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I ntroduction

Ukraine is a medium-sized state whose foreign policy interests and ambitions are of a
regional nature and lie primarily in the region of Central and Eastern Europe'. From the
first days of itsindependence in 1991, Ukraine has attached particular importance to its
relations with the post-communist Central and Eastern European (CEE) states, first of all
with immediate geographic neighbors. These relations have been seen in Kyiv as crucia
for the ultimate success of Ukraine’ s transition and for the shaping of the country’s
geopolitical future. Ukraine has preferred to identify itself as CEE as opposed to
ClS/Eurasian country, and has cultivated an ambition to establish itself as an integral and
essential part of Central and Eastern Europe. Ukraine has also declared that its long-term
strategic goal isintegration into European and Euro-Atlantic institutions, with priority
given to getting full membership in the EU. Having decided about joining the European
integration process, Ukraine views its relations with other, especially more advanced, CEE
states as an important and necessary component of its European integration.

In the region of Central and Eastern Europe, Ukraine is the largest country. The
way it develops and builds its relations with neighboring states is not only critical for
Ukraineitself, but also for itsregional partners, aswell as for regional and European
stability and security. Despite many inherited legacies of the past, long-standing regional
antagonisms, and some unresolved current problems, Ukrain€e’ s relations with other CEE
countries have on the whole devel oped successfully since Ukraine became independent.
However, their future evolution and status remain to be seen. It is still to be seen whether
Ukraine succeeds in consolidating its Central and Eastern European identity and becoming
alegitimate part of CEE region, or findsitself increasingly different from its CEE
neighbors and perhaps politically and economically isolated.

The future of Ukraine' s relations with countries of Central and Eastern Europe will
increasingly depend on Ukraine’' s domestic development on the one hand, and the process
of European integration and enlargement on the other. The process of European integration,
including EU and NATO eastward enlargement, will remain the dominant trend on the
European continent, and will have a growing impact on CEE regional relations. Both
NATO and the EU proceed with enlargement to Central and Eastern Europe. Three Central
European states — the Czech Republic, Hungary and Poland — joined the North Atlantic
Alliance during its 50" anniversary summit in Washington in April 1999. Practically all
CEE countries have been invited for accession negotiations with the EU.



Despite many initial fears and concerns, the first wave of NATO eastward
enlargement has so far contributed to the improvement of Ukraine’s relations with its CEE
neighbors. EU enlargement, however, islikely to be potentially far more divisive. In the
next several yearsto come, the first CEE countries, some of which are Ukraine’s
immediate neighbors to the west, will become EU members. Thiswill create anew
situation for bilateral trade and economic cooperation, travel and human contacts, the
situation of national minorities and cross-border cooperation. The nature of a new border
and all practical implications of this new reality have yet to be seen and comprehended by
all partiesinvolved. At present, there are different opinions about the implications of EU
enlargement on Ukraine and its relations with CEE countries. Hopes are mixed with fears
and concerns. Some believe the new situation will benefit Ukraine and its neighbors and
open significant new opportunities for more intense and closer cooperation; others warn
about potential negative consequences and indicate to new challenges and risks that both
sides will have to face and cope with.

Combined with Ukraine’ s domestic difficulties, potential negative impact of
enlargement will create the danger of Ukraine' sfailure and regional isolation. Will the
current level of Ukraine's relations with other CEE states be sufficient to minimize this risk
and avoid Ukraine’ s marginalization?

This report examines the dynamics, existing challenges and prospects of Ukraine's
relations with other CEE states, including bilateral ties and multilateral regional
cooperation, as well as the interaction between regional relations and the process of EU and
NATO eastward enlargement. | argue that despite much progress achieved, Ukraine's
relations with other CEE states are far from being settled. In fact, there are serious concerns
that due to the slow progress of Ukrain€e' s transition and the country’ s exclusion from the
mainstream process of European integration and enlargement, Ukraine might find itself
isolated in the region of Central and Eastern Europe. In order to avoid this unfavorable
scenario, both Ukraine, aswell asits regional partners and western integrated institutions
should intensify their efforts to use the current momentum to deepen regional cooperation
and solidify Ukraine’s relations with other CEE states. The report pays main attention to
Ukraine’ s relations with its Western neighbors, which either already joined or are about to
join Western integrated institutions. It also addresses some aspects of Ukraine’ s relations
with the Baltic states, Belarus and Moldova.



I. The new dynamics of CEE development

Asaresult of dramatic political changes occurred in Central and Eastern Europe at the end
of 1980s — beginning of 1990s, the states of the region have got a chance to shape their own
destinies for the first time in many years. Simultaneously, CEE region has become the most
dynamic on the continent, while its development significantly defines the indivisibility and
integrity of the whole Euro-Atlantic space.

Immediately after the collapse of Communism, the newly emerged region of
Central and Eastern Europe looked quite coherent. With their specific historical identities
and legacies, CEE countries shared many common interests and objectives: they al started
the complex process of building pluralist democracies and market-oriented economies, and
embarked on the course of a*“return” to Europe. The region opened itself to the outside
world, first of all to the West. A new set of intra-regional relationships emerged. |deas of
CEE regional cooperation were actively discussed, and some of them became areality.
Soon, however, it became clear that Central and Eastern Europe does not have a
geopolitical future as a separate region. CEE states almost unanimously refused from
becoming a“middle zone” in between the West and Russia, and opted for getting
membership in Western integrated institutions, such as NATO and the EU. The “return into
Europe” has become the main essence and the guideline for both their domestic
development and foreign policies.

Due to the different pace of domestic reforms, CEE countries had developed
unegually, and by mid-1990s differentiation in their socio-economic and political
devel opment became a noted reality. Some states in the region — the Czech Republic,
Hungary, Poland, — were the first to curb inflation, achieve economic growth, attract
significant foreign direct investment and reorient their foreign policies and trade relations;
some other — Bulgaria, Romania, Slovakia— were moving much slower and less
consistently. In eastern part of the region, in the post-Soviet Belarus, Moldova and Ukraine,
post-Communist transformation has taken on quite a different pattern that is characterized
by the absence of sustainable economic growth and unfinished economic reforms,
corporate closeness of the state and the influence of powerful shadow interests, the lack of
the vibrant rule of law and civil society which major components -- political parties, NGOs,
independent media, etc. — remain weak, have little influence on domestic political process,

and are often controlled or dominated by -- as they are often referred to -- oligarchs’.



This difference in transition process has also been reflected in the speed and
prospect of these states” integration into NATO and the EU. Some CEE states have aready
joined NATO and are preparing themselves for membership in the EU. For some other, it
would be the EU, rather than NATO, to join first. For still other, the whole integration
process will take more time, as obstacles to their membership are greater than they arein
the case of the first-runners. Even worse for Ukraine and Moldova: despite the declared
intentions and ambitions, so far their integration prospects seem very weak. While Belarus
moves in adifferent direction atogether: for the time being the country has opted for
integration with Russia®. It also cannot be excluded that while some countries might speed
up their progress in the coming years, some other, conversely, might hamper it. As aresult,
the process of economic and political development, as well as geopolitical configuration of
CEE region, athough aready punctuated and marked by new relations and new divisions,
isfar from being finished. This processis most likely to take at |east another decade.

While the pace of domestic reforms has largely dictated the speed of CEE states
integration into NATO and the EU, the enlargement process and the prospect of joining the
Western integrated institutions, in turn, have had a major impact on domestic
transformation in CEE countries. For all states in the region, European integration and
enlargement have been an important, in some cases the greatest single, incentive that
encouraged sustainable reforms. As concluded in one study on EU assistance to transition
in Central and Eastern Europe, “ Throughout the region, the prospect of enlargement has

"4 This close link

acted as an important counter-balance to stalemate in internal reforms.
between domestic change and the enlargement process is set to define the future of CEE
region in the coming years. Asrightly observed in arecent report, “ The next decadein
Central and Eastern Europe will be shaped by the interaction of the impact of dual EU and
NATO enlargement on the one hand and domestic developments within the region on the
other.”®

Asfor today, given the CEE countries’ different time-frames and, in some cases,
varied prospects for integration, the EU and NATO dual enlargement leads to significant
geopolitical changesin the region: for an extended period of time, this region is bound to
be divided into those states that are already members -- the “ins’, those that are expected to
become members -- “pre-ins,” and those that for quite along time (if not forever) will
remain outside the western integrated institutions -- “ outs’. Furthermore, given the fact that

the first wave of NATO and EU enlargement is limited to arelatively small group of states,



there are serious concerns in the region about the emergence of a*“new dividing line”
between the “ins/pre-ins” and “outs”.

Consequently, CEE regional security and stability, and security of Europe on the
whole, will be defined to alarge extent by two clusters of relations: in between “ins/pre-
ins” and “outs,” and in between “outs’ themselves. Even as CEE front-runners are
integrated into NATO and/or the EU, their security, aswell as stability of the region, will
still depend significantly on their relations with immediate neighbors remaining outside of
the western integrated institutions. The whole issue of whether security on the continent
will be inclusive and transparent or exclusive and divisive depends to alarge extent on the
situation of those CEE states, which in the near future (and some of them maybe forever)
will remain outside NATO and the EU. At the same time, their own strategic situation
becomes most complex. Of a particular significance isthe role of Ukraine, the largest
country among them.

For avariety of internal and external reasons, Ukraine finds itself belonging to the
group of regional “outs’. Although the country has repeatedly reiterated its European and
Euro-Atlantic aspirations and declared getting membership in the EU to be its long-term
strategic goal, it has neither formally applied nor is perceived as a prospect for membership
in either NATO or the EU. Contrary to most other CEE states, Ukraine€ sNATO and EU
membership perspective remains unclear. At the same time, Ukraine' s position in the
region and its relations with other CEE states are central to regional and European security
and crucial to Ukraine itself.

In the region, Ukraine, which borders Russiaand six CEE countries (see Table 1), is
pivotal in helping to avoid the emergence of anew dividing line in Europe and to play a
stabilizing role during this transitional period®. It has already contributed to the non-
confrontational and non-dividing nature of the first wave of NATO enlargement: By taking a
favorable position on NATO enlargement, Ukraine thus eased the way for its neighbors
accession to the alliance, and narrowed the options for possible Russian reaction’. It could play a
similar stabilizing role in the next phases of NATO and EU enlargement.

Ukraineis an essential neighbor and partner to other CEE states. If successful, its
transformation will positively influence the progress of Belarus and Moldova, while securing and
enhancing the gains achieved by Poland, Hungary, Slovakia and Romania. Ukraine' s success and
the consolidation of its position as a CEE state should also contribute to ultimate normalization
of Ukrainian-Russian relations. As such, Ukraine would become more confident and could
finally start viewing its geographic proximity with Russia as beneficial, rather than threatening.



Conversely, Ukraine' s protracted economic stalemate, political instability and regional isolation
will have negative consequences for security and stability of all its neighbors, and will keep

illusions alive in Russia that reintegration or anew “union” is still possible.

Table 1: Ukraine's Bordering States.

Country Border length
(km)

Belarus 975

Hungary 135.1
Moldova 1191

Poland 543
Romania 625.4

Russia 2063
Slovakia 98.5

For Ukraine itself, relations with other CEE states are vital from the point of view
of itsreforms and integration into European and Euro-Atlantic ingtitutions. It is hoped that
stronger bilateral relations with CEE countries, as well as multilateral regional cooperation,
would anchor Ukraine more firmly in CEE, help to avoid the emergence of a new dividing
line on Ukraine’ s western border, and bring the country closer to Europe. To achieve
integration, Ukraine has been actively seeking a new — Central European — identity. In the
spring of 1997, Kyiv officialy stated that “the final fixation of Ukraine' s status as an
inseparable part of the Central European region” is one of the country’ s foreign policy
priorities’. Thisidentity was explicitly recognized in the May 1997 Joint Statement of the
Kuchma-Gore Commission, as well asin the Charter on Distinctive Partnership between
Ukraine and NATO, signed at the NATO Madrid Summit in July 1997. Nevertheless,

Ukraineis still far from becoming atrue CEE country.

1. Evolution of bilateral relations

Since 1991, hilateral relations between Ukraine and other CEE countries have gone through
their ups and downs, when periods of more intense cooperation and dial ogue were followed
by stagnation. The evolution of bilateral relations can be divided into four periods. Begun
optimistically in 1991-92, they reached the low point in 1993-94, then received a new
impetus in 1995-97, and once again lost their dynamicsin 1998-99. Overall friendly and



good-neighborly, Ukraine s relations with CEE states have also varied depending on
different countries: they have been most dynamic and successful with Poland, active with
the Baltic States, Hungary and Moldova, and rather ambivalent with Romania, Slovakia
and Belarus.

In 1991-93, the interests of Ukraine and its CEE neighbors significantly coincided and their
bilateral relations were characterized by frequent political contact. Given the lessons of
history, the recognition by Ukraine’'s neighbors of its independence, national borders and
territorial integrity was seen in Kyiv as the first and most important step in the process of
the country’ s wider international recognition. Not surprisingly, the Main Guidelines of
Ukraine' s Foreign Policy adopted by the Ukrainian parliament in July 1993, emphasized
that relations with immediate neighbors are that of strategic partnership®. Furthermore,
Ukraine saw itself as a Central European country, and wanted others to recognize its
geopolitical identity vis-a-visthe region. By recasting itself in Central Europe, Ukraine
hoped to underscore its “ European identity”, distance itself from Russia and the CIS, and
diversify itsinternational links. Western neighbors were also seen as windows to the West,
and Kyiv counted on their support in its efforts to develop closer links with Western
governments and institutions.

At the same time, Central European countries, Poland and Hungary in particular,
also showed significant interest in Ukraine. Hungarian President Arpad Gontz was the first
foreign head of state to visit Ukraine after the Verkhovna Rada (parliament of Ukraine)
adopted the Declaration on State Sovereignty in July 1990, well before the Soviet Union
was formally dissolved. In 1990, Poland developed the so-called “two-track” or “parallel”
eastern policy, aimed at keeping differentiated relations with both Moscow and the Union
republics, first of all with Ukraine, Lithuania and Belarus'™®. Warsaw and Budapest became
thefirst to recognize Ukraine s independence, only afew hours after the official results of
the 1 December 1991 national referendum had been announced. Ukraine’ s neighborsto the
west acknowledged that an independent and stable Ukraine served the larger interests of
regional security. For the first time in modern history, Central European countries found
themselves geographically detached from Russia. With a spacious Ukraine between them
and Russia, Warsaw, Budapest, Bratislava, and Prague were much less concerned about
Russian geopolitical influence. For Belarus and Moldova, Ukraine was a necessary partner
and in many cases aleader in dismantling the Soviet empire and shaping new relationships
on the post-Soviet space.



Important impetus for intensive dialogue between Ukraine and its CEE neighbors
was the shared interest to find solutions to the problems of their national minorities living
within the territories of neighboring states™. The Hungarian authorities in particular took a
strong interest in their countrymen living outside Hungary. For Hungary at that time, the
minority issue seemed to be the first, if not the exclusive, one to further its relations with
Ukraine™. As early as May 1991, the Ukrainian-Hungarian Declaration was signed
guaranteeing the rights of national minorities and supporting the preservation of their
ethnic, cultural, linguistic, and religious identities, thus setting a positive example for
handling this delicate issue.

The need to assure the integrity of bordersin the aftermath of the collapse of the
communism and the Soviet Union’s dissolution was another issue of practical concern,
especialy given the fact that, historically, bordersin Central and Eastern Europe had often
been redrawn. During 1992-93, three bilateral political treaties on good-neighborly and
friendly relations and cooperation were signed between Ukraine and its neighbors (with
Poland in 1992, with Hungary and Slovakiain 1993), which renounced mutual territorial
claims, recognized the inviolability of existing borders and guaranteed the rights of national
minorities.

Of al of Ukraine'simmediate western neighbors, serious problems emerged only
with Romania. During the presidency of lon lliescu, Bucharest unilaterally renounced the
1961 Soviet-Romanian border treaty, while at the same time insisting that the infamous
1939 Mol otov-Ribbentrop pact should be condemned in a Ukrainian-Romanian bilateral
treaty. Although the Romanian government did not put forward direct territorial demands
on Ukraine, Kyiv interpreted this position as a desire to leave open the possibility for future
territorial revisions, especially considering the fact that some political forces and mass
media in Romania openly supported the “re-incorporation” of Northern Bukovyna and
Southern Bessarabia. Only in November 1996, after the election of opposition leader Emil
Constantinescu as President of Romania and Romania s increased chancesto get NATO
membership in the first wave, negotiations between the two states were intensified resulting
in abilateral political treaty signed in June 1997.

Delineation and demarcation of borders with neighboring post-Soviet states
happened to be not an easier task, both politically and technically. Although there were no
any territorial claimsin between Ukraine on the one hand and Belarus and Moldova on the
other, the process itself was quite long and complicated. With Belarus, the proper border
treaty was concluded in 1997; with Moldova, it was signed in 1999, only after the two sides



agreed to exchange some pieces of territory. Both treaties, however, have yet to be ratified

by the Belarusian and Moldovan parliaments.

Relations between Ukraine and most other CEE countries hit alow point in 1993-
early 1995. Ukraine' s delay in implementing economic and political reforms resulted in a
deep economic crisis, which increased the country’s political and social instability and
widened the gap between Ukraine and the more advanced states in the region. The CIA
worst-case scenario for Ukraine, prepared at the beginning of 1994, even envisaged a clash
between eastern and western parts of the country. Others predicted that Ukraine would
collapse under the overwhelming burdens of transition and would be reabsorbed by Russia.
Asaresult, in 1993-94 the more advanced CEE countries became increasingly concerned
about the political instability in Ukraine, its stance on nuclear weapons, and the possible
implications of an unstable Ukrainian-Russian relationship. Some of Ukraine’s CEE
neighbors even began to perceive Ukraine as a potential threat to their security™.

This change in attitude of CEE countries towards Ukraine was also partially
influenced by the position taken by the West. Two years after independence, Ukraine found
itself almost in international isolation. In 1992-93, the West was focused on Russia and
failed to formulate a clear-cut policy toward Ukraine, viewing the country chiefly as an
obstacle to nuclear disarmament and non-proliferation. In such a situation, the Ukraine’s
western neighbors lacked the necessary political will and were not in a position to take any
initiatives towards Ukraine. The Polish leaders, for example, continued to argue for
Ukraine' s strategic role in Europe at their meetings with European and, especialy,
American policy-makers™. Yet in the situation when the West largely ignored Ukraine's
interests, Poland’ s own Ukrainian policy lost much of its motivation and energy, and
became less consistent and sometimes even contradictory™. In March 1994, Warsaw even
refused to recognize that Ukrainian-Polish relations are of “strategic importance’, as
suggested by the Ukrainian side™.

In addition, Ukraine' s relations with CEE states became overshadowed by some
misunderstandings and even suspicions regarding the issue of NATO enlargement. While
most of Ukraine’'s CEE neighbors clearly stated their support for NATO eastward
enlargement and their intention to become full members of NATO, Kyiv emphasized the
need for an “evolutionary approach” to NATO expansion, reflecting concerns that the
process would lead to considerable deterioration in Ukraine's strategic position®’. In light
of Ukraine's complex internal and external dilemmas, its position was quite consistent and
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tolerant of the intentions of less vulnerable CEE states. Nevertheless, this position was
often interpreted as a veiled objection to NATO enlargement. Central European front-
runners in search for NATO membership Ukraine for “vagueness’ and not clearly
articulating its standing™®. On the other hand, Ukraine's CEE partners were placing first and
foremost emphasis on their westward orientation, neglecting Ukraine and their Ukrainian
policies. It is during those years that Ukrainian-Hungarian relations became to be
characterized by - what some expert call - “unilateral bilateralism,” when the Hungarian
side did not reciprocate the Ukrainian interest in developing bilateral relations.™

Leonid Kuchma's election as Ukraine' s President in July 1994 initialy did little to
revitalize relations between Ukraine and its CEE neighbors. Kuchma's election platform
was perceived by the Central European leaders (as well as by many in Ukraine) as pro-
Russian, and this raised further concerns in Budapest, Prague and Warsaw. The fact that
Ukraine’ s relations with other CEE states remained lukewarm, was aso partially aresult of
Kuchma's proclaimed “ pragmatism” in Ukraine' s foreign policy which aimed to assure
sources of financial support for the country’s economic reforms®. Focused on relations
with the West and Russia, Ukraine consequently paid little attention to its CEE partners,
and the latter remained uncertain as to Ukraine's foreign policy direction. Consequently,
Ukraine' s relations with most CEE states became secondary for both sides, and were
almost frozen in the second half of 1994 and the beginning of 1995*. Even the Ukrainian-
Polish Presidential consultative committee, created in 1993 to analyze bilateral relations
and make practical suggestions for their further development, was not convened for almost
ayear?.

The decline of bilateral relations was further exacerbated by limited progressin the
development of trade and economic cooperation. After the collapse of the communist
Council for Mutual Economic Assistance (CMEA), CEE countries were fast to reorient
their trade from the East to the West, viewing this as an important step toward the
development of a market economy and integration into Western European structures. On
the other hand, Ukraine’ s continuing economic decline limited its foreign trade potential.
Consequently, the trade between Ukraine and its neighbors to the west declined sharply,
reaching its lowest point in 1993. Asaresult, from 1993 to mid-1995 Ukraine srelations
with most other CEE states were marked by “an extended period of stalled momentum.”*
Even the Ukrainian-Polish relationship lost most of its dynamics, despite the fact that some
analysts pointed out its strong potential to become a“new strategic axis’?*. Special concern

in Kyiv was caused by the Polish government’ s preliminary agreement to the Russian plan



of constructing anew gas pipeline Y amal-Western Europe to run via Belarus and Poland

and thus by-pass Ukraine.

The years of 1995-97 witnessed the revival of Ukraine-CEE bilateral ties. A notable
change for the better took place in mid-1995. It reflected the increased capacity of CE
states to conduct more pro-active Eastern policies — the capacity that was based on their
transition achievements and the beginning of economic growth. The improvement in
Ukraine-CEE bilateral relations also came about as aresult of the new internal and foreign
policies of Ukraine, aswell asaradical shift in the West's (primarily the USA’s) Ukrainian
policy in the course of 1994-95.

Despite their limited nature, the economic reforms launched by President Kuchma,
combined with Ukraine' s accession to the Non-Proliferation Treaty at the end of 1994, not
only prompted support from Western governments and international financial institutions,
but also laid the necessary foundation for more stabl e relationships with other CEE
countries. In 1995-96, Ukraine made some progress with economic and political reforms: It
achieved macroeconomic stabilization, successfully introduced a new currency, and
adopted the first democratic Constitution. Ukraine made serious steps to liberalize its
foreign trade, and from 1994 till 1998 its trade and economic cooperation with other CEE
states were steadily growing (see Tables 2 and 3).

Table 2: Ukraine's commodity exports trade (million USD).

1994 1995 1996 1997 1998 1999
Total 10272.1 | 11566.5 | 14400.8 | 14231.9 |12637.4 | 11581.6
Hungary 170.4 177.2 371.6 318.8 263.1 278.2
Poland 150.0 130.9 362.7 380.3 313.1 301.4
Romania N/A 72.0 157.3 149.0 160.9 75.6
Slovakia 125.4 149.7 230.6 279.3 245.2 199.2
4 countries, million USD | 445.8 529.8 1122.2 1127.4 982.3 854.4
4 countries, % 4.3 4.6 7.8 7.9 7.8 7.4
Belarus 542.3 425.5 722.5 825.5 89.9 345.7
Moldova 489.3 130.4 237.8 294.4 180.4 122.8
Russia 4065.4 5025.2 5577.4 3723.0 2905.5 2396.4

Source: Derzhkomstat Ukrainy.
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Table 3: Ukraine's commodities import (million USD).

1994 1995 1996 1997 1998 1999
Totdl 10745.3 | 113355 |17603.4 | 171279 | 14675.6 | 11846.1
Hungary 99.9 117.0 238.3 197.3 193.9 123.6
Poland 123.2 237.1 510.7 549.9 486.2 258.5
Romania 24.8 80.3 86.9 47.8 52.3
Slovakia 75.3 74.8 183.1 204.5 170.4 131.6
4 countries, million USD | 298.4 453.7 1012.4 1038.6 898.3 566.0
4 countries, % 2.7 4.0 5.8 6.1 6.1 47
Belarus 339.9 285.3 384.5 391.4 352.9 3435
Moldova 171.9 39.3 72.6 73.8 51.1 24.8
Russia 6349.4 5820.8 8816.6 7837.9 7064.3 | 5641.4

Source: Derzhkomstat Ukrainy.

Kyiv also corrected its official position on NATO enlargement, and President

Kuchmafor the first time publicly endorsed NATO'’ s extension to the East, stating that

Ukraine recognizes the process of enlargement as inevitable and that “the door to NATO

should be opened to everyone”. Kyiv itself expressed a desire to seek a*“ specia

partnership” with NATO?®. As Ukraine was speeding up its movement toward Europe, the

assistance of its more advanced CEE partners was becoming crucial. Thus, since the spring

of 1995, Kyiv began to pay renewed attention to its CEE neighbors. At the same time,

Ukraine itself was becoming a positive example (at least in its foreign policy) and a source

of support to its less advanced neighbors, such as Moldova and to aless extent Belarus,

where President L ukashenka elected in the summer of 1994 was turning his regime into an

increasingly authoritarian at home and oriented towards a union with Russiain foreign

policy.

In 1996, Ukraine' s position on European integration became even more

forthcoming. Integration processes in Europe on the one hand, and increased Russian

efforts (stimulated by the 1996 presidential election campaign) to reintegrate the post-

Soviet space on the other, highlighted the acuteness of the dilemma facing Ukraine, which

wanted |east to become aweak buffer in between the two centers of power. In the course of

the year, Ukrainian officials announced on several occasions that Ukraine' s strategic goal is

to integrate into European and Euro-Atlantic structures, and that priority is being given to

full membership in the EU%. Furthermore, Ukrainian leaders began to emphasize by the

end of 1996 that while Ukraine is not ready to join NATO at present, its full membership

should not be excluded in the future. Movement in the same direction of European

integration provided new impetus for revitalizing Ukraine-CEE relations.
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In turn, other CEE countries became much more supportive of Ukrainein the
international arena. Poland along with the three Baltic republics successfully lobbied for
Ukraine's admission to the Council of Europein the fall of 1995, and to the Central
European Initiative (CEI) in 1996,%” as well as actively supported the Ukrainian idea of a
special relationship between Ukraine and NATO. Autumn 1995 witnessed a rather
unprecedented intensity of bilateral dialogue between Ukraine and CEE states—atrend
which continued well in 1996 and 1997. The growing realization by the United States and
Western Europe that “an independent and stable Ukraine, securein its internationally
recognized borders, constitutes a key factor of stability and security in Europe” made
Ukraine’ s voice in various gquestions of European security more sound and important, and
in thisway also made other CEE states pay more attention to the interests of Ukraine and to
move from political declarations on Ukraine' simportance in the region to practical
cooperation and support of Ukraine®. Thus relations between Ukraine and other CEE states
became to be characterized by better mutual understanding, increased dynamics, and
collaboration in their efforts to integrate into Europe. To alarge extent, this new level of
cooperation was aresult of Kyiv’s strategic, albeit only declared, foreign policy decision on
integration into European and Euro-Atlantic structures.

[11.*“Strategic partnership” with Poland

Within this changing climate of regional ties, Poland has emerged as Ukraine' s most
important regional partner, and relations between the two have become the most dynamic
and promising among Ukraine’ s relations with any of its neighbors. From the beginning of
its independence, Ukraine’ s largest western neighbor — Poland — occupied a special placein
Ukrainian foreign policy. Departing from historical grievances, the two states started to
build a new relationship recognizing mutual interdependence and importance®. After
overcoming the difficulties of 1994-early 1995, Ukrainian-Polish relations were steadily on
the rise during 1996-1998.

The victory of the socialist leader Aleksander Kwasniewsky in the presidential
electionsin Poland in November 1995 caused someinitial uneasinessin Kyiv in view of
the new President’ s eastern policy™. However, President Kwasniewsky quickly
demonstrated that Ukraine occupies an important place in Polish foreign policy, and very
soon new lifewasinstilled in bilateral relations. In less than ayear after President
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Kwasniewsky’s election, his Foreign Minister Dariusz Rosati noted that Ukrainian-Polish
relations “ have never been as good as they are now” .

Ukrainian-Polish rapprochement was especially significant, given the heavy burden of
history in their bilateral relations. Historically, mutual enrichment and cohabitation went hand in
hand with misperceptions, protracted political tensions, national confrontation and even armed
conflicts®. Not surprisingly, at the beginning of this decade there were concerns both in Kyiv
and Warsaw about the possible return of old historical grievances. In thisregard it is difficult to
overestimate the significance of a Joint Declaration on Accord and Reconciliation, signed by
presidents Kuchma and Kwasniewski in May 1997, after several months of negotiations.
Lacking any legally-binding nature, this declaration possessed a strong moral authority, and was
an important step toward full reconciliation between the two nations™.

In June 1996, Presidents Kuchma and Kwasniewski signed a declaration in which
Ukraine and Poland officially recognized that their relationship is the one of a“strategic
partnership”. Kyiv has agreed to the same relationship with at least three other countries. Russia,
the United States and Uzbekistan. However, at present it is only with Poland that the
convergence of national interests, parity of potentials and mutual understanding and support are
high enough to speak about a strong potential for true strategic partnership.

In 1996-98, institutional network for bilateral Ukrainian-Polish cooperation, especialy at
the highest level, was further expanded and consolidated. In 1998, only the two presidents met
six times — this was more meetings than Kuchma had with any other national leader in 1998.
Since 1996, the Presidential consultative committee has become aregular forum. Political and
military cooperation was developing most dynamically. In October 1995, Kyiv and Warsaw
agreed to create ajoint peacekeeping battalion on the basis of NATO standards. With Poland’'s
accession to NATO, this battalion was supposed to become an important additional link between
Ukraine and the North Atlantic Alliance. The Ukrainian-Polish battalion included two
mechanized companies, a supply company, alogistics company, and a security company; and its
leadership was composed of Polish and Ukrainian officers. In July 2000, 530 Polish and 260
Ukrainian soldiers from the battalion will jointly contribute to the NATO-led peace-keeping
operation in Kosovo.

Ukrainian-Polish trade was also growing dynamically until 1998: USD 280 million
in goods and servicesin 1993, USD 550 millionin 1994, USD 1 billion in 1995, and about
USD 1.5 billion in 1996, not including a lively cross-border "shuttle trade" in consumer
goods*®. As aresult, in 1996 Ukraine has become Poland’s third largest trade partner (after
Germany and Russia). Recently, a growing importance has become to be attached to the
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Odessa-Brody-Gdansk pipeline project which is expected to ensure Ukraine’' s and its CEE
neighbors’ accessto the Caspian oil. If realized, this project would not only enhance
Ukraine's economy and national security by diversifying its energy supplies, but would
also considerably strengthen the Ukrainian-Polish partnership. In away, this pipeline
project becomes a serious test to this partnership and to the ability of the two countriesto
go beyond declarations on mutual support.

There seems to be a strong understanding in both Kyiv and Warsaw that Ukrainian-
Polish rapprochement corresponds to the national interests of both countries. As stated in a
joint declaration signed by the two Presidents in June 1996: "The existence of an
independent Ukraine helps to consolidate Polish independence, while the existence of an
independent Poland helps to consolidate Ukrainian independence"®. This interdependence
is explained not only by geographic and historical considerations, but also by the synergy
of geo-strategic and security interests. Poland is interested in securing stability on its
eastern borders. The situation of large Ukraine is of particular importance, as instability in
Ukraine can destabilize the whole region and Poland first of all. As Belarus merges with
Russia, Ukraine' s position is becoming even more significant for Poland. Warsaw wants to
see in Ukraine a democratic, reliable and friendly neighbor, supportive of its integration
with the West. It isalso in Poland’ s interest that Ukraine itself islinked to this process. At
the same time, Kyiv places much hope on Polish assistance and advocacy in its own efforts
to join European and Euro-Atlantic institutions.

Over the past years, Warsaw has eagerly assumed the role of an “advocate of the
independence, and democratic and Euro-Atlantic aspirations of Ukraine”* — the role that
also allows Poland to establish itself as a key player and new regional leader. Poland is one
of those very few countries that try to help Ukraine not only with political declarations of
support, but also with specific actions. At various international fora and during bilateral
meetings with Western officials, Polish leaders never fail to stress the importance of
Ukraine for regional and European security, and the need for further support of Ukraine. In
early 1999, Kyiv and Warsaw launched a regular Ukrainian-Polish security conference to
meet four times a year to discuss various issues of European integration, assist Ukraine to
meet EU standards and address problems that Poland’ s EU accession might cause to
Ukrainian-Polish relations. Conscious of possible implications of Poland’ s entering to the
EU in the near future and withstanding to EU pressure, Warsaw has announced that it
would postpone the introduction of atighter border control with Ukraine for aslong as
possible. In February 2000, the Polish government approved a request to the EU to
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recognize a special nature of relationship between Poland and Ukraine. In turn, according
to al expert opinion polls conducted in Ukraine in the past several years, Ukrainian-Polish
relations are defined as the most successful, and Poland is constantly ranked the first as
Ukraine's best ally™’.

In recent months, Poland has also taken an active position on sharing itstransition
experience and providing technical and expert assistance to Ukrainian reforms. With this
goal, a specia inter-ministerial commission was established in Warsaw in February 2000.
The next month, the two countries signed a declaration providing that Polish experts would
advice Ukrainian government on reform of Ukraine s public finance and tax system,
privatization of strategic economic sectors, restructuring mining, reform of the pension
system, social security, local government, and agriculture®. To facilitate the transfer of
Polish transition experience to Ukraine and to support joint cooperative projectsin between
government agencies, non-governmental organizations, private businesses, and private
citizens, in 1999 the Poland-America-Ukraine Cooperation Initiative (PAUCI) was set up
by the three governments. In its work, PAUCI concentrates on macroeconomic reform,
support for small business development, and local government reform™.

Successful Ukrainian-Polish rapprochement, which brings together the two largest
states in Central and Eastern Europe, could become a pillar of stability in Central and
Eastern Europe, much like successful Franco-German cooperation after World War 11 laid
the foundation for stability in Western Europe™.

V. Ukraine and regional cooperation

The end of the Cold War has also been marked by the development of a new phenomenon
for post-communist Central and Eastern Europe — voluntary and equal multilateral regional
cooperation. The evolution of this cooperation has roughly followed a similar pattern as the
development of regional bilateral relations. promising start in 1991-92, the stalled
momentum in 1993-95, and reinvigoration of cooperation in 1996-98.

CEE regional cooperation became to develop almost simultaneously with the
collapse of communism and the artificialy created intergovernmental structures of the
Eastern bloc (CMEA and the Warsaw Pact). In 1989-92, a number of regional cooperative
arrangements emerged, stretching from the Barents to the Black Sea and encompassing
post-communist CEE states: the Central European Initiative/CEl (1989-92), the Visegrad
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Group/CEFTA (1991-93), Council of the Baltic Sea States/CBSS (1992), and the Black
Sea Economic Cooperation/BSEC (1992). All of them were established voluntarily and
were based on geographical proximity and common regional interests - mainly socio-
economic and environmental - rather than on ideological dogma or power politics
considerations.* Many initially felt that CEE regional cooperation had a good chance for
rapid devel opment.

Post-communist CEE states, engaged in a complex process of internal
transformation and looking for new international roles, saw these new cooperative
networks as useful toolsfor:

e providing an additional channel for regional dialogue;

o facilitating the solution of various issues of common regiona concern (economic,
environmental, national minorities, etc.);

e enhancing regional understanding and stability;

e assisting in the transition to democracy and market economies;

e helping to re-establish political, economic, cultural and human ties weakened by the
decades of east-west divides;

¢ strengthening the position of CEE states vis-a-vis the Soviet Union (later Russia),
and promoting integration into Western European institutions.

In addition to the motives listed above, for Ukraine these newly emerging regional

initiatives represented a means of testifying to the country’ s “European” identity and
vocation and enhancing its international position and profile. Consequently, in addition to
bilateral ties, in 1992-93 Ukraine was active in promoting CEE multilateral regional
cooperation. Ukraine was among eleven founding states of the BSEC. In 1992-93, Kyiv
was trying hard to join the Visegrad Group but was thwarted by the Visegrad members.
Ukraine al'so became involved in such other forms of new post-communist multilateral
cooperation, as cross-border cooperation in the framework of Euroregions. In 1993,
Ukraine together with Hungary, Poland, Romania and Slovakia established the Carpathian
Euroregion®.

Initially, CEE regional cooperation was also seen in Kyiv from a security
perspective. The development of and participation in a system of regional security
represented one of the main pillars of national security-building. Having declared its
intention to become a non-aligned, non-nuclear state, Ukraine was seeking exterior security
guarantees. Ukrainian foreign policy thinkers hoped that a system of CEE regional security

could provide such a guarantee, and at the same time help maintain the country’ s self-
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proclaimed non-aligned status. In early 1993 Ukraine’ sfirst President Leonid Kravchuk put
forward the idea of the establishment of “a zone of stability and security” in Central and
Eastern Europe. Such a“zone” was supposed to include Ukraine, Poland, the Baltic states,
Hungary, Slovakia, the Czech Republic, Belarus, Moldova, Romania, and Austria®
Coming at atime when CEE countries were increasingly seeking bilateral contacts
with NATO, the proposal was out of sync with the prevailing political climate in the
region. Despite the reassurances of Ukrainian officials, Ukraine' s potential partners were
reluctant to participate in any arrangements which they felt could lead to the possible
creation of a security grouping in between NATO and Russia, and prevent their eventual
membership in Western security structures, and thus, in their opinion, turning the region
into a permanent “gray zone’. In addition, Ukraine' s western neighbors indicated that they
did not want to antagonize Moscow or be involved in Ukrainian-Russian disputes™.
Poland’ s negative reaction was a particular surprise for Kyiv, asonly ayear before
President Walesa himself had expressed interest in the concept of aregional security
structure, which he dubbed “NATO-2"*. Both the Polish “NATO-2" idea and the
Ukrainian concept of “a zone of stability and security” envisaged close regional
cooperation in which Ukraine and Poland would have leading roles to play®. In 1993,
however, Polish and other Central European politicians discovered a shift for the better as
far astheir countries’ future membership in NATO was concerned, and consequently re-
considered the earlier plans for possible separate CEE regional security arrangements,
stressing the need for the strongest possible links with NATO. Aspiring for membership in
NATO and seeking better relations with Russia, CE states became inclined to put some
distance between themselves and Kyiv.
Thus regional cooperation failed to become a priority in the policies of CEE states.
During 1993-94, many of them gradually evolved against such cooperation, shifting their
emphasis toward bilateral contacts. The most vivid example of this could be seen in the
evolution of the Visegrad group, which, largely due to the reluctance of Prague to further
develop political cooperation, existed amost only in name. As then Czech Prime Minister
Vaclav Klaus put it, cooperation within the Visegrad group was an *artificial process
created by a Western desire for a political and economic organization in Central Europe®’.
In 1996-97, however, CEE regional cooperation reinvigorated. Hungarian-Slovak,
Hungarian-Romanian and Ukrainian-Romanian basic political and border treaties were
concluded after several years of procrastination, and Ukrainian-Polish and Polish-
Lithuanian rapprochements were further consolidated. This climate of closer bilateral ties
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and better mutual trust among CEE countries opened new prospects for the development of
regional cooperation and new initiatives. In 1996, Ukraine was finally admitted to CEI, and
expressed in interest in joining CEFTA. Since 1996, the Ukrainian President and Prime
Minister have become regular participants in unofficial meetings of Central European
leaders. In 1995, Poland and Ukraine agreed on establishment of the Buh (Bug)
Euroregion, encompassing four Polish border regions (wojwodztwa) and the Ukrainian
region (oblast) of Volyhn.

At the beginning of 1996, Kyiv even seemed to try to revitalize itsidea of a
“Central and Eastern European zone of stability and security” or of the creation in the
region of a political and economic conglomerate of states whose goal is integration into
European structures. By then, however, it became clear that CEE regional cooperation
would not provide either a substitute or compensation for European integration. Rather, this
cooperation (reinforced with direct ties to Western institutions) should serve the function of
linking closer the countries of the region, especially those “outs,” with their more
successful neighbors, as well as to the Western integrated institutions, thus decreasing their
feeling of isolation and contributing to the indivisibility and transparency of security.

Seen as such by all CEE countries, regiona cooperation received a new impetusin
1997, when awide range of smaller (often bi and trilateral) cooperative initiatives evolved
in the region. Ukrainian-Moldovan-Romanian, Ukrainian-Romanian-Polish and Ukrainian-
Polish-Lithuanian “triangular”, the Tallinn summit of presidents of Ukraine, Poland and the
three Baltic states in May 1997, and the Vilnius Forum in September, were all part of the
process. Since then, their evolution has been different: Ukrainian-Moldovan-Romanian
trilateral cooperation has been relatively active (the Lower Danube Euroregion was set up
in 1998, and another one -- Upper Prut —isin the plans); Ukrainian-Romanian-Polish
scheme has not been realized; while the Tallinn and Vilnius gatherings have remained
“one-off” events®. Ukraine became a central component in all of these new initiatives. The
one that attracts the most attention and curiosity is GUAM, a group which was formally
established in October 1997 and included Georgia, Ukraine, Azerbaijan and Moldova; it
was transformed in GUUAM with accession of Uzbekistan in April 1999.%°

In addition, Kyiv was a strenuous proponent of the decision taken at the June 1998
BSEC summit in Y alta to transform the group into aformal regional economic
organization. Attempting to serveits natural role as alink in between the Baltic and the
Black seas, in 1999 Ukraine received observer statusin the Council of the Baltic Sea

States. At the sametime, Kyiv has tried its best to stay away from or prevent the further
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formalization of those intergovernmental structures that might distance Ukraine from
Europe and its CEE partners, such asthe CIS or theidea of a“Slavic Union” (Russia-

Ukraine-Belarus) promoted by Belarusian President L ukashenka.

V. Another lost momentum?

It has become increasingly clear over the past two years that earlier hopes that Ukraine
could play a particularly important regional role have not fully materialized. Furthermore,
Ukraine sinitially successful relations with other CEE countries have lost much of their
momentum. At present, they are plagued by a number of obstacles and difficulties, and
there are serious concerns about their future.

Ukraine’s persisting socio-economic difficulties and its growing vulnerability to
outside pressures and influences have prevented Kyiv from assuming a proactive and
leading role vis-&vis Moldova and Belarus, providing support to Moldova and
demonstrating an aternative solution for Belarus. In most cases, Ukraine has found it easier
politically (and apparently less costly financially) to cooperate with those CEE countries,
which themselves were taken the lead in forging regional partnerships. At the same time,
relations with other CEE states -- the Czech Republic, Slovakia and Romania -- are
stagnating. Only the development of relations with Poland, and to some extent with the
Baltic states and Hungary, proceeds more or less satisfactory being rather successful at the
political level and much less productive at the level of economic ties. The distance between
Ukraine and the more advanced CEE countries keeps growing and threatens further
development of their relations. Even the Ukrainian-Polish strategic partnership remains to
some extent more declarative and virtual rather than truly substantive and irreversible.

At the heart of the problem lie Ukraine’s own serious transition difficulties. After
almost nine years of independent existence, Ukraine remains in avery difficult transition
process. Its transition has turned out to be much more complex than in most other post-
communist states of Central and Eastern Europe. Ukraine’s historical legacies, current
many diversities (regional, economic, ethnic, political, language, religious, etc.) and
overwhelming challenges (building its statehood, democracy, market economy and civil
society) that need to be resolved simultaneously and in arather short period of time, have

all contributed to the slowness of Ukraine’s economic, socia and political reforms.
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At present, Ukraine’ s position in the region and its relations with neighboring
countries are increasingly determined by economic factors. Unfortunately, after a decade of
“reforms” the country’s overall economic situation remains difficult. While most other
CEE states overcame economic crisis and have been demonstrating economic growth since
mid-1990s, Ukraine has been experiencing a steady GDP and industrial production decline
since 1990 (see Tables 4-5). Ukrainian economic reforms have by and large been limited to
macroeconomic stabilization and price liberalization. Macroeconomic stabilization has not
been supported and strengthened with necessary steps at the microeconomic level. The
years of 1998-99 were marked by a new stalemate in Ukraine’ s transformation. As aresult,
Ukraine's economy is till characterized by the absence of structural changes, intra-
regional disproportions, unfinished privatization, the persisting crisis of non-payments, and
the growing domestic and external debt. Business environment remains over-regulated,
unstable and non-transparent, and consequently most businesses opt to operate in the
shadow sector, while neither foreign nor domestic substantial investments are coming.

The absence of reforms results in the growing imbal ance between Ukraine and the
more advanced CEE countries in the structure of economic systems and overall socio-
economic development, including GDP per capita and average monthly salaries (see Table
6). Thisimbalance prevents the devel opment of market-based economic relations.
Consequently, there is still no strong economic foundation under Ukraine' s partnership
with other CEE countries. Existing economic cooperation is far from matching the
economic needs and potential of the two sides. Intra-industry links and mutual investments
are embryonic: all Polish investments into the Ukrainian economy account for only about
USD 54.4 million, Slovak investment equals to USD 40.5 million, and the Czech
investment is mere USD 22.5 million. While CE small and medium businesses are
interested in the vast Ukrainian market, the existing barriers — the inadequacy of Ukraine's
national legislation, complicated and often changing tax rules, underdevel opment of
Ukraine’ s banking system, the lack of proper mechanisms for mutual guarantees of credits
and small investments, and various administrative obstacles — make their work extremely
difficult, if at all possible. All this explains the growing systemic gap between Ukraine and
the more advanced CEE states.
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Table 4: GDP (% change)

1990 1991 1992 1993 1994 1995 1996 1997 1998
Bulgaria 0.1 -11.7 -7.3 -1.5 1.8 29 -101 -7 35
CzechRep -1.2 -115 -33 0.6 3.2 6.4 3.9 1 -2.7
Estonia -8.1 -136  -142 -9 -1.8 4.2 4 114 4.2
Hungary -3.5 -11.9 -31 -0.6 2.9 1.5 13 4.4 5.1
Latvia -35 -104 -349 -149 06 -0.8 3.3 8.6 3.6
Lithuania -6.9 -5.7 -21.3  -162 -98 3.3 4.7 6.1 4.5
Poland -11.6 -7 2.6 3.8 5.2 7 6 6.8 4.8
Romania -5.6 -129 -88 15 4 7.2 3.9 -6.9 -7.3
Slovakia -2.5 -146  -65 -3.7 4.9 6.9 6.6 6.5 4.4
Ukraine 13 -8.7 -9.9 -142  -229 -122 -10 -3.2 -1.7

Table 5: Industrial production (% change).

1990 1991 1992 1993 1994 1995 1996 1997 1998

Bulgaria  -16.7 -202 -184 -98 106 45 51  -10 = -127
CzechRep -33 212 -79 53 21 87 2 45 16
Estonia NJA 95  -387 -187 -3 14 11 134 15
Hungary  -102 -166 -9.7 4 96 46 34 111 126
Latvia NA 21 462 -381 95 63 14 61  -07
Lithuania N/A  -264 -285 -344 -265 52 13 56 47
Poland 242 -8 28 64 121 97 83 115 4.8
Romania -19 228 -219 13 33 94 63 7.2  -168
Slovekia -4 194 93 38 48 83 25 27 5
Ukraine 01 -48 -64 -8 273 -117 51  -18  -15

Table 6: GDP of CEE states (in USD).

Country GDP per capita | FDI, 1989-99, | Avr. monthly
in 1998 USD hillion wage, 1999
Czech Republic 5,479 13.9 361
Hungary 4,730 17.8 327
Poland 3,887 20.0 375
Slovakia 3,793 2.1 257
Estonia 3,593 1.7 305
Lithuania 2,890 1.9 270
Latvia 2,622 2.0 238
Romania 1,695 5.5 127
Bulgaria 1,315 1.9 111
Ukraine 846 2.8 38

Source: Kyiv Post, 6 July 2000, p. 3b.
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Trade between Ukraine and the rest of CEE states remains at arather low level,
especially seen as a share of their total trade volume: for example, Poland comprises about
2.7 % of Ukraine stotal export and 3.3 % of itstotal import, while Ukraine' s sharein
overall trade volume of other CEE countries does not accede 5 %. While in 1994-97
Ukraine' s bilateral trade with its CEE partners was steadily growing, in the next two years
it experienced a sharp decline due to the negative repercussions of the 1998 Russian
financial crisison Ukraine. In 1998, Ukrainian-Polish trade decreased by 14 % according to
Ukrainian data, and 10 % according to Polish statistics. In 1999, if compared to 1998, it
further declined by over 30% with Romania, almost 30% with Poland and Hungary, and
23% with the Czech Republic and Slovakia. Economically, Ukraine remains oriented
towards Russia, which accounts for over 40% of Ukraine' s foreign trade, while all CEFTA
countries comprise less than 10% (see Table 7). Besides, the structure of Ukraine’ s trade
with other CEE countries is dominated by mineral products (40% of Poland’ stotal exports
to Ukraineis coal, while 54.5% of Ukrainian exports to Poland are ore and various metals).
Out of all CEE states, Ukraine has concluded bilateral free-trade agreements only with the
three Baltic republics, Moldova and Belarus. Earlier rhetoric about Ukraine’ s membership
in CEFTA has practically disappeared from the Ukrainian diplomatic vocabulary.

Table 7: Structure of Ukraine’ s foreign trade
(share in the trade of goods)

1994 1996 1997 1998
Export to:
EU-15 9.0 10.9 12.1 16.9
ClStotal 57.8 54.1 40.8 35.1
Russia 43.1 38.7 26.2 23.0
CEFTA 55 7.4 94 94
Other countries 27.7 27.6 37.7 38.6
Import from:
EU-15 13.3 14.1 20.4 22.7
ClStota 76.3 67.8 60.4 56.4
Russia 60.6 48.0 46.7 48.1
CEFTA 4.4 6.0 9.5 9.9
Other countries 6.0 12.1 9.7 11.0

Source: The development of foreign trade and Ukraine’ s competitivenessin its trade
with the European Union. Report of the German Advisory Group on Economic Reformin
Ukraine. (Kyiv, 2000), #13, p. 19.

Politically, Ukraine's CEE policy is often contradictory: while favoring the
recognition of its CEE identity by itsregional partners, in many cases Ukraine itself failsto

apply CEE standards to its own policies, whether it is domestic transformation or
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international ambitions. On the other hand, aside from Poland and to some extent Hungary
and the Baltic States,>® most other CEE states lack initiative vis-&vis Ukraine,
concentrating first and foremost on their westward orientation and/or attaching main
importance in their eastern policiesto Russia. Thus, Slovakia under Prime Minister
Vladimir Meciar was giving clear priority to relations with Russia (in mid-1998, it
possessed about 40 agreements regul ating relations with Ukraine, and over 120 regulating
relations with Russia; for quite along time since June 1996, Slovakia even did not have its
Ambassador in Kyiv®). Only the new center-right government headed by Prime Minister
Mikulas Dzurinda, which was formed after the general electionsin September 1998, took a
more balanced approach to Ukraine and Russia®. Y et in the course of 1999, Ukrainian-
Slovak relations were tainted by competition over getting a non-permanent member seat in
the UN Security Council, and the next year they were spoiled by the decision of the Slovak
government to cancel a visa-free border-crossing regime for citizens of Ukraine.

In some cases, Ukraine’' s CEE partners have displayed ambiguity about Ukraine’s
relationship with Europe. Significant political and intellectual elitesin CEE countries still
find it difficult to consider Ukraine as historically and culturally a Central European
country, seeing it instead as a part of Euro-Asian space and as a buffer between themselves
(in an extended NATO and the EU) and Russia®>. Ukrainian recent attempts to join the
reinvigorated Visegrad group, while being encouraged by Warsaw, have met with little
understanding and cautious approach in Prague and Bratislava.

In addition, cooperation between Ukraine and its CEE neighbors lacks a solid grass-
root social base. Overall, regional relationsin Central and Eastern Europe are still heavily
centralized. Largely they remain the preoccupation of central governments, and in many
cases are driven by individual national leaders. The slow progress in economic and
administrative reformsin Ukraine in particular curtails the process of decentralization,
limits financial capacities of local and regional authorities, and further constrains regional
cooperative potential. Even the most successful Ukrainian-Polish relations still rely too
much on the two presidents, foreign ministers and other high level officials. While
Ukrainian and Polish political elites and intellectuals generally recognize the need and
importance for close mutual cooperation, business people, NGOs and the public at large
with the exception of border regions, aswell as political parties and even the parliaments
remain barely involved in the process. The Ukrainian-Polish Forum, initiated several years
ago and designed to promote better ties between Ukrainian and Polish parliamentarians and
wider audiences, has so far failed to convene a single meeting.
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As aresult, domestic constituencies for mutual rapprochement are still weak, and
there is a noted difference in perceptions of the elites and the people in both countries.
Stereotypes of the past are still alive among both the Poles and Ukrainians. Many Poles
continue to distrust Ukrainians™. In Ukraine, the government has done little to publicize
the success and lessons of reforms in Poland and other more advanced CEE countries.
While the latter, especially Poland, show increasing interest in sharing with Ukraine the
lessons (both positive and negative) and experience of their transition and European
integration, Kyiv has not been active in taking advantage and applying that experience. Not
surprisingly, people in the east of Ukraine still tend to compare their situation with that of
Russia rather than of Poland and other CEE states.

Remaining historical grievances and unresolved problems, sometimes divergent or
even competitive regional interests, also overshadow bilateral relations and further
constrain mutual trust and confidence necessary for the development of regional initiatives.
Ukraine’ s relations with Romaniain particular continue to be affected by the il
unresolved issue of the status of the Serpents Island and delineation and demarcation of the
continental shelf in the Black Sea, which is believed to be reached in oil reserves. When
signing the bilateral treaty in June 1997, the two sides agreed to try to reach an agreement
within two years. However, several rounds of expert negotiations did not bring positive
results and seem to have stalled. Kyiv and Bucharest also remain at odds on the treatment
of national minorities. Bucharest often complains about the treatment of Romanian
minority in Ukraine and the implementation by Ukraine of the bilateral treaty provisions on
national minorities,™ in particular concerning the establishment of a“multicultural”
university in Chernivtsi, although Romaniaitself stalls on measures to set up such a
university for its own Hungarian minority. Kyiv, in turn, indicates to the fact that there is
only one Ukrainian school in Romania with 75% of instruction conducted in Romanian
language.

Recently, Moldovan parliament refused to ratify the border treaty with Ukraine of
1999, signed by presidents Kuchma and Luchinschi®®. Under the treaty the two sides were
to exchange small pieces of territory. That would give Ukraine sovereignty over a portion
of ahighway to Odesa that passes through Moldovan territory in exchange for a small strip
of land leading to the river Danube, where Moldova wants to build an oil terminal. Several
unresolved issues continue to persist in Ukraine' s relations with Belarus. The Belarusian
parliament has yet to ratify the 1997 border treaty with Ukraine. Minsk also claims that
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Ukraine owes it more than USD 200 million, but Kyiv questions this sum. In 1999, both
L ukashenka and Kuchma criticized each other’s policies.

Thus due to the slow pace of Ukrainian reforms, the difference in societal
transformation between Ukraine and most other CEE states, inherited from the past, is
further widening. Today, Ukraine significantly lags behind the more advanced CEE
countries. The existing qualitative disparities could even further grow if Ukraine failsto
accelerate its transition, while its western neighbors join the EU and are forced to introduce
restrictions on bilateral trade and economic cooperation, as well as on the people-to-people
contacts. Thiswould lead to Ukraine’s further economic, political and cultural distancing
from its Western neighbors and threaten the country’ s regional marginalization and

isolation.

V1. Theimpact of enlargement

More than in any other region, in Central and Eastern Europe the logic of bilateral relations
and multilateral regional cooperation has been strongly linked to the logic of European
integration and enlargement.

Asindicated above, at the end of 1980s-beginning of 1990s regionalism in Central
and Eastern Europe was largely an internally-driven process. Although even then, it was
developing in the context of CEE countries' relations with NATO and the EU. Being
uncertain about their membership perspective, CEE states were more inclined to look for
ways to strengthen regional cooperation. However, when in 1994 NATO took a principle
decision on eastward enlargement, CEE regional relations became increasingly influenced
by and dependent on the enlargement process. CEE states, both those with good prospects
for the EU and NATO membership and those without them, started to place regional
cooperation exclusively in the framework of European and Euro-Atlantic integration, and
viewed it as a supplement and an additional step on the way towards their integration.

Thusin 1994-early 1995, inspired by the prospect of quick integration, the more
economically and politically advanced CEE countries preferred not to burden themselves
with the “unpredictable and unstable” East, which included Ukraine, and began to view
regional cooperation as such that might impede their eventual membership in NATO.
While they continued to acknowledge the importance of an independent and stable Ukraine
for Europe’ s security, in practice they tended to ignore the Ukrainian factor when it was
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coming to the practical issues of creating a new security system in Europe. As one senior
Ukrainian diplomat noted, these were “NATO-speedy enlargement plans that disrupted the
very idea of regional cooperation”>".

Reinvigoration of CEE regional cooperation and bilateral tiesin 1996-97, however,
was a so connected with the wider process of enlargement and integration. Whilein the
previous years the newly emerged regional groupings had been overlooked and
undervalued, and most observers and even participants had been skeptical about their
potential and future prospects, the debate over NATO enlargement drew renewed attention
to the development and potential role of regional initiatives. Regional cooperation in
Central and Eastern Europe started to be seen as not only an important element in
stabilizing relations among neighboring states, strengthening democracy and assisting
transitions of the post-communist countries to market economies, but also as afacilitator of
the process of wider European and Euro-Atlantic integration.

Asthe NATO Madrid summit of 1997 approached, western states and institutions
started to view the development of CEE regional cooperation as an important element of
Eastern enlargement strategy. This cooperation was increasingly perceived as a useful tool
for “cushioning” possible new dividing lines between “ins’ and “outs’. It was also hoped
that such cooperation would help make NATO enlargement more acceptable to Moscow,
especially as Russia also was involved in several regional cooperative arrangements
(Barents Euro-Arctic Council, CBSS and BSEC).

For applicant states, good-neighborly relations became an important element of
accession strategies, as both the EU and NATO made it clear that the quality of relations
with neighbors constitutes an important membership criteria. Consequently, potential
candidates for membership became increasingly interested in resolving any remaining
problemsin bilateral relations with their neighbors and started to pay much more attention
to their eastern policies, Ukraine included. Besides, it became clear for CEE states that the
process of their integration into Western institutions is likely to take more time than it was
initially expected.

For non-applicant CEE states, Ukraine among them, closer cooperative relations
with their more advanced neighbors became an important mean of manifesting their
European identity, and an additional chance to link them closer to western structures and
weave them into European and Euro-Atlantic integration®. Enlargement process stimul ated
Ukraine’s own foreign policy choice, and official Kyiv put arenewed emphasison its
European vocation. In June 1998, Kuchma signed the Strategy on Ukraine’ s integration



into the European Union, and in November the 3-year comprehensive State Program of
Ukraine's Cooperation with NATO was adopted. Aware that the process of itsintegration
into Europe will be long and complex, Ukraine has adopted two parallel approaches: direct
integration, and integration through membership in the existing CEE regional groupings. In
line with this approach, Kyiv has paid primary attention to bilateral relationships and forms
of regional and transborder cooperation which bring it closer to western integrated
ingtitutions, anchor it in Central and Eastern Europe and help to avoid the emergence of a
new dividing line on Ukraine’' s western border.

Before the NATO summit in Madrid decided to admit the first three CEE states,
there had been vociferous debate on both sides of the Atlantic over whether NATO should
formally expand and, if so, how, when and why. There were strong initial concerns and
warnings that NATO enlargement would artificially and unnecessary divide Europe, and
destabilize CEE region.”® However, contrary to the predictions of many critics, the first
wave of NATO eastern enlargement did not only deteriorate relations between CEE states
but, on the contrary, gave a strong boost to regional dialogue and helped to forge new
partnerships. In the case of Ukraine, it facilitated the solution of border problemsin
relations between Ukraine and some of its neighbors (Romania and Russia) and contributed
to further strengthening of cooperation and partnership with some other (Poland and
Hungary).

NATO has so far been successful in its movement to the east largely because the
Alliance properly handled its first wave of enlargement. Asif to reply to its many critics,
NATO managed to pursue a carefully-crafted and more or less comprehensive strategy
designed to avoid the emergence of new dividing lines by enhancing both NATO’s own
relations with countries remaining outside its borders, as well as cooperation between those
remaining outside and NATO’ s new member, thus mitigating the distinction between the
two. The elements of this strategy included conclusion of the Founding Act with Russia
and the Charter on Distinctive Partnership with Ukraine, development of the enhanced PfP
program, establishment of the Euro-Atlantic Partnership Council, setting up aNATO
Information and Documentation Center in Kyiv, etc®®. NATO also continuously
emphasized that the door remains open for other CEE countries willing and able to join.

With the most criticism focused on the potential dangers of NATO extension, very
little attention was initially given to possible consequences of EU enlargement. The fact
that there was no visible Russian opposition to EU enlargement and that the EU was
perceived as a political and economic entity and not a security bloc (which seemed to put it
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in an advantageous position in comparison with NATO), led many in the West and Russia,
aswell asin Central and Eastern Europe, to believe that EU enlargement would be a benign
process. In fact, many reports, including those in support of NATO enlargement, argued
that the EU should become “the primary vehicle for the westward integration of Central
Europe” and should “expand eastward as quickly as possible.”®* Some other observers
suggested that CEE states should be granted EU membership instead of NATO
membership. The likely negative affects of EU enlargement were underestimated.

Over the past two years, however, there have been a growing realization in Ukraine
and most other CEE countries that EU enlargement would have a much more profound
impact on regional relations than that of NATO and it is from EU enlargement that
divisions are more likely to result. Contrary to NATO’ s approach to enlargement, the EU
has put its main emphasis on deepening the integration of its current members, rather than
on the Union’s “widening”. The latter is often perceived as something that contradicts or
even threatens the integrity of the Union. Countries invited for accession negotiations with
the EU arerequired to fully adopt the EU acquis communitaire and tighten border controls
vis-a-vis their neighbors who cannot or do not want to join.

Improved border control is viewed as an important condition for EU membership.
The issue centers on the EU Schengen agreement on frontiers of 1985, which establishes,
inter alia, common rules for visa and asylum policies. While eliminating EU internal
borders and facilitating free travel among EU members, the agreement also involves the
establishment of tighter control on EU external borders. Except five members (Denmark,
Finland, Ireland, Sweden and the UK), all EU states observe this accord; and all new
members are required to join the Schengen agreement from the beginning as under the
terms of the EU Amsterdam Treaty of October 1997, the Schengen agreement has become
abinding part of the acquis communitaire for states joining the EU. Consequently, Poland
and other CEE “first-runners’ have already found themselves under the strong pressure
from the EU, especialy from France and Germany, to introduce stricter visaregulations
and tighten control on their eastern borders.®? According to the news reports, recently
France raised private concerns that the Polish eastern border is porous for migrants and
contraband and would not be ready to serve as Schengen’s eastern limit when Poland joins
the EU®,

Furthermore, when joining the EU, new members will have to adopt the EU
common external trade regime and abandon existing trade arrangements (in some cases, for

example in between Ukraine ands the Baltic states, free-trade agreements) with their
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neighbors remaining outside of the EU. There are different opinions at present on how this
change could affect trade and economic cooperation between the EU new “ins’ and “outs’:
Some experts believe that since the EU foreign trade tariffs are generally lower that the
current existing in CEE, the impact should be rather positive. Some other, on the contrary,
argue that given the relatively slow pace of trade liberalization between the EU and CEE
countries (especially those, like Ukraine, without Association Agreements with the EU),
and EU protectionism against sensitive imports that at the same time constitute the most
important export items for CEE states (steel, textiles and agriculture), the forthcoming
change in trade regime would undermine trade between EU new members and their non-
EU neighbors.

Finally, EU enlargement could well exacerbate the existing differencesin socio-
economic and political development of CEE countries and thus would further polarize
rather than knit the region together. CEE countries to join the EU first are already more
advanced than their regional partners. Once inside the EU, their development should
proceed even more rapidly thanks to the enhanced domestic political stability, more
assistance from the EU funds, as well as the increased level of foreign direct investment
(dueto their increased stability and general attractiveness for foreign investors).

There is also the question of what would be the “first wave” joiners policy towards
regional “outs’ after their accession to the EU. Accession negotiations with the EU, much
more so that it was with NATO, already place heavy demands on political, economic and
administrative systems of CEE front-runners. It cannot be excluded that after joining the
EU the new members would have to focus mainly on strengthening their positions within
the Union and consequently their political and administrative resources and attention could
be diverted away from the continuation of cooperation with those remaining outside of the
EU. As suggested by some Polish analysts, the accession to Western structures may
radically change the political priorities of Poland, the Czech Republic and Hungary and
decrease Ukraine’ simportance within their political goals™.

Furthermore, because the accession process is going to be rather long, EU
insistence on tightening border controls already now has the potential to dramatically
expand the size of the “gray zone” of political and economic uncertainty in Central and
Eastern Europe. There are also legitimate grounds for worry about the impact of EU
enlargement and new visa policies on CEE regional and cross-border cooperation: it is
unclear whether various CEE regional groups (such as CEFTA) will be able to sustain
when some but not all of their participants would become EU members.
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Thus, as noted by some observers, “the EU draws precisely the kind of lines in post-
Cold War Europe that NATO has sought to avoid”®. Not surprisingly, fears are growing in
Central and Eastern Europe that the tightened border controls and increasing economic and
political disparities could undermine on-going efforts to overcome historic differences and
build cooperation in the region. In this case, a new EU boundary could become a“dividing
line” that would be much more dangerous than the security implications related to NATO
enlargement.

Naturally, such a development is of a particular concern to those CEE countries that
are likely to find themselves on the “wrong” side of the potential dividing line. Ukraineis
one of them, and as such is very vulnerable to the consequences of EU enlargement.

Overall, Kyiv has taken avery positive attitude toward EU enlargement to countries
of Central and Eastern Europe and welcomed the invitation to accession negotiations
extended to its western neighbors. At the same time, not being a direct part in the European
integration process and not even considered as a remote prospect for EU membership,
Ukraineis getting increasingly nervous about a potential new “curtain” on its western
borders and its geopolitical implications for Ukraine. With the adoption in mid-1999 of the
EU Stability Pact for South East Europe, aimed at bringing the five Balkan countries into
the European integration process by giving them a perspective of EU Associate
membership, Ukraine (together with Moldova) has remained the only post-communist
country in Europe (out of those expressing their aspiration to join the EU in the future) left
outside of the mainstream of European integration.

In addition, responding to EU pressure, the Czech Republic and Slovakia have
already cancelled avisa-free travel with Ukraine as of 28 June 2000. It islikely that
Hungary and Poland will be forced to do this as well, although Warsaw has expressed its
intention to keep its visa-free border regime with Ukraine as long as possible®®. The new
border restrictions are bound to have negative impact on cross-border trade and
cooperation, travel and human contacts, and the situation of national minorities. This would
further widen the economic and psychological distance between Ukraine and its western
neighbors, artificially pushing Ukraine eastward rather than anchoring it more firmly in
Central and Eastern Europe, and increasing the danger of Ukraine' sregional isolation.

The change of a border-crossing regime will have a special detrimental affect on
Ukrainian-Polish relations. Over the past severa years Poland has become the most open
and accessible “western” country for Ukraine. As believed by some experts, millions of

Ukrainians visiting Poland every year (closely to 5 million per year) undergo asimilar

32



psychological process as the Poles did in the 1970-80s when traveling to Germany and
other western countries®”. For them, Polish experience and achievements are the best
indication of the need for continuation of market reformsin Ukraine. For Ukrainian elites,
Poland serves as an important additional link bringing Ukraine closer to Europe.
Consequently, a non-visa-free border regime between the two countries would have a
major psychological impact on Ukraine, its people and the reform-minded and Western-
oriented political forcesin the country.

The bordering regions of Western Ukraine will suffer most. At present, Poland is
the 3" main trading partner (10% of trade) in overall trade of the Lviv region; and it is also
believed that the volume of unofficial cross-border trade between the border regions of the
two countries is twice as high as official data.®® Furthermore, potential negative
consequences of new border regulations very much worry the economic interests of many
Polish families, especialy in the eastern regions bordering Ukraine. Some Polish experts
indicate that in the overall trade balance with Ukraine, onein every five Polish zloty
originating from exports to Ukraine is generated by companies from the border regions.®®

Significantly, concern over the consequences of new tariff and visa regulations has
come on the agenda of states on both sides of an anticipated “dividing line’ . The
candidate countries (at |east some of them) are also nervous about potential impact of EU
enlargement on their own societies and their relations with neighbors. The tighter borders
threaten to cut these countries off from traditional eastern markets and economic partners,
even if certain special transitional arrangements are introduced. According to Polish data,
an average Ukrainian visitor (usually involved in cross-border trade) spendsin Poland USD
460 per day, while —for comparison — an average German tourist (who is not atrading one)
spends DM 36™. In 1996, unofficial cross-border trade was estimated to account for more
than 25% of Poland’ s entire trade with its eastern neighbors, and nearly 50% of its trade
with Ukraine”. For some other EU candidate states (Hungary, for example), this concern
has primarily to do with the impact of new visawalls on their ethnic minoritiesliving in
neighboring countries. For Poland, the new situation can also seriously undermine the
country’ s leadership ambitions in the region. Not surprisingly, Hungary and Poland are
genuinely interested in keeping their borders with Ukraine reasonably open.

Finding a proper solution clearly correspondsto the interests of all CEE sates. In
thisregard, in the near future the fate of CEE regional relations and cooperation will be
determined to a significant degree by EU policies. In the last three years, EU interest in and
support for regional cooperation has increased: in December 1997 the European Council



adopted a specially commissioned report from the Commission praising the role of regional
cooperation and promising further political, commercial and technical assistanceto its
development. At the same time, the report clearly states that the EU will support only those
initiatives which prove their internal strength and potential.” However, the issue of
devising proper solutions to help smooth the negative consequences of the introduction of
new border regulations and visa policies on the eastern borders of the first round CEE
applicant states requires immediate EU action. This may vary from the improvement of
border infrastructures to the elaboration of long-term or interim visa regime modalities. If
proper solutions are found and implemented in practice, the chances for further

consolidation of CEE regiona relationships will significantly increase.

Conclusion

Despite the complex heritage of history, the decade after the collapse of communism has
been marked by normalization and improvement of relations between states in Central and
Eastern Europe. Y et the process of building stable inter-state relations and regional
cooperation has yet to be completed. In the coming years, inter-state relations in the region
will be increasingly developing in and defined by the broader context of European
integration, in particular by NATO and EU eastward enlargement. The impact of
enlargement on CEE regional relations will depend on three basic factors: the policies
adopted by NATO and the EU to manage relations with countries on their new eastern
borders; the willingness and ability of CEE states-new members of NATO and the EU to
maintain and intensify cooperation with their neighbors outside these two organizations;
and the response, including the progress with domestic reforms, of those states excluded
from NATO and EU membership.

All thisis particularly true about the future of Ukraine' s relations with other CEE
countries. The fact that these relations will increasingly be defined by European integration
and enlargement is, by itself, a positive process, especially given Ukraine’' s own declared
choice of European integration. However, the real question remains open: will Ukraine be
able to meet this challenge or not?

At present, there are serious grounds for concern in this regard. Ukraine remains
stagnating at home, while its choice of European integration and its decision to identify
itself as a CEE country remain mostly declarative. Ukraine has failed to join its more
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advanced CEE neighbors. Its socio-political, economic, cultural and psychological
characteristics till differ significantly from those of most of the other states in the region,
while the level of existing cooperation between Ukraine and other CEE countries (despite
noted achievements over the past years) is not sufficient enough to compensate for those
differences and to ensure sustainable progress in Ukraine-CEE relations after the more
advanced states in the region join the EU. Furthermore, the dominant recent tendency is
that these relations are loosing their momentum.

It istherefore critically important that Ukraine uses the period in between now and
before Poland and other CEE become EU members to develop much stronger bilateral links
and anchor itself more firmly in Central and Eastern Europe. For that, it is necessary to
increase bilateral trade and economic cooperation. Successful implementation of several
large joint projects, like construction of the Odessa-Brody-Gdansk pipeline, could become
one of such links. It would be beneficial for Ukraine to more actively learn and apply
Polish and other CEE countries’ experiences in European integration and domestic
transformation, including public administration and land reforms, energy sector
restructuring, small business development, and reform of intergovernmental finance. It is,
however, very important that Ukraine itself takes the lead in defining how and what kind of
expert and technical assistance should be provided.

Ukraine should assure that not only Poland, but all other CEE countries have a
strong and sustainabl e interest in developing close partnerships with Ukraine and in
Ukraine’ sintegration into Europe. If Ukraine succeeds in achieving this, CEE states (in the
process of their accession to and when within the EU) would get much more interested and
pro-active in arguing for their preferential relations with Ukraine. Thiswould give Ukraine
achanceto obtain allies and friends in the EU (aswell asin NATO), willing and,
hopefully, capable to lobby for Ukraine' s interests — something Ukraine lacks today,
especialy within the EU. Mirroring the role of Germany in Polish-German relations,
Poland in particular may then use its expanded access to EU financial resources for
supporting closer cooperation with Ukraine. On this scenario, accession of the more
advanced CEE states to the EU would benefit Ukraine and open new opportunities for
Ukraine' s own integration.

To succeed in consolidating its relations with other CEE countries over the next
severa years, Ukraine also needs to deliver two important and closely interrelated tasks: to
aggressively change itself at home, and to stay firmly within the collective CEE strategy on
European and Euro-Atlantic integration. It will be easier to minimize the existing
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differences between itself and the more advanced CEE states, if both Ukraine' s foreign
policy and domestic transformation proceed in the same direction with that of its CEE
partners. In this regard, Ukraine has yet to re-orient itself towards EU standards and close
the gap between political declarations of its European choice and practical action in
realization of this choice. Comprehensive and meaningful domestic reforms are essential,
as only economic recovery could make Ukraine more attractive for its neighbors to the
west (aswell as for the West itself) and bridge the existing gap between them.

After several years of economic and political stalemate, a new political situation
and awindow of opportunity have emerged in Ukraine after the presidential electionsin the
fall of 1999. Following his re-election, President Kuchma announced his intention to speed
up domestic reforms. Viktor Y ushchenko, the former Governor of the National Bank of
Ukraine who has a reputation as a genuine reformer, was appointed Prime Minister. The
new Government set forth an ambitious program of reforms, and the Verkhovana Rada
passed that program, as well asthefirst ever zero-deficit budget. For the first time ever
since Ukrain€' s independence, a more or less permanent and organized non-leftist majority
was established in the parliament that has provided a chance for constructive work between
the Government and the Verkhovna Rada. The Government succeeded in restructuring
Ukraine’s short-term foreign debt of about USD 2 billion that prevented a fully-fledged
financial crisis. The government has aso launched the long-awaited public administration
and land reforms, outlined its program for privatization of strategic enterprisesto be
conducted in atransparent way and for cash, and is making hard efforts to reform the
country’ s energy sector. The first quarter of 2000 brought the first signs of economic
growth in Ukraine: after ten years of economic decline, GDP grew by 5.5%.

Nevertheless, the country has yet to achieve the necessary consolidation for
development and turn the corner inits transformation. Ukraine' s key task and challenge at
present is to make this new reform momentum sustainable and transform it into anew and
more successful phase of transition, departing from the track of “failed reforms’. Thisisan
overwhelmingly difficult undertaking both for internal and external reasons. Externally, the
IMF delays (for several months already) the critically important resumption of its Extended
Fund Facility (EFF) by allegations about the irregular use of IMF funds by the National
Bank back in 1997-98™. At home, persisting diversity of interests and existing balance of
forces do not encourage rapid reform. While forces of change — centrist and rightist
political parties, SMEs, part of intelligentsia, NGOs and civil society, etc. — are weak, often
poorly organized and lack enough leverage to exert sufficient pressure from below, anti-
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reform forces — leftist political parties, state bureaucracy and vested shadow clan and
corporate interest groups — are still powerful and influential.

Under these circumstances, the role of external factor becomes critical, if not
decisive. A stable Ukraine, possessing a proper place in Central and Eastern Europe and
gradually integrated into Europe on the whole, will become an additional guarantor of
regional security and a better partner for all. Having a serious stake in the final outcome of
Ukraine' s transition, both Ukraine’' s CEE neighbors and Western institutions and
governments have arole to play to help Ukraine in this process and to assure that
enlargement process does not establish awall on Ukraine' s western borders alienating and
isolating the country and weakening its pro-reform and pro-European forces.

The prospects of Ukraine-CEE relations will also depend on whether CEE states,
such as Hungary and Poland, would be able to keep their borders with Ukraine reasonably
open or whether they would have to accommodate their new circumstances by putting
additional restrictions on the movement of people and goods from Ukraine. It isimportant
that a proper mechanism assuring maximum “openness’ of the border for commercial and
human purposes is developed before these countries join the EU. Additionally, both
Ukraine and its CEE partners have yet to do alot to build a broad social support for closer
mutual ties and cooperation.

Avoiding anew and hostile division of Europe and the re-emergence of tensionsin
Central and Eastern Europe isin the West’ sinterest as well. This, however, can be
achieved only if Ukraine becomes a part of Europe following the example of all of its
western neighbors. In thisregard, both NATO and the EU should help promote stronger
ties between Ukraine and CEE neighbors, as well as encourage and support Ukraine's
European integration by leaving open the opportunity for Ukraine' s future membership.
One may still argue whether NATO and/or EU enlargement was a good or bad idea. But
once the process started, it would be a mistake to stop it abruptly and forever on Ukraine's
western borders. It isimportant that in the case of Ukraine, both NATO and the EU pursue
an open door policy in asimilar manner as for other CEE states. The Ukrainian strategic
aspiration of becoming EU member needs to be encouraged or at least explicitly recognized
pending the country’s ability to meet the required criteria. Among other goals, the
possibility of joining NATO and the EU would provide an important additional incentive

for the acceleration of Ukraine’ s domestic economic and political reforms.
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For Ukraine’ s position in Central and Eastern Europe and for its relations with other
countries of the region, the main dilemma at present is whether the distance between
Ukraine and its more advanced CEE neighbors would continue to widen and Ukraine
would increasingly consolidate itself asa*” special case’ distinct from most other CEE
states, or whether Ukraineis still able to make a strong effort to catch up with at least those
CEE states which count on being included in the subsequent “waves’ of European and
Euro-Atlantic integration. The next several years will provide afinal answer to this
dilemma. The way this dilemmais resolved will also determine whether Ukraine becomes
a stable democracy and a part of Europe or findsitself in a“gray zone” on Europe's

periphery.
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