors advise almost a
dozen Ukrainian ministries and localities. Our $69 million in humanitarian support
helps 2.4 million displaced Ukrainians through international relief organizations
and local NGOs.
Because there can be no reform in Ukraine without security, $266 million of our
support has been in the security sector. This includes sending: 130 HMMWVs, 150
thermal and night vision devices, over 300 secure radios, 5 Explosive Ordnance
Disposal robots, and 20 counter-mortar radars.
Just last week, we notified Ukraine that two more life-saving long-range
counterfire radar batteries are on the way. And, in November, we will complete a
$19 million train and equip program for Ukraine’s National Guard and begin
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training Ukrainian Ministry of Defense forces using $45 million in European
Reassurance Initiative funding.
Ukraine has already put this equipment and training to good use. When combined
Russian-separatist forces tried all summer to break Ukrainian lines at Maryinka
and Starohnativka, they were pushed back again and again by Ukraine’s
increasingly professional military, and Ukrainian lives were saved.
What Ukraine Still Must Do
Because the best antidote to Russian aggression and malign influence is for
Ukraine to succeed as a democratic, prosperous, European state, the Ukrainian
government must continue to live up to its promises to its own people and maintain
the trust of the international community.
As I said, much difficult work remains to clean up endemic corruption throughout
government and society, at every level; to stabilize the economy; break the hold of
corrupt state enterprises and oligarchs; and reform the justice system.
Key steps toward these reforms include:
 Procurement and revenue management reform in the gas sector, and
unbundling of services along with the restructuring of Naftogaz by
Ukraine’s deadline of June 2016;
 Like Ukraine’s police force, the Prosecutor General’s Office has to be
reinvented as an institution that serves the citizens of Ukraine, rather than
ripping them off. That means it must investigate and successfully prosecute
corruption and asset recovery cases – including locking up dirty personnel in
the PGO itself;
 The newly created Inspector General’s Office within Ukraine’s prosecution
service must be able to work independently and effectively, without political
or judicial interference;
 And, the government must appoint the NABU Anti-Corruption Prosecutor
ASAP in order to start investigating these crimes.
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Ukraine is well situated to provide products and services to Europe and Eurasia,
but must improve the business climate by dismantling thousands of duplicative
functions and transparently privatizing approximately 1800 state-owned
enterprises, and do more to recapitalize and repair its banking system. Clean
governance and business practices that root out corruption are essential to
attracting more foreign investment and development opportunities.
Ukrainians also need a justice system that cannot be bought, one that will deliver
verdicts, uphold the rule of law, and stop injustice, which was a key demand of the
Maidan protests. Currently, only 5% of the Ukrainian population completely trust
the judiciary. Inspiring confidence will require passing the constitutional
amendments to limit judges’ immunity, improve judicial ethics and standards, and
rigorously investigate judicial misconduct and enforce disciplinary rules and
dismissals.
What the International Community Must Do
While Ukraine works through these tough challenges, the United States, Europe,
and the international community must keep faith with Ukraine and help ensure that
Russia's aggression and meddling can't crush Ukraine's spirit, its will, or its
economy before reforms take hold.
We must challenge the false narrative that nothing can or will change in Ukraine.
To fight disinformation not only in Ukraine and Russia, but across Russianspeaking communities in Europe, we are joining forces with our partners in the EU
to support alternatives to state-sponsored, Russian programming. We are also
training foreign journalists and civil society actors in the art of fighting lies with
the truth.
Mr. Chairman, Mr. Ranking Member, members of this committee, America's
investment in Ukraine is about far more than protecting the choice of a single
European country.
It's about protecting the rules-based system across Europe and around the world.
It's about saying no to borders changed by force, to big countries intimidating their
neighbors or demanding a sphere of influence.
I thank this committee for its bipartisan support and commitment to the
sovereignty and territorial integrity of Ukraine and to a Europe whole, free and at
peace.
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Remarks SFRC Hearing October 8, 2015
By Clifford G. Bond
It is a pleasure to appear before the Committee today and join my fellow
panelist.
I returned only a few weeks ago from Kyiv where I worked for 17
months on expanding and coordinating our assistance program to
Ukraine.
Over those months our assistance grew by more than four times and
included a significant security component. I arrived as the aggression
was beginning in eastern Ukraine and as a humanitarian crisis
developed.
My work was focused on technical and humanitarian assistance, not the
security aspects of the program.
I will make some comments on the state of economic reforms and
transition in Ukraine that our program is meant to support.
I have past experience in economic transitions. I witnessed a successful
transition in Eastern Europe in the early 1990’s when I served in Prague
during the Velvet Revolution and later worked in Washington
implementing our Support for East European Democracy or SEED
assistance program. Later in the 1990’s I saw a failed transition when I
worked at our Embassy in Moscow.
What I have to say now is informed by this experience. It should not be
viewed as criticism, but as a hardheaded approach to what needs to be
done if Ukraine is to succeed in an economic transition to a wellfunctioning market economy.

First off, the current Kyiv government is the most reform-minded and
technically most competent team in post-Soviet times, but its goals are
not ambitious or radical enough, and the process of reform has only
begun.
There have been important successes: energy tariff rate increases and
meeting other IMF conditions, the recent roll out of a new patrol police
in Kyiv, a reform now being repeated in other cities, and agreement on
debt restructuring.
But reformers face increasing resistance to change in key areas such as
anti-corruption. The Prosecutor General’s Office (or PGO) should be
ground zero for the fight against corruption, but the PGO has yet to carry
out a corruption prosecution against a senior Yanukovych-era figure.
The PGO is divided between reformers who want to work with our FBI
and DOJ advisors (and need full political support from the top), and an
old guard that is frustrating and seeking to intimidate them.
A new Anti-Corruption Bureau is being formed, which will rely on the
PGO to prosecute any criminal investigations it concludes. But, as I
said, the PGO is not doing its job.
In the Health Ministry efforts to change corrupt procurement practices
are being resisted by domestic pharmaceutical interests - even in the face
of low levels of vaccination and immunization among Ukrainian
children (a direct result of past corrupt practices) and the first outbreak
of polio cases in western Ukraine.
In some areas, such as privatization and de-regulation, reforms are only
getting started.

What the Ukrainian economy needs is fundamental liberalization and deregulation to include broad privatization of its approximately 2,200
State-owned Enterprises (SOEs).
What economists call the factor markets of production in the economy
for land, labor and capital are simply not functioning because of
structural impediments and rigidities built into the system or because of
corruption, past and on going. This means an entrepreneur or SME finds
it extremely difficult to buy the real estate (there is no market in farm
land), raise capital (the banks are not lending) or hire the people he/she
needs to start up or expand a business.
Lack of Macro-Economic Coordination
Importantly from a macro-economic perspective, there is no overall
coordinator of market reforms. Some ministers are out there doing
important work, but there is no central figure overseeing and
coordinating the process with a strategic vision in mind to pull the pieces
together.
In east European transition economies the senior Deputy Prime Minister
who was usually double hatted as Finance Minister played this role.
Poland’s Leszek Balcerowicz and the Czech Republic’s Vaclav Klaus
were key to the success of economic reform in their countries.
The Prime Minister and President need to empower an individual with
real reform credentials to fill this function and step out of the way to let
him or her get the job done.
Need for Strategic Communication
Part of the problem is also lack of understanding on the level of the
general public and a lack of communication by political leaders of what
a market economy is and how it should operate. Public surveys, such as

a recent IRI poll, show that two-thirds of citizens believe investment and
job creation are the responsibility of the government. Less than 10
percent understand this should be the role of the private sector.
Focus
Early cleanup of the business and investment climate was central to the
success of the transitions in Eastern Europe. Poland focused on SME
growth. This produced new businesses, jobs and investment, and gave
government the political capital to move on to other reforms.
The GoU is focused on meeting the conditions required by the IMF and
other donors. These are hard conditions and meeting them is essential
to get the money to pay the bills. It is not a substitute, however, for a
growth strategy that gets out ahead of the IMF-demanded reform curve.
Energy is an example of the problem. The GoU has done difficult
things, like raising energy tariffs as the IMF required, but it has not
fundamentally reformed the corrupt Ministry of Energy nor changed the
sector, which is not a market, but a battleground of struggling interest
groups. (This point was made at a recent Ukraine Foundation
conference discussion of reforms.)
More International Assistance
We need to work with reformers to build institutions, fight corruption
and create conditions for growth.
This will require a long-term assistance strategy coordinated with our
partners and a commitment from Congress to multi-year funding and
additional resources.
Visiting Congressional delegations repeatedly told us in Kyiv that they
are ready to consider a substantial expansion in assistance to Ukraine.

They understand that our support to Ukraine is important, but is
currently insufficient, particularly in comparison to our response to the
Georgia crisis of 2008.
Ukraine’s success is essential for the wider security of Europe and
fulfilling the vision of a continent “whole, free and at peace.”
How would we use additional money?
We should consider new forms of macro-economic support and link this
to tougher, more market-oriented reforms. Our current use of loan
guarantees is costly in terms of assistance dollars and is placing a heavy
sovereign debt burden on Ukraine.
We should look to the sorts of things done under the SEED Act in the
early 1990s. It will be easier for Ukraine’s reformers to be more radical
when they have a macro-economic cushion for the economy.
The government badly needs public sector and civil service reform. The
current bloated and poorly paid bureaucracy is a brake on reform
implementation, and a source of corruption. But this is an enormous and
expensive task.
It is not a task a single donor or the Ukrainian government can assume
alone. But with additional funding we could work with the EU and
other donors to undertake widespread public sector reform.
We also need to support a massive privatization effort with the advisors
and technical assistance to do the due diligence to prepare hundreds of
state-owned enterprises for transparent privatization process that will
attract strategic investors.
In addition to the conflict in the East and fighting for reform in Kyiv,
Ukraine faces a humanitarian crisis, largely overlooked in the West.

This involves more than 1.5 million displaced persons inside the
country, more than a million refugees outside it and millions more
trapped and vulnerable in the area of conflict.
Neither we, nor our European allies are stepping up with an adequate
response to the needs of these people, particularly as they face the onset
of a second winter.
In conclusion, Ukraine needs to redouble efforts at reform and adopt
deeper, more radical market-oriented measures, particularly by cleaning
up the business and investment environment. The US and international
community need to explain the stakes to their publics and think bigger
and more strategically in terms of the level and types of assistance that
can be made available.

