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Abstract

The thesis examines the influence of external advice on domestic reform in a post-communist
state following the dissolution of the Soviet Union. As an example of this, the research analyses
the role of international assistance in the reform of public administration in Ukraine in the period
2000 to 2012, with particular reference to the relationship between the national and sub-national
tiers of government. Two empirical case studies, on fiscal decentralisation and regional policy,
are employed to provide an in-depth analysis of reform programmes introduced by the
Government of Ukraine and an examination of the contribution of external advice to each. The
thesis draws on concepts from Institutional Theory, Comparative Politics and Development
Studies to explain the interaction between external donors and the domestic recipients of their
advice. It is argued that international assistance to public administrative reform in Ukraine is a
form of normative institutional isomorphism involving the deliberate transfer of models of state
institutions from donor countries where they are regarded as good practice. The findings of the
case studies indicate the narrow circumstances in which this transaction may lead to short-term
progress with reform, through the establishment of a policy transfer network linking domestic
and external actors. However the case studies also demonstrate that in the longer term both these
attempts at reform, and the international advice which contributed to them, failed to achieve a
sustained outcome. Employing the political economy analysis of development aid the thesis
argues that the international community bears a large share of the responsibility for this owing to
the technocratic nature of assistance programmes and their limited engagement with the political

realities of reform processes.
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Note on Spelling and Transliteration

All Ukrainian place and family names are transliterated into the Roman alphabet in accordance
with the system approved by the Cabinet of Ministers of Ukraine in January 2010. The only
exceptions are the Autonmous Republic of Crimea, where the English version of the name is in
common usage, and transliterations from Russian where the informant was Russian speaking or
the reference is from a document or article prepared in the Russian language. Certain family
names (e.g. Kruglyak, Maynzyuk) are transliterated in the form habitually used by the individual

concerned even where this is at slight variance with the officially approved system.
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CHAPTER I: INTRODUCTION

1. Context and Rationale for the Research: the Current Crisis in Ukraine.

The origins of the current crisis in Ukraine lie not so much in domestic conflict over its future
identity as an eastward or westward looking state as in the comprehensive failure to reform its
system of government in the generation that has passed since independence. The spontaneous
eruption of mass protest on Kyiv’s Maidan in December 2013, like that of the Orange Revolution
nine years earlier, was not about the abstract and unwanted question of whether Ukraine’s
destiny lies with the European Union or with the Russian Federation. It was above all an outcry
of collective anger at the way the country has been misgoverned for the last 20 years, an issue
which has touched on the everyday lives of all Ukrainians and every region.

The reform of public administration, involving a top-to-bottom re-imagining and re-structuring
of the machinery of the post-Soviet state, was arguably the single most important reform task
facing Ukraine’s first post-independence governments of the early 1990s and was regarded by
many as the key to the country’s democratic consolidation (Youngs 2009: 905). As such, if
anything should have been a priority for international assistance and expert advice, this was
surely it. Instead the international community, intent on securing Ukraine’s speedy transition to a
liberal market economy, followed the accepted paradigm of the period that the role of the state
should be curtailed as far as possible, and that any reduction in the overblown size of post-
communist government and administration was to be welcomed. Accordingly the substantial
European and North American resources invested in advising on Ukraine’s programme of reform
were focused on deregulation and on securing the speedy transfer of state and communal assets

into private ownership.

It was only on the eve of the new millennium that the attention of the international community
turned to the quality of Ukraine’s public institutions, apparently in the belated realisation that a
functioning liberal market democracy is dependent on effective regulation by a transparent and
accountable system of government administration. By now however an increasing scepticism
about the commitment of Ukraine’s new political and business elite to serious reform had entered
the discourse of international assistance programmes. Alongside this was an all too clear
ambivalence on the part of the European Union to the aspiration to future membership which had

been a central policy of the Ukrainian leadership since the late 1990s. This was most evident in
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the failure to engage more positively with pro-reform forces in the aftermath of the Orange
Revolution in 2005.

These broad attitudes found particular expression in the ill-coordinated and frequently tokenistic
efforts of donor technical assistance programmes in the area of public administrative reform
which are the subject of this study. The thesis is the first in-depth examination of what Wedel
(1998: 9) describes as the ‘relationships of aid” and their consequences for reform outcomes in a
post-communist state. Furthermore, the study analyses the influence of international advice on an
aspect of administrative reform which has particular resonance in the light of the events of 2013-
14, the relationship between Kyiv and the regions of Ukraine. The research is necessarily
academic in nature, setting out to understand and explain how external assistance has impacted
on the course of reform rather than to produce a set of policy recommendations. Nevertheless the
author hopes that the study includes observations and insights regarding the provision of expert
advice which will be of interest to policy-makers at a time when external assistance to reform in

Ukraine has once again forced itself to the top of the international agenda.

2. Bridqging a Gap in the Literature

As recently as 2010 an independent expert commission set up to advise the incoming president,
Viktor Yanukovych, concluded that Ukraine’s fundamental problem was the dysfunctionality of
its state and in particular the failure of its administrative system to be endowed with an ethos of
public service (Aslund and Paskhaver 2010: 17). Given the importance of the reform of public
administration to Ukraine’s post-communist transformation, it is surprising there has been almost
no academic research into the efforts of the international community to advise the government of

Ukraine on this central issue.

Scholars from both Comparative Politics and EU Studies have debated extensively the impact of
external influence on reform in post-communist states since the early 1990s, some at the broad
level of relations between western governments and the countries of Central and Eastern Europe
and the former Soviet Union, and many more on the influence of the European Union (EU) on
the accession states of 2004 and 2007 and in the countries of the EU’s post-enlargement
Neighbourhood Policy. Only a few of these studies (for example Fritz 2007) have addressed the
question of public administrative reform specifically, and almost invariably research design has

been at a macro-level rather than focusing on the interaction between external and domestic



actors on the ground. Exceptions to the latter observation include Brown 2001, Ivanova & Evans
2004, Linden 2002, Swain 2006, 2007.

One might expect this omission to have been made good in studies of the delivery of
international aid in the literature of Development Studies, where as Sakwa observes the object of
analysis is the ‘gulf...between promise and achievement’ and insights from research into
external advice to developing countries might well have something useful to offer to students of
post-communist states also (1996: 178). However a search of this literature proves disappointing
as there has been a conscious distancing of the international development community,
academically and professionally, from the analysis of external assistance to post-communist
states. The origins of this appear to lie in disagreements in the 1990s over the purpose of
international aid to these countries, with scholars of Development Studies regarding assistance to
the newly independent states of Central and Eastern Europe and the former Soviet Union as
short-term and driven by foreign policy rather than development objectives, in particular the
priority attached to the eradication of poverty (UK DFID: 1997; White 1998).

In summary there is little in the existing scholarly literature on post-communist states which
examines the influence of external advice on the course of public sector reform in Ukraine, or
which provides a bottom-up, micro-level perspective on the ‘agendas, interests and interactions’
of international donors and the recipients of their advice, and how these may or may not shape
the reform choices of domestic actors (Wedel 1998: 8; Grabbe 2006: 74). The present study aims
to bridge this gap.

3. International Technical Assistance and the Blame Game

In the twenty or so years since the dissolution of the Soviet Union in 1991 the international
community has been very active in supporting and shaping what was regarded as the economic
and political ‘transition’ of Ukraine and other post-communist states to a western-style market
economy and liberal democracy. The principal instrument used by all countries has been expert-
led programmes of ‘technical assistance’, usually defined as a process of providing countries
with the skills required to promote development (DFID 1997: 38) or as a mechanism for
improving the organisational capacities of government institutions in ‘transitioning contexts’

(Brown 2001: 738).



Financially this has involved the allocation of substantial resources on the part of the
international community. Between 1991 and 2011 an estimated USD 6.5 billion was spent on
technical assistance to Ukraine by the major donor countries, prominent among which were the
USA (USD 3 billion) and the European Union (EUR 1.5 billion). In the first decade of the new
millennium the EU alone allocated in excess of EUR 200m (IBRD 2012: 10). Other significant
donors providing technical assistance have included the United Nations Development
Programme and, on a bilateral basis, the governments of Denmark, Germany, the Netherlands,
Sweden, Switzerland and the United Kingdom. Generally speaking programmes have been
agreed on a government to government basis but delivered by non-government institutions such
as universities and consultancy companies. One commentator has characterised the result

somewhat cynically as an international ‘transition industry’ (Swain 2006).

In the area of public administration at least, the results of this major investment of time, money
and expertise have been disappointing. In common with other aspects of Ukraine’s ‘stuttering
domestic transformation’ (Wolczuk 2004: 22), progress with reforming the machinery of the
state has been minimal. In its 2006 Ukraine Governance Assessment SIGMA (‘Support for
Improvement in Governance and Management’, a joint initiative of the OECD and EU) noted
that despite advances in many areas since independence it was apparent that the ‘command
paradigm’ of the Soviet period was still very much in evidence in the field of public
administration. Accountability for the actions of state servants at all levels was weak and
inadequately underpinned by legislation, and public administration overall was not fulfilling its
primary responsibility, that of providing continuity in the functioning of the state and protecting
its legality (SIGMA 2006: 11).

In spite of initially promising steps to devolve power to sub-national government, including the
signing of the European Charter of Local Self-Government in 1997, and a new State Law on
Local Self-Government in the same year, at the end of 2014 the 3-tier vertical system of
Ukrainian public administration remains broadly similar to that of the Soviet period. Numerous
attempts have been made to introduce a more decentralised and locally accountable structure,
most notably in an ill-fated initiative early in the presidency of Viktor Yushchenko,* but none

has yet been realised. The balance of authority between Kyiv, the regions and the localities

! The 2005 ‘Reform for People’ programme, led by Vice-Premier Roman Bezsmertniy, which recommended self-
governing status for all levels of sub-national government.
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remains much as it was in the late 1990s, heavily weighted towards the centre (Wolczuk 2002:
86).

It has been customary to lay the blame for the lack of progress squarely with Ukraine’s political
class, calling into question not only its commitment to adopt the European standards of public
administration to which it formally aspires, but also the capacity of Ukraine’s institutions to
undertake the necessary reforms, even assuming consensus can be reached on what needs to be
done (SIGMA 2006: 31; Solonenko 2008: 32). The terms of reference for the EU’s most recent
programme in support of the Ukrainian government’s policy towards the regions are unequivocal
about where the problem lies, remarking that when it comes to external assistance the
‘institutional and absorption capacities’ of its partners are ‘generally very low’ (EU ENPI
SURDP 2011: 4). Donors’ opinions are not disinterested of course and a preoccupation with
defending an aid budget or a consultancy contract can lead to past achievements being overstated
and failures downplayed (Grabbe 2006: 74).

Ukrainian opinions on the issue may also be less than impartial, though these at least are usually
influenced by direct experience of technical assistance on the ground. A report from a Kyiv non-
governmental institution with wide experience of donor interventions writes that the EU, in the
‘carrying out of numberless aid programs has only substituted for the idea of reform and imitated
lively reformist activity, presenting results that are mostly wishful thinking. Ineffective aid is
actually damaging to Ukraine, as it fills in the vacuum created by the lack of reforms with a
pointless process of executing aid programs that cannot possibly reach their declared goals’

(Granovsky & Nanivska 2010: 15).

The major purpose of the present study is to provide an analysis of the outcome of donors’
interaction with their Ukrainian partners which is supported by empirical evidence. Success in
this endeavour will be dependent on asking the appropriate research questions and establishing

the most suitable methodological framework for answering them

4. Research Questions

The thesis sets out to answer the following research questions:

4.1 Main Research Question



% What influence have programmes of international technical assistance had on the course of
public administrative reform in Ukraine in the period 2000-2012, in particular with regard to

the relationship between national and sub-national government?

4.2 Subordinate Research Questions

% What reforms in the relationship between Kyiv and the regions over this period are

attributable to the influence of external advice through technical assistance?

X/
°e

What are the conditions under which external advice through technical assistance has been

successful in influencing the course of reform?

%+ What are the principal constraints on the influence of external advice through programmes of

technical assistance?

% How does a study of the influence of international technical assistance in the field of public
administrative reform add to an understanding of the broader influence of external actors on

the course of reform in Ukraine, in particular that of the European Union?

5. The Argument

The thesis argues that international assistance to the promotion of reform in Ukraine’s system of
public administration has had a negligible impact in the decade or more covered by the research.
The reasons for this are to be found as much in the institutional arrangements of donor

organisations as in any institutional inertia or absence of political will on the Ukrainian side.

Having largely ignored the question of institutional reform in the machinery of the state for the
first decade after Ukraine’s independence in 1991, focusing their assistance instead on the
privatisation of the economy and a reduction in the role of government, international donors
eventually agreed to give priority to the issue as the new millennium began. However, the
intervening period had seen increasing institutional fragmentation and erosion at all levels of
administration in Ukraine and the emergence of a new network of political, bureaucratic and
business elites with powers of patronage extending deep into all public institutions. The task
international donors had set themselves was thus even more challenging than it had been a

decade earlier.

Nevertheless it was apparent that there were active pro-reform constituencies in Ukraine,

including isolated pockets within the state apparatus itself, with ambitions to overcome the
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corrosive effects of these opaque and shadowy relationships and to bring the machinery of the
state into closer alignment with international practice. Many of these activists were motivated by
an aspiration to see Ukraine become a member of the European Union at some point in the
future, however distant the prospect might currently seem.

The international community’s strategy for supporting pro-reform activism in Ukraine, two
examples of which are examined in detail in the case studies, was profoundly compromised by
weaknesses in the mechanisms employed to provide advice and assistance. For while there was
an appreciation at an intellectual and policy level that the re-building of state institutions requires
a coordinated and long-term commitment on the part of donors, in practice the instruments used
were unchanged from those of the one-off know how and skills sharing exchanges of the heady

days of the early post-independence period.

The limited time horizons of project-based technical assistance - in the case of support to the
reform of Ukraine’s regional policy five major and virtually unrelated interventions from three
donors over a period of ten years — have led inevitably to inconsistencies and discontinuities on
the part of donors and to the disappointment and disillusion of their partners, whose default
position has nevertheless remained one of good will, generous expectation and patient
perseverance. Meanwhile the dysfunctionality of Ukraine’s state institutions has persisted and

gven, as recent events have shown, increased.

The short-termism and superficiality of international donor assistance, combined with the
absence of external incentives in the shape of a credible offer of future membership from the
European Union, has left Ukraine’s pro-reform constituencies as unsupported as they were a
decade or more ago and still without the domestic and external alliances needed to overcome the

powerful vested interests who continue to oppose reform.

6. Research Design and Methodology

Research for the thesis has been conducted within an area studies framework and starts from the
premise that the most relevant context within which to examine what has happened in Ukraine is
that of post-communist states following the fall of the Berlin Wall in 1989 and the dissolution of
the Soviet Union in 1991. At one time or another all have been the recipients of external advice
and influence on the appropriate path of reform. Consideration was given to a comparative study

with another country within the post-communist space, for example Moldova, but in view of its

7



size and its unique economic and strategic importance among the newly independent states of the
1990s (Sakwa 1996: 178) it was felt that Ukraine merited separate investigation. Given the
dearth of directly relevant research in the literature in Comparative Politics, EU Studies and
Development Studies, an Area Studies approach also provides the ideal platform for what will

necessarily be a cross-disciplinary analysis of the research problem.

The research takes an inductive, theory building rather than theory testing approach. This has
been selected because the research topic is previously unresearched and therefore untheorised
(Cresswell 2003: 4, 18; White 2009: 25). In the theory building approach data collection,
analysis and theory stand in a reciprocal relationship with each other (Strauss & Corbin 1990:
23), and the investigation will be carried out as an iterative process beginning with a set of
research questions and moving back and forward between the empirical data and the emerging
analysis. The aim is to arrive at a theoretical perspective and a series of propositions addressing
the initial questions (De Vaus 2001: 223).

The central empirical chapters of the thesis comprise two case studies of the influence of external
advice on the reform of relationships between national and sub-national government in Ukraine.
The first concerns fiscal decentralisation and the Budget Code reform of 2000/1 and the second
examines the steps taken to bring Ukraine’s regional policy into closer approximation to that of
the EU in the period 2000 to 2012. Programmes of international technical assistance, involving a
number of donors, played an active role in each. A case study design has been chosen because it
allows for an in-depth analysis of complex causal relationships and its holistic, multi-level
approach to a situation enables it to examine processes of change (George & Bennett 2005: 22;
Hakim 2000: 14). In relation to international technical assistance specifically, a case study design
reduces the risk of ‘attribution’, the difficulty of separating out the effects of donor activities

from those of numerous other factors which may influence change (Crawford 2003: 78).

The advantage of having two case studies is that it gives scope for comparison and the possibility
of identifying ‘empirical regularities’ in the evidence which may suggest a wider relevance for
the data (Ragin 1989: 1). A successful case study approach also provides sufficiently detailed
information on the people, events and data being studied to enable the reader to make an
informed judgement about the significance to attach to them and how far the findings may be
transferable to other situations through ‘inferential generalisation’ (Ritchie & Lewis 2003: 268;

George & Bennett 2005: 32; Denscombe 2009: 189).
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7. Sources of Data

The thesis employs qualitative research methods, including semi-structured interviews and
analysis of documents in Ukrainian, English and to a lesser extent Russian. With the exception of
the journal articles and books referenced in the review of the scholarly literature at chapter 11, all
the data collected was from primary sources. A few of these were either written or translated into
English, including first-hand commentaries on the Budget Code reform written by a donor expert

and a Ukrainian state official respectively.

7.1 Semi-structured Interviews

Semi-structured interviews were carried out with 40 informants, 30 of whom were Ukrainian. Of
these 30, 11 were elite interviews with senior officials closely associated with the reforms which
are the subject of the two case studies. The 10 non-Ukrainian interviews were with donor
representatives, past and present, and with international experts from various countries, all of
whom had worked on the case study reforms.? The interviews were carried out in four fieldwork
visits to Ukraine between November 2012 and July 2014, and in visits to Paris and Warsaw in
the autumn of 2013. Four interviews were conducted in the UK and one was a correspondence
interview by e-mail, as the expert concerned is now resident in Latin America. A number of
informants agreed to be interviewed more than once. Only one potential informant declined to be

interviewed.

With two or three exceptions, where the interviewee’s English was clearly better than the
author’s Russian, the Ukraine interviews were conducted in Russian without interpretation.
Informants were generous enough to speak in Russian — there was never a problem about this —
as the researcher’s spoken Ukrainian is not up to the required standard. Interviews were semi-
structured in that there were no set questions, but all interviewees were sent a list of topics in
advance so that they could prepare themselves. This was important as in some instances the
events under discussion had taken place some years earlier. It also gave informants the
opportunity to locate useful documents from the period, which several did. Possible problems
arising from the accuracy or otherwise of interviewees’ memories were addressed as far as
possible by triangulating their interview evidence with that of other informants and with written

sources.

% One international expert interviewed was herself a Ukrainian, and she is included among the 30 Ukrainian
informants.
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Elite interviews with senior Ukrainian officials close to the reforms in question were arranged
direct, usually by telephone. The author is fortunate to have worked in Ukraine for several years
and in most cases the elite interviewees were known personally to him. All these interviews were
held away from the workplace, in cafes, restaurants, a local park or sometimes in informants’
homes, so that people could speak freely and informally. Recording devices were not used as the

researcher felt this might inhibit the interviewee.

Informants were asked if they were happy for their name to be used in the final text of the thesis
and, with one exception, all gave their consent. The exception was the owner of the small
business in the case study on regional policy who preferred to remain anonymous for
understandable reasons. For the others, the author was keen to use informants’ names as it would
underline the important role played by individual actors, Ukrainian and international, in the two
case studies. Following interview all 40 were sent typed notes of the discussion, and the 21
interviewees whose opinions are directly quoted in the final text were each sent a copy of the

relevant chapter(s) and asked to confirm the accuracy of any quotation.

7.2 Primary Source Documents

These included Ukrainian government documents downloaded from the internet or, in the case of
internal documents prepared for a meeting of the Cabinet of Ministers or similar, documents
passed to the author in the course of an interview. When an official document has been
downloaded, the website reference and date of access are given. When the document is internal
or unpublished it is identified as such. Two books in Ukrainian, both on regional policy and both

authored or co-authored by senior officials, were also used for reference.

Primary source documents in English are mainly reports prepared by or on behalf of donor
governments, including the European Union. Among them are reports prepared by contractors on
the completion of a particular technical assistance programme. Usually these reports are
available to download and where this is the case a website reference and access date are given. In
some instances reports are no longer available to download or in one case were passed to the
author in an unpublished draft form. These are marked as ‘no longer available’ or ‘unpublished’
in the list of references. The author was also given access to a number of internal government
memoranda and similar documents. Where these are quoted directly the source is referenced as

an ‘internal document’.
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8. The Researcher as a Participant

From 2000 to 2009 | worked for approximately six months a year in Ukraine and was a
participant in a number of the international projects discussed in the study. | was Project
Manager of UK DFID’s LARGIS programme from 2000 to 2002, which worked on both the
Budget Code reform and the first drafts of the State Law on the Stimulation of Regional
Development, processes which are the centrepieces of the case studies in chapters IV and V. |
was also a senior expert from 2003 to 2007 in DFID’s two regional programmes which followed
LARGIS, Action Donbas and the Lviv Development Project. Finally in 2008/9 | was Lead
International Adviser in the Canadian Governments’s Regional Governance and Development

project which is discussed in chapter V.

The idea for this research did not emerge until 2008 before which my role in Ukraine had been
solely that of practitioner, and the empirical stage of the research, which forms the basis of the
two case studies, took place between 2012 and 2014 * when | was no longer working as an expert
adviser to the Ukrainian authorities. Nevertheless my extensive previous involvement as a
practitioner clearly presented both opportunities and challenges for the research design and
methodology.

It was my first-hand experience of work on fiscal decentralisation and regional policy which led
me to select these as the topics for empirical research and which provided me with ready access
to the principal pro-reform actors in both areas on the Ukrainian side and to a number of the
leading international specialists who advised them. | was very fortunate in this respect and even
more S0 because our aquaintance over a number of years meant that interviewees were prepared
to talk informally and frankly in a way which might otherwise not have been possible. As
already noted, | only had one refusal to my requests for interview and several key informants
were happy to answer my questions on a number of occasions over the two years of data
collection. This was especially useful since my thinking on various issues was itself developing

over time.

While I did not embark on the research with any clear theoretical propositions about the
influence of international assistance on reform processes, | did feel a personal commitment to

giving voice to the opinions of Ukrainian actors in particular. This stemmed from my own

¥ Work was started on the thesis in 2009 but for family reasons the author took leave of absence in 2010 and 2011.
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suspicion, which had gathered strength over the period of my working in Ukraine, that as many
of the obstacles to effective technical assistance lie on the donor side as on that of the recipient.
Yet this is hardly reflected in the professional literature about reform advice to Ukraine, much of
which is written by donors themselves and from a donor perspective only. If there is a bias in my
selection of informants, towards the Ukrainian partner rather than the international donor, it
results from this attempt to achieve a better overall balance of view on the influence and

usefulness of external advice.

As the previous paragraph implies, the challenge for the practitioner turned researcher is to
recognise and deal with the methodological problem that being a participant in certain events
will inevitably influence one’s interpretation of them. For example | was an active participant in
some of the early discussions of the Budget Code reform (chapter IV), when the conflicting
positions of pro-reform voices on the Ukrainian side were at their most apparent. These were to
have important implications for the role subsequently played by external advice. My approach in
this and other similar contexts was always to check or triangulate my own analysis of events with
the accounts of leading Ukrainian actors and international advisers who were also present, and
whose expert knowledge and understanding of the issue in question were invariably greater than
my own. While the starting point of an interview may have been questions based on my own
recollection or analysis of a particular situation, the case study findings rest largely on the wealth
of insights and new material, some of it written, provided by respondents, much of which was

previously unknown to me.

The outcome is that the critique of international assistance to the reform of public administration
in Ukraine, which is set out in chapter VI following the case studies, is some distance away from
my thinking when | embarked on my first interviews in the autumn of 2012. Furthermore, my
own appreciation of the limitations of external advice was incomparably richer than it had been
when | was working as a practitioner. As a result | feel that the conduct of the research has not
only been robustly inductive in approach, but has also been a highly significant process of

learning and discovery for me personally.

9. Overview of Chapters

The thesis is divided into seven chapters, comprising an introduction, five core chapters and a

conclusion. Of the central chapters, chapter Il is a review of the literature on external influence
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on reform processes, drawn from the Comparative Politics, EU Studies and Development Studies
fields. The review concludes that there are useful theoretical concepts in each which will
contribute to an analysis of the case study evidence. Chapter Il provides a historical context to
the study, tracing developments in the relationship between Kyiv and the regions in the
constitutional struggles of the early 1990s including pressures for and against greater sub-
national autonomy. Chapter III also discusses what was happening inside Ukraine’s public
institutions during this period and the relative neglect of this issue by an international donor
community more concerned with market reforms and reducing the size of the post-Soviet state.

Chapters IV and V are two case studies, on fiscal decentralisation and regional policy reform
respectively, in the period 2000 to 2012. Evidence is presented on the progress of reform and the
influence of external advice in both cases, based on the fieldwork carried out by the author in
Ukraine between 2012 and 2014. Chapter VI compares the findings from the case studies with
the theoretical concepts drawn from the earlier literature review, and proposes an explanatory
framework for understanding the role of international technical assistance in supporting public
administrative reform in Ukraine, in particular reform of the relationship between national and

sub-national government.

The concluding chapter VII summarises the findings of the thesis with reference to the research
questions of the first chapter and points to the wider implications of the case study evidence for
the efforts of the international community to influence the course of reform in post-communist,

post-Maidan Ukraine.
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CHAPTER II: LITERATURE REVIEW AND THEORETICAL FRAMEWORK

1. Introduction

This chapter provides a critical overview of the literature on the role of external influence in
promoting domestic reform. As there has been little academic research on the impact of
international technical assistance on reform in post-communist states, the review necessarily
involves a search of the wider literature on external influence in an attempt to place technical

assistance to Ukraine in an appropriate theoretical framework.

The review begins with an examination of the literature on the European Union’s influence on
reform in both the accession states of 2004 and 2008 and its post-enlargement neighbourhood
including Ukraine. It then moves to two areas of research which relate more directly to
international technical assistance, although not specifically in the context of post-communist
countries. These are the bodies of literature on transnational policy transfer and on the

management of international aid to developing countries.

The survey of these four areas concludes that there are theoretical concepts within each which
can contribute to an understanding of the part played by international technical assistance to
Ukraine. Together they provide a useful framework for analysing the case study findings in
chapters 1V and V on the influence of external advice on the reform of public administration in

Ukraine.

The review draws on literature from a number of areas, in particular Comparative Politics,
Development Studies, Institutional Theory and EU Studies. As argued in chapter 1 it is one of the
strengths of the Area Studies approach that it provides the ideal platform for a cross-disciplinary

analysis of a research problem of this scope and complexity.

2. Conceptualising External and Domestic Influence: EU Accession States

While Ukraine has sought but not so far achieved the status of a candidate state, the literature on
the EU’s influence on the reform policies of the governments of Central and Eastern European
(CEE) accession countries is nevertheless relevant to this study. This is because the negotiations

leading to the enlargements of 2004 and 2008 provided uniquely fertile ground for empirical
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studies of the impact of exogenous influence on post-communist reconstruction. The literature is
therefore very extensive and provides the best available analysis of the interaction of external
and domestic pressures to reform. It will also be argued that despite the difference in context,
studies on the accession states include findings and theoretical concepts which have equal

relevance to Ukraine.

The central issue in the literature on the CEE accession states countries is a debate on the relative
importance of external and domestic pressures in shaping the reform choices of political elites.
The external influence in question was the impact of EU’s membership conditionality, regarded
by a number of scholars regard as having been the decisive factor (Hughes et al. 2004; Kelley
2004; Schimmelfennig 2005; Schimmelfennig & Sedelmeier 2005a, 2005b; Vachudova 2005;
O’Dwyer 2006).

An alternative perspective on this debate is provided by studies which acknowledge the
importance of the EU’s external influence but argue that on its own membership conditionality is
too narrow and instrumental an explanation for the reform choices of accession states. Of equal
importance was the socialisation of domestic actors and their conviction that particular choices
were not only expedient but also appropriate (Checkel 2001, 2005: Gheciu 2005; Lewis 2005;
Zurn & Checkel 2005; Lankina & Getachew 2006).

Despite this difference in perspective the review of the literature finds a consensus among
scholars that external influence on reform choices in the pre-enlargement period was most likely
when domestic and external actors worked in tandem with each other. While there might be
debate about which of domestic or external pressure was the more important in particular cases,
there is broad agreement that no single source of influence from either direction will suffice as a
free-standing explanation of reform, including membership conditionality (Zurn & Checkel
2005: 1075; Schimmelfennig & Sedelmeier 2005a: 25, 2005b: 219-220; Jacoby 2006: 625;
Wolczuk 2009: 191). This has potentially important implications for the analysis of external

influence on reform processes in Ukraine, where EU membership conditionality does not apply.

2.1 Membership Conditionality and Domestic Pressure
On the membership conditionality interpretation of external influence on the reform choices of
political elites in CEE state the EU’s external incentives and conditionality worked together in

the pre-enlargement period to disturb the domestic status quo in accession states. In response,
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CEE governments chose to adopt a set of rules, the Acquis Communautaire, on the basis that the
rewards for doing so outweighed the domestic costs. Schimmelfennig and Sedelmeier describe
this as a ‘strategic calculation’ (2005: 829), a form of political cost-benefit analysis by rational
actors who wish to maximise their own power and welfare (Schimmelfennig & Sedelmeier
2005a: 9, 11-12).

Kelley takes a similar view, arguing that rational choice based instruments were crucial to policy
change in the accession states and that the external incentives accompanying conditionality were
the primary factor in changing elite behaviour (2004: 452). Vachudova goes further, suggesting
that by using conditionality international actors were able to play a key role in ‘tightening or
loosening the grip’ of anti-reform elites and tip the scales in favour of reform (2005: 6-7). The
rational choice position is summarised by Schimmelfennig and Sedelmeier, who conclude that
once the EU had provided a credible offer of membership to the CEE accession states and
spelled out its conditions, the external incentives model was able to ‘trump all alternative

mechanisms’ as an explanation for the adoption of EU rules (2005b: 214).

A more sceptical view of the role of the membership conditionality and its emphasis on the
dominant role of formal instruments and technical requirements argues that it is ‘narrowly
positivist’ and overly concerned with ‘macro-level democratization and marketization rather than
[with] empirically tracking clear causal relationships’ (Hughes et al. 2004: 2, 10). In
administrative reform for example the absence of EU templates and the diffuseness of its policy
recommendations meant that EU conditionality was in practice an ‘evolving process’ and even a
‘moving target’ where conditions were regularly altered and reshaped (Grabbe 2001: 1023; 2006:
32, 37). This demonstrates that straightforward conditionality is too blunt a tool to bring about a
change in behaviour (Carothers 2001: 1-2) and more account needs to be taken of ‘domestic
transition factors’ and their interaction with the external incentives on offer (Hughes et al. 2004:

2,173).

Similarly in regional policy the ‘thinnness and ambiguity’ of much of the Acquis minimised the
formal conditionality of the enlargement process and it was a mistake to confuse the rhetoric of
compliance with the actuality of implementation. In practice the institutional choices made by

domestic actors outweighed the importance of any external factors and were determined largely
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by the coalition politics of the governments that enacted them (Hughes et al. 2004: 8, 11, 27;
O’Dwyer 2006: 221, 252).

2.2 Socialisation and Social Learning

An extension of the argument against a simple external incentives model comes from proponents
of the socialisation interpretation of reform choices. Here the role of external influence is
acknowledged but it is argued that the strictly instrumentalist explanation, based on strategic
calculation and expectation of future benefit alone, is too limiting (Checkel 2005: 810). Major
policy reforms of the kind undertaken by the accession states are not merely a rational choice
between different options but are also dependent on the meaning and value a set of rules have for
domestic actors at a given time. The reform decisions of political elites in accession states were a
reflection of the ‘logic of appropriateness’ rather than the ‘logic of consequences’ (March &

Olsen 1989: 160-162).

The principal mechanisms of socialisation may themselves be external, through a process
described as ‘social learning’ (Hall 1993: 278). The mediators of social learning are international
organisations and epistemic communities, the latter being networks of domestic or transnational
experts able to act as ‘channels through which new ideas circulate from society to governments
[and] from country to country’ (Haas 1992: 27), or as socialising agents providing a network of

‘channelled learning’ (Simmons et al. 2006: 797).

As aresult of ‘normative suasion’ it is argued that exchanges between international and domestic
actors move from a purely cognitive understanding of a particular policy to a normative
judgement about its relevance to the resolution of a given problem. The key factors influencing
the process are said to be the perceived authority and legitimacy of the source of policy advice or
learning and the density and intensity of the interaction (Checkel 2001: 563; 2005: 810, 813;
Gheciu 2005: 983; Lewis 2005: 947; Zurn & Checkel 2005: 1049, 1055; Lankina & Getachew
2006: 564).

2.3 Synthesis
Although the debate over the primacy of domestic or external influence has been criticised as a
prime example of the scholarly ‘pitfall’ of postulating alternative explanations (Jacoby 2006:

631), in reality commentators on both sides of the argument recognise that is a mistake to
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dichotomise the two. For example Kelley acknowledges that the policy content of reform
decisions was often shaped by processes of socialisation rather than by membership
conditionality alone (2004: 426). Zurn and Checkel also concede that both the rational choice
and socialisation positions are capable of providing plausible accounts of the interaction between
accession states and the EU, and the judgement should be one of both/and rather than either/or
(2005: 1075). Similarly Schimmelfennig and Sedelmeier, while holding to their view of the
overriding importance of membership conditionality, acknowledge that external incentives and
social learning processes frequently act together in a complementary way, particularly in
building domestic constituencies in favour of reform (2005a: 25; 2005b: 219-220).

It is a short step from this analysis to Jacoby’s argument that external influence only has real
purchase when joined together with pockets of reform among domestic actors, with whom they
can establish ‘informal coalitions’ capable of winning new supporters to the cause and deterring
opponents or veto-players who ‘block (or at least hinder) the transformational goals of external
actors’. Alliances of this kind can act as the ‘glue that binds together’ domestic players and
enables them to achieve change (2004: 238; 2006: 625, 633, 647). Wolczuk makes the same
point in arguing that external influence only leads to substantial policy reform when it works in

tandem with domestic actors on whom it can ‘exercise a mobilising effect’ (2009: 191).

These are conclusions with important implications for the present study. EU conditionality as a
source of external influence is not a factor in Ukraine, where the incentive of future membership
has not been on offer. However, as the case studies in chapters IV and V will show, there is good
evidence of pro-reform domestic constituencies in Ukraine working together with external actors
in the context of technical assistance programmes. The key question will be whether, in the
absence of the external incentive of EU membership, this interaction has produced a sufficiently

broad mobilising impact on domestic actors to overcome opposition and facilitate reform.

3. Conceptualising External and Domestic Influence: the EU and its Neighbourhood

The theoretical literature on the EU’s policies towards countries on its new borders following
enlargement focuses largely on the post-Soviet states and conceptualises a relationship where the
EU has an explicit policy of influencing the path of post-communist reform but does not
combine this with the promise of future membership that was available to the accession

countries.
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The European Neighbourhood Policy (ENP) was launched in 2004 with a ‘new offer’ to
countries on the enlarged Union’s eastern and southern border of ‘deeper economic integration’
and ‘intensified political and cultural relations’ with the EU. However, EU documents were at
pains to make it clear that the prospect of membership was not open for discussion, at least for
the medium term, and neither was participation in EU institutions (EU Commission 2003: 5).
The ENP was to be regarded as an alternative to further enlargement rather than a preparation for
it (Landaburu 2006: 1), and the enlargement language of EU membership conditionality was
replaced by the more ambiguous vocabulary of joint ownership and partnership. For Ukraine
therefore, with its long-held aspiration to EU membership, the new neighbourhood policy fell

some way short of expectations.

3.1 The EU and its Neighbours: Background and Policy Framework

The broad policy framework governing relations between the EU and its neighbours to the east
and south is set out in the European Neighbourhood Policy (ENP), introduced in June 2004, and
in the Eastern Partnership (EaP), an enhancement of the ENP directed specifically at the EU’s
post-Soviet eastern neighbours. Announced in May 2009 the EaP was intended to act as an
umbrella for progress towards Association Agreements and admission to the single market for

selected partner countries (Dangerfield 2009: 1742).

The origins of the ENP lie in pressure from EU member states for progress towards a ‘wider
Europe’ embracing Belarus, Moldova, Russia and Ukraine, a proposal which was agreed in
principle by the European Council in Copenhagen in December 2002 (Smith 2005: 759). By the
time of formal adoption in 2004 the numbers had increased to 16, including former Soviet
republics in the Caucasus and Mediterranean states in the EU’s southern neighbourhood. The
promise of the ENP was step-by-step economic and political integration and a generous, if
vague, offer of future inclusion in the single market (Wolczuk 2004: 20). Central to its
philosophy were the principles of partnership and joint ownership, based on shared values and
common interests (Ganzle 2009: 1715). Tailor-made action plans for each partner country, based
on its own choice of priorities, were to be the key operating instrument of the policy (Lanadbaru
2006: 1). The ENP was thus conceived as a soft, participatory mechanism involving
collaborative goal-setting (Sedelmeier 2007: 199-200) and its bilateral action plans as ‘soft law’
documents (Dimitrova & Dragneva 2009: 856) aimed at approximation rather than precise
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harmonisation with the Acquis (Lavenex & Schimmelfenning 2009: 807; Boerzel 2010: 15).
With its strong aspiration to future membership of the EU Ukraine was one of the most active
participants in the policy, even producing its own road map of 350 specific measures to
implement its first action plan in 2005 (Wolczuk 2008: 101-2).

Nevertheless the ENP was perceived by the Ukrainian Government as a transitional rather than
settled framework for relations with the Union (Wolczuk, 2009: 198). Ukraine did not see itself
as a mere neighbour to the EU (Stegniy 2011: 54) and in the early months of 2005, following the
Orange Revolution, President Viktor Yushchenko demanded that it be offered a clear
membership prospect in the medium term. He was supported in this by the European Parliament
and by some member states, Poland in particular (Smith, 2005: 768). However the EU continued
to resist discussing the membership question, insisting on the conduct of negotiations within the
framework of the ENP.

Haukkala argues that in this failure to respond to Ukraine and other neighbours’ claims to
belonging and Europeanness the whole ENP project became fatally flawed from the outset
(Haukkala 2008: 1613). In Ukraine’s case the EU almost certainly missed the opportunity
afforded by the mass demonstrations of the winter of 2004/5 to empower domestic political
actors to outweigh the resistance of those ‘veto-players’ whose agreement was necessary for a
change in the status quo (Schimmelfennig & Sedelmeier 2004: 666). Pro-reform Ukrainians
despaired that even a full-blown revolution had hardly altered the rhythm of EU policy (Youngs
2009: 903).

The introduction of the Eastern Partnership was to be a further anticlimax for the Government of
Ukraine, given that its launch in May 2009 was due in large part to the country’s continued
activism and ambition regarding future membership (Dangerfield 2009: 1742). The declared
intention of the EaP was to expand and intensify progress towards economic and political
integration for the six partner countries on the EU’s eastern borders through the mechanism of
Association Agreements with the EU. The ENP’s loose principle of joint ownership was replaced
by the tougher idea of mutual commitments, albeit still without the finalite of a promise of future
membership (Korostoleva 2011: 1-2, 6). However for the Government of Ukraine the EaP

offered little more than it already had, as under the ENP Ukraine had been a front runner in
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negotiation for an Association Agreement. Now they were to share this status with five other

countries in the eastern neighbourhood (Wolczuk 2011: 7).

3.2 External Governance and Europeanisation

The theoretical literature on the ENP contains two contrasting interpretations of the EU’s
influence on its neighbourhood. Central to the distinction between them is the notion of external
governance, a concept which originates in the wider literature on Europeanisation. Alternative
interpretations of the term Europeanisation are briefly summarised below before moving to a

discussion of external governance.

Europeanisation has been variously defined as ‘the process by which states adopt EU rules’
(Schimmelfennig & Sedelmeier 2005a: 7), or ‘EU-ization” (Wallace 2000, cited by
Schimmelfennig & Sedelmeier 2005a: 1). Less instrumentally it has been seen as the
internalisation and institutionalisation of European values and ‘ways of doing things’ (Grabbe
2006: 46). Politically, Europeanisation has also been portrayed as a ‘return to Europe’ and a
‘rejoining the West’ for CEE countries and a reversal of the post-war settlement with the Soviet
Union (Fritz 2005: 198; Vachudova 2005: 4; Grabbe 2006: 5). In a similar vein some advocates
of the external incentives or conditionality model of domestic reform in the EU accession states
have conceded that the strongest challenge to their analysis derives from the process of
Europeanisation and the ‘high legitimacy of the European integration project’ (Schimmelfennig

& Sedelmeier 2005b: 220).

The loose and contested nature of the definition of Europeanisation, as evidenced here, has had a
corrupting effect on its usefulness as an explanatory concept (Wolczuk 2004: 1). It will be
argued below that there are similar problems with the related notion of external governance.

Like Europeanisation, external governance has been employed by scholars of EU studies in
differing ways. Starting from the term ‘governance’, coined by social scientists to distinguish
non-hierarchical and multi-level patterns of decision-making, or ‘governance’, from the
conventional notion of hierarchically organised ‘government’ (Hildreth 2009: 327), in studies of
the EU the concept of external governance has been developed to explain the relationship
between the EU and non-member states in both accession and post-enlargement periods. These
relationships are said to be characterised by shared goals and values rather than by the exercise
of control and formal authority. They are therefore not hierarchical in the conventional sense.
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Nevertheless, since they involve the deliberate transfer of a body of rules and norms from one
jurisdiction to another they should be regarded as conceptually distinct from other, looser, forms
of international cooperation (Schimmelfennig & Sedelmeier 2004; Smith & Weber 2007;
Sedelmeier 2007; Lavenex 2008; Dimitrova & Dragneva 2009: Lavenex & Schimmelfennig
2009; Lavenex et al. 2009; Freyburg et al. 2009; Youngs 2009).

A further distinction is made between two forms of external governance. These are referred to in
the literature as its hierarchical and network modes, a means of conceptualising the EU’s
relationship with third countries in the accession and post-enlargement periods respectively.
Thus the EU’s external governance relationship with the CEE states which later joined the
European Community is said to have been hierarchical in the sense that it was shaped by the
obligations of membership conditionality. While it may have lacked the ‘the strong jurisdictional
aspect inherent in national hierarchies’, it was a mode of interaction ‘essentially drawing on
power asymmetries’ (Lavenex 2008: 941). The hierarchical mode has also been described as the

‘external incentives’ model of EU governance (Schimmelfennig & Sedelmeier 2004: 662).

By contrast it is argued that the network mode of external governance more accurately explains
relationships in the EU neighbourhood where a membership offer has not been on the table.
These are said to be ‘horizontal’ and ‘partnership-oriented’, allowing for the extension of EU
norms and rules to states in the neighbourhood through a process of participatory and open
decision-making (Lavenex 2008: 946). In contrast to those with the accession states,
relationships are symmetrical in nature, with third countries invited to agree to areas of
cooperation in a regime described as ‘process-oriented.....voluntaristic and inclusionary’
(Lavenex 2008: 943; Lavenex et al. 2009: 816). Ukraine under the ENP is said to be ‘enmeshed

within a dense structure of European networks’ (Youngs 2009: 904).

While acknowledging that conditionality is not absent from the ENP, the network mode analysis
argues that here it is mediated through the ‘soft law” mechanism of the action plan rather than
through the binding agreements of the enlargement process (Dimitrova & Dragneva 2009: 856).
Participating states are free to choose their own priorities and to progress at different speeds
(Lavenex 2008: 939) and the concern is less with adherence to the precise terms of the acquis
than with promoting gradual approximation to EU norms (Lavenex & Schimmelfennig 2009:

807; Lavenex et al. 2009: 816). This interpretation closely reflects official EU Commission
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statements regarding the approach of the ENP which stress that ‘there can be no question of
asking partners to accept a pre-determined set of priorities. These will be defined by common
consent’ (EU Commission 2004: 8). It also has much in common with the portrayal of the ENP
as ‘conditionality-lite’, a deliberately fluid and iterative process where the EU and its
neighbourhood partners are engaged in activities aimed at long-term socialisation and adaptation
(Sasse 2008; Emerson 2004; Kelley 2006).

For the present discussion the concept of external governance is only helpful to an understanding
of the ENP if the separation between its hierarchical and network modes is a valid one. Indeed it
appears that the principal value in advancing the hierarchical mode of external governance is as a
conceptual device to contrast the EU’s dominant relationship with CEE accession states with
what are said to be the more interactive relationships of the ENP neighbourhood. However this

distinction is questionable on two counts.

First the proponents of the dual mode analysis acknowlege that the notion of a hierarchical mode
rests on a ‘blurring’ of the governance concept away from its ‘domestic origins’ where it is
usually understood to denote relationships which are horizontal rather than vertical (Lavenex
2008: 940-941; Lavenex & Schimmelfennig 2009: 796). As with the broader concept of
Europeanisation this ambiguity, involving different shades of possible meaning, raises questions
over the usefulness of the external governance concept per se. Second, and more importantly for
this study, it is doubtful whether the characterisation of the EU Neighbourhood as a network of

symmetrical, partnership relationships is an analysis which will stand up to closer scrutiny.

3.3 Network Governance, Constructive Ambiguity and Normative Power

The validity of the network model of EU governance in the post-enlargement period rests on the
conclusion advanced by Lavenex and Schimmelfennig that EU influence in its neighbourhood is
channelled through horizontal ‘networks of interaction’ rather than by the hierarchical form of
policy export which was a feature of the accession process for CEE countries (2009: 807). When
the ‘constructive ambiguity’ (Sedelemeier 2007: 199) of the ENP is taken into account this is an

argument which becomes difficult to sustain.

Constructive ambiguity stems from the Commission’s own statements that the ENP relationship

would not include a perspective on membership ‘in the medium term’ (EU Commission 2003: 5,
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author’s italics) and the implied encouragement this phrasing gives to those prepared to make

most progress in adapting to EU rules (Leigh 2007: 2010).

In this context an alternative, and more convincing, interpretation of the means by which the EU
brings influence to bear on its neighbourhood argues that ambiguity over the long-term
membership prospects of the ENP’s eastern partners cannot help but lead countries with strong
membership aspirations to harbour hopes that accession will eventually become an option. In the
meantime there is a clear incentive to conform to EU norms and practice and a corresponding
increase in the capacity of the EU to require partner countries to meet its expectations. The ENP
becomes an expression of the EU’s desire to ‘project its normative power” in its neighbourhood

(Wolczuk 2008: 99).

On this interpretation the portrayal of the ENP as a symmetrical partnership of equals is ‘entirely
erronecous conceptually’ since in practice it involves a ‘one-way flow of EU
directives...... premised on a donor-recipient formula’ (Korostoleva 2011: 6-8). The ENP
becomes principally a ‘neighbourhood context for the export of [EU] rules (Dragneva &
Wolczuk 2012: 1), paying ‘lip service.....to the principle of co-ownership’ while in reality
allowing the EU to monitor and patronise its partner countries and to oscillate between policies
of inclusion and exclusion (Ganzle 2009: 1718, 1723).

It follows from this line of argument that the model of network governance looks to be too
faithful to the EU’s own explanations of its policy towards its neighbourhood, and that the
deliberate vagueness of the final aim of the ENP in relation to its eastern partners (Copsey &
Mayhew 2006: 4) was a reflection of the Commission’s wish to leave its future options open. As
a result the EU has been able to secure the best of both worlds geopolitically, enabling it to
relinquish the policy of enlargement but nevertheless retain its normative power. It is able to act
as a ‘normative hegemon’ in the region by virtue of its strategy of building a set of highly
asymmetric bilateral relationships to facilitate the active transfer of its norms and values to
countries which are bound to the EU by the distant and elusive prospect of future membership
(Haukkala 2008: 1611; 2009: 1762).

3.4 Pro-Reform Constituencies in Ukraine and the Impact of the ENP

There is some evidence that the exercise of the EU’s normative power through the ENP has met

with a receptive audience among pro-reform constituencies in Ukraine and that the strategy of
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building relationships through frequent interaction in the action planning process has created an
‘opportunity structure’ and external reference point for reform-minded domestic actors (Wolczuk
2009: 188). Previous empirical studies have noted the emergence of ‘pro-reform constituencies’
or ‘enclaves’ within Ukraine’s state apparatus, using the framework of the ENP action plan to
promote convergence with EU rules and templates. This has been largely on the initiative of the
officials concerned, more often than not acting without political support or oversight. (Solonenko
2008: 22; Wolczuk 2009: 202). These findings on activism in the state apparatus echo references
to ‘pockets of reform’ in the accession states in the pre-enlargement period (Jacoby 2006: 642)
although in the case of Ukraine they are driven by the aspiration to EU membership rather than

by accession conditionality.

The fact that sections of the state bureaucracy have started to act independently in this way
suggests that the ENP has had some empowering effect on disconnected groups of domestic
actors. However, as Wolczuk observes, these efforts are largely ad hoc and civil servants on their
own cannot deliver reform. Despite the considerable normative power at the disposal of the EU,
in the absence of a stronger incentive than the constructive ambiguity of the ENP there is little
evidence of any mobilising effect on Ukraine’s political class, let alone a broader transformative
effect on the country as a whole (Wolczuk 2008: 103; 2009: 209; Langbein & Wolczuk 2012:
878).

4. Policy Transfer: Theorising External Influence through Transnational Policy Borrowing

The following section focuses on the literature on policy transfer and takes the review a step
closer to the micro-level of interaction between donors and recipients in the conduct of
international technical assistance to post-communist countries. In so doing it may provide useful
theoretical tools for the micro-level analysis of these interactions which is lacking in research to

date and which is the purpose of this study.

A number of commentators have made passing reference to the role of policy transfer in reform
programmes in CEE and post-Soviet states, indicating that it has played a significant role but so
far not undertaking a deeper analysis of the processes involved (Radaelli 2000; Zabrowski 2005;
Swain 2006, 2007; Lavenex 2008).

The policy transfer concept has been criticised both for its generality and its overambition
(Grabbe 2001; Wedel 1998; Jacoby 2004). The following discussion finds some justification for
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these criticisms but suggests that there are insights within the literature which resonate with other
theoretical perspectives on the interaction between domestic and external actors and may

therefore help to inform an analysis of the empirical data in later chapters.

4.1 Policy Transfer Defined

Scholars employing policy transfer analysis or the related concept of lesson-drawing have
generated a substantial body of literature (Bennett 1991; Rose 1991, 1993; Dolowitz & Marsh
1996, 2000; Evans & Davies 1998; Radaelli 2000; Stone 2000; Evans 2004a, 2004b). Policy
transfer has been defined as a ‘process by which knowledge about policies, administrative
arrangements, institutions and ideas in one political system....is used in the development of
policies, administrative arrangements, institutions and ideas in another political system’
(Dolowitz & Marsh 2000: 5) or as ‘a theory of policy development that seeks to make sense of a
process or set of processes in which knowledge about institutions, policies or delivery systems at
one sector or level of governance is used in the development of institutions, policies or delivery

systems at another sector or level of governance’ (Evans 2004a:10).

As these definitions imply the policy transfer concept has been employed to explain both a
process taking place between two independent states and within the borders of one country, for
example between government departments. However it is most commonly used in connection
with the sharing of expertise and information between ‘transnational groups of actors’ (Stone
2000: 50), where ‘through various channels of communication, policy makers learn of the
programs of their counterparts in other countries, and this evidence influences the domestic

policy process’ (Bennett 1991: 32).

Policy transfer does not necessarily imply external agency. In the lesson-drawing model the
initiative comes primarily from the policy ‘borrower’ and may be limited to studying the
experience of another policy domain without the active participation of a third party. In this
sense lesson-drawing has been ‘voluntaristic’ (Rose 1991: 9) and even as ‘perfect rationality’,

being a rational response to a perceived problem (Dolowitz & Marsh 2000: 13).

4.2 Policy Transfer in the Literature on Post-Communist States

The notion of policy transfer has been employed by a number of scholars to conceptualise the

promotion of EU policy, both between existing member states and in the enlargement process in
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Central and Eastern Europe. Thus the EU has been described as a ‘massive transfer platform’
from its dominant economies to less powerful member states (Heretier et al. 1996, cited in
Radaelli 2000: 26; also Bulmer & Padgett 2005), and as a ‘very active policy entrepreneur’ in its
external relations with post-communist states, with the Acquis Communautaire involving ‘large
scale policy transfer’ (Radaelli 2000: 26-27; Zabrowski 2005: 30). In this context policy transfer
is an isomorphic process, with candidates for membership required to adopt prescribed
institutional forms and practices as a condition of acceptance (Radaelli 2000: 27). This is similar
to the notion of a hierarchical mode of EU external governance, discussed above.

Away from the EU, the intervention of the World Bank in the re-structuring of the coal industry
in the Donbas region of Ukraine in the 1990s, controversially using as its model the UK mine

closures of the 1980s, has been cited as an example of ‘fast policy transfer’ (Swain 2006: 209;

2007: 183).

4.3 Critiques of the Policy Transfer Concept

In its most general form policy transfer embraces a range of transfer activities extending in a
continuum from purely voluntary-lesson drawing to directly coercive transfers imposed by one
government against the will of another (Dolowicz & Marsh 2000: 13). This stretches the
explanatory power of the concept too far, exposing it to the charge of squeezing ‘large numbers
of contrasting motives and strategies into one overstuffed concept’ (Jacoby 2004: 3). Its chief
weakness is said to be its oversimplification of the multi-stranded processes by which ideas and
policies are transferred from one state to another, including the interaction between domestic
pressures and external influence which the concept does not satisfactorily explain (Grabbe 2001:
56; Wedel 1998: 8; Jacoby 2004: 4).

These criticisms are themselves too generalised and overlook areas of the policy transfer
literature which do attempt to address the question of process, and further refinements of the

concept which have given it more explanatory power.

First, the literature identifies processes of ‘negotiated’ policy transfer where voluntary and
obligatory elements operate together as a form of indirect coercion. An exchange takes place but
the process can be described as coercive as the receiving government is under pressure to accept
a set of institutional norms and rules in order to secure membership of an international

organisation or a promise of inward investment (Dolowitz & Marsh 2000: 13; Evans 2004a: 11).
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While it may add no deeper insights to the discussion of the EU’s relationship with non-member
states in paragraphs 2 and 3 of this chapter, it is nevertheless a useful alternative way of
portraying relationships which are shaped by either membership conditionality in the case of the
enlargement states or by constructive ambiguity in the ENP neighbourhood.

Secondly, the conceptualisation of policy transfer as normative isomorphism, though employed
by Radaelli chiefly to explain isomorphic pressures on existing EU members, is equally relevant
to the exercise of the EU’s normative power in exporting its norms and rules to states in the ENP
neighbourhood with an aspiration to membership. The joint ownership philosophy of the ENP
can be seen as a thin disguise for an ‘EU-laden’ agenda of institutional change with which
neighbourhood partners are expected to converge (Ganzle 2009: 1717; Korostoleva 2011: 6).
Radelli’s identification of the provision of cognitive resources and technical expertise as
significant channels for normative isomorphism not only adds to an understanding of what is
happening in the transfer process but also provides a conceptual link with the activity of

international technical assistance (2000: 27).

Thirdly, the literature points to the importance of understanding the domestic context of the
recipient of policy transfer. Consultants working for international organisations ‘tend to offer
advice based on what they regard as best practice elsewhere, often paying little attention to the
context in the borrowing political system’ (Dolowitz & Marsh 2000: 10). Particular institutional
structures have a tendency to become fetishes among international organisations driven by a
check-list approach (Jacoby 2006: 642). Post-communist states are said to have been particularly
vulnerable to inappropriate forms of policy transfer because of the enormous endogenous
pressure for change after the demise of the Soviet Union, resulting in their being ‘hungry, even
starving’, for policy transfer. External advice was widely thought to be preferable in a situation
where it was felt there were few valid sources of relevant endogenous expertise (lvanova &
Evans 2004: 98, 109).

Lastly, the multi-level analysis approach to policy transfer (Evans & Davies 1999; Evans 2004a)
goes some way to addressing the broad concept’s weak analytical power by theorising on a set of
vertical relationships linking intergovernmental or donor-recipient relationships at the macro-
level with institutional and individual interactions at the micro-level where actual policy changes

are observable. The link is provided at a meso-level by transnational ‘policy transfer networks’
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of domestic and external agents whose role it is to assist decision-makers to acquire knowledge

and to mediate the process of policy change in individual institutions (Evans 2004a: 22-25).

There are similarities between this analysis and references at 2.3 above to the role of informal
coalitions of domestic and external actors working in tandem (Jacoby 2006: 625; Wolczuk 2009:
191). The concept of a policy transfer network concept offers a promising framework for the

empirical investigation of how such alliances might function in practice.

5. Development Studies: the Critique of Donor-Recipient Relationships

At first glance there is little in the literature of development theory which is of obvious relevance
to post-communist states. Both academically and professionally the development community has
consciously distanced itself from analysis of international support to the task of reconstruction in

post-communist countries following the dissolution of the Soviet Union in 1991.

Nevertheless the thesis will argue that it is the literature of Development Studies which contains
the most penetrating critique of the management of international aid, including programmes of
technical assistance, and of the role of external influence in building new institutions of public
administration in developing countries, which has also become a central objective of
international advice to Ukraine. The insights of development theory in these two areas are
considered in turn, drawing out those factors which may have equal relevance in post-communist

states.

5.1 Development Studies and Post-Communist Transition

As will be explained in more detail in chapter Il below, in the immediate post-independence
period the United Kingdom’s technical assistance to Ukraine was channelled through the so-
called Know How Fund, established in 1989 under the premiership of Margaret Thatcher. In
1997, the Fund was absorbed into the Department for International Development (DFID), a new
ministry bringing together assistance to post-communist states like Ukraine and wider support to
developing countries. Sensitive to criticism that this represented a dilution of the aid effort, the
Department’s first White Paper was quick to make a clear distinction between the aid provided to
‘transition countries’ which ‘are not poor by measurements of income alone’, and the poorest
countries in the world which were to be the Department’s primary focus. Assistance to transition

countries would be a ‘finite commitment’ only, reflecting the UK government’s interest in their
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stability and development as they integrate into the global economic community (UK DFID
1997: 40, 42).

Despite the Department’s assurances there were clearly misgivings within the Development
Studies community at the continued inclusion of post-communist states in the UK’s budget for
overseas assistance. One academic commentator on the White Paper remarked that Britain’s
former colonies had been ‘forsaken’ as the demands on the aid budget from countries of the
former Soviet Union had increased (White 1998: 156). This distancing of international aid
scholars and professionals has continued to the present day and has not been limited to the UK.
Research on the influence of external advice to post-communist states is notably absent from the

Development Studies literature in general.

It is important to note that the establishment of DFID in Britain coincided with a wider
retrenchment in the use of expert technical assistance as the major instrument of international aid
to developing countries. Professional and academic opinion had already been moving steadily
from the strategy of one-off project-based assistance in favour of a more systemic or
programmatic approach (Killick 2004: 5), and donors themselves had come to be seen as part of
the problem ‘especially where there are large numbers of donor projects [with] uneven coverage,
inconsistent approaches, and poor sustainability of projects once donors withdraw’ (Foster 2000:
7). The 1997 White Paper therefore announced its intention to divert resources away from
project-based technical assistance towards ongoing support to state budgets ‘where we have
confidence in the policies and....capacity for effective implementation in the partner government’
(UK DFID 1997: 38).

Continued use of technical assistance as the principal mode of intervention in post-communist
states meant that these efforts were therefore already out of step with mainstream thinking about
the management of international aid at the start of the new millennium, again a reflection of how
differently the temporary challenges of post-communist transition and the need for long-term

assistance to developing nations were perceived.

5.2 Best Practice and Institutional Isomorphism in International Aid Management
Amid the new thinking in the Development Studies community on the effectiveness of assistance
to developing countries, the scholarly literature also points to shortcomings in the institutional

behaviour of international donor organisations. A survey of eleven countries by a task force from
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the OECD in 2000-2002 found that the imposition of donor-driven priorities was perceived to be
the major problem with development assistance (Amis et al. 2005: 374). By the time they reach
the interface between donor and recipient, aid packages more often than not display ‘Henry Ford
characteristics” (Curtis 2004: 415). !

The blame for this is said to lie primarily with expert policy networks which ‘hammer out
consensus and define world standards’ and which have ‘powers to filter norms and methods,
designating some as “best practice” and excluding the rest’ (Sogge 2002: 157-158). Donors
resort to an overreliance on ideal-type, one-size-fits-all solutions regardless of context, rather
than focus on what can be accomplished in practice (Chang 2002: 130; Fritz & Menocal 2007:
579; Frodin 2011: S179). The institutional ethos of development agencies is one of ‘experts
bringing solutions’ (Unsworth 2009: 890), when the real question should be how to improve
what already exists (Booth 2011b: 116) and work towards reform which represents ‘best fit’
rather than best practice (Williams et al. 2011: S53).

In developing countries the projection of standardised and frequently inappropriate models is a
policy which, when attached to conditionality or financial dependency, amounts to a form of
coercive institutional isomorphism (Di Maggio & Powell 1991: 67-68; Williams et al. 2011: S33;
Duncan & Williams 2012: 134). Examples include the so-called ‘good governance’ agenda of
donor agencies which has been criticised as a dangerous isomorphism lacking a sound basis in
theory (Andrews 2008: 379), and the New Public Management approach to public
administration, with its questionable relevance to the circumstances of the developing countries
to which it has been exported with great enthusiasm (Batley & Larbi 2004: 29; Fritz & Menocal,
2007: 545). 2

5.3 Taking the Politics out of Politics
The new paradigm of international development thinking emerging in the 1990s had been the
need for institution building in states perceived to have weak capacity in ensuring the provision

of an adequate level of goods and services to their citizens. However, these efforts were deemed

! The founder of the Ford motor car is quoted as saying that buyers were free to have the colour of their choice as
long as it was black.

2 New Public Management became popular in many OECD countries in the 1980s and 1990s and is associated with
the marketisation of public services through, for example, increased competition in service provision by contracting
out to the private sector and the introduction of public-private partnerships in capital project construction.
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to have largely failed through a lack of understanding of the political forces influencing the
formation of new institutions and the promotion of inappropriate institutional models (Leftwich
2006: 26; Duncan & Williams 2012: 134). The unspoken assumption, even the default position,
of international donors had been that it was possible and desirable to transplant the institutional
models of OECD countries to the developing world (Williams et al. 2011: S33; Unsworth et al.
2010: 1).

Fresh light has been shed on the shortcomings of this approach by the new institutionalist
thinking of political science which has extended the traditional focus on formal political
structures to include informal institutions and their impact on the political process (Leftwich
2007: 5), and by the emergence of political economy analysis in international development.
Political economy analysis sets out to address the underlying causes of weak state capacity by
examining the deeply embedded social and economic structures that shape formal and informal
relationships and the incentives that drive politicians and policy-makers (Unsworth 2009: 886).
Informal institutions in this context are defined as ‘socially shared rules, usually unwritten, that

are created, communicated, and enforced outside of officially sanctioned channels’ (Helmke &
Levitsky, 2004: 727).

The political economy critique of international assistance to developing countries argues that its
overly technocratic approach to institutional development is symptomatic of the reluctance of
donors to see themselves as political actors (Fritz & Menocal 2007: 544), preferring to maintain
the ‘sincere fiction of a disinterested exchange’ with their partners without any clear analysis of
how this will facilitate a process of reform (Bourdieu 1992; 113, cited by Brett 2009: 267).
‘Pseudo-scientific’ instruments such as project logical frameworks and results-based
management encourage the design of interventions to produce quantifiable outcomes with little
relevance to the range of factors involved in complex political change (Crawford 2003: 82, 86).

In the sphere of public administrative reform the technocratic approach assumes that the
obstacles to better governance are technical and managerial rather than political (Unsworth 2009:
886), indicative of a naively consensual view of power relationships (Hyden 2008: 262) and the
‘classic error’ of isolating public administration from politics (Goldsmith 2010: 369). The key to
increased aid effectiveness lies less with improved delivery mechanisms than with a better

understanding of the social, institutional and political dynamics with which aid programmes are
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interacting, and a preparedness to become more politically engaged with the informal
relationships underpinning the working of formal institutions. These are said to represent ‘the
grain’ with which international agencies need to work (Hyden 2008: 267; Unsworth 2009: 891-
892; Unsworth et al. 2010: 76).

5.4 Relevance of the Development Studies Critique to Post-Communist States
Both aspects of the Development Studies critique of donor-recipient relationships have

resonance in Ukraine, a question which will be explored in detail in the two case studies.

First, if the argument is accepted that the constructive ambiguity of the ENP has given the EU
considerable normative power over its post-enlargement neighbourhood, as argued above, it
follows that Ukraine may be subject to the export of inappropriate best practice solutions through
mechanisms which include the EU’s own programmes of technical assistance. This is likely to be
a particular problem given the time constraints imposed by the use of fixed-term projects as the

main delivery vehicle for assistance.

Secondly, the finding that international donors in developing countries have a poor
understanding of the institutional landscape in which they work is similar to Wedel’s argument
that aid programmes to post-communist states lack basic institutional awareness (1998: 185-
189). The political economy analysis of the importance of informal relationships and institutions
also finds echoes in studies of neo-patrimonial networks in post-Soviet states, where the legal-
bureaucratic and patrimonial spheres function in parallel with each other and have been able to
flourish at the intersections of state, politics and business (Fisun 2003; Aslund & Paskhaver
2010; Malygina 2010; Whitmore 2010). Verena Fritz and others have argued that the growth of
neo-patrimonialism in Ukraine and other post-Soviet states is a result of the process of
institutional erosion and fragmentation which followed the demise of the USSR (Fritz 2004,
2007; Roland 2002; Gel’man 2004). This question is discussed further in chapter VL.

6. Conclusions
While the absence of scholarly literature on international advice on reform in Ukraine has
necessitated an examination of the wider literature of Comparative Politics, Development

Studies, Institutional Theory and EU Studies in order to suggest a theoretical framework for the
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present research, the review has proved fruitful in offering a number of concepts which promise

to be directly relevant to the empirical investigations which follow this chapter:

6.1 The Emergence of Pockets of Reform and Activist Enclaves in the State Apparatus

The evidence of the review is that domestic activism of this nature has been a feature of both the
pre-accession period in CEE states and in post-enlargement Ukraine. In particular the literature
suggests that just as membership conditionality provided an incentive for pro-reform domestic
actors to work in tandem with external influence in CEE states (Jacoby 2004, 2006), so the
aspiration to EU membership has encouraged the emergence of similar activism among enclaves
within Ukraine’s state apparatus despite the absence of a membership incentive (Solonenko
2008; Wolczuk 2009). Research also suggests however that on its own this aspiration has had
little mobilising effect on political elites in Ukraine (Langbein & Wolczuk 2012).

The case studies in chapters IV and V will examine evidence of a similar pro-reform activism in
Ukraine’s state apparatus on the question of relationships between national and sub-national

government and the extent to which this has achieved a wider political impact on reform.

6.2 The Concept of the Policy Transfer Network

In relation to the CEE accession process the literature suggests that in order to have real purchase
on the course of reform, external influence needs to establish alliances or ‘informal coalitions’
with pro-reform domestic actors (Jacoby 2006). The concept of a policy transfer network (Evans
& Davies 1998; Evans 2004a) offers a framework for the empirical investigation of how
informal coalitions or alliances of domestic and external actors are established and operate in

practice, including exerting influence on the progress of reform.

The empirical evidence in chapters IV and V will compare two contrasting examples with regard
to the establishment of pro-reform alliances. The case studies present an opportunity to test the
usefulness of the policy transfer network concept in illuminating the role of external actors in

domestic reform processes.

6.3 Normative Institutional Isomorphism
The findings of the review suggest that the normative power of an international organisation,
particularly the EU in the case of Ukraine, can be employed to bring pressure to bear on

recipients of external assistance to adopt prescribed institutional models (Radaelli 2000;
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Haukkala 2008; Ganzle 2009; Korostoleva 2011). The wider literature on international aid
management in developing countries indicates that external ‘best practice’ institutional models
are often recommended by external advisers with insufficient regard to their relevance in the
domestic context (Andrews 2008; Unsworth 2009).

The case studies will examine whether external influence by the EU and other donors on the
issues of fiscal decentralisation and regional policy can be characterised as isomorphic processes,
and the extent to which they may have involved the transfer of institutional models inappropriate

to the Ukrainian context.

6.4 External Governance and Europeanisation

In contrast it has been argued that the related concepts of external governance (Schimmelfennig
& Sedelmeier 2004; Smith & Weber 2007; Lavenex 2008) and Europeanisation
(Schimmelfennig & Sedelmeier 2005a; Vachudova 2005; Grabbe 2006) from the literature of EU
Studies lack consistency and coherence of definition. As a consequence they offer weaker
explanatory power in relation to the nature of EU’s influence in Ukraine than the concept of

normative institutional isomorphism.

6.5 The Political Economy Analysis of Development Studies

Political economy analysis points to the institutional factors which have inhibited the efforts of
external advisers to influence the course of institutional reform in developing countries
(Unsworth 2009). Chapter III will discuss the process of ‘institutional erosion’ (Fritz 2007)
which was a feature of post-independence Ukraine in the 1990s and the increasingly neo-

patrimonial nature of its institutional relationships (Fisun 2003; Malygina 2010)

The empirical findings at chapters 1V and V will suggest that the political economy analysis of
international aid management in developing countries has resonance in Ukraine, and that donors’
limited understanding of the neo-patrimonial nature of the Ukrainian state impacts negatively on

their ability to influence reform outcomes.
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CHAPTER I11: THE HISTORICAL CONTEXT - INTERGOVERNMENTAL
RELATIONS IN THE NEWLY INDEPENDENT UKRAINE

1. Introduction

This chapter examines the decade following the dissolution of the Soviet Union and the
establishment of Ukraine as an independent state. It was a period during which the country’s
longstanding regional tensions threatened to undermine the process of state building and when
the distinction between regional policy and regional politics frequently became blurred and
subject to political manipulation. It was also a time of profound uncertainty, even collapse,
among post-Soviet institutions, including those at the local level of municipalities and districts.
To advocate greater autonomy from Kyiv for regional and local governments in such a febrile

atmosphere was to risk accusations of recklessness or, worse still, of separatist thinking.

The international community took little active interest in what were regarded as the internal
affairs of Ukraine. After all, little harm could come from a reduction in the reach of state
institutions in a country which had hitherto been the subject of too much government rather than
too little. Donor interventions such as the European Union’s TACIS programme and the United
Kingdom’s Know How Fund focused instead on questions which were seen as more central to
Ukraine’s anticipated transition to a market economy and liberal democracy. Foremost among
these were enterprise re-structuring and privatisation, reform of the banking system, electoral

reform and, in the wake of the Chernobyl catastrophe of 1986, nuclear safety.

By the time international organisations turned their attention to the institutions of regional and
local government at the beginning of the new millennium, the political arguments over the nature
of the Ukrainian state and the acceptable degree of autonomy for sub-national units of
administration had been largely settled, for the time being at least. A new Constitution had been
agreed in June 1996, following the longest period of political wrangling and debate in any post-
Soviet country, and new legislation governing the affairs of local and regional authorities had
been enacted in 1997 and 1998. The result was a system of intergovernmental relations heavily
skewed towards centralisation (Wolczuk 2002: 86), presided over by a political leadership which
remained deeply suspicious of, even hostile to, arguments for any significant relinquishing of

state authority.
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The chapter is divided into two parts. Part | examines the institutional struggles of the first
decade after independence which were to prove an important influence on the progress of
reforming both regional policy and intergovernmental financial relations in the decade that
followed. Part Il of the chapter considers the response of the donor community to the challenge
of post-communist transition, in particular the lack of attention to the weakening of state
institutions which had occurred in the 1990s. When this was belatedly identified as a priority
issue for international support at the end of the decade, there had been changes to the
institutional landscape which were certain to compound the complexity of an already difficult

environment for technical assistance.
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Part I: The Ukrainian State in the First Decade after Independence

2. The Challenge of State Building and the Threat of Disintegration

2.1 Background: the Soviet Period

A key factor distinguishing the task of economic and political reconstruction in the post-
communist countries of the former Soviet Union, excluding the Baltic States, and those of
Central and Eastern Europe was what Linz and Stepan describe as the severity of the ‘stateness
problem’ (Linz & Stepan 1997: 449). In Ukraine’s case the various regions which made up the
newly independent country in 1991 had moved in and out of Ukraine’s history at different times
but had never interacted together as an ensemble (Wilson 1997: 25). Its territorial boundaries
were largely a Soviet construct and in the aftermath of the break-up of the USSR there were
serious doubts as to the feasibility of holding Ukraine together as an integrated political entity
after centuries of statelessness (Wolczuk 2002: 66; Sasse 2001: 71).

While the regional cleavages which were to burden the process of state building during the first
decade of independence were sharpened by political struggle and economic collapse, they were
also a predictable outcome of tensions which had been apparent during the Soviet period and
which forced their way to the surface in a less tightly controlled political environment. Indeed
the USA’s Central Intelligence Agency went so far as to forecast the disintegration of Ukraine
under the pressure of latent ethnic conflict similar to that in post-communist Yugoslavia
(D’Anieri 2007: 5). The analogy is not wholly satisfactory as the background to the inter-
regional tensions in Ukraine was based not so much on ethnic grounds as on a complex mix of

economic, political, historical and linguistic factors.

The faultlines threatening the integrity of the territory of Ukraine have historically been along its
borderlands to the west, south and east. The western oblasts of the country were variously parts
of Poland, Hungary, Romania and Czechoslovakia until the Second War when they were
incorporated into the Soviet Union. At the time of their incorporation into the Ukrainian state
they were economically backward in comparision with the more industrialised east and remained

one of the least productive and poorest areas of the country (Birch 2000: 1026).
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Politically however they had more recent experience of competitive elections than the rest of
Ukraine and, having never been part of the Russian empire, their populations were inclined to
regard themselves as Europeans as distinct from the ‘Eastern Slavs’ in the south and east (Birch
2000: 1017-18). Campbell comments on the longstanding tendency among Ukrainian nationalists
in these western oblasts to refer somewhat dismissively to the eastern and southern parts of
Ukraine as ‘russified’ and to assert that Ukraine would be in the European mainstream were it

not for its links with Russia (1995: 123).

In contrast to the west the populations of Crimea in the south and Donbas in the east were
historically over 90% Russian speaking (D’Anieri 2007: 7) and the question of their regional
identity had been strongly politicised even in the pre-independence period (Birch 2000: 1028).
Under Russian rule since the eighteenth century and part of the Russian Federation within the
USSR until 1954 the special status of Crimea, including its strategic role as the base for the
Soviet Union’s Black Sea Fleet, led to pressure for a popular referendum in January 1991 and a
subsequent upgrading of its political status from that of oblast to being an autonomous republic
within the Ukrainian SSR (Birch 2000: 1029; Sasse 2001: 72).

For rather different reasons the Donbas region, which importantly straddles the territory of both
Ukraine and Russia, also enjoyed privileged status prior to independence. The ‘working class
aristocracy’ of its coalminers and steelworkers, who were better fed, clothed and housed than
other working people, gave Donbas a unique place in Soviet culture (Birch 2007: 1027). The
repeated miners’ strikes of the late 1980s as its coal industry began to decline in competitiveness
on world markets were an indication of the region’s potential for political mobilisation. Even
before the dissolution of the Soviet Union the Donbas miners had emerged has one of the

USSR’s most vociferous constituencies of political opposition (Sasse 2001: 84).

2.2 Post-Independence: the Threat of State Disintegration

Following the declaration of Ukraine’s independence in August 1991 the central struggle for
political ascendancy to emerge was that between national and regional political elites, the latter
including the leaderships at both oblast and major city level. As will be argued later the
dynamics of this struggle continued to dominate the issue of public administrative reform well
into the new millennium, in particular in the arguments over the reform of regional policy and

intergovernmental finance.
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It is important to see the political struggle of the 1990s in this wider context of a contest between
national and regional elites rather than one which was driven solely by the need to contain the
specific separatist threats on Ukraine’s western, southern and eastern flanks, potentially serious
as these undoubtedly were. The key question was the extent of decentralisation which an
independent Ukraine’s national ruling elite was prepared to concede or, to put it another way,

how much power it was willing to share.

The settlement which was achieved in the adoption of a new constitution in June 1996, although
formally presented as a compromise between centralist and decentralist pressures, was designed
in practice to strengthen the vertical power of an executive president. However the political
manoeuvring between national and regional elites, and at oblast level between President-
appointed governors and the mayors of the bigger cities, remain to this day the site of Ukraine’s

sharpest political struggles.

With the exception of the western region of Zakarpats’ka, which took the opportunity to have its
own referendum on becoming a self-governing territory within the new Ukrainian state to
coincide with the national referendum on independence in December 1991, ' the major
precipitating factors behind the secessionist movements of 1992-94 were the economic
consequences for Ukraine of the dissolution of the USSR. The political and economic difficulties
associated with the decline of the Soviet Union during the 1980s, and the view that Moscow had
for a long time been drawing disproportionate revenue from Ukraine’s rich agriculture and
concentration of heavy industry, meant that expectations were high that the country would be
better off on its own (Birch 2000: 1027; Fritz 2007: 112).

These hopes were confounded by the impact on living standards of the hyperinflation which
followed independence and the collapse in Ukraine’s overall GVA? by 65% between 1990 and
1995 (World Bank 2002b: 10). The popular reaction was strongest in the Russian-speaking
regions of Crimea and Donbas whose populations felt they had been deceived by the promise of

economic benefits flowing from separation from Russia (Wolczuk 2001: 140). If prior to

1 78% of those voting in Zakarpattya were in favour of greater independence from Kyiv, although the actual term
‘autonomy’ was not used in the referendum question after a personal intervention by President Kravchuk. The
referendum was consultative in nature and did not lead to further claims for special autonomy arrangements (Sasse
2001: 83-84).

2 Gross Value Added (GVA) measures the contribution to the economy of each individual producer, industry or
sector.
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independence the strongest centrifugal tendencies had come from the formerly Polish territories
of western Ukraine, the centre of gravity of the secessionist movement now shifted to the south
and east (Sasse 2001: 80).

The Crimean economy was strongly Sovietised and dependent on the now bankrupt military-
industrial complex and on tourism from throughout the USSR (Sasse 2001: 86). The dislocation
of trade links with Russia and the break-up of the highly integrated Soviet economy were also
felt keenly in Donbas where the region’s heavy industry was reliant on energy supplies from

Russia and Turkmenistan (Birch 2000: 1028).

While the immediate causes of the separatist tendencies in Crimea and Donbas were broadly
similar, the paths they followed in the period 1991-1994 reflected the differences in their
historical and political backgrounds. In Crimea dissatisfaction with the new status quo was
encouraged by Russia, with the unresolved issue of the Black Sea Fleet providing a convenient
pretext, and pro-secession sentiments reached their climax with the election of a president for an
‘independent’ Crimean republic in 1994. Although this was to be quickly overturned by Kyiv in
1995 there was nevertheless a recognition that a special case would need to be agreed for
Crimea, with extensive autonomy the price to be paid to placate long-running centrifugal
tendencies and avert separation (Wolczuk 2002: 77). The 1996 Constitution thus accords Crimea
the right to its own constitution and parliament and in effect the asymmetric status of a federal
component within a unitary state (Sasse 2001: 70, Wolczuk 2002: 78).

In Donbas political demands for autonomy from Kyiv also appeared to reach breaking point in
1994, following repeated strikes by miners in 1993 against economic separation from Russia
which ominously received wider regional support from the political leadership of Kharkivs’ka
oblast, outside the Donbas (Campbell 1995: 121). A referendum called by the oblast councils of
Donets’ka and Luhans’ka concurrently with the parliamentary elections of spring 1994 sought
public support for a variety of proposals to strengthen links with Russia, including adoption of
Russian as the official second state language and as the sole language of public administration in
the Donbas region. Although the referendum proposals received public approval, the election of
Leonid Kuchma as President in the summer of the same year, on a platform favouring stronger
links with Russia and greater autonomy for the regions, was sufficient to forestall further moves

towards secession. On the whole political mobilisation in Donbas over relations with Kyiv and

41



the rest of Ukraine concentrated less on the prospect of outright secession and more on demands
for greater control over regional resources, the protection of declining industries like coalmining
and the role of the Russian language (Sasse 2001: 85), in contrast with the situation in Crimea

where the threat of violent conflict, even civil war, was very real (D’ Anieri 2007: 10).

2.3 Strengthening the Presidential Vertical

On a wider front the period 1991-1996 saw an independent Ukraine’s first two Presidents,
Leonid Kravchuck and Leonid Kuchma, both of whom were determinedly centralist, struggling
to assert their executive authority over the regions. Between August 1991 and the adoption of the
Constitution in June 1996 the oblast tier of government was by turns ‘municipalised’ and
‘statified’ (Matsuzato 2000: 45), depending on the changing balance of power between the

President, the Parliament or Verkhovna Rada, and regional political elites.

Between March and April 1992 three laws® and one presidential decree* laid out the structure of
intergovernmental relationships. Executive local self-government was to be granted to city, town
and village councils only, with oblast and raion (district) administrations and their elected radas
to be headed by the new executive post of President’s Representative (Predstavnyk Prezydenta),
an early statement of the intention to retain strong executive power from the centre. However,
the ensuing economic collapse, with the sharpest fall in output occurring during 1993-94 (World
Bank 2002b: 5), precipitated the passing of a new law by the Verkhovna Rada in February 1994
overturning the previous legislation and re-municipalising the oblast and raion councils. In the
cities of Kyiv and Sevastopol the heads of their respective radas were to be directly elected and

responsible for the executive as well as legislative function.

This was equivalent to the introduction of direct gubernatorial elections (Matsuzato 2000: 37)
and presented the incumbents with virtually ‘unconstrained executive power’ over their mandate

territories, able to decide for themselves to whom they owed allegiance at national level, the

* Zakon Ukrainy vid 5 Bereznia 1992 Roku "Pro Predstavnyka Prezydenta Ukrainy";

Zakon Ukrainy vid 26 Bereznia 1992 Roku "Pro Mistsevi Rady Narodnykh Deputativ ta Mistseve i Rehional 'ne
Samovriaduvannia;

Zakon Ukrainy vid 27 Bereznia 1992 Roku "Pro Vnesennia Zmin do Zakonu URSR "Pro Mistsevi Rady Narodnykh
Deputativ URSR ta Mistseve i Samovriaduvannia”.

* Polozhenia vid 14 Kvitnia 1992 Roku "Pro Mistsevi Derzhavni Administratsii".
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President, the Verkhovna Rada, or the Cabinet of Ministers (Wolczuk 2001: 139). It reflected the
view among sections of the regional political elite, supported by the outwardly pro-
decentralisation presidential candidate Leonid Kuchma, that Ukraine’s economic performance
would only be improved with a bottom-up approach to economic development and far less day-

to-day interference from out of touch ministries in Kyiv (Wolczuk 2001: 151).

Paradoxically however, it was Kuchma who, on becoming President in July 1994, quickly
reversed the earlier legislation in an August decree ‘re-statifying’ the oblast and raion tiers of
government by making their elected rada heads directly accountable to him for the execution of
state powers (Wolczuk 2002: 70). Kuchma’s background as an industrial director in
Dnipropetrovs’k and later as Prime Minister had convinced him that only a government with
strong executive powers could be effective at a time of crisis (Wolczuk 2001: 148). The decree
of August 1994 was later confirmed in the Constitutional Agreement of June 1995,° the
precursor to the adoption of the Constitution by the Verkhovna Rada a year later (Matsuzato
2000: 38).

The Constitution of June 1996 maintained the strong presidential vertical to the executive branch
at regional level, while remaining silent on the status of the radas. The right to full self-
government, independent of the state, was confirmed for cities, towns and villages, in accordance
with Ukraine’s obligations under the Council of Europe’s Charter of Local Self-Government.®
Kuchma had long held the view that radas at oblast level should be indirectly elected so as to
weaken regional councils’ popular legitimacy (Wolczuk 2002: 80) and it was not until the
passing of the Law on Local Self Government in Ukraine in 1997, vetoed three times by the
President, that regional and district councils were accorded self-governing status although their
executive branches continued to be responsible to Kyiv under the 1998 Law on Local State

Administration.

This dysfunctional compromise remains in place to the present day. The structure of sub-national

government in Ukraine is set out in box | below.

> Konstytutsional 'nyiy Dohovir mizh Verkhovnoiu Radaiu Ukrainy ta Prezydentom Ukrainy - "Pro Osnovni Zasady
Orhanizatsii ta Funktsinuvannia Derzhavnoi Viady i Mistsevoho Samovriaduvannia v Ukraini na Period do
Pryiniattia Novoi Konstytutsii Ukrainy".

® Ukraine was admitted to the Council of Europe in November 1995 and the Charter of Local Self-Government was
ratified by the Verkhovna Rada in 1997. The Charter was less specific in its requirement for independence from the
state at the regional tier than at city, municipality and village level (Wolczuk 2001: 160).
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Box I: The Structure of Sub-National Government in Ukraine

Ukraine is a unitary state with three levels of sub-national government. The top tier includes 24 oblasts,
the Autonomous Republic of Crimea and two cities of oblast status, Kyiv and Sevastopol. The sub-
regional level includes 488 raions or districts and 177 cities and towns of ‘oblast significance’, which
include the capital cities of each region and other major population centres. The third tier of government
is composed of almost 30,000 villages, settlements and smaller towns of ‘raion significance’, which are

grouped together in approximately 12,000 administrative units.

Oblasts and raions have similar administrative structures, consisting of an elected council with self-
governing legislative powers and an executive body which is a deconcentrated form of state
administration. The executive is nominally accountable to the council but its officials are appointed from
Kyiv and have dual subordination to the oblast governor or raion head and to their line ministry. The
regional governor is appointed by the President, not the oblast council.

It is the hybrid nature of the oblast and raion levels of sub-national government, where elements of self-
government in the form of elected councils exist alongside a strong state vertical unchanged from the pre-
independence era, which has been at the centre of debates over the reform of Ukraine’s system of
territorial administration. In the 1990s it was these levels which were alternately ‘statified’ or

‘municipalised’ under policies of centralisation and decentralisation respectively (Matsuzato 2000: 45).

By contrast the executive bodies of cities and towns of oblast significance, including the post of mayor,
are directly elected and control their own executive branches. At the lowest tier the 12,000 smaller towns
and villages are also self-governing and have their own elected councils. It is usual for these councils to

delegate their executive functions upwards to the better resourced raion level.

The cities of Kyiv and Sevastopol have a special status combining the features of self-governing cities and
deconcentrated state oblast administrations. Thus the two cities have both a directly elected mayor and

city council and an executive branch which is state-appointed.

Sources: ‘Positioning LGI/OSI Policy Dialogue to Support Decentralisation in Ukraine’. Local
Government and Public Service Initiative (LGI) Budapest & FISCO Consulting Kyiv, 2008; OECD

Territorial Review, Ukraine, 2013.
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A number of scholars (Birch 2000; Sasse 2001; Wolczuk 2001, 2002; Fritz 2007) focus on the
conflict between presidential and parliamentary authority following independence, and the threat
to Ukraine’s territorial integrity posed by secessionist tendencies in its borderlands. The
foregoing analysis suggests that an alternative lens through which to view the events of the
1990s is as a struggle between national and regional elites, including the leaderships of the

largest cities.

This was at its sharpest, and most challenging to the nation building process in Ukraine, in the
case of Crimea where a constitutional compromise had to be found in order to avert probable
secession. In Donbas on the other hand, outright secession was not seriously mooted and it can
be argued that this was primarily an example of regional elites using the demand for autonomy as
a means of bargaining a better deal from the centre (Campbell 1995: 119). Sasse also suggests
that political mobilisation in Donbas after independence was linked to Soviet institutional
legacies and to the prominent role of administrative elites from Donets’ka and other regions of

eastern Ukraine in the Soviet Communist Party nomenklatura (Sasse 2001: 86).

More broadly, Matsuzato argues that a distinguishing feature of the debate on centre-local
relations in independent Ukraine has been the authority of oblast or regional government, and
that the example of Ukraine in the 1990s is confirmation of the general proposition that a
fundamental issue in post-communist state building is the status of what he terms the ‘meso-
elites’ and ‘meso-governments’ at regional level (2000: 45). For the purposes of this study this
provides a useful context for the closer examination of two aspects of centre-local relations,
regional policy and intergovernmental finance, following independence and in the first decade of
the new millennium, and for an analysis of the impact of the international community in advising

on reform.

3. Regional Policy and Intergovernmental Finance in the Decade after Independence

3.1 Regional Policy

Attitudes to regional policy in the first years after independence mirrored the prevailing hostility
of political elites in Kyiv towards any suggestion of more autonomy for the regions. To advocate
regionalism was to legitimise regions as independent political actors and to threaten Ukraine’s
territorial integrity (Sasse 2001: 76), and while lively and open discussion about the right to local

self-government in the towns and villages might be acceptable, to argue the case for a
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specifically regional dimension to government policy was to risk being labelled as a separatist.’
Nevertheless, elements of a differential economic policy towards the regions were beginning to
emerge in the mid-1990s and by the end of the decade the sharp variation in the ability of regions
to come to terms with the move towards a market-based economy had forced the issue of
regional policy closer to the top of the government agenda (World Bank 2002b: v).

In the Soviet system of central planning regional policy as such did not exist. Rather than
treating regions as distinct economic entities which play an important developmental role in their
interaction with other economic agents, planning for a given territory was the sum of centrally
organised sectoral and branch activity and the region was simply a recipient of a range of
national policies in its domain (World Bank 2002b: 16).

The early years of independence saw a continuation of this top-down ministry-driven approach,
albeit accompanied by elements of a changing understanding of the economic significance of
regions. A proposal was made to introduce five economic super-regions (Karpats’ky, Polis’kyi,
Podils’kyi, Ukrains’kyi Prychornomors’kyi and Predniprovs’kyi), ® and the Cabinet of Ministers
prepared comprehensive progranmmes for their economic and social development in the period
1996-2000, at an estimated cost of 60 billion UAH (World Bank 2002b: 21; Romaniuk 2013:
211). This followed the economic collapse of 1992-1994 and pressure from regional elites for a
more region-focused economic policy as a strategy for recovery, but the measure was later
abandoned. In addition to the significant cost, there was doubtless fear of the creation of
politically powerful mega-regions, since the proposal involved the introduction of a new tier of
territorial administration (Romaniuk 2013: 211). In 1997 a draft law passed by the Verkhovna
Rada which included provision for a reduction in the number of oblasts from twenty-five to eight

was vetoed by President Kuchma for similar reasons (Swianiewicz 2006: 602).

If the period from 1995 saw the steep decline in economic activity beginning to flatten out and
modest annual growth returning to stronger regions, nationwide the picture was very uneven.
Only four regions (Crimea, the City of Kyiv, Mykolaivs’ka, Zaporiz’ka) experienced real growth

in excess of 0.5%, while six (Chernihivs’ka, Chernivets’ka, Khersons’ka, Sums’ka,

" Interview with Serhiy Maksymenko, regional policy expert, Kyiv, 22 March 2013.

® These have been described as ‘economic management complexes’ (teritorial’no-gospodars’ki kompleksy’,
Romaniuk, 2013: 211) and did not coincide with either existing oblasti or Ukraine’s historical regions
(Transcarpathia, Galicia, Bukovina, Volynia, Podila, Cherhihiv, Sloboda Ukraine, Nova Rossiya and Donbas:
Wolczuk 2001: 160/161).
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Ternopil’s’ka, Zhytomyrs’ka) contracted by over 4.5% a year (World Bank 2002b: 7).
Furthermore while it might have been expected that the benefits of returning economic growth,
however limited, would be felt across the country, the difficult adjustment of all but a few
regions to market conditions and the collapse of inter-regional economic relationships
(Romaniuk 2002: 182) meant the reality was quite different. By the end of the decade only eight
regions had per capita GVA above the national average, with the great majority up to 20%
below. The GVA figure in three oblasts (Chernihivs’ka, Ternopil’s’ka and Zakarpats’ka) was
less than 60% of the average and the indications were that these disparities were increasing over
time (World Bank 2002b: 10).

National government meanwhile appeared unable to respond with compensatory measures. State
capital investment in the regions, which in 1995 had varied from a maximum of 51.4% of all
capital expenditure in Kyiv oblast to a minimum of 10.6% in Poltavs’ka, fell away sharply so
that by 2000 only five regions were in receipt of more than 10% of their annual capital
investment from the state budget (Romaniuk 2013: 212). The reduction was particularly marked
following the economic crisis of 1998 and by the end of the decade state capital investment had
ceased to play any significant role in infrastructure development at regional level, and was
targeted primarily at dealing with civil emergencies and other short-term problems (Romaniuk
2013: 212).

Prompted by a reform to the legal framework,” the mid- to late 1990s was also a period during
which regional and city authorities increasingly began to prepare their own programmes for
medium to long term social and economic development (Romaniuk 2002: 183), an indication of
a growing understanding of the region as a significant economic actor. The impact of this change

is discussed in detail in chapter V.

3.2 Intergovernmental Finance

Approaches to the conduct of intergovernmental finance, the mechanism of national government
support to the recurrent spending of local and regional government on the delegated state
functions of education, health and social protection, remained under similarly tight direction

from the centre following independence. This was in part because of the perceived chaos at town

® Under article 142 of the 1996 Constitution territorial communities were entitled to prepare their own programmes
for socio-economic and cultural development, to be financed from state and/or local budget sources.
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and district level with the loss of the controlling influence of local Party committees. As with
broader regional policy however, by the end of decade the impact of Ukraine’s economic
collapse and the resulting contraction in budget support going to sub-national tiers of
government began to force a change in thinking about intergovernmental finance. But this was
not before the intervening period had brought about a profound and corrosive change in

institutional behaviour.

The Soviet Matryoshka pyramid of ‘nested’ budgets followed logically from the notion of a
hierarchy of organs of government, each layer of which was part of an integrated structure of
state power. In such a system there is no conceptual distinction between local, regional and
national authorities, which are all aspects of a single state apparatus (Wolczuk 2002: 69). Thus
while the budget for each oblast was determined by the Ministry of Finance in its preparation of
the consolidated annual budget for the country as a whole, the individual budgets for districts,
cities, towns, villages and settlements were settled through the state vertical of oblast and raion

administrations.

Each level in the hierarchy was thus responsible for determining the budget allocation to the
level below: regions to districts and cities of oblast subordination, districts to municipalities of
raion subordination, villages and settlements. Budget decisions were based on expenditure needs
stemming from the input norms laid down by line ministries and the costs of maintaining the

existing network of institutions in each territory (Martinez-Vasquez & Thirsk 2010: 34).

Following independence, from the point of view of national government, there was little
incentive to change this supply-driven model of budget preparation which, for all its inherent
inefficiencies, seemingly had the advantage of affording Kyiv a high degree of financial control
over the regions and localities. Now that the close day-to-day supervision by the Communist
Party of municipal and district soviets and their executive committees no longer applied (Ross
2009: 29), there was recurring concern over a ‘perceived crisis of governability’ in the localities
(Wolczuk 2002: 69) and a sense that state authority should be reasserted in order to overcome
what was seen as the ‘prevailing anarchy’ (Wolczuk 2001: 161). Subordination of all budgets to
oblast state administrations would help to achieve this aim.

It is conceivable that the Matryoshka model of intergovernmental relations might have survived

had it not been for the impact of Ukraine’s flagging economy and the shrinking revenue base for
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local government. In reality the model became untenable as the state budget was increasingly
unable to support the existing level of public services and its associated network of institutions as
prescribed by ministry norms. Eventually only one-third of expenditure needs for delegated state
functions in education, health and social protection were being met by transfers from the state
budget (Martinez-Vasquez & Thirsk 2010: 12, 35). This was in conflict with the 1996
Constitution of Ukraine which stipulated in article 142 that expenditures of local self-

government arising from the decisions of state bodies should be reimbursed in full by the state.

The allocation of annual budget transfers between regions, and onwards from regions to towns
and districts, now became a matter of hard bargaining in which there were few if any rules of
engagement (Martinez-Vasquez & Thirsk 2010: 14). Heated bureaucratic negotiations ensued
(World Bank 2004: 6), involving a steady stream of oblast officials travelling to Kyiv to secure a
better deal, and one regional Director of Finance recalls that he would work until the early hours
to reach an agreement with ministry officials over the financial settlement for the following year,
only to be telephoned the next morning to be told that the figure had been reduced by 50 million
UAH as a result of a decision taken elsewhere.’® The tortuous process was repeated at oblast
level downwards with the result that, as the final links in the Matryoshka chain, the budgets of
small towns and villages were often not agreed until well into the financial year (Martinez-
Vasquez & Thirsk 2010: 15).

Striking anomalies resulted from this largely subjective and opaque process. According to the
budget figures for 1997 per capita spending on health in the city of Kyiv was 61% higher than in
the relatively poor oblast of Zakarpats’ka, expenditure on education per school student 65%
higher in Dnipropetrovs’ka than in neighbouring Luhans’ka, and on social protection a massive

268% higher per capita in Dnipropetrovs’ka than in Volyns’ka (Fiscal Analysis Office 1998: 17).

As ‘fiscal turbulence’ swept across sub-national budgets all over the country during the financial
crisis of 1998 (Martinez-Vasquez & Thirsk 2010: 53), pressure for reform increased and the
USAID-financed Fiscal Analysis Office, established with a brief to advise the Budget Committee
of the Verkhovna Rada, recommended immediate adoption of an objective and formula-based
system for calculating intergovernmental transfers as a mechanism for achieving greater per

capita equalisation between regions (Fiscal Analysis Office 1998: 19).

1% Interview with Yuriy Balkoviy, Director of Finance Department, Luhans’ka Oblast State Administration,
Luhans’k, 27 June 2013.
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The issue was taken up by the powerful Association of Ukrainian Cities, whose membership
included the elected mayors of the major cities. A campaign was started to do away with the
Matryoshka system and replace it with one which would establish the budgets for local
government without oblast interference and in accordance with the provision for financial
independence of local governments set out in article 143 of the 1996 Constitution. The alliance
of the Budget Committee of the Verkhovna Rada, chaired by Yulia Tymoshenko, and the
Association of Ukrainian Cities was to prove instrumental in the reforms that followed in the

new millennium, as is discussed in chapter IV.

In the meantime however the continuing operation of the Soviet-era Matryoshka in the post-
independence context of sharply declining budgetary resources had already left its mark on
institutional behaviour. Not only did it encourage arbitrary and unpredictable decision-making
(Wolczuk 2002: 85) but, in bestowing what was in effect absolute power of each tier of the
pyramid over the tier below, it led to the paradoxical situation where the Ministry of Finance had
little or no influence on budget formation beyond the oblast. In so doing it created the ideal
conditions for unconstrained rent-seeking by officials and politicians at every level (Maynzyuk
& Dzhygyr 2008-9: 2).

4. Institutions under Pressure

4.1 Institutional Erosion

What was happening in intergovernmental budget relations is an example of what Verena Fritz
describes as ‘institutional erosion’ (2007: 4). Fritz argues that in the period from independence to
1995 Ukraine experienced a steady weakening of its institutions as the ancien regime of Soviet
politics, bureaucracy and a planned economy crumbled without a new order immediately taking
its place. The use of the term ‘erosion’ is intended to convey a qualitative change and not simply
a downsizing of state institutions and the numbers they employed, though this also occurred
(2004: 3). The change entails a weakening of the constraints on the behaviour of state actors as
the boundaries between the formal and informal ‘rules of the game’ which define institutions
(North 1990: 3) become blurred, and informality begins to conflict with and ultimately

undermine the purpose and values of the institution.

As Shlapentokh (1989) has argued, well before the break-up of the USSR the degree of

institutional erosion was already high, with the credibility of state and Party organisations in
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long-term decline and alternative informal behaviour involving expropriation of state property
for private gain increasingly widespread. Independence in Ukraine, far from arresting the process
of erosion, spawned a growth in informal practices and rising dysfunctionality among state
institutions as political elites at national and regional levels contested the balance of power

between the executive and legislature, and between Kyiv and the regions (Fritz 2007: 109).

Gel’man (2004: 1024) and Wedel (2003: 429) note similar processes at work in Russia and other
newly independent states of the former Soviet Union. Overall the problems associated with
institutional erosion were said to have been far less severe in post-communist Central and
Eastern Europe than in most post-Soviet states (Fritz 2007: 62). The latter were faced with the
additional questions of identity and ‘stateness’ following the USSR’s disintegration (Linz &
Stepan 1997: 449) and were quickly consumed by political struggles over the task of nation

building in the midst of economic collapse.

Growing informality and increasing dysfunction within Ukraine’s state institutions in the early
1990s opened the door to networks of ‘opaque groups’, intertwining business, political and
bureaucratic interests which straddled the boundaries between the private and public realms and
were able to exploit their access to state institutions to extract economic rents (Fritz 2007: 110).
The emergence of neo-patrimonial relationships and their penetration into state institutions at
every level in post-independence Ukraine has also been noted by Fisun (2003) and Malygina
(2010), and as a wider phenomenon in contemporary post-Soviet societies by Mendras (1999),
Franke et al. (2009), Whitmore (2010), and Stewart et al. (2012). Malygina defines a neo-
patrimonial state as one in which informal (patrimonial) and formal (bureaucratic) logics of
action co-exist. Public and private spheres are separated de jure, but de facto such differentiation
does not exist (2010: 10).

Here again there is continuity with the late Soviet period where informal networks between state
enterprises and local authorities were frequently employed to advance their mutual interests
(Smith & Swain 1998: 37-38). However opinions differ over the extent to which historical
legacy is the key to an understanding of institutional behaviour in the 1990s (Nielson et al. 1995;
Smith & Pickles 1998), or whether the tensions of the first decade after the break-up of the
USSR were equally influential (Wedel 2003; Fritz 2007). In any event by the turn of the century

as state capacity was gradually restored, a changed institutional order had evolved in both
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Ukraine and Russia, as a result of which all ‘meaningful actors were forced to accept new rules

of the game’ (Gel’man 2004: 1028; Fritz 2007: 57).

4.2 Strains in the Localities

In 1990s Ukraine the responsibilities of sub-national government, particularly at municipal and
district levels, were expanding rapidly, and this in a system of local public administration
described as ‘skeletal....lacking the wherewithal for major initiatives’. At the time of
independence local government in Ukraine had employed fewer than 100,000 staff for a
population of 52 million, compared with Russia where the figure was 900,000 for population
only three times larger (Campbell 1995: 116).** However, with the demise of the Soviet system
the range of tasks for which local governments were to be responsible was dramatically

increased.

In the superficially monolithic Soviet structure of municipal administration local governments
frequently had to rely on the goodwill of factory directors to provide their citizens with social
and cultural amenities. In practice it was powerful local enterprises, responsible to central
ministries, which provided the majority of communal services including housing, polyclinics,
children’s nurseries, recreation facilities and other essential elements of urban infrastructure. In
the 1970s, in the USSR as a whole, state controlled enterprises were responsible for the
construction and annual running costs of 70% of housing, 65% of kindergartens and day care
centres and 30% of hospitals and polyclinics (Ross 2009: 33-34). In mono-industrial cities public
transport was often provided by the town’s dominant employer (Healey et al. 1999: 263). In
Kyiv during the same period, the city controlled only 30% of the housing stock, and in the
country generally about half of all municipal utilities such as water, gas and waste water
management were in the hands of local factories (Ross 1987: 156). Similarly in rural areas it was
the collective and state farms which organised school transport and deliveries of coal and wood

in winter to older people confined to their homes.

Research findings from Russia provide an indication of what happened in Ukraine after 1991
following the programme of rapid privatisation of state-owned industry. The heavy costs of

supporting communal services compelled newly-privatised enterprises to divest themselves of

" Hague et al. put the Ukraine figure at 425,000 but still regard this as small compared with western European
countries with similar populations. In their view the state apparatus inherited by the newly independent Ukraine was
‘drastically inadequate in personnel and material resources’ (1995: 422).
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their social assets, *?

which were in most cases transferred to the ownership of local
municipalities with predictable consequences. Between 1993 and 1997 in Russia, 80% of
housing, 75% of children’s nurseries and 82% of hospitals and polyclinics previously in the
ownership of enterprises were transferred to municipalities, many of whom were either unwilling
or unable to shoulder the burden of taking over their running costs. By 1999 there was an
estimated shortfall of 70% in the financing of housing and other divested social assets (Healey et

al. 1999: 272-273).

In mid-1990s Ukraine one research study described local government as having little or no
authority or control over its revenues but with a range of new and important responsibilities for
communal and municipal services (Hague et al. 1995: 419). What was happening in post-
communist local government during the 1990s was almost equivalent to establishing municipal
and rural administration ab initio, and comparable in many ways to similar processes in
developing countries (Campbell & Coulson 2006: 545),* Even so the international donor
community was to show little interest in assisting Ukraine during such a critical period in the

evolution of its local government.

5. Conclusions to Part |

A number of the factors described here were to have significant bearing on the attempted reforms
to local government finance and regional policy that followed after 2000 and are the subject of
the case studies in chapters IV and V. The consolidation of the strong presidential vertical
extending through the state-appointed posts of oblast and raion heads of administration was
confirmation of a continuing hostility in Kyiv to the devolution of authority to sub-national
government. At the same time however, the 1996 Constitution and the State Law on Local Self-
Government which followed it in 1997 led to the emergence of a powerful lobby of political
leaders from Ukraine’s biggest cities, ambitious for greater autonomy and with a democratic

legitimacy which regional governors could not claim.

A weakening of the constraints on the behaviour of state actors in the post-independence period,
together with a near collapse of communal services at the level of municipal and district

government, opened the door to new forms of political and bureaucratic patronage. Meanwhile

12 This was often an explicit condition of privatisation (Healey et al. 1999: 263).
3 Campbell & Coulson (2006) refer particularly to the experience of local government in Central and Eastern
Europe but their observation is no less true of Ukraine and other states of the former Soviet Union.
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international advice to Ukraine, as in other newly independent states of the former Soviet Union,
was directed primarily towards the rapid dismantling or downsizing of the machinery of state.
Academic theorists of post-communist transition were also more interested in the impact of
transition on political regimes and political institutions than in what was happening more widely
to the functioning of the state (Popov 2004: 108; Fritz 2007: 2).
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Part 11: Post-Soviet Transition and the Sharing of International Know How

6. Introduction

From the outset of international assistance to reform in the newly independent states of the
former Soviet Union there were tensions between the political and developmental purposes of
programmes of donor intervention. In the case of the UK for example the combining of the two
objectives was implicit in the structure established to deliver the British government’s assistance
programme, the UK Know How Fund. The Fund was to be jointly managed by the Foreign and
Commonwealth Office and the Overseas Development Agency, the body responsible for
Britain’s aid programme in developing countries and the precursor to the Department for

International Development.

The involvement of the Foreign Office in the so-called Joint Assistance Unit signalled the British
Government’s wider political and diplomatic motivation for supporting transition in post-Soviet
countries, which in the case of Ukraine centred on consolidating its political and economic
independence from Russia (Hamilton 2013: 122). Tensions between the political and
developmental objectives of international intervention would lead eventually to a distancing and
disengagement of international aid scholars and practitioners from the provision of technical
assistance to post-Soviet states including Ukraine.

As the international community began to appreciate the full extent of the challenge it had taken
on, so thinking shifted from simplistic transition-based assumptions to a strategy which
recognised the need for longer term institutional re-building. This was common to all major
donors to Ukraine. However the changes that had occurred in Ukraine’s institutional landscape in
the first years of independence meant that this was now a considerably more complex task than it

may have been a decade earlier.

7. The Challenge of State Building and the Response of International Donors

7.1 The Influence of the Transition Paradigm

It has been observed that the collapse of the socialist regimes of Eastern Europe coincided with
the dominance of two inter-related paradigms, neoliberalism and globalisation (Sakwa 1999:

713). To this might be added a third, that of the ‘transition paradigm’ (Carothers 2002), which
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gained strong currency among academics and political leaders alike in the aftermath of the events
in Central and Eastern Europe in 1989 and the eventual dissolution of the Soviet Union in 1991,
and which was to have a profound impact on the nature of the international advice provided to
Ukraine in the early years of independence.

‘Transitology’ argued that the transition from communism was conceptually and theoretically
analogous to the breaks with authoritarian rule that had occurred in Southern Europe and Latin
America during the 1970s and 1980s (Schmitter & Lynn Karl 1994: 184) and that comparison
with these earlier efforts to liberalise and democratise authoritarian regimes might ultimately
contribute to the development of a generalised theory of post-communist transition (Bova, 1991.:
137). The debate over transitology in the academic community was at its sharpest between
scholars from an Area Studies background and those from the field of Comparative Politics, and
at root was a disagreement about the uniqueness of Russia and the former Soviet Union as an
object of scholarly research (Sakwa 1996: 181).

Nevertheless in the early 1990s at least, even those who argued forcibly that the state socialism
of post-communist countries was a distinct phenomenon along virtually every dimension that
economists, sociologists and political scientists recognised as important, were not against the
concept of transition as such, only asserting that in the case of post-communism it should not be
regarded as a mere variation on a larger theme but as a process meriting separate study (Bunce
1995: 111, 119).

The language employed by both the European Union and the UK Government in explaining their
strategies for supporting reform in Central and Eastern Europe and the former Soviet Union
speaks to their endorsement of the concept of transition. An interim evaluation of the EU’s
TACIS programme in July 1997 describes its purpose as to ‘bring about the transition to the
market economy and the reinforcement of democracy’ through the transfer of knowledge and
skills (EU Commission 1997a: 4), and a review of its programme in Ukraine one year later
defines as the goal of its technical assistance ‘to support the reforms to establish a market
economy and a democratic society’ (EU Commission 1998: 2). The European Bank for
Reconstruction and Development (EBRD), in the 1995 edition of its annual report on economic
transition in post-communist states, listed nine ‘transition indicators’ against which the

performance of individual countries could be benchmarked (1995: 11). Similarly the newly
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elected UK Government of 1997, justifying its continued use of the international aid budget for
programmes in the relatively developed countries of the former Soviet bloc, stated that ‘countries
in transition to full democratic societies and market economies face particular difficulties. Help
for them is a finite commitment, reflecting our interest in their stability and development’ (UK
DFID 1997: 40).

The rapid expansion of government sponsored donor assistance from the EU, Britain, the USA
and others gave birth to what was described as a ‘transition industry’ (see chapter 1), comprising
the three interlocking networks of international financial institutions, academic advisers, and
consultants employed by international development agencies (Swain 2006: 208). It was also
viewed with scepticism by Development Studies scholars and the mainstream international
development community, who protested that aid budgets were being raided by western
governments for diplomatic and foreign policy purposes, and that the peoples of some of the
poorest countries in the world were being ‘forsaken’ as the demands from countries of the former
Soviet Union increased (White 1998: 156).

These tensions led on the one hand to a distancing of the Development Studies discipline from
research into the impact of international advice to the so-called transition states, and on the other
to increasing doubts within governments, particularly in the UK and the EU, over the efficacy of

technical assistance programmes designed to bring about ‘fast transition”.**

7.2 Building Market Economies and Democratic Societies

The European Community launched its TACIS programme immediately upon the dissolution of
the Soviet Union in December 1991, while the UK Know How Fund had been established as
early as the summer of 1989 in response to political developments in Poland (Hamilton 2013: 2).
The first intimations of an extension of the Fund to what was then still the Soviet Union were
given by Foreign Secretary Douglas Hurd in an announcement in November 1990, motivated by
a wish to show support for Gorbachev’s attempts at reform and a mounting concern that a

looming economic crisis would undermine these (Hamilton 2013: 53).

A vyear later, before the final decision to dissolve the USSR, 5m GBP had already been

committed to Russia for specific projects in the financial, small business and food processing and

' The phrase “fast transition’ appeared in an internal review of the UK Know How Fund’s activities in Hungary and
Ukraine carried out in 1999 (Hamilton 2013: 145).
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distribution sectors. By 1992 the UK Know How Fund had a budget of 17m GBP available for
disbursement to nations of the former Soviet Union,* compared with an EU TACIS figure of
450m ECU for the same year. In both cases Russia was the recipient of the largest share of
expenditure, at 12m GBP and 111m EUR respectively, with Ukraine in second place at 4m
GBP and 48.3m EUR. By 1996 the outlay of the Know How Fund in Ukraine had increased to
9m GBP and that of EU TACIS to 76m EUR Between 1991 and 1996 the Know How Fund
financed over 150 separate projects in Ukraine (Figures from EU Commission 2007a: 2;
Hamilton 2013: 82, 83, 88, 122).

The transition goals of building a market-based economy and a pluralist political system were
underscored by the sectoral focus of both the Know How Fund and EU TACIS in Ukraine during
the 1990s. Priority sectors for the UK were banking and finance, privatisation, employment and
small business, management training and limited activities in the areas of parliamentary links,

media development and support to the police and legal reform (Faint 2004: 9).

Public administrative reform, including support to reforms in regional and local government, was
not identified as a priority, although in 1995-96 some 15% of Know How Fund expenditure in
Ukraine was used on ‘good government’ activities, principally study visits to Britain for political
figures (over a third of Verkhovna Rada deputies either visited the UK or took part in related
seminars) and expert consultancy to selected ministries. Overall, however, there were doubts
about the effectiveness of such assistance and a feeling that other donors might be better placed
to provide it (Hamilton 2013: 122). This was in marked contrast to the activities of the Know
How Fund in the Czech Republic, Hungary, Poland and Slovakia, where assistance to the reform

of local government had been identified as a priority sector at an early stage.*’

EU TACIS had a similar focus on transition-related interventions, with 30% of its 1991-1998
expenditure in Ukraine going to projects supporting enterprise restructuring and development
and 23% to non-nuclear energy and the environment. The Human Resource Development sector,
which included advice and training to government institutions, received 16% of total expenditure

over the period, sufficient to finance 16 individual projects valued at ECU 62.3m. Of these, two

> Plus Mongolia.

1° All figures for 1992 and 1996 are shown in EUROs rather than ECUs in the 2007 EU TACIS report.

" Interview with Professor Kenneth Davey, lead adviser to the UK Know How Fund programme in the Czech
Republic, Hungary and Slovakia, Cheltenham, 27 August 2013.
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relatively small programmes, together costing ECU 4.3m, were targeted to public administrative
reform and both were principally concerned with the creation of a national system of training for
state servants under the aegis of the President’s Academy of Public Administration. Only two
programmes, on the social impact of privatisation and assistance to the housing sector, jointly
costing ECU 4.8m, addressed issues of direct relevance to the institutions of regional and local
government (EU Commission 1998: 20, 21, 104).

Like the UK Know How Fund TACIS allocated a small share of its resources specifically to the
issues of democratisation and improved transparency in government, although in this case it was
through a dedicated ‘Democracy Programme’ established in 1992 with an expenditure of ECU
31.2m ECU between 1993 and 1996. Ukraine received around 20% of the programme’s larger
grants over this period, and Russia close to 50%. Only 3.5% of the overall programme, including
its Central and Eastern Europe component, was spent on projects promoting greater openness in
public administration and these were delivered mainly by in-country non-governmental
organisations. Indeed the Democracy Programme as a whole was on a bottom-up rather than
government-to-government basis, and was not subject to formal approval by recipient countries
(EU Commission 1997b: 33, 39, 95).

7.3 A Reactive or a Proactive Policy?

It was somewhat ironic but perhaps inevitable that politically driven initiatives hastily packaged
in response to the dramatic dissolution of the Soviet Union in December 1991 would themselves
have a less than smooth transition to the implementation stage. So it was with the EU TACIS
programme and the newly extended UK Know How Fund. Both had initially made a virtue of
being demand-led, minimally bureaucratic and flexible enough to respond quickly to the needs of
their new partners (Faint 2004: 12; Frenz 2007: 1), a policy which was increasingly called into

question as the programmes became better established.

The interim evaluation of TACIS in July 1997 concluded that the programme was too thinly
spread, with starts made on some 2000 projects across the former USSR between 1991 and 1996.
While the demand-driven approach may have been justified in the early years it had led
ultimately to a lack of strategic thinking and a consequent weakening of impact. The evaluation
also found that annual action programmes for the implementation of projects bore little relation
to the ongoing policy dialogues and Partnership and Cooperation Agreements (PCAs) with
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individual states. It was strongly recommended that in future the PCA machinery be used to give
political guidance and strategic direction to the sectors in which TACIS was operating (EU
Commission 1997a: 5, 60, 62).

The shift from a demand-led approach was now underway. A follow-up to the interim
evaluation, this time addressing TACIS activities in Ukraine specifically, found that programme
content was increasingly a ‘dialogue driven exercise’ with up to 50% of projects scheduled for
implementation in 1998 originating in proposals from the EU side. This was regarded as a
welcome contrast to the collection of ‘unrelated small actions’ which had been a feature of

earlier action programmes (EU Commission 1998: 2).

Doubts over the virtues of a demand-led philosophy followed a similar trajectory in the evolution
of the UK’s Know How Fund. While at 17m GBP in 1992 the British intervention in post-Soviet
states had been minor compared with the 450m ECU available to TACIS in the same year'®, its
relatively small size was seen as an advantage. Comparisons were made between an
underresourced but speedy and responsive Know How Fund and the slow and cumbersome
procedures of the EU, which were regarded as delivering very little to recipient countries while
providing a great deal of well-paid employment for Western European consultants (Hamilton
2013: 100).

Nevertheless, when management of the Know How Fund was eventually absorbed into the
incoming Labour Government’s new Department for International Development (DFID) in 1997,
questions were asked about the reactive and opportunistic approach of the Fund’s early years and
its overreliance on personal contacts and the opinions of local activist groups which, in the initial
period of transition, were said to be necessarily flawed (Hamilton 2013: 146). DFID, with its
world-wide remit for international aid and poverty relief, was determined to be both more
proactive and more prescriptive in its procedures for selecting projects in (Faint 2004: 12).

This was not universally welcomed by British diplomats who regarded the new ministry’s
approach as unnecessarily bureaucratic and far less responsive. Many were more concerned with
the foreign policy benefits of Know How Fund interventions, which in the case of Ukraine
centred on consolidating its political and economic independence from Russia (Hamilton 2013:

18 As a member of the EU the UK Government made a contribution to the annual budget for TACIS which was in
excess of the figure set aside for the Know How Fund (Hamilton 2013: 83).
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122, 146). As noted in paragraph 7.1 above it was this ambiguity of purpose that also led
Development Studies scholars to distance themselves from researching the impact of

international advice to post-communist states.

7.4 Questioning the Institutional Impact

One of the more important conclusions of a 1997 evaluation of the TACIS programme overall
was the acknowledgement that while initially the former USSR was regarded as a developed
economic giant in need of short-term transition-oriented assistance, there was now an
appreciation that the complexity of the institutional changes needed had been grossly
underestimated (EU Commission 1997a: 13).

A parallel review of TACIS activities in Ukraine found that while there had been tangible
benefits to individual partners from study programmes and training, these had not been translated
into changes in decision-making mechanisms in government institutions or acceleration in the
process of reform. In short the impact on public administration and the effectiveness of
government had been minimal (EU Commission 1998: 2, 7). The view within DFID was much
the same, with critics of the Know How Fund approach arguing that insufficient attention had
been given to the need to redevelop state institutions (Hamilton 2013: 155). The World Bank was
also critical of international aid in general, with donor responses agencies too often cocooning
their programmes in free-standing technical assistance projects and making little attempt to

understand or improve the institutional environment (1998: 22).

These assessments tallied with views in the academic literature. It was argued that the ‘minor
technocratic efforts’ of programmes designed to support post-Soviet transition had neglected
altogether the issue of state building and instead recommended a weakening of executive power
and a diffusion of state authority (Carothers 2002: 17). The lack of engagement with the working
of state institutions could be traced back to the early 1990s and an international focus on the
dismantling of the institutional legacy of the USSR. Donor governments had failed to anticipate
that the downsizing of the state which followed would be accompanied by increasing
dysfunctionality and a process of ‘de-institutionalisation’ which was far more marked than any
comparable processes in Central and Eastern Europe (Roland 2002: 30; Fritz 2004: 3; 2007: 2, 4,
46:).
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The stage was set for a fundamental re-think and change in approach which was to coincide with

the start of the new millennium.

8. Conclusions

The 1990s were a period of pivotal change in Ukraine, the full complexity of which was not well
understood by the international community. As the case studies which follow in chapters 1V and
V will show, the continuing ramifications of these changes would have a considerable impact on

the efforts of international donor programmes to influence the course of reform.

The struggle for power between national and regional or meso-level (Matsuzato 2000) political
elites was central to the challenge of state building in the newly independent Ukraine. At issue
was the degree of regional autonomy which could be secured from the centre. At its most
extreme, in the largely russophone regions of Crimea and Donbas, the struggle came close to
threatening fragmentation of the state through secession. These tensions were at their highest in
the period 1992-1994 when Ukraine’s economic collapse was felt most keenly in those areas

with traditionally strong economic and political ties with Russia and the former Soviet Union.

Alternating policies of ‘statification’ and ‘municipalisation’ of regional and local government
throughout the first half of the decade were a reflection of the shifting balance between forces in
favour of centralisation or decentralisation. Ultimately the constitution adopted by the Ukrainian
parliament in June 1996, together with subsequent enabling legislation on regional and local
government in 1997 and 1998, signalled that the argument had been won by the centralists. The
result was a system of intergovernmental relations heavily skewed towards strong executive
power from Kyiv, exercised through a presidential vertical extending through deconcentrated
state administrations at oblast and raion levels.

A form of decentralised local self-government was granted only to the major cities, towns and
villages. Towards the end of the decade, however, imbalances in the capacity of regions to deal
with economic collapse and adapt successfully to a market-based economy led to pressure on
national government to adopt a more differentiated approach to the regions, and this was
reflected in perceptible changes in thinking about both regional policy and intergovernmental

finance.
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Meanwhile the struggle for political power, sharpened by a severe economic collapse, had
virtually sabotaged the task of state building. In the face of increasingly dysfunctional public
administration at all levels, a process of institutional erosion led to a weakening of the constraints
on state actors and a blurring of the boundaries of acceptability between formal, rule-based
behaviour and informal actions for private gain. While this was to a degree a continuation of a
phenomenon already apparent in the late soviet era as the Communist Party itself fell into
disrepute, the early years of independence saw a variety of new actors moving into the

previously confined space of the ruling nomenklatura.

At the same time the institutions of local government at municipal and district level were
experiencing traumatic change as a result of the obligation to take responsibility for a network of
utilities and social sphere facilities which had previously been provided by state-owned
enterprises, and to do so at a time of massive decline in budgetary resources. What was
happening to Ukraine’s local government in the 1990s was almost equivalent to establishing

municipal and district administration from scratch.

Advice to Ukraine from the EU and the UK during this transformative period paid virtually no
attention to the challenges facing both local government and state public administration in
general. The priorities of programmes of technical assistance were driven largely by the political
imperative to support Ukraine’s transition to a successful market economy with pluralist
democratic politics, and the focal sectors for donor advice were therefore concentrated on private
sector and capital market development, and on opportunities for national and local politicians to

learn from the experience of their Western European counterparts.

Only towards the end of the decade, in the context of increasing international disillusion with the
progress of reform, did attention shift towards the role of public administration in facilitating or
obstructing transition, and the capacity of Ukraine’s public institutions to carry through a
programme of change. By this time however those institutions had themselves moved on,
moreover without the help of donor intervention, and were operating under new rules often based
on opaque, neo-patrimonial relationships between political, bureaucratic and business interests.
This was the far from promising ground on which the international community, having
previously distanced itself almost entirely from questions of public administration, began to

regard institutional development as the overriding priority for the new millennium.
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CHAPTER IV: CASE STUDY | - FISCAL DECENTRALISATION AND THE BUDGET
CODE REFORM OF 2000/1

1. Introduction

The first case study examines the role of international advice in the reform of financial relations
between national, regional and local government as a result of the adoption of a new Budget
Code for Ukraine in the autumn of 2000, in time for phased implementation starting in 2001. As
discussed in chapter Il the financing of local government expenditure was one of the most
problematic areas of the post-independence period. The stand-off between successive national
governments determined to keep a tight rein on the actions of sub-national administrations, and
local political elites emboldened by the promise in the new constitution of greater financial
autonomy for Ukraine’s towns and cities, created formidable domestic pressure in support of

reform.

Even so, when it came the reform was surprisingly bold in its ambition, described by one
Ukrainian source as ‘the most striking attempt to fight against the pervasive feudalism in centre-
local relations’ (Maynzyuk & Dzhygyr 2008/9: 4). In dismantling the Matryoshka® pyramid of
nested budgets, each layer of which was part of an integrated structure of hierarchical state
authority (see chapter I11), the reform was a decisive break with the Soviet past and in keeping
with the decentralising logic of the 1996 Constitution, the 1997 Law on Local Self-Government,
and Ukraine’s adoption of the European Charter of Local Self-Government. It was also a
deliberate strategy to bring local government finance under more predictable and rule-based
control and to overcome the increasingly informal and corrosive practices in settling the level of
financial settlements with individual local authorities which had been a growing feature of the
1990s.

As a case study of the influence of international technical assistance, the Budget Code reform of
2000/1 is of particular interest because it is an example of external advice contributing directly
both to the adoption of new legislation and to its implementation in practice. While it has not

been uncommon for international experience and expertise to be used in the preparation of

! The correct transliteration from the Russian is Matreshka, but the more common usage is employed here.
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legislation in Ukraine, the step from ‘rule selection’ to ‘rule application’ has usually been far
more challenging (Langbein & Wolczuk 2012: 14-15). It has been argued that the distinctive
feature of the donor-recipient relationship in this case was the trust and confidence placed in the
advice of international experts by the Government of Ukraine, which enabled it to have a
decisive influence on both the content of the reform and its execution (Martinez-Vazquez &
Thirsk 2010: 165).

More generally it has been suggested that the Budget Code reform represented a significant
strengthening of Ukraine’s formal institutions and was a genuine first step in triggering
improvements in de facto practice (Fritz 2007: 197). Given that it was so fundamental in nature,
and therefore likely to lead to strong opposition from influential vested interests, this was no
small achievement. Opposition to the reform was indeed strong and from powerful quarters, in
particular from state-appointed regional governors who were the principal actors in the network
of patronage which the Matryoshka had spawned. The eventual adoption of the new Budget
Code by the Verkhovna Rada and its signing off by President Kuchma were achieved in the
context of a political environment which remained highly hostile to any notion of
decentralisation, regardless of the constitutional and legislative commitments in that direction in
the 1990s (Maynzyuk & Dzhygyr 2008: 6).

On the international donor side the Budget Code reform was a rare example of three donors
working collaboratively, with each taking responsibility for a defined area of policy advice and
interaction with the Government of Ukraine. The three were the World Bank, the USA’s
Agency for International Development (USAID), and the UK’s Department for International
Development (DFID). The institutional assemblage in favour of the reform on the Ukrainian side
was no less impressive. It included the powerful Budget Sub-Committee of the Verkhovna Rada
chaired by the recently elected and ambitious Yulia Tymoshenko, and the influential Association
of Ukrainian Cities, whose membership comprised the elected mayors and other leading figures

from Ukraine’s largest urban and industrial centres.

In addition the reform was driven on the technical side by a small team of young and equally
ambitious officials in the Ministry of Finance, all experts in the financing of local government,
recruited from senior posts in the regions and intent on reforming the system of

intergovernmental finance. The period 2000-2001 thus witnessed an unprecedented conjunction
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of political, civil society and governmental forces, each exhibiting a strong will and enthusiasm

for fundamental change (Maynzyuk & Dzhygyr 2008: 6).

The case study is divided into two parts: Part | explains the background to the reform, the
respective roles of domestic and external actors in preparing reform proposals, and the main points
of the draft Budget Code as they affected intergovernmental financial relations; Part I examines
the process of securing adoption of the code in the face of powerful opposition, subsequent
problems at the implementation stage and the response of international donors. This is followed by
a brief conclusion summarising the principal findings of the case study.

Throughout the chapter, the terms ‘fiscal decentralisation’, ‘reform of intergovernmental financial

relations’ and ‘Budget Code reform’ are used interchangeably.
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Part I: Preparing the Reform

2. Fatal Flaws Appear in the Matryoshka

The Soviet-era Matryoshka system for distributing the state budget between Ukraine’s regions
and cities, designed for a centrally planned economy, became increasingly dysfunctional in the
context of the transition to a market economy and sharply declining revenues from taxation
during the 1990s. Budgetary arrears at sub-national level reached a crisis point in 1998 when
they accounted for three-quarters of the total overspend incurred by government institutions for
the year. Pressures to restrain expenditure and the pyramid nature of the Matryoshka had resulted
in increasingly arbitrary decision-making and a rapid growth in patronage and rent-seeking
behaviour by politicians and officials at every level. In the period 1998-1999 a number of
discrete domestic and international interests converged with a common purpose to use the crisis
in sub-national budgets as a lever to introduce a new model of intergovernmental financial

relations.

2.1 The Matryoshka Pyramid

Post-independence Ukraine inherited the Soviet system of financing the running costs of local
and regional governments. This was generally known as the ‘Matryoshka’, since the annual
budget for each level of administration, ranging from the 27 oblasts? to the 12,000 or so villages
and settlements, was nested within the budget for the tier immediately above in a manner
reminiscent of the traditional Russian doll.

Under the 1991 Law on the Budgetary System of Ukraine, which perpetuated the Matryoshka
model and regulated intergovernmental financial relations in Ukraine throughout the 1990s, the
Ministry of Finance prepared an annual consolidated budget for the whole country which divided
the available financial resources for the year between ministries in Kyiv and the 27 oblasts. The
process of calculating each oblast’s budgetary requirements for the coming year compared its
expected revenue from a variety of taxes levied in the region, both national and local, with its

expenditure needs arising from detailed national norms for each area of its spending authority.

224 regions plus the Autonomous Republic of Crimea and the Cities of Kyiv and Sevastopol which have oblast
status.

67



These norms, also largely inherited from the Soviet era, stipulated a prescribed level of staffing
and set of budget institutions per head of the population, an input-led approach to financial
planning which followed ‘volumetric and network indicators — numbers of beds, clubs, metres of
premises, length of roads, etc.” (Maksiuta et al. 2004: 13). The difference between a region’s
expected revenue and its norm-based expenditure needs was bridged by annual subsidies or
transfers from the national exchequer, which were intended to equalise the spending capacity of

wealthier and less well-off regions.

While this budget model may have worked reasonably well in the conditions of a centrally
planned economy ‘where cash played a secondary role’ (Maksiuta et al. 2004: 13), in the context
of a changed economic model and the conditions of a sagging economy and shrinking revenue
base, Ukraine could no longer afford the level of public services it had previously enjoyed. A
growing discrepancy emerged between the norm-based expenditure requirements of sub-national

governments and the revenue capacity of regions to satisfy them (USAID 2004: 4).

By 1997 only seven oblasts were net contributors to the national budget under this arrangement,
while in eight of poorest regions equalisation payments from national government represented
50% or more of total revenues. The city of Kyiv, with the largest tax base of any region,
contributed over half its annual income to the exchequer (Fiscal Analysis Office 1998: 16-17).
‘Own revenues’ to sub-national government, the proceeds from purely local taxes and charges
rather than a share of nationally levied personal or enterprise taxation, accounted for only 3.5%
of all regional and local government income (Maksiuta et al. 2004: p.7).

With each level of sub-national government responsible for determining the budget of the tier
below in a context of sharply declining revenue for public expenditure, there began a ‘protracted
sequential process’ of argument and negotiation over disputed estimates of income and
expenditure (Martinez-Vazquez & Thirsk 2010: 12), a process which cascaded down from
oblasts to the larger cities and districts, and then on to smaller municipalities and villages or
settlements. At each level the gap between an input-led expenditure calculation and a control
figure for the budget resources available was contested by leaders of the subordinate authority,
an argument which often continued well into the financial year and which, according to the
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former deputy mayor of one large city, invariably led to ill-feeling on both sides extending over

two or three months every year.’

In the newly independent Ukraine, where the conditions of the Soviet planned economy no
longer applied, the final allocation of resources for the coming year was determined less by any
objective assessment of need, or by the content of any policy programmes there might be, than

by the availability of hard cash and a ‘pervasive climate of budget bargaining.’4

The opaque nature of these negotiations provided ample opportunity to reward one’s friends and
punish ones enemies by bestowing or withholding patronage.® In extreme cases responsibility for
important national infrastructure such as a major defence installation, together with the
associated budget provision, would find its way onto the balance sheet of a small village in
return for a past favour,® a practice made possible by the continuation of the Soviet practice of a
single establishment being under the subordination of several different levels of government
authority (Maksiuta et al. 2004: 13).

At a more general level the absence of transparency encouraged the increasing use of ‘soft’
budget constraints, where gap-filling transfers from national or regional government offered the
opportunity for lower level authorities to be bailed out before the end of the fiscal year as a result
of lobbying or subjective judgements and deals made at the negotiating table (World Bank
2002a: 22-23; Martinez-Vazquez & Thirsk 2010: 14).

The existence of soft budget constraints and the ever-present opportunity for special pleading
behind closed doors also introduced a perverse incentive for local governments to overstate their
expenditure needs and underestimate their revenue so as to receive a more favourable settlement
from the state budget at the beginning of the financial year. Conversely any initiative to
economise on expenditure voluntarily was likely to result in a clawing back of government
grants, as evidenced by the case of Luhans’ka oblast which in 1996-1998 made swingeing

reductions in its education spending in an effort to balance the regional budget, only to find that

® Interview with Pavlo Kachur, Deputy Director of the Association of Ukrainian Cities and formerly Deputy Mayor
of the city of L’viv, Kyiv, 20 March 2013.

* Interviews with Wayne Thirsk, formerly financial adviser with the Verkhovna Rada Fiscal Analysis Office, Kyiv,
27 November 2012, 29 November 2012, 28 March 2013.

® Interviews with Wayne Thirsk, Kyiv, 27 November 2012, 29 November 2012, 28 March 2013.

® Interview with Yuriy Dzhygyr, intergovernmental finance expert, FISCO Consulting, Kyiv, 29 November 2012.
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its transfers from Kyiv were reduced by the corresponding sum.” Examples like this sent a clear
message to others and became the principal reason for the subsequent arrears in budgets at all
levels and a growing problem of indebtedness. In practice there was no effective limit to sub-
national government expenditure and no serious attempt to bring spending into line with the
available resources (Maksiuta et al. 2004: 13). The outcome was a growing crisis in local and

regional government finance.

Between 1993 and 1996 per capita real spending by sub-national governments fell by 63%
(Fiscal Analysis Office 1998: 15), reflecting the sharp decline in revenues from personal income,
enterprise and local taxes during this period. Despite this fall in spending, budget execution was
consistently in excess of the figure approved by the Ministry of Finance and over the course of

the decade the arrears of sub-national government grew steadily.

City and district authorities continued to be responsible for the bulk of national spending in key
public services such as education (76% of all budget expenditure in 1998), health (90%), housing
and communal services (99%), and by 1998 in the Education and Health sectors regional and
local governments were overspending their budgets by 68% and 24% respectively (World Bank
2002a: 29-30). Between January 1996 and August 1998, when they reached their peak, overall
sub-national government arrears grew from 1.09 billion UAH to 4.7 billion UAH, or almost
three-quarters of the total overspend by government institutions in that year (Martinez-Vazquez
& Thirsk 2010: 43).

This clearly unsustainable situation was in part also the result of a deliberate policy of national
government. From 1994 onwards, faced with an increasing budget deficit, the Cabinet of
Minsters embarked on a policy of decentralising responsibility for social protection payments to
regional and local governments. This included the social welfare allowances or concessions
payable to groups such as war and labour veterans and the subsidies available to individuals on
lower incomes for housing and communal service charges. The right to these concessions was
enshrined in legislation and the rates of benefit determined at a national level, but the burden of
financing programmes of social assistance was progressively shifted to the local level without

any accompanying transfer of budgetary provision.

" Interviews with Wayne Thirsk, Kyiv, 27 November 2012, 29 November 2012, 28 March 2013.
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This gave rise to the phenomenon of the ‘unfunded mandate’, where the responsibilities of
regional and local governments fail to match their decision-making authority or their resources to
finance them (World Bank 2002a: 30-31). The growth in the sub-national share of public
spending from 31% in 1994 to 47% in 1998 reflected this radical off-loading of responsibility by
national government, and by February 2000 social protection payments accounted for 56% of all
arrears in the regions (Martinez-Vazquez & Thirsk 2010: 32-33, 43). The politically
unacceptable outcome was that the level of benefits paid to members of the community in the
greatest need was dependent largely on the tax base of the city or district in which they happened

to live.

2.2 First Stirrings of Budget Reform

The years 1998-99 were critical in providing the momentum for the reform of intergovernmental
financial relations which was to follow from 2000 onwards. The period saw the convergence of a
number of discrete influences and pressures. These ranged from growing political support for a
vision of a self-determining form of local governance as expressed in the 1996 Constitution, the
European Charter of Local Self-Government signed in 1997 and the adoption of the State Law
on Local Self-Government in the same year, and finally the reform ambitions of key individuals

and institutions.

Each of these factors, for different reasons, provided an opportunity to use the crisis in sub-
national government finance in order to drive through a new model of intergovernmental
relations. International donors were drawn into this emerging network, often as a result of the
perceived dynamism of individual pro-reform politicians or state officials, and here again the
apparent opportunity to make a meaningful breakthrough in the reform of public administration
in Ukraine acted as the catalyst for a rare example of collaboration between members of the

donor community.

On the Ukrainian side the principal institutional interests advocating radical reform of
intergovernmental financial relations reflected the views of political, civil society and intra-

governmental lobbies, and were as follows:

% The Budget Committee of the Verkhovna Rada - the influential Budget Committee was
responsible for formulating parliamentary policy on the financing of regional and local
government, in addition to wider issues concerning the state budget. Following the Rada
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elections in the summer of 1998 the committee was chaired by a young and ambitious new

deputy from Dnipropetrovs’k, Yulia Tymoshenko;

The Association of Ukrainian Cities - the Association was founded in 1994 as a non-
governmental organisation aiming to promote and strengthen urban self-government and to
represent municipal interests to national and regional levels of administration. Its
membership comprised the leaderships of city and municipal governments, including the

elected mayors of Ukraine’s largest cities;

The Territorial Budget Department of the Ministry of Finance - the Department was
responsible for dealing with a growing problem of local government arrears over which it
had little effective control, thanks to the Matryoshka system. It was headed by a young
economist, Anatoliy Maksiuta, recruited in the mid-1990s from Zhytomyrs’ka oblast where

he had held senior positions in financial management at regional and district levels.

In the international donor community, three major donor programmes associated themselves in

different ways with the growing reform pressures among their Ukrainian counterparts:

7
L X4

The World Bank — fiscal management issues figured largely in the Bank’s discussion of
reform with the Government of Ukraine all the way through the 1990s, and overhauling local
government finance was central to these. An unpublished review by Bank experts, prepared

between 1997 and 1999, recommended inter alia the replacement of the Matryoshka system:®

The United States Agency for International Development (USAID) - as part of a broader
programme of support to fiscal reform in Ukraine, the USAID sponsored Fiscal Analysis
Office of the Verkhovna Rada was established in 1998 to provide advice on budget reform to
members of the Rada Budget Committee. USAID had also provided financial and expert

assistance to the Association of Ukrainian Cities since its foundation in the mid- 1990s;

The United Kingdom Department for International Development (DFID) - as the UK Know
How Fund the British international assistance programme to post-Soviet Ukraine had
supported the setting up of a National Academy of Public Administration, a civil service
training institution which was to play an important role in the professional development of a

number of individuals who would later be central to the budget reform of 2000. Following its

® E-mail correspondence from Deborah Wetzel, formerly the World Bank’s chief adviser on budget reform to the
Government of Ukraine and author of the unpublished report, received 18 May 2014.
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establishment as a free-standing ministry, in 1999 DFID sent an expert team to Ukraine to
assess the scope for more comprehensive technical assistance to the development of local and

regional self-government, including in the area of intergovernmental finance.

As discussed in chapter I, while the adoption of the 1996 Constitution, the signing of the
European Charter of Local Self-Government, and the passing of the 1997 State Law on Local
Self-Government together indicated a step-change in the political climate with regard to the
powers of sub-national government in Ukraine, they were not matched by any accompanying
changes to the financing of local authorities to enable them to make use of their new powers.

The Constitution (arts. 140, 142, 143) had confirmed the right to full self-government,
independent of the state, for cities, towns and villages, in accordance with Ukraine’s obligations
under the Council of Europe’s Charter of Local Self-Government, and empowered local
governments to approve spending programmes for socio-economic development within their
territory. Similarly, the 1997 Law on Self-Government attempted to delineate more clearly the
‘own’ and ‘delegated’ spending authority of cities and municipalities, with delegated spending

limited to the state functions of education, health and social protection.

However this championing of the idea of budgetary independence for the lower tiers of
government was in reality more a statement of intent than an explicit legislative commitment,
and under the 1997 Law the procedures for determining sub-national budgets were to remain
unchanged from those set out in the 1991 Law on the Budgetary System of Ukraine until such
time as new budget legislation was introduced (Fiscal Analysis Office 1998: 20). This impasse

was to have a galvanising effect on pro-reform activists

3. The Emergence of Individual and Institutional Networks

Beginning in 1999 political interests at national and big city level combined to press for greater
autonomy in the determination of sub-national budgets and, paradoxically, found common cause
with a small group of pro-reform officials in the Ministry of Finance whose main concern was to
bring the local budget process under better control and to eradicate as far as possible the
corrosive practices of patronage and rent-seeking between different levels of government. A
similar convergence of interests was evident in the international donor community where the
World Bank, USAID and more recently UK DFID had each identified the reform of

intergovernmental finance as a priority for their intervention. A network of overlapping personal
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and professional relationships within and between both Ukrainian and international institutions
was already becoming apparent at this stage. This was a factor which was later to prove central

to the effort to push through the Budget Code reform.

3.1 A ‘Unique Concurrence’ of Interests

There are contrasting narratives on the question of who was to take the leading role in pressing
for new legislation on intergovernmental finance. On one account it was the new intake of
parliamentary deputies on the Rada Budget Committee, led by their ‘hyperactive’ chair Yulia
Tymoshenko, which ‘roused a sleepy Ministry of Finance’ into action and prodded city

governments to set up their own associations and lobby for change (Oberemchuk 1999).

On another view the Ministry of Finance, which itself had recently had an injection of new blood
in the shape of Territorial Budget Department Head Anatoliy Maksiuta, felt overburdened by the
interminable wrangling over budget settlements with sub-national government and the escalating
level of arrears. Furthermore a radical overhaul of intergovernmental financial relations formed
part of a reform programme already agreed between the Government of Ukraine, the
International Monetary Fund (IMF) and the World Bank (Maksiuta et al. 2004: 17-18).

Yet another analysis emphasises the role of the USAID-funded Fiscal Analysis Office which was
said to have played a pivotal role in forging close working relationships with both the Budget
Committee and the Ministry, and as a result being ‘instrumental in building consensus around the
most appropriate direction for reform’ (USAID, 2004: 8). What is in no doubt is that there was a
‘unique concurrence’ in the interests of several bodies frustrated, albeit for different reasons,
with the financing arrangements for regional and local government (Maksiuta et al. 2004: 16),
and a window of opportunity for reform brought about by a rare alignment of interests between

the legislative, executive and local spheres of state authority.’
The Budget Committee of the Verkhovna Rada

For politicians in this period being a so-called ‘regionalist” among Rada deputies, in other words
taking the side of regional and local governments in budget and other disputes with the centre,
brought a degree of prestige and was considered beneficial to future political careers

(Oberemchuk 1999). In the parliamentary intake of June 1998 there were a number of deputies

° E-mail correspondence from Deborah Wetzel, received 18 May 2014.
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like Yulia Tymoshenko who had prior connections with regional or local government and who,
following their election to the Rada, set about exploiting their image as defenders of regional
interests. Part of their platform was to build public and political support for the idea of a second
chamber in Parliament to represent the interests of the regions.

In the Budget Committee this group allied itself with a number of longer-standing deputies who
had devoted their energies to the field of intergovernmental finance for a number of years.™ In
her role as chair of the Budget Committee from 1998 Yulia Tymoshenko became the
‘unstoppable political champion® of budget reform,™* attracting to the cause the support of the
leaderships of many of Ukraine’s largest cities and municipalities. Before long the Budget
Committee was able to ‘set a mousetrap’ for the Ministry of Finance by preparing a draft Budget
Code for the reform of intergovernmental financial relations and a draft state budget for 1999
based on the methodology contained in its proposed Code."

Meanwhile a model of what shape that reform might take was being developed in the rooms of
the Verkhovna Rada’s USAID-funded Fiscal Analysis Office (Fiscal Analysis Office 1998). The
purpose of the model was to define more clearly the spending responsibilities of national and
sub-national tiers of government, to rid the system of behind-closed-doors bargaining between
successive levels of administration, and to introduce greater stability and predictability into the
revenue flows to local governments. It would also bring to an end the unacceptable practice of
‘unfunded mandates’ for expenditure on social benefits, which had resulted from deliberate

government policy.

The centrepiece of the reform was to be a formula-based system of intergovernmental transfers,
under which the spending requirements of local authorities were to be calculated mathematically
on a uniform needs-led basis determined by demographic factors, replacing the current input-led
approach which started from the network of existing institutions. On the income side the formula
would take into account the revenue-raising capacity of individual authorities, but would do so in

a way which no longer punished local governments for taking initiatives to increase their

% Valeri Asadchev, Yuri Kliuchkovs’kyi, Boris Andresiuk, Leonid Kosakovs’kyi, Vladymyr Rybak. ‘Lyubit
Mestnyi Biudzhety Stalo Modno’, Ukrains ’ka Pravda, 24 November 1999.

! Interview with Ihor Shpak, formerly Director of the Verkhovna Rada Fiscal Analysis Office, Kyiv, 20 March
2013.

12 <Lyubit Mestnyi Biudzhety Stalo Modno’, Ukrains ’ka Pravda, 24 November 1999.
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income. On the contrary it would guarantee them the right to retain the benefits of efficiency

gains, the ‘long-standing dream of city mayors and local finance officials.’*®

Most radically, because the reformed transfer system was to be objective and formula-based,
there was no longer a need for it to be overseen by oblast-level authorities. Instead, the Ministry
of Finance would make an annual calculation for each sub-national unit of government and make

the transfer directly to them.

Over the course of the 1998 financial year Fiscal Analysis Office experts were actively
discussing the expected benefits of the bold new approach, separately and jointly with the
Budget Committee of the Verkhovna Rada and with officials in Territorial Budget Department of
the Ministry of Finance. Already in March 1998 Yevhen Zhovtiak, vice-chair of the Budget
Committee, was confidently predicting that the reformed transfer system would be adopted by
parliament in time for inclusion in the 1999 state budget.**

The Association of Ukrainian Cities

The Association of Ukrainian Cities was established in 1994 with the help of funding from
USAID’s Municipal Financing and Management Project (USAID 1996), and as early as 1996
had identified the lack of discretionary powers of city governments over budgetary issues as a
priority concern. Contrary to the view that the larger cities were spurred into action primarily by
the inspirational leadership of Yulia Tymoshenko, figures who were active in the Association at
the time argue that it was a powerful lobby in its own right, with the mayors of Ukraine’s major
cities taking a leading role. In the context of the increased authority bestowed on local self-
government by the 1996 Constitution and the 1997 State Law on Local Self-Government,
directly elected city mayors had become an influential political force. ‘If the Association asked

for a meeting with the President or with the Cabinet of Ministers, its wish would be granted.’*

Regular conflicts over the annual budget settlement between democratically mandated city
councils and state appointed oblast administrations were a feature of the increasingly anomalous

Matryoshka system of intergovernmental finance, and reflected the contradiction between the

B3« _davnia mriia meriv ta mistsevykh finansystiv’, from Yevhen Zhovtiak, ‘Za Mistsevi Biudzhety Zamovyty b
Slovo,” Polityka, 2 March 1998.

“Yevhen Zhovtiak, ‘Za Mistsevi Biudzhety Zamovyty b Slovo,” Polityka, 2 March 1998.

> Interview with Pavlo Kachur, Deputy Director of the Association of Ukrainian Cities in the 1990s and formerly
Deputy Mayor of the city of L’viv, Kyiv, 20 March 2013.
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rights of self-government as established by recent legislation and the de facto omnipotence of the
oblast authorities (Maksiuta et al. 2004: 18). Long-running disputes had occurred in Odesa,
Vinnytsya, Kirovohrad, Luhans’k and other cities, with the most celebrated example being the
regional capital of Khmelnytsky. Here the municipal government had deliberately and
substantially increased its ‘own revenues’ from local taxes and charges, to a level of 10% of
annual income rather then the more typical 4%, only to find it was penalised by the oblast
administration which correspondingly reduced the share of nationally levied taxes the city was
allowed to retain (World Bank 2002a: 29).

From 1997 onwards city mayors, understanding that their future electoral success would be
dependent on serious investment in municipal development and that this would only be achieved
if there were less interference in their financial affairs, embarked on a well-organised campaign

for reform through their association.*®
The Ministry of Finance

Within the hierarchy of the Ministry of Finance, both nationally and regionally, there were
pockets of pro-reform activity involving individual officials who were responsive to the idea of
formula-based transfers as a means of bringing to an end the apparently ceaseless round of
negotiation and deal-making which characterised the present system, and which had contributed
to the crisis of arrears in sub-national spending. These were middle-ranking state servants

operating on their own and frequently without the support of their top management.

Anatoliy Maksiuta, described by a senior World Bank official as ‘always a champion’ of
intergovernmental finance reform,'” made a first attempt to introduce a formula approach in the
first draft of the 1999 state budget. However, his initiative was ‘labelled as premature’ by more
senior ministry officials (USAID 2004: 5) and ‘scuttled at the last minute’ by the Deputy

Minister.8

There were similar initiatives at regional level. Yuriy Balkoviy, Director of Finance for the
Luhans’ka oblast administration, was the first regional finance head to experiment with a

formula approach to transfers to municipalities and districts, also in the 1999 budget, for which

1% Interview with Pavlo Kachur, Kyiv, 20 March 2013.
" E-mail correspondence from Deborah Wetzel, received 18 May 2014.
'8 Interviews with Wayne Thirsk, Kyiv, 27 November 2012, 29 November 2012, 28 March 2013.
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he had the support of the chair of the oblast council budget committee. His initiative was warmly
welcomed by Yulia Tymoshenko who, ‘in her rather informal western style of disregarding
protocol and hierarchy’, approached Balkoviy directly, without reference to the ministry, to take

part in a Verkhovna Rada working group preparing proposals to put to parliament.

The group was to include finance officials from a small number of other regions who shared
Balkoviy’s thinking.'® But when he presented his formula approach to a ministry Kollegia in
Kyiv, Balkoviy’s ideas were roundly condemned by Deputy Minister Bukovinsky as
unconstitutional. Seemingly the ministry as an institution was opposed to any move towards a
more objective method of calculating transfers, wishing to maintain as much manual (ruchnoe)

control as possible.?°

As to the motivation of these reform-minded national and regional officials, from their point of
view the rationale may have been less about decentralisation and granting greater authority to the
localities, and more about bringing better order and control to a chaotic local budget process
which had become increasingly subject to patronage and rent-seeking by politicians and officials
at every level (Maynzyuk & Dzygyr 2008-9: 2). After all, under the Matryoshka regime the
ministry had little real influence on the formation of budgets below oblast level and it is perhaps
revealing that Maksiuta himself describes the major weakness of the pre-2000 process for the
annual determination of local expenditure as being that it was non-transparent and
‘unenforceable’ (Maksiuta et al. 2004: 13).

Professor Kenneth Davey, DFID’s senior adviser to Maksiuta on reforming intergovernmental
finance, argues in a similar vein that the ministry was under extreme pressure to bring local
budgets under firmer control. The introduction of a transfer formula would ‘allow the Ministry of
Finance to off-load the responsibility for prioritising expenditure onto local governments and
bring to an end the annual wrangling that took up so much time and left the ministry with all the
hard decisions and all the blame. The transfer formula enabled them to say ‘OK, that’s it, that’s

all you’re getting — you decide from here on.’#

¥ One name mentioned in this regard is Serhiy Mel’nik from Khmel’nyts’ka region, where there had been a running
conflict between oblast authorities and the leadership of the regional capital.

% Interview with Yuriy Balkoviy, Director of Finance Department, Luhans’ka Oblast State Administration,
Luhans’k, 27 June 2013.

?! Interview with Professor Kenneth Davey, Senior Adviser with DFID’s LARGIS project, Cheltenham, 27 August
2013.
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3.2 The International Donor Community

The IMF and the World Bank

The convergence of interests among key Ukrainian institutions and a few well-placed individuals
within them was paralleled by analogous developments in the international donor community.
The IMF, which was providing 2.6 billion USD in budget support to the Government of Ukraine
to shore up the mounting state budget deficit, made overhaul of the entire budget process a
condition of its continued assistance.?® Similarly, the World Bank regarded overhaul of
intergovernmental finance as the focal point of budget reform, in particular the transition to a
formula-based system.

The Bank was proposing a Municipal Development Loan facility, enabling the newly self-
governing cities to access credit for much needed investment in communal infrastructure. While
the loan was not explicitly conditional on budget reform,?® in all likelihood it would only proceed
if the financing of municipal budgets were placed on a more stable and predictable footing. In
response, in November 1999 the Ministry of Finance invited the Bank to take part in the
Ministry’s own working group tasked to develop a new model of intergovernmental finance
(Martinez-Vazquez & Thirsk 2010: 56).

The World Bank also developed close working relationships with Yulia Tymoshenko in her
capacity as chair of the Verkhovna Rada Budget Committee. Deborah Wetzel, the Bank’s chief
adviser to Ukraine on budget reform, had discussed the need for reform at length with Ms
Tymoshenko and was thought to have gently dissuaded her from pushing ahead with an early but
rather ill-conceived version of a formula-based transfer system which retained too much of the

old Matryoshka approach.*
The United States Agency for International Development (USAID)

In March 1998, as part of a wider programme of advice on macroeconomic and taxation

reform,?®® USAID launched the Fiscal Analysis Office (FAO). Originally conceived as an

%2 Interview with Anatoliy Maksiuta, First Deputy Minister of Economic Development and Trade, formerly Director
of the Territorial Budget Department of the Ministry of Finance, Kyiv, 25 May 2013.

2 E-mail correspondence from Deborah Wetzel, received 18 May 2014.

 Interviews with Wayne Thirsk, Kyiv, 27 November 2012, 29 November 2012, 28 March 2013.

% USAID ‘Fiscal Reform in Support of Trade Liberalization’, contract no. PCE-1-03-00-00015-00 (USAID 2004).
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embryonic budget office for the Verkhovna Rada, the FAO quickly honed in on the issue of

fiscal decentralisation and the reform of intergovernmental finance.

Its close working relationships with both the Budget Committee of the Rada and the Territorial
Budget Department of the Ministry of Finance, between whom it acted as an informal broker,
stemmed from its expert staff being in the main Ukrainian specialists in sub-national budget
finance and the office thus being widely perceived as a local institution rather than as a donor
project. It became a focal point for reform discussion and debate between Budget Committee
members, officials from the Territorial Budget Department, and FAO experts. Importantly these
discussions would take place informally, ‘within the confines of the FAO’ and away from the

day-to-day pressures of government (USAID 2004: 8).

USAID also played a significant role through its decision to finance the establishment of the
Association of Ukrainian Cities in 1994, and to provide expert advice and training from both
international and Ukrainian consultants on strengthening the Association’s role as a lobby for
city and municipal governments. This became increasingly important as legislative changes in
the status of local self-government enhanced the political power of elected leaders at this level.
In the view of Pavlo Kachur, formerly deputy mayor of the city of L’viv and in the late 1990s the
Association’s deputy director, it was the advice and training of USAID experts®® which helped to

transform the role of the Association and turn it into a successful campaigning organisation.?’
The United Kingdom International Development Agency (DFID)

DFID’s principal contribution to the Budget Code reform was to come from 2000 onwards but
two of its interventions in the 1990s were to have significant implications for what happened
later. In one of its few incursions into the field of public administration reform the United
Kingdom Know How Fund supported the work of a new Institute of Public Administration in

Ukraine.

The Institute was the brainchild of Bohdan Kravchenko, a Canadian of Ukrainian descent, who
had come to Kyiv in 1991 having previously worked as Director of the Canadian Institute of

Ukrainian Studies in the University of Alberta. The aim of the Institute was to provide training

% Experts were employed by the American Research Triangle Institute which was contracted by USAID to support
the Association.
27 Interview with Pavlo Kachur, Kyiv, 20 March 2013.
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for existing and new civil servants, to a standard comparable with the best international standards
of contemporary public administration, an objective requiring ‘a very substantial attitude
change....a change in patterns and value systems that had become deeply entrenched’
(Glentworth 1995: 9). Kravchenko was influential and well-connected and the Institute had
successfully attracted funding from the Cabinet of Ministers and from international sources

including the George Soros Foundation.

Support from the Know How Fund consisted mainly of a partnership arrangement with the
University of North London, whose task was to assist the Institute to develop a Masters of Public
Administration programme capable of receiving international validation in Western Europe.
Kravchenko and his colleagues were in many ways the ideal technical assistance partners,
themselves deciding when and what support was needed from UK experts and whether in the
process of implementation any changes were required to the original agreement with the donor.
This proactive approach from a partner was regarded by the Know How Fund as desirable in all
aid projects but in practice all too rarely the reality.?® The Institute was later to become the
Ukrainian National Academy of Public Administration, which remains to the present day the

country’s leading in-service training institution for civil servants.

For the purposes of the present study what is significant about the Institute is its role in the
formation of a network of figures who were later to be key actors in the reform of the Budget
Code. Among the small group of 15 or so graduates of the 1993-1994 Masters programme were:
Anatoliy Maksiuta, later Director of the Territorial Budget Department; Pavlo Kachur, later
Deputy Director of the Association of Ukrainian Cities and Adviser to Prime Minister at the time
of the reform; and Yuriy Hanushchak, later expert for the Research Triangle Institute which

advised the Association of Ukrainian Cities.?°

The period at the Institute of Public Administration under Kravchenko’s intellectual leadership
and the long-term relationship between these individuals are mentioned by all three as decisive
influences on future attitudes and career patterns. Anatoliy Maksiuta in particular recalls a
month-long internship in the Finance Department of the London Borough of Islington, arranged
through the University of North London, where he first learned about the UK practice of

2 Interview with Dr Garth Glentworth, formerly UK DFID Governance Adviser, London, 18 February 2014.
2 Another participant in the 1993-1994 programme, although not directly involved in budget reform, was Vasyl
Kuiybida, later Mayor of L’viv City and subsequently Minister of Regional Development and Construction.
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formula-based intergovernmental transfers and even chose it as the topic for his Masters

dissertation.*°

DFID’s second significant intervention in the 1990s was to send two experts to Ukraine, one
British and one Polish, to do a ‘scoping’ study on the need for a British project to support the
reform of local and regional government. Jim Amos was the former Chief Executive Officer of
Birmingham City Council and employed as a DFID adviser on public administration reform in
Eastern Europe. Pawel Swianiewicz was Project Manager for the UK’s Local Government
Assistance Programme (LGAP) in Poland and was also an expert on local government, having
cooperated with British finance advisers on the reform of Poland’s arrangements for

intergovernmental finance.

LGAP was seen by DFID as a highly successful programme which, it was thought, might be
capable of replication in Ukraine. Over a period of six months in 1998 Amos and Swianiewicz
visited Kyiv and several regions, and their recommendations were to provide the basis for
DFID’s Local and Regional Government Institutional Strengthening project (LARGIS) which
was launched in December 1999.%

4. International Technical Assistance in the Preparation of Budget Reform

The launch of DFID’s LARGIS project towards the end of 1999 marked a major change in
objectives for programmes of technical assistance to Ukraine, with the emphasis moving from
the know-how and skills sharing approach of the early 1990s to the more process-oriented task of
institution building. In the area of intergovernmental finance the focus of this task was to be on
constructing a new relationship between national and sub-national governments which would
simultaneously accommodate pro-reform politicians’ drive for greater autonomy for local
government and reform-minded state officials’ wish to establish a less politicised and more

technocratic method for settling local budgets.

Despite initial tensions on the Ukrainian side, in the early months of 2000 DFID and USAID
experts worked collaboratively with both political leaders and ministry specialists to prepare a

policy instrument which would meet both requirements. The formula-based transfer model which

% Interviews with Anatoliy Maksiuta, Kyiv, 25 May 2013; Pavlo Kachur, Kyiv, 20 March, 2013; Yuriy
Hanushchak, Kyiv, 21 March, 2013.

*! Interview with Pawel Swianiewicz, formerly Project Manager of the UK Know How Fund Local Government
Assistance Programme in Poland, later expert for the DFID LARGIS project in Ukraine, Warsaw, 12 October 2013.

82



emerged from this process replaced the Matryoshka system and allocated finance from the state
budget direct to local government without the controlling intervention of oblast administrations.
Similarly the mathematical nature of the annual transfer calculation introduced greater
predictability into the setting of local budgets, eliminating the need for bargaining and

negotiation and with them much of the scope for patronage.

4.1 The LARGIS Project: UK DFID Prioritises Institutional Development in Ukraine

DFID’s LARGIS project, which ran from late 1999 to the end of 2002 with a budget of GBP
1.5m, was the new ministry’s most ambitious planned intervention to date in the field of
institutional development in Ukraine, reflecting a widely held view in the donor community at
the end of the 1990s that more attention should be given to the perceived weakness of Ukraine’s
state institutions and to systemic rather than partial reform (EU Commission 1998: 2, 7;
Hamilton 2013: 155).

The broad objective of LARGIS was to assist the Government of Ukraine to establish a new
framework for relations between national, regional and local government, and this was to include
developing a ‘stable and transparent system of intergovernmental finance.”*” The project’s senior
expert on funding arrangements for local government was Professor Kenneth Davey from the
University of Birmingham, who had wide experience of consultancy on public administrative
reform in Asia, Latin America and Eastern Europe, and who had been lead adviser to the UK
Government’s programme of assistance to local government reorganisation in the Czech

Republic, Hungary and Slovakia in the 1990s. *

In November 1999, at a briefing meeting in DFID’s London offices between senior ministry
officials and the LARGIS project management team from the University of Birmingham, the
importance of achieving rapid results on budget reform was underscored and it was remarked

that the presence of both Professor Davey and Pawel Swianiewicz (from the successful Polish

%2 From a report of the International Development Department, University of Birmingham, UK National Archives,
www.webarchive.nationalarchives.gov.uk/20090316045905/http://www.liveweb29.bham.ac.uk/consult/L ARGIS.sht
ml (Accessed 8 May 2014).

% Professor Davey was well known to Deborah Wetzel, the World Bank’s chief adviser to Ukraine on budget
reform, with whom he had worked on the question of intergovernmental finance in Hungary and other post-
communist countries. This professional relationship was important in shaping the approach of the LARGIS
intervention on the ground.
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Local Government Assistance Programme) in Birmingham’s project proposal had been
important factors in the decision to award the contract to the University’s International

Development Department.

The World Bank was particularly anxious to press ahead with reform while there appeared to be
strong political momentum in favour of doing so. It proposed that LARGIS experts should
service the working group structure established in late 1999 by Anatoliy Maksiuta and
representatives of the leading interests arguing for reform, the Budget Committee of the
Verkhovna Rada, the Association of Ukrainian Cities, and the Territorial Budget Department of
the Ministry of Finance. The working group’s task was to elaborate and build consensus behind a
formula-based transfer system with a view to its incorporation in the 2001 state budget.
Exceptionally, because of the urgency to move forward while there was political will to do so,
the World Bank was also requesting that DFID allow the payment of nominal honoraria to
working group participants as an additional incentive to undertake the detailed technical work as
quickly as possible. This was outside the normal practice of technical assistance programmes and

potentially in contravention of Ukrainian legislation on the payment of state officials. **

By mid-January 2000 the LARGIS team was on the ground in Kyiv and was greeted initially
with some suspicion by USAID’s project on Fiscal Reform in Support of Trade Liberalization,
which had been operating since 1997. USAID experts were sceptical that the UK Government
had anything useful to contribute in a situation where, as noted at 3.1 above, top officials in the
Ministry of Finance had already rejected the advice of their own specialists in relation to the
1999 state budget, and successfully resisted the combined pressure of the Verkhovna Rada
Budget Committee and the Association of Ukrainian Cities. USAID was also critical of the
policy of providing honoraria payments to officials, which were seen to be creating a dangerous
precedent and undermining the approach of other donors. *

Relations between Ukrainian partners were also less than straightforward. The initial impression

of the LARGIS team, gained through a series of separate meetings with the principal actors on

* The World Bank argued, and DFID accepted, that the device had been used successfully by projects in Indonesia
where Professor Davey had been involved, and that small honoraria could legitimately be made as a per diem
expense to state officials taking part in research and training.

% Interviews with Wayne Thirsk, Kyiv, 27 November 2012, 29 November 2012, 28 March 2013.
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the Ukrainian side, was that Budget Committee politicians and Ministry of Finance officials were

working quite separately on the question of intergovernmental finance reform.

Reform was a key priority for members of the Verkhovna Rada Budget Committee bent on a
radical decentralisation of authority and less interference from Kyiv. Yet for the Ministry of
Finance it was only an element of a broader drive to overhaul the chaotic process of preparing
and executing the annual state budget. The Ministry was fully aware that the financing of local
government, because it would attract political interest, was a useful locomotive for wider reform,
capable of dragging the rest with it.*® However its principal concern in relation to local budgets

was almost certainly one of introducing more order and control.

This tension between politicians and officials was evident in the LARGIS project’s inaugural
round-table to discuss the setting up of small task groups to prepare the formula-based transfer
scheme. The meeting was hosted by Yevhen Zhovtiak, Deputy Chair of the Budget Committee,
and was held in the Committee Rooms the Verkhovna Rada in February 2000, indicating the
clear intention of politicians to take the leading role. Ministry of Finance officials, among them
Maksiuta’s deputy Anatoliy Miarkovskyi,®" were initially excluded from the round-table and
kept waiting for an appreciable time at the entrance to the committee rooms because their names
did not appear on a list of invited participants provided by the Budget Committee. When they did
finally gain entry, the officials were subjected to a barrage of criticism from both Verkhovna
Rada members and Association of Ukrainian Cities representatives for placing bureaucratic
obstacles in the path of reform of local government finance.®

If relations between the key institutional protagonists on both the Ukrainian and donor sides were
at times strained, by contrast intergovernmental finance experts from DFID’s LARGIS and
USAID’s Fiscal Analysis Office were quick in establishing a rapport. In discussion with Yevhen
Zhovtiak it was agreed that LARGIS experts Kenneth Davey and Pawel Swianiewicz would
assist the proposed task groups to elaborate the expenditure side of the transfer formula, while

Fiscal Analysis Office experts Ihor Shpak and Wayne Thirsk would focus on local government

% Interview with Ihor Shpak, Kyiv, 20 March 2013.

% Maksiuta had by this time been appointed Head of the Ministry of Finance’s overall Budget Department and had
appointed Miarkovskyi as his deputy. Like Maksiuta, Miarkovskyi had a background in local finance, in his case
from the Dnipropetrovs’ka region.

% Interview with Professor Kenneth Davey, Cheltenham, 27 August 2013.
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revenues and a methodology for ensuring that authorities were not penalised through claw-back

if they were successful in increasing the share of overall income coming from local sources.

This agreement played to the respective experience and strengths of the two expert teams and
worked well. In Professor Davey’s words ‘the division was agreed from the beginning, at the
very first meeting. Wayne and lhor were very co-operative about it all, where they could have
felt that we were moving in on the Fiscal Analysis Office’s territory. They did not attend the
expenditure side task groups but we kept them up to date with what we were doing. Relations
were remarkably smooth and we met regularly, in meetings or less formally’.*® The strength of
these relationships is testimony both to the experience and mutual respect of the individuals
involved and also to an unusual willingness to cooperate at donor level, itself largely the

outcome of past professional contacts.

4.2 Technical Assistance in Action: Advice to the Task Groups Preparing Budget Reform

The challenge for LARGIS experts Kenneth Davey and Pawel Swianiewicz was considerable. It
was one thing for Yulia Tymoshenko and Anatoliy Maksiuta to be convinced of the necessary
direction of reform, but introducing the formula-based transfer system into Ukraine’s complex
intergovernmental budgetary arrangements could only be successfully achieved if the ministry
specialists who would eventually be responsible for implementing the new system were also

persuaded that it would work.

In the late winter and spring of 2000 LARGIS experts met regularly with task groups of Ministry
of Finance officials organised on a sector basis reflecting the three main areas of expenditure
delegated from national to sub-national government: education, health care and social
protection.®® The role of each task group was to prepare a mathematical formula to allow for the
transfer of funds from the state budget to local authorities in such a way as to equalise the
capacity of local governments, regardless of their population size or individual tax base, to
provide a given level of service in the three delegated areas. The membership of the task groups
comprised the team of senior Ministry of Finance officials responsible for each sector,

augmented from time to time by finance officials from the line ministries concerned.

% Interview with Professor Kenneth Davey, Cheltenham, 27 August 2013.
%0 Sport and culture are a fourth but much smaller area of delegated expenditure.

86



It was also important to maintain the involvement of the key domestic actors who had been
pressing for the reform, and to ensure that these potentially divergent interests were pulling in the
same direction. At the hub of the task group structure was a Steering Committee composed of
Verkhovna Rada Budget Committee members, representatives of the Association of Ukrainian
Cities, and Anatoliy Maksiuta and Anatoliy Miarkovskyi from the Budget Department of the
Ministry of Finance. The Association representatives on the Committee included two of
Maksiuta’s former contemporaries at the Institute of Public Administration, Yuriy Hanushchak
and Pavlo Kachur, the latter now also working as an adviser to the Prime Minister of the time,
Viktor Yushchenko. The Steering Committee was jointly advised by both LARGIS and Fiscal
Analysis Office experts and its brief was to prepare the final draft of the Budget Code for
submission to the Cabinet of Ministers and the Verkhovna Rada.

This sophisticated and inclusive approach to public policy analysis, drawing simultaneously on
the views and expertise of political lobbies and technical specialists and developing a shared
approach to problem-solving between them, was fostered by Anatoliy Maksiuta. Maksiuta in turn
was much influenced by the teaching of Vira Nanivska at Kyiv’s International Centre for Policy
Studies. The Nanivska Centre was at the forefront of encouraging what was seen as a European-

style, consensus-building approach to the development of public policy.*

Given the initial difference in assumptions and approach between Ministry specialists on the
sector task groups and their LARGIS advisers, the speed with which proposals for the
expenditure element of the transfer formula were completed was impressive. As previously
discussed, the still-surviving Soviet practice of input-based budgeting meant that the starting
point for the process was the finance required to sustain the network of existing institutions and
their associated staffing. If, as was increasingly the case, there were insufficient funds to meet
these costs, the extent of the shortfall would be settled in a process of hard political bargaining.
Nevertheless, the staffing or service-level ‘norm’ remained the guideline figure and the baseline

assumption regarding the required level of provision.

*! E-mail correspondence from Deborah Wetzel, received 18 May 2014. Post-Soviet Ukraine’s first independent
think tank, the International Centre for Policy Studies (ICPS) was established in 1994 with finance from the George
Soros Open Society Institute. Vira Nanivska joined ICPS as Director in 1997, having previously been employed by
the World Bank in Ukraine.
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The model proposed by LARGIS experts, following closely the practice of both the UK
government and the post-communist governments of much of Central and Eastern Europe, made
no attempt to link the allocation of central government grants to the existing pattern of
institutions in the localities and was sceptical of the concept of staffing and service norms, which
it regarded as unrealistic and a relic of the Soviet past. Instead the model claimed simply to
provide a means of delivering an equitable and transparent division of available state budget
resources which were inevitably finite. It deliberately left little or no room for negotiation since it
was based on the application of the same mathematical formula to all sub-national units of
government, employing what Yevhen Zhovtiak from the Budget Committee had earlier

. . . . . .. 42
described as ‘uncompromisingly objective indicators.’

LARGIS experts would meet with each of the three sector task groups over a full day,
deliberately away from the day-to-day pressures of the Ministry in a quiet and neutral location.
In the morning experts would explain a particular aspect of the expenditure calculation to be
included in the transfer formula, followed by work in the afternoon when group members would
start applying the methodology to their own sector. Homework would be given to each task
group in order to complete a given piece of work before the next visit of experts. Group members
were said initially to be ‘horrified’ by the scale and complexity of the formula approach, and its
lack of regard for the spending norms of each service. They would frequently spend the morning
of a day-long meeting questioning the detail with great scepticism. After a break for lunch
however, they would come back and say ‘ok, so where do we start?’ According to LARGIS
expert Kenneth Davey, motivation was never a problem and the groups got on with their work in
and between meetings very diligently. ‘They knew the work had to be done, that their managers
wanted it done, and so they just got on with it. All of them were tough and hardworking
specialists in their field, used to pushing things along and doing what they had been asked to do

by their superiors.”*?

The style of the LARGIS experts was arguably no less important. Speaking of Professor Davey’s
interaction with Ukrainian counterparts, Anatoliy Maksiuta commented on his comprehensive

knowledge of the intergovernmental finance system in a variety of countries and how to build it

42 < bezkompromisni ob’ekiyvni pokaznyky’, Yevhen Zhovtiak, ‘Za Mistsevi Biudzhety Zamovyty b Slovo...,’
Polityka, 2 March 1998.
*¥ Interview with Professor Kenneth Davey, Cheltenham, 27 August 2013.
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in new environment. Also ‘his personal, quiet style, offering an opinion when needed in order to
overcome a blockage in the process of policy formulation.....just the type of partnership
approach the Ukrainian side appreciated.”** Similarly Yuriy Hanushchak, a Ukrainian expert
working for the Association of Ukrainian Cities, remarked that ‘expert advice to the Ministry of
Finance could be taken wrongly if it made officials feel inadequate in some way, but the style of
experts like Ken Davey and Pawel Swianiewicz was gentle, reasonable and low-key, making it
all sound possible and not overly complicated.” Ironically it also gave more credibility to
Ukrainian experts like Yuriy Hanushchak himself, who had previously offered similar advice to

the Ministry and received short shrift.*

Professor Davey puts it as follows: ‘the standard method of addressing each practical reform issue
was to convene a meeting of the task group of Ukrainian specialists representing the different
interested parties, outline a range of optional solutions based on international practice, then provide
intermittent but not constant dialogue and comment at the stage of draft recommendations. LARGIS
did not supply blueprints and effectively left the groups to make up their own minds within an
agreed timetable and with financial and administrative support. The result was a greater
commitment on the Ukrainian side to the reform solutions proposed.” The international nature of the
advice was also important. Professor Davey recalls that because of the background of the LARGIS
team they were ‘able to call on experience of a range of Central and Eastern European countries
which had to reform systems of intergovernmental finance based previously on the same model as

Ukraine’s.’*®

4.3 The Draft Budget Code Proposals

By June of 2000 the Steering Committee already had a draft of the proposed new Budget Code,
including a major section on the reform of intergovernmental finance. Kenneth Davey and Pawel
Swianiewicz from the LARGIS project, and lhor Shpak and Wayne Thirsk from the Fiscal Analysis
Office, had completed their work on the expenditure and revenue sides of the transfer formula

respectively, and the recommendations of the various sector task groups were incorporated in the

* Interview with Anatoliy Maksiuta, Kyiv, 25 May 2013.
*® Interview with Yuriy Hanushchak, expert with the Association of Ukrainian Cities, Kyiv, 21 March 2013.
*® Interview with Professor Kenneth Davey, Cheltenham, 27 August 2013.
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draft after discussion in the Steering Group. The draft Code offered a radically changed vision of the

relationship between the national, regional and local tiers of government in Ukraine.*’

First, building on the principles set out in the 1997 Law on Local Self-Government, the draft Code
attempted a further clarification of the responsibility of each level of government for the financing
and delivery of public services. National government was assigned responsibility for defence, state
security, foreign policy, assistance to regional development and crucially, in view of the growing
problem of ‘unfunded mandates’, the financing of social benefit payments. Sub-national
government at oblast, city*® and district levels were to share responsibility for the financing of
education and health care, but with the large part of day-to-day service delivery to the public
delegated to regional and local governments with an accompanying transfer from the state budget to
meet a proportion of the cost. Regional and local governments were also to be responsible for the
payment of social benefits, but these were to be fully compensated by subventions from the state
budget. City and district governments were to be wholly responsible for the provision and financing
of the so-called housekeeping elements of local community infrastructure — roads, housing

maintenance, waste management and transport.*®

Secondly, transfers from the state budget for the financing and execution of the delegated functions
of education and health care were no longer to be channelled through the oblast level. Where
previously cities and districts were subordinated for budget purposes to the oblast administration,
each of these 688 units of local government was now to have a separate and direct relationship with
the Ministry of Finance in Kyiv. It would no longer be possible for regional governors to manipulate
the budgets of city and district authorities as they might wish. The Steering Committee held back
from recommending a further decentralisation to the 12,000 or so smaller municipalities and
villages, many of which lacked the financial and administrative resources to maintain an
independent relationship with the ministry. This tier of local government was to remain financially

subordinate to the district level of administration.*

*" The Budget Code reform of 2000/1 addresses the state budget system overall, including the procedure and
timetable for preparation and adoption of the annual budget, rules for accounting and execution of the state budget,
regulations for national and sub-national borrowing, and so on. The discussion here is limited to reforms in the area
of intergovernmental financial relations.

*8 Cities are here defined as the larger cities and towns of ‘oblast significance’ in each region, as distinct from the
smaller municipalities which are subordinate to district authorities.

* Interview with Wayne Thirsk, Kyiv, 27 November 2012.

% Interview with Anatoliy Maksiuta, Kyiv, 25 May 2013.
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Lastly a mathematical formula, uniform across all units of regional and local government and
known in advance to all recipients, was to replace individual bargaining and negotiation as the
method of calculating transfers from the state budget. And the basis of the formula, rather than
being the cost of maintaining the existing network of institutions and their associated staffing, was
to be a per capita of population expenditure norm for education and health care services based on a
division of the sum available in the state budget. Adjustments were built into the formula to allow
for the additional per capita cost of providing services in certain conditions, for example the higher
cost of education in less densely populated rural areas or of health care for populations with a high

proportion of older people. **

On the income side of the transfer formula, the Steering Committee had adopted two
recommendations from Fiscal Analysis Office experts designed to encourage local governments to
maximise their own revenues. Income was to be divided into two revenue ‘baskets’, own and
delegated, the former composed of various local taxes and charges and available for the
housekeeping services for which authorities were wholly accountable, the latter the product of
national taxes levied in the locality. Authorities’ own revenues were to be outside the transfer
formula calculation and therefore not subject to offsetting against the government grant. In addition,
the Fiscal Analysis Office had devised a ‘fiscal capacity index” which measured local authorities’
relative capacity to generate income for its two revenue baskets. This index was incorporated in the
transfer formula, which in theory meant that greater fiscal capacity would result in a higher payment
back into the state budget in order to equalise capacity between revenue-rich and poorer and
authorities. However, on the advice of the Fiscal Analysis Office, the index was to be subject to
review on a three-yearly basis only, thus avoiding disincentives to local government to increase

their income.>

5. Conclusions to Part |

Part | of the case study has described the growing economic and political pressures to reform
Ukraine’s system of local government finance which had continued to follow a Soviet model for the
first decade after independence. By the late 1990s, from the point of view of national government,

there was a problem of persistent overspending at sub-national level. For the larger cities, which had

*! Interview with Professor Kenneth Davey, Cheltenham, 27 August 2013.
%2 Interview with Wayne Thirsk, Kyiv, 27 November 2012.
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grown more powerful with the adoption of a new constitution, the problem was of a continuing lack
of autonomy in the control of local budgets. Underlying both was the deeper malaise of the
opportunities for political manipulation and patronage which the perpetuation of Matryoshka system

encouraged.

A ‘unique concurrence’ of interests, involving domestic and external actors, provided a window of
opportunity for addressing these problems in a comprehensive manner. The centrepiece of the
proposed reform was to be a formula approach to determining state budget transfers to local
governments, based on a methodology used in the European Union and much of post-communist
Central and Eastern Europe. The reform promised simultaneously an increase in local autonomy
over spending decisions and, paradoxically, tighter control by the Ministry of Finance over the level
of sub-national budgets. The circle was to be squared by the exclusion of the powerful oblast
governors from the budget process and directly threatening their scope for political manipulation.
Perhaps not surprisingly it was the oblast level which proved to be the principal site of the ensuing

struggle to gain acceptance for the reform.
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Part 11: Reform Adoption and Implementation

6. Introduction

While there was little problem in gaining parliamentary support for the draft Budget Code, given
that the Verkhovna Rada’s Budget Sub-Committee was one of its leading proponents, the process of
ensuring the code finally passed into law was to result in determined resistance from the opponents
of decentralisation and the principal losers from the dismantling of the Matryoshka. Foremost
among these were the President-appointed oblast governors who stood to lose their influence over
the budgets of big cities and the considerable powers of patronage this bestowed. It could be
confidently predicted that governors would be supported in their opposition by the President

himself, as indeed turned out to be the case.

This was also a situation in which the professional risks taken by the small group of reformist state
officials in the Ministry of Finance might be exposed and the chances of future career progression
threatened as a result. The final adoption of the code in early 2001 was due largely to the strength of
the coalition formed between the broad alliance of interest on the Ukrainian side and the well-
coordinated support of the three international donors.

Despite this apparent success and its declared commitment to longer term institution building,
UK DFID adhered to its usual three year project cycle for technical assistance and by the end of
the budget reform’s first full year of operation the British government had switched its priorities
in Ukraine away from fiscal decentralisation to work with two oblast administrations on the issue
of regional development. USAID followed much the same strategy but with a focus on
municipalities. By the end of 2002 neither donor was engaged in any significant activity at
national level, and no further interventions were planned in the area of intergovernmental

finance.

The net result was that no international expertise was available when the Budget Code ran into
problems of implementation. These stemmed largely from the incomplete nature of the original
reform and its incompatibility with other unamended areas of legislation which undermined its
effectiveness. The system of formula-based transfers which had been designed to bring greater
predictability and transparency to the financing of local government degenerated rapidly into
what the World Bank described as an opaque and incomprehensible ‘black box’ (2008: 36),
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allowing the former practices of manual interference and patronage to reassert themselves as

strongly as ever.

7. The Passing of the Law on the State Budget for 2001

7.1 Overcoming Fierce Opposition from Powerful Veto-Players

The new Budget Code was incorporated into a draft Law on the State Budget for 2001, which was
sent quickly by the Cabinet of Ministers to the Verkhovna Rada in July 2000 where it was given its
first formal reading approval with little opposition. Preparations began in the Ministry of Finance
for a second reading by Parliament planned for September, which would virtually assure the Code’s

adoption into law subject only to a formal third reading and the signature of the President.

For reformist forces in the Ministry of Finance this was an anxious time. On a professional level
there was concern whether such a complicated process for intergovernmental transfers would
succeed, as the Ministry, instead of negotiating with 27 oblast-level authorities, would now have
to calculate the budgets of almost 700 individual units of local government. The chances of the
whole thing going badly wrong seemed high.> There was real risk that questions would be raised
about the position of individual state officials who had pioneered work on the Budget Code, to

the probable detriment of their future careers.

A Ukrainian expert close to the machinations inside government describes the Budget Code
reform process within the Ministry of Finance as having been driven by the ‘3 Ms’ - Maksiuta
and his deputy Anatoliy Miarkovskyi, together with Minister of Finance, lhor Mitiukov.
However Minister Mitiukov had ‘allowed’ the work to proceed rather than actively encouraging
it, fully aware perhaps that there would be strong opposition from powerful directions.>* For
while the reform seemed clearly to be in the interests of city and district government leaderships,
who would now be able to settle their annual budgets without the intervention of the oblast
administration, it correspondingly ran directly counter to the interests of the politically powerful
oblast governors whose powers of patronage were seriously threatened. And since oblast
governors were appointees of the President and important guarantors of his authority in the

regions, it was safe to assume that they would be able to rely on his support against the Ministry.

%% Interview with Anatoliy Maksiuta, Kyiv, 25 May 2013.
* Interview with Ihor Shpak, Kyiv, 20 March 2013.
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That this was indeed the case became clear at the beginning of September, when a more detailed
version of the draft Law on the State Budget for 2001 was published, prior to being sent to the
Rada for second reading. The draft had been completed over the summer by Maksiuta and
Miarkovskyi, with assistance from lhor Shpak in the Fiscal Analysis Office, and included the
two radical proposals of using a formula-based approach to intergovernmental transfers and the
by-passing of oblast administrations in the setting of budgets for cities and districts. According
to the newspaper Fakty i Kommentarii a meeting was convened in the offices of the President’s
Administration, to hear a presentation from the Ministry of Finance on proposals for the 2001

state budget.

The meeting was attended by President Kuchma himself, the Prime Minister and other members
of the Cabinet of Ministers, the Speaker and several Rada members, as well as by oblast
governors and the chairs of oblast councils. Unsurprisingly, governors were quoted as being ‘less
than delighted” (ne v vostorge) at the Ministry’s proposals for a new scheme of
intergovernmental financial relations which sought to limit their participation in the process of
agreeing local budgets. In their view this was in direct contravention of existing legislation on
local self-government since it prevented oblast councils from fulfilling their co-ordinating and
supervisory responsibilities in the regions.> On the following day, 4 September, described by
Wayne Thirsk as ‘Black Monday’, it was made clear that the President was strongly opposed to
the legislation proceeding in its present form, which the meeting had concluded would ‘ruin the
country’, and that the Ministry of Finance had been instructed to prepare a new draft retaining
the Matryoshka model. It looked very much as if the attempt to reform intergovernmental

finance was dead in the water (Martinez-Vazquez & Thirsk 2010: 59).

The precise timing of some of the events that followed is unclear, since they involved an
intensive round of behind-the-scenes negotiations between the Administration of the President,
the Rada and the Cabinet of Ministers (Martinez-Vazquez & Thirsk 2010: 59). However, the
outcome was that President Kuchma appeared to back down and reverse his decision to oppose

the reform. It is evident that the institutional and personal networks involved in the preparation

> Zachem Poslam USA i Kanady Ponadobilos’ Vmeshivat’sia vo Vnutrennie Dela Ukrainy? Irina Kotsina, Fakty i
Kommentarii, 29 September 2000.
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of the new Budget Code continued to play an important role in ensuring its survival through this

decisive period.

According to Pavlo Kachur’s account Minister of Finance Ihor Mitiukov concluded that, in the
light of mounting opposition, including from the President himself, the draft law could not now
be sent to the Rada without fundamental revision. His intention was to withdraw it at the
scheduled meeting of the Cabinet of Ministers in the week following the President’s intervention.
Knowing his minister’s position, Anatoliy Maksiuta telephoned Pavlo Kachur at 7.30 in the
morning of the Cabinet meeting to brief him on Mitiukov’s decision. Kachur, who was not only a
member of the Steering Committee which had prepared the reform but also an adviser to the
Prime Minister on matters including intergovernmental finance, was thus able to forewarn Viktor
Yushchenko. In the meeting of the Cabinet later that day Yushchenko - himself a strong
supporter of the reform - overruled his minister and instructed Mitiukov to proceed with referring
the draft to the Verkhovna Rada for its second reading, in apparent defiance of the President’s

instructions.®®

At about the same time a controversial letter was sent to President Kuchma bearing the
signatures of the American and British Ambassadors to Ukraine and the Directors of the World
Bank and European Bank for Reconstruction and Development in Kyiv.> The letter, actually
drafted in the Fiscal Analysis Office, expressed regret on behalf of the international donor
community at the President’s decision to discontinue on the path to reform despite support for
the new Budget Code from the Cabinet of Ministers and the Verkhovna Rada. It was donors’
belief that the reform marked an important step towards increased accountability and
transparency at all levels of government, on the basis of which the international community was

already planning future assistance in the form of investment projects.

The letter was roundly condemned as ‘international blackmail” (mezhdunarodnyi shantazh) and
‘tactless interference in Ukraine’s internal affairs’ (bestaktnoye vmeshatel’stvo vo vnutrennie
dela Ukrainy) by an article in Fakty i Kommentarii. At the same time however, the article’s
author seemed to leave the door open for a change in Presidential thinking by asserting that the
draft Law had yet to be formally received by the President’s Administration, let alone reviewed

by the President himself, and that accusations of ‘anti-reformist’ decisions were therefore

% Interview with Pavlo Kachur, Kyiv, 20 March 2013.
5" Interview informants were not able to recall the exact date of the letter.
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premature and unwarranted. The author went on to hint strongly that Prime Minister was at fault
for stirring up a fuss about nothing, and concluded that ‘it’s hard to find a black cat in a darkened
room, especially if it isn’t there’ (‘trudno naiti chornuyu koshku v tyomnoi komnate, osobenno,

esli ee tam net’).*®

There followed an apparently dramatic shift in President Kuchma’s position. The Ambassadors’
letter had served to raise the political stakes of opposing reform and it is probable that the
President was wary of alienating the Verkhovna Rada, the Cabinet of Ministers, powerful big
city mayors and the international community ‘all in one swipe’ (Martinez-Vazquez & Thirsk
2010: 59). It is also possible that Kuchma himself was not wholly averse to seeing some
weakening in the authority of regional governors who, in Thor Shpak’s words, had come to
regard themselves as ‘omnipotent landlords of their oblasts’.”® However when faced with a
virtual ‘mutiny’ against the threat the Budget Code posed to the governors’ ‘limitless powers’, ©°
the President may have decided that the more expedient course was to offer them his backing
rather than oppose them en bloc. When his position changed he was able to soften the blow by
ensuring that full implementation would not take place until 2002 and that oblast adminstrations

would continue to have a role in the execution of the state budget for 2001.

Regardless of President Kuchma’s motives, it is clear that the strong alliance of interests on the
Ukrainian side, including personal and professional links which dated back to the early 1990s
(see chapter I1I), was a decisive factor in maintaining the momentum of reform. Equally
important however was the role of donors in ‘bringing the leading actors together in the Steering
Group [and helping to develop] a cohesion which overcame divergent approaches to key issues in
drafting the Budget Code, and stood firm in the face of the opposition which it inevitably
encountered.”® The Law on the State Budget for 2001 received its third reading in February 2001
with an overwhelming majority and was signed off by the President in April.

%8 Zachem Poslam USA i Kanady Ponadobilos’ Vmeshivat’sia vo Vnutrennie Dela Ukrainy?’ Irina Kotsina, Fakty i
Kommentarii, 29 September 2000. The newspaper Fakty i Kommentarii was owned by President Kuchma’s son-in-
law, the oligarch Viktor Pinchuk, and may be assumed to have had some insight into the President’s thinking.

> Interview with Ihor Shpak, Kyiv, 20 March 2013.

% Interview with Ihor Shpak, Kyiv, 20 March 2013.

8 Interview with Professor Kenneth Davey, Cheltenham, 27 August 2013.
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7.2 The Short-Term Impact of Budget Code Reform

The temporary hiatus resulting from conflicting views as to whether the Budget Code reform should
be allowed to proceed in its present form inevitably led to its having to be implemented in stages.
As noted above, in the execution of the 2001 budget settlement for local authorities below regional
level state transfers were still mediated by oblast administrations although, following a decision of
the Cabinet of Ministers, the size of these transfers was to be based on a formula calculation set out
by the Ministry of Finance. A final de-linking of oblast, city and district budgets did not take place
until the 2002 financial year.

The major gainers from the disaggregation of sub-national budgets were the mayors of the larger
cities, whose representative association had campaigned so effectively for the reform. Not only were
they freed from financial dependence on oblast administrations, they were also able to retain a
larger proportion of their independently raised revenue for use on development priorities of their
own choosing (Maksiuta et al. 2004: 39). Viewed overall, there were both winners and losers from
the move away from a facility-based calculation of local budgetary requirements, the losers tending
to be those cities or districts with a relatively better endowed network of well financed and well
maintained institutions (World Bank 2002a: 34). However the Ministry of Finance was able to

mitigate these losses, partly through conscious policy and partly by good fortune.

The inclusion of a five-year ‘transition fund’ in the legislation allowed for variation of the formula
calculation to avoid sudden falls in the transfer finance available to individual cities and districts.
This, together with a period of robust economic growth of 6% during 2000/1, meant that in terms of
per capita spending hardly any sub-national budgets were reduced from their 2000 level (Martinez-
Vazquez & Thirsk 2010: 82). And disparities between individual units of local government were
significantly reduced by a transfer formula which appeared to provide for more effective
equalisation between richer and poorer authorities. Where in 2000 the ‘coefficient of variation’
between city budgets had been 46%, in 2001 it was reduced to 21%. In the districts the figures
also narrowed, from 25% to 18% (World Bank 2002a: 33).

For the Ministry of Finance and the World Bank, both anxious to make progress in introducing
the Municipal Development Loan facility, the greatest achievement of the reform was that local
budgets ceased to be the major source of fiscal instability which they had become in the late

1990s. The growing crisis of ‘unfunded mandates’ in social protection seemed to have been

98



resolved as a result of national government’s acceptance of financial responsibility for social
benefit and other payments, and the indebtedness of local budgets in the social protection sphere

had been more or less eliminated.

More widely, the Code had introduced new rules of the game and intergovernmental financial
relations had assumed an economic rather than political character (Maksiuta et al. 2004: 31, 33).
The increased predictability of local financial resources was said to have successfully revived
budget discipline and allowed more space for strategic thinking and the necessary restructuring
of education and health provision. The World Bank was particularly impressed by the efforts of
the city of Berdyansk, a port in the south-eastern oblast of Zaporiz’ka, which had gone to great
lengths to rationalise its services to children and older people and was said to have successfully
combined a net reduction in the network of establishments with an increase in the quality of the
provision (World Bank 2002a: 36).

However it is important to note that while the Budget Code reform appeared to grant all local
governments real authority over the use of their financial resources, including those transferred
from national government, the differences of interpretation on this central issue were wide
enough to suggest that there might be problems later. Martinez-Vazquez and Thirsk in their
account of the reform argue that under the Code transfers from the state budget were to be
unconditional rather than earmarked for spending on delegated functions only, and that this
adhered deliberately to the provisions of the European Charter of Local Self-Government (2010:
105). This view is supported by a report from the World Bank in 2002 which confirms that under
the Code ‘local councils are free to determine how the equalisation grant received from the state
budget will be used” (World Bank 2002a: 34). Kenneth Davey also concurs with this
interpretation, saying that ‘local governments were free to use their expenditure transfers as they
chose and not necessarily on delegated functions. This was one of the questions that officials on
the task groups found difficult to grasp, though they did finally go along with it. In this sense [the

reform] was a truly decentralising step.’62

In contrast Anatoliy Maksiuta writes that in his view ‘the transfer of the greater part of budgetary
resources to the local budgets requires the development of a system which would guarantee that

these resources are used in the manner envisaged by the central authority’, and that the it was the

82 Interview with Professor Kenneth Davey, Cheltenham, 27 August 2013.
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responsibility of national government to ensure that local authorities had received not only the
delegated function but also the funds for its execution (Maksiuta et al. 2004: 38). This significant
difference in perception between donor experts and their ministry counterparts, over the extent of
local autonomy the Budget Code reform should ultimately allow, seems not to have been much
discussed while the Code was in preparation but was to prove crucial at the implementation

stage.

8. Budget Code Reform and the Challenge of Implementation

8.1 The Changing Agenda of International Donors

The period following President’s Kuchma’s final signing of the Budget Code reform in April
2001 through to its full implementation in the course of the 2002 financial year saw a gradual
phasing out of assistance to the Ministry of Finance by both USAID and DFID. By the time the
reform had completed its first year of operation in December 2002 neither donor had an active

programme of cooperation with the ministry.

The usual three year project cycle for technical assistance projects meant that USAID’s contract
for the running of the Fiscal Analysis Office came up for renewal at the end of 2000, with the
result that the Barents Group consulting company which had managed the project since its
inception in early 1998 were replaced as lead contractors by Development Alternatives
Incorporated. Ihor Shpak, who had worked as Director of the Fiscal Analysis Office, was in the

losing tender for the contract and left the project.

Under its new management the focus of Fiscal Analysis Office activity in 2001 was on
monitoring the immediate impact of the reform in the regions and localities and the
implementation of a ‘training for trainers’ programme to prepare a cadre of Ukrainian specialists
whose task would be to build the capacity of finance officials in the regions to operate the new
system. DFID’s LARGIS project also moved much of its attention to the regions and, following
fieldwork studies in Donets’ka, Kharkivs’ka, L’vivs’ka and Odes’ka oblasts, recommended
refinements to the coefficients used in the education and health transfer formulae to take better

account of variations in demography and population density between authorities.

Olga Sandakova, who was working as project manager for DFID’s Kyiv office in early 2002,

recalls that the transfer to other duties of Garth Glentworth, the UK ministry’s Governance
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Adviser, heralded a change in approach from DFID’s senior management in London.®® Increased
emphasis was to be placed on project logical frameworks and other results-based management
tools to which the rather gradualist approach of public administration reform — an area described
by one senior DFID official as a ‘morass’ — was not well suited. In spite of apparent success in
the area of intergovernmental finance, there was scepticism that DFID’s interventions were
resulting in significant systemic change. An internal DFID memorandum at the time states that
the LARGIS project had ‘laid solid foundations for continued mainstreaming of good
governance agenda....including budgetary reform’ but at the same time ‘demonstrated that

systemic change [was] still to happen in public administration.”®

There was a need for ‘good stories’ of DFID achievements in strengthening governance in
Ukraine and it was felt in London that these would be more likely to come from work in the
regions rather than from continued cooperation with ministries.®® In common with USAID, DFID
operated a three year project cycle, and when the LARGIS contract came up for renewal or
extension a draft proposal from DFID’s Kyiv office to extend assistance at national level for a
further three years, pointing to the ‘proven value of an engagement both at a national policy level
and the local implementation/pilot level’ ® was rejected by DFID’s senior management in

London.

It was agreed instead to shift the focus of public administration support to two major regional
programmes in Donbas and L’vivs’ka oblast, neither of which was to include a national
component.®” From the start of 2003 onwards DFID’s cooperation with the Government of
Ukraine was to be largely confined to ‘exploratory and diagnosis’ work, with a particular focus

on capacity for policy analysis and management of the civil service.®®

% Interview with Olga Sandakova, formerly Project Manager for DFID Ukraine, Kyiv, 17 October 2013.

8 Zayarna, A. European Standards in Ukrainian Public Administration: DFID/World Bank Partnership. 15
December, 2003. [Internal Memorandum]

% Interview with Olga Sandakova, Kyiv, 17 October 2013.

% From unpublished draft terms of reference for the project ‘Towards European Standards of Public Administration
in Ukraine’ (TESPA), August 2002.

%" Economic Regeneration & Social Mitigation of the Donbas Region (Action Donbas), 2002-2008; Lviv
Development Project, 2003-2007.

% Internal memorandum from Alexandra Zayarna, DFID Governance Adviser, dated 15 December 2003. Before the
closure of its programme in Ukraine in February 2008 DFID made two small national-level interventions in the area
of public administration reform: LARGIS Il, 2005-2006; SuFTAR (Sustainable Financing of Territorial
Administrative Reform), 2005-2006.
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It was widely rumoured among foreign experts at the time, though never officially confirmed,
that a further contributory factor to DFID’s decision to focus its interventions on the regions was
a request from USAID to follow its example and cease work with government ministries in the
aftermath of the ‘Kolchuga’ scandal. In September 2002 the news broke that the US Government
had obtained secret recordings of President Kuchma authorising the illicit sale of the Kolchuga
early warning system, manufactured in Donestk, to Saddam Hussein’s Iraq.69 NATO took action
by pointedly excluding Kuchma from its summit in Prague in November 2002, in spite of
ongoing discussions about Ukraine’s possible future membership, while the US imposed

sanctions which involved restrictions on technical assistance to the Government of Ukraine.

Among these restrictions was an instruction to staff of the Fiscal Analysis Office to keep their
contact with Kyiv ministries, including the Ministry of Finance, to an absolute minimum? and
while continued cooperation with the Budget Committee of the Verkhovna Rada was permitted,
politicians had by this time moved on to other concerns and this was effectively the end of the

USAID contribution to the implementation of the Budget Code reform.

The focus of USAID’s interventions overall, like those of DFID, was soon to switch to the
regions. The Agency’s Country Strategy 2003-2007 identifies the strengthening of government
institutions as a strategic priority, but at national level this was directed towards increasing the
capacity of parliament and the judiciary to act as effective counterweights to the power of the
executive (USAID 2002). Its flagship intervention, launched in 2004, was to be an ambitious
Local Economic Development project working in partnership with over 70 municipalities across
all oblasts in Ukraine (USAID 2009).

8.2 The Failings of an Incomplete Reform

In its overview of progress in Ukraine’s intergovernmental budget relations written in 2008, the
World Bank pointed to the continuing lack of transparency and predictability in the preparation
of sub-national budgets in spite of the Budget Code reform. Employing language almost identical
to that it had used a decade before in its critique of the Matryoshka, the Bank described the

transfer formula as an opaque and impenetrable ‘black box’ (2008: 36, 37).

% <Analysis: From West’s Favourite to Pariah’, Stephen Mulvey, 26 September 2002. Available at:

http://news.bbc.co.uk/1/hi/world/europe/2282229.stm . [Accessed 21 May 2014]
" Interview with Wayne Thirsk, Kyiv, 27 November 2012.

102



The problem was one of a partial and incomplete reform. The previous supply-driven approach
to local budgeting had been replaced with the demand-led transfer formula, but the reform was
not supported by corresponding changes in the rights of local governments to make their own
decisions on staffing levels and service priorities in the cities and districts for which they were
responsible. The World Bank had anticipated this problem as early as 2002 although it seems to
have had no influence on USAID and DFID’s decisions to move on to other issues (2002: 38).

By seeking to address the problems of a hierarchical, overly-centralised system of responsibility
for local budgets without at the same time confronting the broader question of the division of
accountability for the delivery of public services between different levels of national, regional
and local government, the widely praised Budget Code reform of 2000/1 had in practice led to a
deepening of ‘institutional uncertainty’ ( ‘instytutsiyna nevyznachenist’’) as two incompatible

systems of public administration operated alongside one another (Maynzyuk 2008: 3).

The outcome was not simply a question of institutional or bureaucratic muddle, but rather one
which was to have far-reaching consequences for the fate of the whole reform. A kind of quasi-
delegated authority began to co-exist as an element of ‘courageous decentralised decision-
making’, alongside the basic characteristics of a planned hierarchical system (Maynzyuk &

Dzhygyr: 2008/9: 5).

In reality, even after the introduction of the Budget Code, city and district authority decision-
making on spending continued to be subject to a rigid vertical structure of input norms dictated
by central line ministries. These norms were laid out in detailed guidelines stipulating staffing
ratios and other requirements based on a prescribed set of local institutions, in practice
determining how the formula-based transfers for the delegated functions of education and health
must be allocated. For local governments these two sectors on average accounted for some 85%
of current expenditure and since ministry norms were mandatory with potentially harsh penalties
for non-compliance, the spending autonomy supposedly granted by the new Budget Code was
quickly understood to be purely notional. (Maynzyuk & Dzhygyr 2011: 15; World Bank 2008:
iv; Maynzyuk 2008: 5).

The position was made even worse when, in 2006, the Ministry of Finance reversed its policy on
the ‘index of fiscal capacity’ which had assumed no growth in a local authority’s income from

personal and other taxation over a three year period, and instead began to offset any increased
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revenue in the annual transfer calculation. Maksiuta, who had been replaced in the Ministry in
2003, describes this decision as a ‘tragedy’ in its implications for the consequences of the

reform.”

The resulting impact on perceptions of the Budget Code reform in the regions was predictably
negative. Since the new transfer formula was designed simply to divide existing resources on a
more transparent and equitable basis rather than to increase the funds available in the state
budget overall, the continued prevalence of input-based ministry norms and the disincentive to
increase local revenues meant that the perennial problem of unfunded mandates imposed on local
governments went unresolved, even in the social protection sphere where it had been most
burdensome (World Bank 2008: 21). Inevitably, hardest hit were the poorer municipal and
district authorities where staffing and other recurrent costs accounted for a high percentage of
annual budgets and the ability to retain increases in local income, however small, had been most

crucial.

In the words of one broadly sympathetic Ukrainian critique of the Budget Code reform, ‘the new
hybrid delegated/deconcentrated model [of intergovernmental finance] became a notoriously
inadequate instrument for the allocation of notoriously insufficient resources among a
notoriously ineffective system of existing institutions’. In the resulting institutional vacuum it
was all too easy for the familiar practices of ‘steering by hand’ ( ‘ruchnoe upravlenie’) and ‘rent-
seeking behaviour’ (‘rento-orientirovannoe povedenie’) to re-emerge in the settling of local

budgets between one level of government and another (Maynzyuk & Dzhygyr: 2008/9: 2, 7).
8.3 The Return to Feudalism 2

Ukrainian and foreign observers alike have commented on the distortions to the purpose and
content of the transfer formula in the years that followed its introduction in 2001. Intended as a
transparent and relatively simple instrument understandable to both financial specialists and
regional or city leaderships, the formula rapidly degenerated into one of ‘astronomical
complications’ (Maynzyuk & Dzhygyr: 2008/9: 6), encompassing around 70 sub-formulae and
literally hundreds of factors and adjustment coefficients for estimating expenditure needs and

™ Interview with Anatoliy Maksiuta, Kyiv, 25 May 2013. Maksiuta was replaced in the Ministry of Finance in 2003,
following the appointment of a new Minister in a re-shuffle of the Cabinet of Ministers.

2 The ‘feudalism’ of intergovernmental financial relations pre-the Budget Code reform (Maynzyuk & Dzhygyr
2008/9: 4).
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revenue capacity (World Bank 2008: 36). One of the original Fiscal Analysis Office advisers on
the reform later wrote of the ‘thick fog’ that had come to obscure the transparency and simplicity
of the transfer calculations (Martinez-Vazquez & Thirsk 2010: 122).

Responsibility for this is usually laid at the door of local government leaderships for attempting
to extract an advantage for their city, municipality or district by special pleading to the Ministry
of Finance for their supposedly exceptional needs which required the addition of a new
coefficient, or by such devices as re-naming institutions or even moving clients from one
institution to another which attracted more finance (World Bank 2008: vii; Maynzyuk &
Dzhygyr: 2008: 8; Maynzyuk & Dzhygyr: 2008/9: 7).

A rather more generous but arguably more plausible interpretation of the actions of local
governments in manipulating the formula to protect their existing network of institutions and
current staff establishment is as a survival or coping strategy to mitigate the mismatch between
their budgetary resources and their delegated responsibilities (Maynzyuk & Dzhygyr: 2008/9: 7;
Maynzyuk & Dzhygyr: 2008: 8). Politically there was clearly little to be gained from allowing a
local facility to close or teaching and healthcare staff to lose their jobs, but the pressure not to do
so came also from the continuing hegemony of ministry norms and the potentially severe

consequences of ignoring them.

A senior finance official from Luhans’ka oblast asked rhetorically ‘who takes the blame if we
don’t have the money to pay teachers’ salaries in the last quarter of the year because we didn’t
secure a sufficient transfer allocation from Kyiv — I do of course!” " It was hardly an
exaggeration to claim that local executors of delegated functions ‘remain total hostages’
(‘polnost’yu ostayutsya zalozhhikami’) to centralised decision-making, aimed not at meeting a
particular quality standard but rather at a rigid model of service delivery which must be uniform
across the whole country (Maynzyuk & Dzhygyr: 2008/9: 5).

Thus, in spite of the high ambitions of the alliance of Ukrainian interests who fought so hard for
it and the unique collaboration of international organisations which supported them, the reality of
the Budget Code reform of 2000/1 began to look not very different from the Matryoshka system
it was intended to replace. In the ‘institutional confusion’ (‘institutsional’naya smes’’)

(Maynzyuk & Dzhygyr 2008/9: 6) which followed the reform there was reversion to the familiar

3 Interview with Yuriy Balkoviy, Director of Finance, Luhans’ka Oblast Administration, Luhans’k, 27 June 2013.
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absence of any clear rules of the game as players from national and sub-national governments
once again expended their energies in hard bargaining behind closed doors, this time over the

inclusion or not of new formula coefficients proposed by city and district leaderships.

This return to ‘steering by hand’ (‘ruchnoe upravlenie’) was also evidenced in a new ‘cult of
targeted subventions’ (‘kul’t teseleviykh subventsiiy’) (Maynzyuk & Dzhygyr 2008/9: 7). These
were national government grants outside the Budget Code transfer mechanism, usually in the gift
of the Cabinet of Ministers or Verkhovna Rada deputies and very hard to identify clearly in the

state budget where they appeared as a one line general description.”

In Maksiuta’s words °...groups in the government and in Parliament are gradually returning to
the unsystematic administration of the process, solving concrete issues in the interest of concrete
regions.....the critical number of “manual interferences” can lead to global changes in the
regulation of inter-governmental fiscal relations’ (Maksiuta et al. 2004: 43). From 2005 to 2007
the proportion of financial allocations to sub-national government in the form of targeted
subventions increased from 21% to 43%, as ‘feudal relationships — the total privatisation and
fragmentation of state authority’ were once again able to impose themselves on Ukraine’s system

of financing local government (Maynzyuk & Dzhygyr 2008/9: 7, 3).

The short attention span of international donors was itself a significant contributory factor to this
disappointing outcome. In one account of the Budget Code reform a former expert with the
Fiscal Analysis Office begins by describing the reform as ‘spectacularly successful’ and the role
of international donors as ‘remarkably positive’, but adds somewhat ruefully in his conclusion
that ‘it is not enough for donor agencies and others to rest on their laurels and take comfort from
knowing that the reform legislation has passed and is being implemented. Without steady
attention to how the reforms are working and to what is required to ward off legislative and
administrative threats to the reform, the reform benefits may turn out to be smaller than
anticipated’ (Martinez-Vazquez & Thirsk 2010: preface, 163, 165/166). In interview the same
expert was more blunt in saying ‘donors missed the boat...... misjudged the time they were

needed and should have stayed around to monitor the medium term outcomes of the reform.’ S

™ Interview with Ihor Shpak, Kyiv, 20 March 2013.
™ Interview with Wayne Thirsk, Kyiv, 28 March 2013.
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There had also been early indications of a difference in perception between donor advisers and
their Ukrainian counterparts with regard to the degree of local autonomy the transfer formula
implied. As noted at 7.2 above, Ministry of Finance officials had always found the idea of
unconditional transfers for the execution of delegated state functions hard to grasp and counter to
their understanding of role of ministry norms. For their part international advisers were
consistently opposed to supply-led stipulations for institution and staffing levels. Pawel
Swianiewicz, expert with the DFID LARGIS project, felt that errors of judgement were made in

3

relation to the broader policy context of the reform: ‘.....on norms we didn’t give this as much
attention as we should have.....the inconsistency and contradiction between nationally
determined service norms and the decentralisation logic inherent in the transfer formula

approach. 76

Anatoliy Maksiuta, writing in 2004 after his replacement at the Ministry of Finance and aware
that the international donor community had moved on to other agendas, makes his frustration
clear in commenting that in spite of the serious problems arising in the implementation of the
reform there is a widespread view that donors had already achieved what they wanted from the
reforms and ‘have not stated new intentions’ or ‘clarified what else is needed’ (Maksiuta et al.
2004: 49). The international donor community was already busy on other matters and was no

longer on hand to proffer advice if and when things started to go wrong.

As of 2014 international technical assistance has yet to return to the question of fiscal

decentralisation and the reform of intergovernmental financial relations.

9. Conclusions

This account of a failed attempt to introduce radical reform into Ukraine’s system of financing
regional and local government is on one level a contest between the opposing forces of
centralisation and increased local autonomy, in which the centralisers were the clear victors.
Paradoxically however it was at the same time an attempt to impose stricter administrative
control from the centre over a wholly unregulated system in which networks of patronage were
able to flourish at every level. Ultimately, in spite of the broad political alliance formed in

support of the reform, the introduction of formula-based transfers was a narrow technocratic

8 Interview with Pawel Swianiewicz, Warsaw, 12 October 2013.

107



solution to a much wider problem and one which the old networks had little difficulty in

circumventing.

Leading pro-reform figures acknowledge today that reform of Ukraine’s territorial administrative
structure, and above all a clear delineation of authority and accountability between tiers of
government, should in principle have preceded or at least accompanied budget reform. But given
the powerful opposition to the reform itself and the absence of any political consensus on wider
decentralisation, the chief protagonists in the campaign to secure adoption of the Budget Code
were forced to accept that the terms on which it was agreed would necessarily be limited
(Maynzyuk 2008: 4). In interview both Anatoliy Maksiuta and Pavlo Kachur took the view that
‘you have to take reform opportunities as they arise.....if we had waited, we would still be

waiting now.’

Despite the major problems with implementation the reform of intergovernmental finance of
2000-2001 has continued to be viewed positively in many quarters, not only for its radical break
with past practice but also as a rare political compromise in an environment more accustomed to
the zero-sum-game (Maynzyuk & Dzhygyr 2008: 6). Many of those who were closest to the
process of securing agreement to the reform are reluctant to criticise the longer-term outcome,
variously describing it as a ‘spectacular success’ (Martinez-Vazquez & Thirsk 2010: preface),
and ‘easy to find problems with in hindsight’ but ‘its basis, the transfer formula, is still intact

after twelve years.’78

One of the leading figures on the Ukrainian side, who became a regional governor under the
presidency of Viktor Yushchenko, insists that ‘despite some failings the system today is much
preferable to what happened before 2000. If you are a governor or city mayor today you know
for sure what your transfers will be and you know that your social benefits will be covered
100%. All the interminable wranglings and bad feelings between the oblast administration and

municipalities over the annual budget settlement have gone.’79

The account has also provided positive evidence of the key role of pro-reform groupings of
officials at middle levels of the state apparatus (Wolczuk 2008: 103) and how alliances or

‘informal coalitions’ (Jacoby 2006: 625) with other domestic actors and external advisers can

" Interviews with Anatoliy Maksiuta, Kyiv, 25 May 2013; Pavlo Kachur, Kyiv, 20 March, 2013.
"8 Interview with Ihor Shpak, Kyiv, 20 March 2013.
™ Interview with Pavlo Kachur, Kyiv, 20 March 2013.
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enable these officials to achieve what Fritz describes as significant ‘improvements in formal

institutions’ and in ‘de facto practices’ (2007: 197).

Lastly, it is clear that international donors played an influential role in the reform, both in
providing the model on which the transfer formula was based and in helping to bind the alliance
of initially divergent interests on the Ukrainian side which led to the defeat of the reform’s
opponents and the adoption of the Budget Code. However the substantial achievements on the
donor side were compromised by an inadequate appreciation of the wider context of
intergovernmental financial relations and, more seriously, by the institutional short-termism of
programmes of technical assistance which meant that expert advice was no longer available at
the time when it might have been most useful. Successful institutional reform of this complexity
‘requires sustained technical attention over many years’ (SIGMA 2006: para. 4.8), which is

exactly what the international donor community was not prepared to offer.
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CHAPTER V: CASE STUDY Il - REGIONAL POLICY REFORM IN UKRAINE 2000-
2012

1. Introduction

Regional policy has been one of the most complex and troubled areas of government in post-
independence Ukraine. As discussed in chapter Il in the early 1990s any leading political figure
arguing in favour of greater autonomy for the regions risked being accused of being an advocate
for separatism, and the case study on fiscal decentralisation has shown how the hostility of
political elites in Kyiv towards any serious moves in the direction of decentralisation has
continued well into the new millennium. Nevertheless two related factors have combined to force
the issue of regional policy closer to the top of the agenda for successive administrations. First,
the sharp variation in the capacity of regions to deal with the economic and social impact of the
dismantling of the centrally planned economy which has resulted in growth and income
differentials which are politically unacceptable and socially divisive. Secondly, Ukraine’s
continuing aspiration to EU membership and the priority attached by the European Community

to regional policy as the principal instrument for reducing social and economic disparities.

International donors have been very active in advising on the reform of Ukraine’s regional policy
with at least a dozen major projects operating in the area of assistance to regional or municipal
development between 2000 and 2012.* Over half of these were from the EU or from EU member
states acting bilaterally and were aimed at assisting the Government of Ukraine to approximate
its approach to regional policy to that of European Union countries. Projects from USAID and
CIDA, while not explicitly aimed at EU harmonisation, have had broadly comparable terms of

reference.

L EU TACIS/ENPI: Assistance to Regional Development in Ukraine 2004-2006, Support to Sustainable Local
Development 2007-2011, Support to Sustainable Regional Development 2008-2011; USAID: Local Economic
Development 2004-2009, Local Investment and National Competitiveness 2009-2012; UK DFID: Local and
Regional Government Institutional Strengthening (LARGIS) 2000-2002, Economic Regeneration & Social
Mitigation of the Donbas Region (Action Donbas) 2002-2007, Lviv Development Project 2003-2007; CIDA:
Regional Governance and Development 2005-2010, Municipal and Local Economic Development 2010-2015;
Swiss Agency for Development & Cooperation: Support to Decentralisation in Ukraine (DESPRO) 2006-2017;
United Nations Development Programme/European Union: Community-Based Approach to Local Development
2007-2015.
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Despite this substantial input of international expertise, in 2012 Ukraine still had no settled
legislation or government programme for the implementation of regional policy, and its approach
to regional development was being described by the EU as remaining ‘fragmented and
ineffective’ (EU ENPI SURDP 2011: 2). The case study documents the apparent failure of the

donor community to make a greater impact.

As with the attempted reform of intergovernmental relations in the previous chapter, the leading
figures on the Ukrainian side are middle-ranking state servants setting out largely on their own
initiative to bring elements of the country’s public administration closer to accepted practice in
the international community, in particular that of the European Union. The themes of increased
self-determination for sub-national governments and a reduction in the scope for political
patronage are again central to the reformers’ purpose. However, in contrast with the introduction
of formula-based budget transfers to local government, the pro-reform officials in Ministry of
Economy who attempted to ‘Europeanise’ Ukraine’s regional policy found themselves with few
domestic allies, and the ill-coordinated and at times misdirected interventions of programmes of

international technical assistance could do little to help them.

The case study is organised in two parts, as follows. Part | examines the progress of attempted
reform from the Ukrainian perspective, drawing on interviews with some of the leading actors
involved. It begins with an analysis of the domestic pressures to reform regional policy and how
these were counter-balanced by continuing resistance at national level to the notion of granting
more autonomy to sub-national government. After ten years of independence the topic remained
as politically contentious and open to manipulation as it had been in the struggles of the mid-
1990s.

The narrative then traces the struggle to introduce settled legislation on regional development
and the emergence of key pro-reform figures in the Ministry of Economy who argued in
particular for the introduction of Contracts for Regional Development, an instrument drawn
directly from EU practice and intended to bring greater transparency to state investment in the
regions. This is followed by a description of the failure to implement reforming legislation,
including the provision for regional contracts, and the increasing marginalisation of the officials

from the Ministry of Economy who had argued for their introduction.
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Part Il presents an analysis of international donor activity in support of regional policy reform
through the same period and examines the influence that programmes of external assistance had
on the course of reform, including on the reasons for its eventual failure. It begins with the
change in donor strategy noted in chapter Ill, from the relatively straightforward skills and
know-how sharing of the early post-independence period, to the more complex task of longer-
term institutional development. The objectives of all five donor projects examined in the case
study were expressed in the terms of this far more ambitious goal, entailing assistance to the
Government of Ukraine in establishing a stable legislative base for regional policy reform and

building institutional capacity to support its implementation.

Detailed accounts follow, based on interviews with both donor and Ukrainian informants, of the
attempts of British, European Union and Canadian programmes to meet these objectives and of
the circumstances of their failure to make the intended impact.

The responsibility for Ukraine’s erratic progress towards reform and by extension the
disappointing outcomes of the programmes of external advice, has usually been attributed to
domestic causes (for example Solonenko 2008: 32). Perceived problems include the lack of a
political consensus among key interest groups on the appropriate path of reform, poor levels of
competence in the management of regional and local development, and even the low ‘absorption
capacities’ of regions for the knowledge and skills transfer of technical assistance (EU ENPI
SURDP 2011: 2, 4).

The case study provides an opportunity to examine the evidence for these assertions in the area
of regional policy, but also to document the institutional behaviour of donors and to question
whether the interventions of international technical assistance projects have themselves

contributed to the continuing impasse in making progress with reform.
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Part I: the Struggle for Settled Legislation

2. Regional Policy Reform in Ukraine in a National and International Context

Economic pressures in the post-independence period led to increasing demands for more
effective state policies to promote balanced regional development. As these emerged early in the
new millennium they showed clear signs of being influenced both by changes in international
thinking about regional policy and by Ukraine’s aspiration to membership of the European

Union.

2.1 Domestic Reform Pressures

As the events of 2013/14 have amply demonstrated, in Ukraine the question of national
government’s relations with the regions continues to be a matter which provokes deep political
division. Reluctant to relinquish control from the centre, successive post-independence
governments in Kyiv may have paid lip-service to the principle of devolving authority but, in
spite of many proposals for administrative reorganisation and an abundance of advice from
Council of Europe experts on how this might be achieved, Ukraine’s strong state vertical

extending through oblast and raion levels has remained firmly in place.?

Meanwhile regional elites have been able deliberately to blur the distinction between
decentralisation and political regionalisation (Maynzyuk & Dzhygyr 2008: 17) and have freely
adapted the vocabulary of regional policy for their own purposes, re-packaging it as regionalism
or federalism (Mrinska 2006: 1) and breathing new life into the constitution-building struggles of
the 1990s.

Making progress with regional policy reform has therefore been one of the most problematic
areas of public administrative reform generally, even if there has been broad agreement that
decisive action of some kind is needed to address the growing disparities in development
between Ukraine’s regions. The legacy of the two-thirds reduction in the country’s productive
capacity following independence has continued into the new millennium, with striking contrasts

between the relative wealth of a limited number of relatively prosperous cities and the majority

2 Council of Europe expert Gerard Marcou has commented on 12 separate drafts of legislation on reforming local
self-government in Ukraine since 2001, none of which has ever reached the stage of being put before Parliament.
Interview, Paris, 22 November 2013.
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of smaller towns and rural districts. In 2004-5 five of Ukraine’s twenty-seven regions together
accounted for almost 50% of the country’s GVA,® and Kyiv City and the Dnipropetrovs’ka
region were the beneficiaries of a third of total foreign direct investment in the country (GoU
SSRD 2006: 7, 16). In 2007 overall investment per capita, foreign and domestic, was 78 times
greater in Kyiv city than in the Ternopil’s’ka region (Kuiybida et al. 2010: 40). The 2006 State

Strategy for Regional Development summarised the position as follows:

The key problem which has emerged in Ukraine in recent years and which needs a step-by-
step solution is the increase in disparity in the socio-economic development of regions. The
deepening inequalities.....severely complicate implementation of socio-economic reform,

expose the regions to crisis and can lead to disintegration of the national economy.
(GoU SSRD 2006: 21)

2.2 Changing International Paradigms in Regional Policy

Internationally regional policy has been described as ‘one of the most complex areas of
government policy-making’ capable of meaning ‘different things to different disciplines,
jurisdictions and countries’ (EPRC 2001: 1). Debates in international thinking about regional
policy have centred particularly on the question of whether regional policy is primarily a national
government responsibility exercised through programmes of state intervention from the centre,

or whether a region-led approach leads to more sustainable outcomes.

Post-war policies to address the growing regional disparity in many industrialised countries were
traditionally concentrated on a ‘top-down, interventionist approach....in the productive sphere’,
with the declining traditional sectors of coal, steel and shipbuilding identified as the priority
sectors (World Bank 2002b: 2). State subsidies, tax incentives and grants were deployed in an
attempt to shelter local economies from the impact of international competition and to promote
to growth of new industry by investment in hard physical infrastructure or encouraging the
relocation of enterprises in more promising sectors to areas of high unemployment (Hildreth
2009: 322; OECD 2014: 110).

Growing scepticism regarding the effectiveness of these top-down interventions, together with

wider political pressure for increased devolution of state authority, led to the emergence of a

® Gross Value Added is the Ukrainian measure which broadly approximates to GDP.
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‘new paradigm’ of regional policy in the early 1990s (Hildreth 2009: 324). This changed
thinking on regional policy emphasised opportunity rather than disadvantage, applying to all
regions and not just those which were seen to be lagging behind (OECD 2014: 110-111), and
was no longer solely concerned with the equalisation of outcomes. More fundamentally, regions
ceased being the passive objects of policy or recipients of state aid and were seen instead as able

to act as ‘subjects that influence, make and implement policy’ themselves (Hudson 2007: 1151).

National governments were exhorted to take on a proactive role, first in providing a regulatory
and policy framework within which the ‘endogenous assets’ of regions, particularly the soft
infrastructures of institutional capacity and human capital, could be utilised to the maximum
advantage (World Bank 2002b: 19; OECD 2014: 111). Secondly government regional policy
became a ‘synergy policy’ focused on integrating the sectoral and territorial impact of national
and sub-national government interventions, and achieving a much stronger effect than the sum of

individual sectoral policies (Mrinska et al. 2013: 3).

2.3 New Thinking in Ukraine’s Regional Policy

A reflection of this change in international thinking can be found in the evolution of Ukraine’s
approach to regional policy, although as the case study will show this has remained very much
what Jacoby (2006: 629) terms a ‘minority tradition’. The approach has remained largely top-
down and sector-based, a legacy of the Soviet policy of centrally determined annual programmes
managed by line ministries. Even today these can be very numerous, with well over 100
individual programmes operating in parallel to each other in a given region or city and frequently

contradictory in their impact on the ground.

Nevertheless, the beginnings of a fundamental change in thinking have been evident since 2001
with the drafting of Ukraine’s first Concept of State Regional Policy. The Concept document
was much influenced by the Council of Europe’s Charter of Local Self-Government, to which
Ukraine had become a signatory in 1997, and by the principles of EU regional policy, including
decentralisation and subsidiarity. Ukraine’s political leadership already had aspirations to
eventual EU membership following affirmation of the country’s ‘European Choice’ through the
Partnership and Cooperation Agreement (PCA) with the EU.* The Government of Ukraine was

also aware that regional policy was potentially one of the most fruitful areas of financial

* The Partnership and Cooperation Agreement came into force in 1998.
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assistance from the European Community, providing the country’s political structures and

administrative practices could be harmonised with those of the EU.

It was in the Concept of State Regional Policy that the argument was first made for a better
integrated and less centralised approach to government intervention in the regions, and it was in
the preparation of the Concept document that a key pro-reform actor within the state apparatus
was to make his first appearance. This official, Serhiy Romaniuk from the Ministry of Economy,
was later to play an important role in partnerships with programmes of international technical
assistance in support of regional policy reform.

3. The Emergence of a Pro-Reform Enclave in the Ministry of Economy

The following account documents the emergence of a small bureaucratic enclave of state
officials acting on their own initiative to bring about change in the Government of Ukraine’s
approach to addressing the problem of regional disparities and stimulating more balanced social
and economic development. There are close parallels here with the Budget Code reform
discussed in chapter IV.

First, the existing mechanisms for providing state budget support to regional development were
not only very highly centralised but also opaque and subject to manipulation or ‘ruchnoe
upravlenie’ (‘steering by hand’). As a consequence there was little year-to-year stability in the
level of state investment a region could expect to receive. Secondly, it could be confidently
predicted that there would be powerful interests opposed to any reform which might threaten to
make this process more objective and transparent. What distinguishes the experience of the
officials in the Ministry of Economy from those in the Ministry of Finance who argued for the
reform of intergovernmental finance is, as the following account shows, the degree to which the
reform initiative remained confined to this small group of Ministry of Economy officials who
were able to make only limited headway in attracting support from other domestic actors. The
case study findings presented below are based on interviews with the leading actors in the
Ministry of Economy and with independent Ukrainian experts on regional policy. They also

draw on the evidence of official documents from Ukrainian and donor sources.
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3.1 The Concept of State Regional Policy 2001

The first evidence of a new approach to regional policy appeared with the publication of a State
Concept document. Following the enactment of the PCA between Ukraine and the EU in March
1998 and a Presidential decree entitled ‘Strategy on Ukraine’s Integration with the European
Union’ ° in June of the same year, Leonid Kuchma established a working group to prepare a
State Concept of Regional Policy, which he instructed should be in harmony with European
approaches to regional development and thus reflect Ukraine’s long-term ambition of joining the
EU.

Membership of the working group was drawn not only from state service but also from
Ukrainian academics and independent experts — the donor community was not invited to
participate — and its work was one of the first examples, together with Anatoliy Maksiuta’s
approach to the Budget Code reform, of ‘public policy-making in a European style’. ° It was also
described as ’the first Ukrainian government document to show an understanding of regional

policy as seen by the European Union.” ’

Even so the international community gave a cool reception to the final Concept document when
it was adopted by Presidential decree in May 2001.2 It was dismissed by the World Bank as ‘a
long list of actions that might have some effect rather than coordinated strategy that clearly sets
prioritisation and sequencing’ and as ‘a vertical approach to regional development in which
regions are acted upon, as opposed to being critical agents in their own development’ (2002b:
24). Members of the working group themselves had misgivings about the Concept, regarding it
as largely in the Soviet tradition of designating dozens of priorities covering all possible sectors,’
and as the outcome of compromises and trade-offs between competing interpretations of the

purpose of regional policy (Romaniuk 2002: 181).

Any serious prospect of implementation of the Concept was considerably weakened by the
perceived shortcomings of the finished document, and its adoption by Presidential decree rather

> Strategy on Ukraine’s Integration with the European Union. Decree of the President of Ukraine, 615/98, 11 June
1998.

® Interview with Serhiy Maksymenko, independent expert on regional policy and member of the working group,
Kyiv, 22 March 2013.

" Interview with Serhiy Romaniuk, Kyiv, 23 March 2013. In 1999 Serhiy Romaniuk was Deputy Minister of
Economy and a member of the working group.

& Decree of the President of Ukraine, 341/2001, 25 May 2001.

® Interview with Serhiy Maksymenko, Kyiv, 22 March 2013.
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than through legislation passed by the Verkhovna Rada was a further indication of the limited
political support for the Concept’s recommendations. *° Nevertheless the criticisms of
international and Ukrainian experts alike tend to overlook the boldly innovatory nature of parts
of the document.

The Concept shows evidence of changing thinking about the relationship between national and
sub-national governments in Ukraine and suggests the influence of the new paradigm of a more
decentralised approach to regional policy. For example, section | strongly endorses the principle
of susidiarity and the focusing of state resources on the resolution of problems of a national
character only (Concept of State Regional Policy 2001: 2), while section Il identifies a key task
of state regional policy as support to independent decision-making by local self-government on
priorities for regional and local development (Concept of State Regional Policy 2001: 7-8). In a
notably radical step, section IV of the Concept proposes that future state capital investment
grants to the regions should be determined on a competitive, transparent basis (Concept of State
Regional Policy 2001: 10).

An influential figure in shaping the conclusions of the working group was Serhiy Romaniuk,
recruited to the Ministry of Economy as a deputy minister in January 1999 from Vinnyts’ka
region where he had been a deputy governor. In March 2000, following a reorganisation in the
Ministry and a reduction in the number of deputy ministers, Romaniuk was appointed to the new
post of Director of the Department of Regional Policy. Later the same year a Presidential decree
accorded lead responsibility in government for regional policy to the Ministry of Economy and
Romaniuk became Ukraine’s most senior state servant advising on relations between national

and sub-national levels of government.**

At this time Serhiy Romaniuk’s ideas on reforming Ukraine’s approach to regional policy and
regional development were in the process of being crystallised through his participation in the
Fellowship Programme of the Local Government and Public Service Initiative (LGI) in
Budapest,*? in which he was mentored by Gerard Marcou, a professor at the University of
Sorbonne and an expert on local and regional government for the Council of Europe. This was a

seminal period for Romaniuk and he regards Marcou’s influence on his thinking as highly

1% Interview with Serhiy Romaniuk, Kyiv, 23 March 2013.
11 Decree of the President of Ukraine, 1159/2000, 23 October 2000.

12 The Local Government and Public Service Initiative was a project of the Soros-funded Open Society Institute.
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significant for his future development, a ‘tolchok’ (a ‘push’ or ‘shove”) for much of the work on

regional policy reform he was to do in the decade that followed.*?

In a published monograph he prepared for the Budapest programme under Marcou’s guidance,
Romaniuk argues that ‘direct budget support for all regions is impossible, and sources of growth
need to be found at the local level.....consequently regional and local communities should be
transformed from objects of development into subjects of development.” Also that ‘mobilization
of social capital in the region....as a partnership of local government and non-governmental
organizations’ is the surest way to overcome the current obstacles to regional development posed
by a ‘closed, immoveable elite, which manages considerable political, institutional and financial
resources’ in the region. For the first time Romaniuk also proposes a ‘contract system of
relations’ between central government and elected regional councils as a partnership of equals to

promote regional development (2002: 189, 195).

Serhiy Romaniuk was about to emerge as the key figure, frequently almost a lone voice, in
subsequent attempts to reform Ukraine’s regional policy, and the lead government partner to all
five major international donor programmes on regional policy to work in Ukraine between 2000
and 2012.

3.2 The 2005 State Law and the 2006 State Strategy
The principal pieces of state legislation and government policy on regional development to
appear in the case study period were the 2005 State Law ‘On the Stimulation of Regional

"1 and the 2006 ‘State Strategy for Regional Development to 2015°." They were

Development
prepared as a follow-up to the 2001 Concept document and continue to adhere closely to a
European Union oriented understanding of regional policy. The relatively short framework law
of 2005 summarises in under ten pages the foundations of a reformed approach to relations
between Kyiv and the regions, and is followed by the far more detailed State Strategy document
which ‘for the first time systematically, and taking into account the experience of the European

Union’, elaborates the principles, goals and strategic tasks of Ukraine’s regional policy

(Romaniuk 2013: 218).

3 Interviews with Serhiy Romaniuk, Kyiv, 23 March 2013 and 26 July 2014.

14 zakon Ukrainy ‘Pro Stimuliuvannia Rozvitku Rehioniv’, no. 2850-VI, passed 8 September 2005. Available at:
http://me.kmu.gov.ua/ [Accessed 22 August 2014]

¥ “Derzhavna Stratehia Rehional novo Rozvitku na Period do 2015 Roku’, resolution no. 1001 of the Cabinet of
Ministers of Ukraine, 21 July 2006.
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Thus the State Law (art. 1) equates Ukraine’s existing administrative regions or oblasts broadly
with the EU’s NUTS 2 categorisation for member states,™® while the fundamentals of regional
development as the balancing of national, regional and local interests, the establishment of
partnership relations between national and sub-national authorities, the devolution of
responsibility for service provision to the level closest to the service user (reflecting the EU
principle of subsidiarity), and a targeted and competitive approach to the allocation of state

investment funds to the regions (art. 2).

The Law also introduces into Ukrainian legislation as ‘a new instrument of state policy’
(Romaniuk 2013: 217) the concept of a contract or agreement (ugoda) between national and sub-
national levels of government, based on mutually agreed priorities for regional development
(arts. 4 & 5), making it the first occasion on which Ukrainian legislation identifies the organs of
self-government at regional and local level as equal partners with state authorities in the
development their territory. It also marks the introduction of the discipline of strategic, goal-
oriented planning at all levels following accepted good practice in EU states (Romaniuk 2013:
217).

Much of the remainder of the Law (arts. 6-11) is taken up with measures to address the issue of
depressed territories and to provide a procedure for securing budget support to poorer regions
which would reduce the influence of political lobbying and the ad hoc decision-making which
often followed it. According to Serhiy Romaniuk, who was largely responsible for drafting and
leading consultations on the Law, the plight of depressed areas was to receive greater
prominence in the final draft approved by the Verkhovna Rada than it had in earlier versions
which, in the spirit of the new paradigm of regional policy in European Union states, had sought
to shift the emphasis towards opportunity rather than disparity. This is evident from successive
drafts of the Law. In original drafts the preamble refers only to the ‘stimulation of development
of the regions’ while in the final version the phrase ‘overcoming (podolannia) the depression of
territories’ was added following representations by parliamentary deputies and a number of

regional governors.’

1 Nomenclature of Territorial Unit of Statistics. The NUTS 2 category applies to territories with populations of
800,000 to 3 million.
" Interview with Serhiy Romaniuk, Kyiv, 26 July 2014.
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The State Strategy of 2006 also appears to make concessions to the traditional view of regional
policy as being principally concerned with compensating for disparities in wealth, in declaring in
its opening paragraphs that ‘inequality in regional development and a significant differentiation
of living standards across Ukraine create the preconditions for social tension, present a threat for
the territorial integrity of the country, hinder the dynamics of social and economic growth, and
slow down and reduce the effectiveness of market reforms’ (GoU SSRD 2006: 2). In evidence
the Strategy points to the problems arising from the concentration of half the country’s wealth on
five regions,’® and contrasts this with the situation in around 1200 villages across the country
where residents are still living without a regular water supply of acceptable drinking quality
(GoU SSRD 2006: 7,10).

In its heavy emphasis on the question of inter-regional disparity the Strategy is to some extent
dissonant with the arguably more balanced approach of the 2001 Concept, but Romaniuk
explains that this was the result of the continuing and unequal impact of market transformation
across the regions which had in turn created political pressure for stronger national government

policies of equalisation (2013: 221).

In other respects however the Strategy marks a significant break with the past. Even while
acknowledging the need to address disproportionality in the development of regions, the Strategy
asserts that the solution to this lies in the increased competitiveness of regions leading to higher
living standards overall and not, by implication, in a policy limited to providing state subsidies to
regions in decline (GoU SSRD 2006: 2). This point is reinforced later in a reference to the
‘creation of growth pole regions’ (‘formuvannia opornykh rehioniv’) as a guiding principle of the
Strategy alongside balanced development, subsidiarity and partnership. These are faster growing

regions able to act as Ukraine’s locomotives of innovation and development.

The largest cities of Donets’k, Dnipropetrovs’k, Kyiv, L’viv, Odesa, and Kharkiv are singled out
as focal points of economic and scientific innovation in a position to stimulate growth in their
surrounding regions and beyond (GoU SSRD 2006: 24, 29-30). And while the two are not
explicitly linked in the Strategy document, there is a strong indication that these growth pole
regions will be the first to benefit from the introduction of the proposed contracts with national

'8 Donets’ka, Dnipropetrovs’ka, Zaporiz’ka and Poltavs’ka oblasts, and Kyiv City.
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government which are to be introduced ‘gradually....depending on the state of readiness of

central and local authorities’ (GoU SSRD 2006: 42).

Central to the future success or failure of the proposed agreements would be the availability of
budget finance, and crucial in this regard is the Strategy’s assertion that regional development
will have its own budget heading within the annual state budget, distinct from equalisation and
subvention payments and in addition to the multitude of existing sectoral ministry programmes
(GoU SSRD 2006: 43). Ominously, while article 12 of the 2005 State Law states that the budget
for stimulating regional development and supporting depressed territories should be no less than
0.2% of the annual State budget, this clause was amended by the Verkhovna Rada in late 2005
and in the State Strategy the 0.2% figure is ring-fenced to financial assistance to depressed
territories (GoU SSRD 2006: 44). This was an early sign of the coming resistance to the
fundamental reform of relations between national and sub-national government which was

implicit in the principal of regional contracts.

3.3. Contracts for Regional Development

The proposed contract for regional development or ugoda was the most radical innovation of the
2005 State Law (arts. 4 & 5). Comparable in its boldness to the replacement of the Matryoshka
system of intergovernmental finance by formula-based transfers (chapter 1V), it was a direct
challenge to the existing top-down approach to the economic development of regions. The
principal purpose of the contract was to strengthen the role of cities and regions in determining
their own growth trajectory and to indicate a step-change ‘from a paternalistic to a partnership

relationship’ between national and sub-national tiers of government.

The idea of a regional contract had its origins in the decentralisation of public administration in
France during the 1980s, as a result of which self-government at regional and local levels was
granted a much greater degree of independence from the previously highly centralised French
state. The first Contrats de Plan Etat-Regions were agreed for the period 1984-1988 and have
been renewed every 4-6 years since, the most recent being for 2007-13. The key document is a
State-Region Plan Convention which sets out a series of policies and programmes which will be

financed jointly by national, regional and local tiers of government, with the details of the

' Interview with Serhiy Romaniuk, Kyiv, 26 July 2014.
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purpose of each measure and the financial commitment of each party to the agreement.?® In the
view of the World Bank the introduction of contract plans in France resulted in a shift away from
the top-down imposition of plans from the centre towards a much more participatory approach
based on the endogenous potential of each region (World Bank 2002b: 32).

The principal architect of the regional contract proposal was Serhiy Romaniuk from the Ministry
of Economy. As already noted, Romaniuk had become acquainted with the French experience of
regional contracts as a result of his work with Professor Gerard Marcou in the Fellowship
Programme in Budapest in 2000-2001, and had been persuaded of their potential value for post-
communist Ukraine. Marcou argues that one of the key functions of contractual agreements is to
‘legitimise’ national government authority in a context where command relations are no longer
acceptable, and that ‘contractual arrangements offer an opportunity to governments to submit
their policies to the agreement of other authorities which will eventually be asked to comply with
them, and to re-legitimate their authority through the process of negotiation.”** Ukrainian sources
have commented similarly on the wider significance of establishing contractual rather than
hierarchical relations between levels of authority, based on principles of negotiation and
transparency, and on the integrating and stabilising function this has which may even transcend
the benefits derived from the contract itself (Maynzyuk 2008: 2; Maynzyuk & Dzhygyr 2008:
11).

Despite all the difficulties which were to follow, the introduction of the regional contract in the
2005 State Law is an achievement which Romaniuk describes as ‘my work, and something I’m
still proud of.’? In this he cooperated closely with Olena Nyzhnyk, who had replaced him as
Director of the Department of Regional Policy in the Ministry of Economy in December 2001
after Romaniuk was promoted back to the position of deputy minister. While Romaniuk took the
leading role in securing the adoption of both the 2005 State Law and the 2006 Strategy, it is clear
that he and Nyzhnyk held similar views on the need to reform Ukraine’s regional policy and to
harmonise it as much as possible with practice in EU member states. This was to prove quite a
challenge and Olena Nyzhnyk herself acknowledges that she and Romaniuk were ‘more or less

isolated’ in their shared goal, even within their own Ministry, and that there was a ‘lack of

2 Background on French Regional Contracts provided in interview with Council of Europe expert Professor Gerard
Marcou, University of the Sorbonne, Paris, 22 November 2013.

*! Interview with Professor Gerard Marcou, Paris, 22 November 2013.

*? Interview with Serhiy Romaniuk, Kyiv, 26 July 2014.
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support and a poor understanding of what regional policy meant among other members of the

Cabinet of Ministers.’?®

3.4 Implementing the Regional Contract

Implementation of the bold new policy got off to a reasonable enough start. The first regional
contract was signed with Donets’ka oblast on 15 September 2007 for the period 2007-2011, and
subsequent agreements were made with the regions of L’vivs’ka (2009-2013), Khersons’ka
(2010-2013), Volyns’ka (2010-2014), Vinnyts’ka (2010-2015) and Ivano Frankivs’ka (2011-
2015). Contracts were signed by the Prime Minister on behalf of the Government of Ukraine and
by the chair of the relevant oblast rada as the representative of self-government at regional level.
This deliberately gave regional contracts a different and more elevated status from that of
sectoral ministry programmes to the regions, in that the ugoda were to be prepared, agreed and
implemented by the most senior executive organ at the heart of government, the Cabinet of
Ministers (Romaniuk 2013: 244).

The choice of Donets’ka and L’vivs’ka as the first regions was in part political - the two oblasts
were at opposite poles of the country both geographically and historically and Viktor
Yanukovych, who had become Prime Minister in August 2006, was a former governor of
Donets’ka oblast — and in part because of their contrasting economic profiles and the ‘difference

in mentality’ of their populations.24

The consultation process prior to the signing of any contract was very extensive, with Serhiy
Romaniuk often leading a delegation of up to 17 Kyiv ministries to the region to negotiate the
package of projects to be included in the agreement.?® The final content of the contract was to
comprise a series of joint actions by national and regional or local governments, reflecting on
one side priorities of national importance as identified in the 2006 State Strategy for Regional
Development, and on the other a set of priority objectives resulting from the region’s own

medium-term development strategy for the forthcoming 3-5 years.

All proposals for joint financing were to be supported by an economic or social impact analysis,

and by measurable indicators against which the success of the action could be judged. Indicators

2 Interview with Olena Nyzhyk, Kyiv, 29 March 2013.
2 Interview with Serhiy Romaniuk, Kyiv, 26 July 2014,
% Interview with Serhiy Romaniuk, Kyiv, 26 July 2014,
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were expected to demonstrate the extent to which successful completion of a programme of work
would improve access to public services.?® Agreement to the financing of any proposal from the
state budget was conditional on a signed undertaking to provide co-finance by the regional or
local government concerned (Romaniuk 2013: 245-6).

According to documents prepared in the Ministry of Economy, both the Donets’ka and L’vivs’ka
contracts had four broadly similar ‘priority directions’. The Donets’ka document identifies as its
priorities the ‘development and reconstruction of the region’s coal industry,” ‘a reliable and
effective system of utilities and communal services for population centres,” ‘the creation of an
effective system of environmental protection,” and ‘the development of the region’s
infrastructure.” The second and third priorities in the L’vivs’ka contract are identical to those of
Donets’ka, while the first is ‘the reconstruction and development of the region’s industrial base’
and the fourth ‘the preservation of the region’s historical and cultural heritage.” The Donets’ka
contract has 13 joint operational programmes stemming from its four priority directions and 51
discrete tasks to be completed in the four year timeframe, while the corresponding figures for the

L’vivs’ka contract are 14 and 82.

The statistics for the execution of these first two contracts make sorry reading. Of the 51 discrete
tasks identified in the Donets’ka contract, only 23% were assessed as completed at the end of the
four year term. In L’vivs’ka the figure was only a little better at 25%. A shortfall in finance from
all sources appears to have been the main cause, with only 49.4% of the agreed overall budget
realised in Donets’ka and 60.6% in L’vivs’ka. In Donets’ka it was said that overwhelming
priority in construction work in the region was necessarily diverted to preparation for the 2012

European Football Championship, with an inevitable knock-on effect to other capital projects.

A Ministry of Economy review document, while pointing to a limited number of successes such
as the provision of round-the-clock water supply to the city of L’viv and the construction of solid
waste recycling sites in two cities in the Donets’ka region, acknowledges that there had been a
serious failure on all sides to come forward with the promised financing. The problem had been
componded by a lack of effective monitoring and control from the centre, and major
organisational weaknesses in the regions leading to delays in the tendering process. Overall,

% Serhiy Romaniuk also looked for evidence that implementation of the proposal would involve local enterprise and
business as partners. Interview, Kyiv, 26 July 2014.
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there had been little or no connection between strategic planning at national and regional levels

and the operation of the regional contract mechanism.?’

3.5 Reform Champions or Voices in the Wilderness?

The transparency and predictability offered by the contracts for regional development
represented a genuine break with past practice, and for Romaniuk and Nyzhnyk as champions of
the reform, the mutually binding agreements had been the flagship policy of both the 2005 State
Law and the 2006 State Strategy. But they had clearly not been able to persuade their ministry
and other colleagues to their point of view. Olena Nyzhnyk comments that during the process of
preparing and consulting on the idea of a regional contract Cabinet of Ministers colleagues ‘did
not interfere, even if they were not actively helpful’, but once the idea was enshrined in
legislation it became obvious that most Cabinet members, including the Minister of Economy
himself, had little real understanding of the policy. Nyzhnyk admits that at times she was ‘on the

point of giving up and was so tired of explaining, arguing, justifying.’?®

However, the decisive factor in sealing the fate of the regional contract was the implacable
opposition of the Ministry of Finance. The ministry successfully argued against having a separate
line in the state budget for the financing of contracts, and against the whole principle of multi-
year agreements between the Cabinet of Ministers and oblast councils. Instead the priorities
identified in regional contracts should be financed from the existing top-down annual
programmes of line ministries and, as with these, the endorsement of the Ministry of Finance and
the Cabinet of Ministers as a whole would need to be sought every year. The distinctiveness of
the regional contract was immediately compromised and its founding principles of medium-term
planning and partnership in the shared financing of regional investment projects effectively

sabotaged.

27 Information on contract performance from documents provided by the Ministry of Economy, approved by the
Cabinet of Ministers of Ukraine 16 November 2011, resolution no. 1187: (i) ANALITYCHNA ZAPYSKA - shchodo
rezul’tativ provedennia otsinky efektyvnosti zdiisnennia spil’nych zakhodiv, peredbachenikh ugodoiu shchodo
rehional ’novo rozvytku Donets koi oblasti mizh Kabinetom Ministriv Ukrainy ta Donets koiu Oblasnoiu Radoiu, (ii)
ANALITYCHNA ZAPYSKA - shchodo rezul’tativ provedennia otsinky efektyvnosti zdiisnennia spil 'nych zakhodiv,
peredbachenikh ugodoiu shchodo sotsial 'no-ekonomichnovo rozvytku L vivs koi oblasti mizh Kabinetom Ministriv

Ukrainy ta L vivs ’koiu Oblasnoiu Radoiu.
% Interviews with Olena Nyzhnyk, Kyiv, 29 March 2013 and 24 July 2014.
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As a result Serhiy Romaniuk, in leading delegations of ministry representatives to regions which
might be candidates for contracts, was obliged to insist that the only projects eligible for
conclusion in the agreement were those for which there was financing in line ministry budgets
for the current year. The contract immediately lost any added value it might have over existing
programmes, a position which in the opinion of one Ukrainian official was to have disastrous
consequences for the way it was understood in the regions, and its relevance to any form of long-
term planning. According to Olena Nyzhnyk, after the first two agreements in Donets’ka and
L’vivs’ka, the regional contract rapidly became a ‘political rather than an economic instrument.’
Prime Minister Yulia Tymoshenko, when visiting a region to sign a memorandum of intention
regarding a future contract, would often decide en route that the paperwork must be completed
by ministry officials that day in order that she could sign the final agreement before leaving the
region in the evening.?® Any initial enthusiasm for the regional contract soon waned and,

following an order from Prime Minister Azarov, no further agreements were signed after 2010.

Clearly short of allies in powerful positions, Romaniuk argues that he and Nyzhnyk at least had
strong support among regional leaderships who saw the contract as a means of achieving
predictability in the funding of capital projects, which until now had been subject to the vagaries
of the annual budgeting process.*® However once this principle had been dropped by the Cabinet
of Ministers it is hard to see what advantages theses agreements offered an oblast governor over
the existing way of doing things. It might even be worse if it resulted in less flexibility and less

room for informal deals and negotiation.

More broadly the strength of support of regional leaderships for the contract, at least as originally
conceived, must be open to doubt given the hybrid nature of Ukraine’s system of regional
government. Because an oblast administration is a form of deconcentrated state authority rather
than decentralised self-government, regional contracts had to be agreed between the Cabinet of
Ministers and the oblast council as the self-governing body representing the interests of urban
and rural communities across the region. But under the hybrid system the key figure at oblast
level is unquestionably the regional governor, appointed by the President, rather than the chair of
the council, and in practice it was officials of the regional state administration who negotiated the

terms of the contract with their colleagues in line ministries, to whom they were ultimately

2 Interview with Olena Nyzhnyk, Kyiv, 24 July 2014.
% Interview with Serhiy Romaniuk, Kyiv, 23 March 2013.
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accountable. This was very far removed from Serhiy Romaniuk’s original aspiration to a

relationship based on partnership rather than paternalism.

4. Conclusions to Part |

The above account has followed the evolution of Ukraine’s regional policy in the first decade of
the new millennium, beginning with the Concept of State Regional Policy of 2001 and followed
by the 2005 State Law on the Stimulation of Regional Development and the 2006 State Strategy
for Regional Development to 2015. All three documents were much influenced by current
international approaches to regional policy, in particular those of the European Union, and they
should be understood in the context of Ukraine’s ‘European Choice’ of the late 1990s and its

long-term aspiration to membership of the EU.

They should also be seen more broadly as an attempt to depoliticise, even detoxify, the issue of
regional policy, making it a matter for technocratic decision-making rather than conflict and
political patronage. In this respect the most significant policy innovation to emerge in the period
was the contract for regional development or ugoda, which aimed to remove state investment in
the regions from the process of annual bargaining over the state budget and to introduce a greater
measure of transparency and predictability in the allocation of capital grants for infrastructure

development.

The driving force behind the drafting of the State Law, the State Strategy and the proposal for
regional development contracts were two ambitious and well-placed state officials working in the
Ministry of Economy. By their own admission, these officials were able to work with minimal
bureaucratic interference or political oversight. Ironically the space provided by this relative
autonomy was to be their eventual undoing, as they found themselves without sufficiently
powerful allies to ensure the execution of policies which threatened entrenched practices and
powerful interests. The proposed contracts for regional development, although enshrined in the
2005 legislation, foundered on the ‘pervasive problem’ of Ukraine’s public administrative

reform, its ‘implementation weakness’ (OECD 2014: 115).

Part Il of the case study examines the role of the international donor community in assisting or

otherwise the progress of this failed attempt at reform.
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Part I1: International Advice and Regional Policy Reform

5. Introduction

At the end of the 1990s there was a fundamental change in approach by all international donors
providing support to public administrative reform in Ukraine. Part I documents that change,
which led to a new objective of long-term institution building in place of the skills and know-
how sharing approach of the immediate post-independence period. In the area of regional policy,
the focus of institution building was to be on assisting the Government of Ukraine to establish a
stable framework of legislation and on strengthening its capacity to translate legislation into
operational policy. The case study examines the contribution of technical assistance programmes
in each of these areas and explores the nature and extent of the influence that international

donors were able to bring to bear on the course of reform.

With regard to legislative reform the case study documents in particular the work of the most
ambitious of the EU’s interventions on regional policy, the Support to Sustainable Regional
Development project, where the evidence suggests that the contribution of external advice had a
disruptive impact on efforts to achieve political consensus in support of a framework of law
governing regional policy. On the question of strengthening policy-making capacity Part 1l
analyses the actions of donors in recommending policy models imported from good practice in
public administration in Western Europe and North America and the extent to which Ukrainian
recipients have found these applicable in their own contexts. The case study examines one policy
model in particular, the preparation of medium-term strategies for municipal and regional

development.

It will be argued that, largely due to factors on the donor side, agreement to adopt recommended
imported practice has often been purely formal. In particular the short-term nature of technical
assistance programmes has limited donor capacity to understand the institutional context in
which their interventions take place and has compromised their ability to promote institutional

change.
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6. Institution Building: the New Priority for International Assistance to Ukraine

Between 2000 and 2012 there were five major technical assistance projects in support of the

reform of Ukraine’s regional policy, financed by three international donors. These were:
e UK Department for International Development (DFID) ‘LARGIS’,* 2000-2002

e EU ‘Assistance to Regional Development’, 2004-2006

e EU ‘Support to Sustainable Local Development’, 2007-2011

e EU ‘Support to Sustainable Regional Development’, 2008-2011

e Canadian Agency for International Development (CIDA) ‘Regional Governance and
Development’, 2005-12

A sixth programme, the EU’s ‘Support to Ukraine’s Regional Development Policy’, began work
in early 2013.

Lead partners to all but one of these projects were Serhiy Romaniuk and Olena Nyzhnyk in the
Ministry of Economy. The exception was the EU’s Support to Sustainable Regional
Development project, which was partnered by the Ministry of Regional Development and
Construction. However, here too Romaniuk and Nyzhnyk were to become lead partners to the

project when they changed ministries in 2010.

Common to all five projects was a new focus on strengthening the capacity of Ukraine’s
institutions to formulate and deliver a coherent policy of regional development.® This reflected a
wide concern in the donor community that the largely reactive training and know-how sharing
content of much technical assistance to Ukraine in the 1990s had produced little obvious effect
on the working of state institutions in general and the reform of public administration in
particular (EU Commission 1998: 2, 7; Hamilton 2013: 155). With regard to relations between
national and sub-national governments donors had come to the conclusion that it was only

through proactive programmes of institutional development that the Government of Ukraine

% |_ocal and Regional Government Institutional Strengthening.

% The objective of the EU’s Sustainable Local Development programme was to support municipal rather than
regional development by assisting with the renovation of essential but run-down infrastructure services such as
water supply and waste management. Since the intention was that the results would serve as a model for
municipalities across Ukraine the project was partnered at national level by the Department of Regional Policy in the
Ministry of Economy.
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could be helped to establish a stable legislative and policy framework for reform and build a

sufficient consensus at national and regional levels to ensure implementation.

Donor support for this approach is demonstrated in statements of broad strategy for future
technical assistance to the Government of Ukraine and in the initial documentation for each of
the five projects under consideration here. The project memorandum for DFID’s LARGIS,
which was the first intervention explicitly to prioritise institutional development, identifies as a
major blockage to reform ‘the institutional and structural defects’ in the management of
Ukraine’s regional policy, the ‘lack of [a] legislative base for decentralization’ and the ‘lack of
adequate policy-making capacity.” The role of LARGIS would be to ‘nurture the understanding
and acceptance of regional government reform, through a consensus and support-building
programme’ (UK DFID 1999: 12, 4).

The EU was quick to follow suit and its Ukraine Country Strategy for 2002-2006 promised that
future assistance would be ‘progressively focused on a limited number of areas, in order to
support institutional reforms....and achieve a systemic impact’ (EU Commission 2001: 1). When
the EU/Ukraine Action Plan 2005-2008 was signed in February 2005, a specific commitment
was made to assist the Government of Ukraine to ‘establish a legislative base for promotion of
regional development’ and to ‘elaborate a draft state strategy for regional development to 2015’

(EU/Ukraine Action Plan 2005: art. 23).

The terms of reference of the EU’s first Assistance to Regional Development project 2004-2006,
although drawn up just prior to the signing of the Action Plan, reflect this commitment. Support
would be provided to the Ministry of Economy with the drafting and revision of legislation
currently in preparation in the ministry, and to ‘improve [the] capacity of national, regional and
local authorities to formulate and implement regional development policies’ (EU TACIS ARD
2001: para. 2.2).

Five years later however the terms of reference for the Support to Sustainable Regional
Development project note that there is still ‘no comprehensive regional policy in place’ in
Ukraine. The new project needs to ‘upgrade regional policy in Ukraine by extending the EU
regional development policy’ and ‘strengthen the Ukrainian authorities’ capacity in policy
formulation and decision-making process for sustainable regional development’ (EU ENPI
SSRD 2006: paras. 2.1, 2.2).

131



CIDA’s broad strategy towards Ukraine in this period was evolving in much the same way as
those of DFID and the EU, with its Country Development Programme for 2002-2006 promising
to ‘refine and focus program activities more on governance institutions’ and on the strengthening
of ‘governance structures and institutional capacity’ (CIDA 2011: 18). The initial documentation
from the contractor for the 2006-2012 Regional Governance and Development project refers to
‘systemic challenges’ emanating from the ‘inadequate capacity of national and regional
government structures, given the complexity of the reform effort required.” The project will
assist its partner, the Ministry of Economy, to ‘implement public engagement mechanisms’ and
to ‘establish a participatory dialogue between ministerial and regional government
representatives’ on questions related to regional development policy (CUI RGD 2006: 6, 12, 17,
24).%

The stage now seemed set for co-ordinated and sustained support to the reform of Ukraine’s
regional policy on the part of donors. Moreover this was at a time when the Government of
Ukraine appeared ready to respond to domestic pressure to introduce new measures to address
the growing disparities in regional development and when there were well-placed pro-reform

actors in a key ministry willing to be active partners to programmes of external assistance.

7. Establishing a Stable Legislative Framework for Regional Policy

Whatever good intentions there may have been on the donor side, the reality was to prove very
different. Whereas the input of international assistance to the key innovation of the Budget Code
reform, the introduction of formula-based transfers, had been well coordinated, narrowly focused
and influential, external advice on reforming legislation in the area of regional policy was
characterised by discontinuity and inconsistency. At times donor assistance appeared directly to
undermine the flagship policy of pro-reform elements in the Ministry of Economy, the contract

for regional development.

At other times, despite the declared commitment of all donors to promoting systemic change
through long-term institution building, the short-term nature of programmes of technical

assistance fostered the use of imported, ready-made solutions to complex problems and the

% There were no formal terms of reference from the donor as the project was part-financed by CIDA in response to
the contractor’s own proposal. This arrangement is known as ‘responsive programming’, where the contractor is
required to make a financial contribution to the implementation of the project (CIDA 2011: 26).
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establishment of largely formal and superficial relationships with Ukrainian partners. These

served merely to obscure the reality of the institutional challenges facing reform.

7.1 Donor Assistance with the Preparation of the 2005 State Law

The first draft of what was later to be the 2005 State Law on the Stimulation of Regional
Development was ready at the end of 2002, at the time of the closure of the DFID LARGIS
project. Within LARGIS, Serhiy Romaniuk had been able to continue to draw on the expertise of
Professor Gerard Marcou, his mentor on contracts for regional development in the earlier Local
Government and Public Service Reform Initiative (LGI) programme. In addition LARGIS had
provided him with the opportunity to study the recent experience of Poland in introducing similar
agreements, through contact with Professor Grzegorz Gorzelak from the University of Warsaw,

an adviser on regional policy to the Polish government.

Romaniuk’s intention was that regional contracts would form the centrepiece of the proposed
new legislation and the subsequent State Strategy and he was anticipating further assistance from
DFID in preparing the ground for what he knew would be a controversial measure. DFID’s
decision not to follow LARGIS with a similar programme in partnership with the Cabinet of
Ministers, as recommended by its Ukrainian Project Manager, but to launch in its place two
major regional projects with no national component, was therefore a source of considerable
frustration to Romaniuk who was annoyed both by the lack of continuity in assistance to the

Ministry of Economy and by the absence of any prior consultation.*

There would be a hiatus of eighteen months before the Ministry of Economy again had an
international partner advising on the drafting of legislation. However, while strengthening the
legislative base of regional policy is identified as a major task in the terms of reference of the
EU’s Assistance to Regional Development project (EU TACIS ARD 2001: para. 2.3), its final
report makes only a general reference to experts preparing ‘a number of analytical papers and
recommendations’ on draft legislative documents including the Law on the Stimulation of

Regional Development.

The absence of constructive working relations with the Ministry of Economy is evident in the

final report’s comment that the project ‘basically was on its own’, and also in its observations on

* Towards European Standards of Public Administration in Ukraine (TESPA).
% Interview with Serhiy Romaniuk, Kyiv, 26 July 2014.
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the ministry’s draft State Strategy for Regional Development. The Strategy, in the project’s view,
‘does not develop visions and perspectives adapted to the various regions. The lack of concrete
planning proposals at the central level adapted to the main economic spaces of Ukraine.....leaves
each specific region free to plan its future, with no coordination with neighbouring regions’ and
‘the link between the national objectives and the regional and local priorities.....seems virtually

non-existent’ (EU TACIS ARD 2006: 53, 55).

There is no evidence that the project contributed in any way to the final draft of the State Law on
Regional Development passed by the Verkhovna Rada in September 2005, or to discussions with
the Cabinet of Ministers or members of Parliament prior to its adoption. Olena Nyzhnyk
comments that the project team ‘complained about lack of cooperation from the Ministry’ and
‘had no concrete outcomes’ at national level, instead ‘going off to Volyn region to do something
or other.”*® A Ukrainian specialist in regional policy who worked with the Assistance to

Regional Development team described the project and its experts as ‘wholly unmemorable.’

Whatever other factors may have been involved, it should be stressed that the Assistance to
Regional Development project worked at a particularly difficult period, during and after the
Orange Revolution of winter 2004/5, when cooperation with government institutions cannot have
been straightforward. Unfortunately it was not possible to conduct any interviews with former
project experts during the course of the case study in order to obtain a more balanced view.
Contact was established but the expert concerned declined to be interviewed. Neither was it
possible to gain access to the EU’s own monitoring reports. Permission was requested but
refused on the grounds of confidentiality. There are no on-line records of the project’s work and

the reports quoted were obtained from Ukrainian sources.

In summary the drafting of the 2005 State Law was a task largely undertaken by the Ministry of
Economy itself, with initial advice from UK DFID’s LARGIS project on the framing of the
proposal for regional development contracts. The involvement in LARGIS of Professor Gerard
Marcou, already known to Serhiy Romaniuk from the LGI programme, was particularly

influential in helping to make this proposal the centrepiece of the legislation.

However DFID’s decision not to extend LARGIS meant that the ministry had no access to

external advice during the steering of the draft law through the Cabinet of Ministers and

% Interview with Olena Nyzhnyk, Kyiv, 29 March 2013
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Verkhovna Rada. Despite its being identified as a priority task for the EU’s Assistance to
Regional Development programme, which followed LARGIS, the project appears to have made
no input to the final draft of the law which was finally signed off by President Viktor
Yushchenko on 8 September 2005.

7.2 Misdirected Assistance: the EU and the Ministry of Regional Development & Construction

The EU’s ‘Support to Sustainable Regional Development’ project began work in July 2008. It
was the largest and most ambitious of the EU’s programmes on regional policy to date, with a
revenue budget of 6m EUR and an additional 9m EUR available for small-scale infrastructure
projects in selected towns and cities. Unlike other EU programmes its lead partner was to be the
new Ministry of Regional Development and Construction which had been established in May
2007 following the appointment of Viktor Yanukovych as prime minister. The Ministry of
Economy was named in the project terms of reference only as one of seven ‘intermediate
beneficiaries’ (EU ENPI SSRD 2006: para 4.1.3). Furthermore in what was to prove a significant
omission the terms of reference, in commenting on the current status of regional policy in

Ukraine, made no reference to either the 2005 State Law or the 2006 State Strategy.*’

From the outset relationships between the Ministries of Economy and Regional Development
had been strained, characterised by lack of cooperation, multiple conflicts and struggles for
influence (Mrinska 2010: 11). There was confusion between the responsibilities of the new
ministry and those of the Ministry of Economy, in particular the latter ministry’s Department of
Regional Policy. This was a source of continuing frustration to Vasil’ Kuiybida, the first minister
to be appointed to lead the Ministry of Regional Development and Construction, who lamented
the failure of the Cabinet of Ministers to resolve the obvious duplication in roles®® (Kuiybida et
al. 2010: 41).

%" The programme year for the Support to Sustainable Regional Development project was 2006. The project terms of
reference are undated but must have been prepared later than 2006 as the project’s main partner, the Ministry of
Regional Development and Construction was not established until May 2007.

% According to resolution no. 750 of the Cabinet of Ministers on 16 May 2007, the tasks of the new ministry
included ‘participating in the formulation and ensuring the realisation of state regional policy’, ‘bringing forward
proposals for the formulation of state regional policy’, and ‘participation in the preparation and implementation of
measures.....for the stimulation of economic development in the regions and inter-regional co-operation.’
Meanwhile a parallel resolution no. 777 of 26 May 2007 included among the tasks of the Ministry of Economy
‘formulating and ensuring, within the boundaries of its authority and related legislation, the realisation of state
regional policy’, and ‘participation in the preparation and implementation of measures for the development of the
infrastructure of regions and inter-regional cooperation’ (Kuiybida et al. 2010: 42).

135



Lead partner or not, the initial reaction of the Ministry of Economy to the new EU programme
was cautiously positive. Compared to the Assistance to Regional Development team, project
experts ‘did a lot and were much more active.” There were ‘mountains of paper and reports and
we found some of their analysis good and helpful.” **However, the new project inevitably
brought with it a new managing consortium and a new expert team. According to Olena
Nyzhnyk the EU expert team arrived with its own ideas and models for the reform of regional
policy in Ukraine and appeared to have little understanding or institutional memory of what had

gone before. Instead their preference was to start again ‘from zero’ (vid nulya).*

Among the first tasks the EU team undertook for the Ministry of Regional Development and
Construction was to review existing government policy and legislation, starting with the 2005
State Law and the State Strategy of 2006. The advice of project experts was that neither offered
any effective instruments for stimulating regional development. Too much attention was given to
the problem of depressed territories and not enough to the potential of ‘growth poles’ as engines
of economic development for other regions. Here the experts seem to have ignored one of the

major themes of the State Strategy (3.2 above).

On contracts for regional development, the EU team argued that even a superficial analysis of the
agreement with L’vivs’ka oblast showed that the measures identified as priorities for
development were of a very general nature, applicable to almost any region in Ukraine and of
little relevance to the real economic potential of the L’vivs’ka region. The fact that the regional
contract model had been unable to attract ring-fenced state budget finance was testimony to its
ineffectiveness and the lack of political commitment to the idea (EU ENPI SSRD 2009: 13, 17,
Kuiybida et al. 2010: 44-45; EU ENPI SSRD 2011: 13).

The EU team quickly set about advising the ministry on the preparation of new legislation
entitled ‘On the Principles of State Regional Policy’ and intended to replace the 2005 law. A first
draft of the law appeared in 2008, to be followed by numerous revisions before it was submitted
to the Cabinet of Ministers in December 2009. Although the regional contract was retained in
early drafts, later versions dispensed with it altogether, its place as the primary instruments of
regional development being taken by a State Fund for Regional Development to be financed

** Interview with Olena Nyzhnyk, Kyiv, 29 March 2013.
“0 Interview with Olena Nyzhnyk, Kyiv, 29 March 2013.
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from a tax on enterprise profits and contributions from donors, international financial institutions
and charitable sources (art. 21), and a proposed network of regional development agencies as a

partnership between regional governments, business and the wider community (art. 16).*

A review of the draft law by Council of Europe experts commented that little consideration
appeared to have been given to the work already carried out to develop an effective regional
policy or to learning from the experience of implementing the 2005 legislation (Council of
Europe 2008: 17-18), and one of these experts later commented in interview that in general he
did not feel that successive re-workings of the proposed new law were ‘in any way superior to
the 2005 legislation.” Overall he ‘had the impression overall that the new Ministry was not very
interested in regional development as an issue, and had only a few people with a good
understanding of regional policy. Their main interest was in municipal and communal

. 42
services.’

Understandably the Ministry of Economy was frustrated and annoyed that one group of
international experts was now devoting its time to rewriting legislation that had been prepared in
part with the assistance of experts from an earlier technical assistance programme. But their
sharpest criticism was reserved for what they regarded as the inappropriateness of the EU expert
models included in the draft legislation. These were felt to be imported from the experience of
other European countries with very different political and economic contexts and, in their present
form at least, were viewed by Serhiy Romaniuk and Olena Nyzhnyk as wholly unrealistic in

Ukrainian conditions.

The project’s proposal for a State Fund for Regional Development to provide multi-year funding
for regional and inter-regional investment projects in accordance with the state strategy for
regional development (art. 21 of the draft law) was in itself a useful idea. But the expert
recommendation to establish the Fund as an arm’s length bureau or agency, appointed by the

Cabinet of Ministers and financed from the state budget but supervised independently by a

* The full text of the December 2009 draft is reproduced in: Kuiybida et al. 2010: 195-216.
“2 Interview with Professor Gerard Marcou, Paris, 22 November 2013
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management board including representation from business and civic organisations (art. 23), was

naive and ‘dangerous in the Ukrainian reality.’ 43

Similarly the proposal to establish a network of regional development agencies as non-profit
organisations bringing together local government, business and civic organisations in every
region, with delegated and sole responsibility for preparing and executing projects financed
through the State Fund (arts. 18 and 19), was inappropriate to a Ukrainian context where the risk
of corruption was ever present.* When the draft legislation was presented to the Cabinet of

Ministers in December 2009 it was successfully opposed by the Ministry of Economy.

Even so, according to Serhiy Romaniuk and Olena Nyzhnyk, EU experts continued their vocal
opposition to the 2005 law and to the contracts for regional development. In their discussions
with Romaniuk and Nyzhnyk ‘they were inflexible and saw only one way’ and when their
recommendations were questioned they ‘gave the impression that as experts they were right and

.. . 45
ministry officials were fools.’

Reflecting later on the role of the Ministry of Regional Development and Construction during the
2007-2010 period and the attempted replacement of the 2005 law, Romaniuk comments that
‘they [the Ministry] had no understanding at all of the inter-ministerial, coordinating role of
regional policy’ and they set about re-drafting a basically sound piece of legislation simply
‘because they were incapable of doing anything else.”*® In 2012 responsibility for regional policy
was removed from a renamed Ministry of Regional Development, Construction, Housing and
Municipal Economy and returned to a similarly re-configured Ministry of Economic

Development and Trade.

7.3 Strengthening Policy-Making Capacity: Strategies, Strategies and More Strategies

International donors concentrated much of their capacity building on interventions at regional
and municipal level, and here the focus was largely on strengthening the capacity of state and
local self-government officials to elaborate medium-term policies or strategies for regional or

urban development. It is the impact of this activity that is examined here. Since the United States

% Council of Europe experts made a similar criticism of arrangements for supervising the proposed Fund at regional
level, arguing that they were ‘inappropriate and contrary to budgetary rules for the management of resources that
will be uniquely public money, from national or foreign origin’ (Council of Europe 2008: 30).

* Interview with Serhiy Romaniuk, Kyiv, 23 March 2013.

*® Interviews with Serhiy Romaniuk and Olena Nyzhnyk, Kyiv, 23 & 29 March 2013.

*® Interview with Serhiy Romaniuk, Kyiv, 26 July 2014.
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Agency for International Development (USAID) was so active in advising on strategy
preparation at municipal level in this period, its programme of Local Economic Development is

included in the account that follows.

Internationally, five to seven year strategies for development, prepared by local governments
with the participation of the business, academic and wider community with the aim of improving
the economic performance and investment attractiveness of a city or region, had become an
increasingly popular instrument for sub-national governments in OECD states from the 1980s
onwards. The inclusive nature of development strategy preparation was in tune with the thinking
of the ‘New Public Management’ approach to public services which was finding favour with

governments of many donor countries in the same period.*’

The Ministry of Economy was keen to draw on this experience and at its request an agreement to
assist Ukraine’s regional authorities to prepare development strategies was specifically included
at article 23 of the EU/Ukraine Action Plan of 2000. The medium-term strategic planning tool
was attractive to Serhiy Romaniuk and Olena Nyzhnyk because it complemented their model of
region-led, multi-year contract agreements between national and regional governments to take
the place of the annual top-down programmes of line ministries. Under the terms of the 2005
State Law on the Stimulation of Regional Development and the State Strategy which followed in
2006, oblast authorities were required to prepare regional development strategies for periods up
to seven years as a precondition for entering into negotiation for contract arrangements with the
Cabinet of Ministers.*®

In the period to 2012 the five projects in the present case study provided expert advice in the
preparation of development strategies to 17 regional and local authorities. Two other
programmes from UK DFID and one from the United Nations Development Programme
(UNDP), all working exclusively at regional level, advised a further 12 regions, municipalities or

districts.”® By far the most far-reaching however was USAID’s Local Economic Development

" As discussed in chapter 11, New Public Management became popular in many OECD countries in the 1980s and
1990s and is associated with the marketisation of public services through, for example, increased competition in
service provision by contracting out to the private sector and the introduction of public-private partnerships in
capital project construction.

*8 2005 State Law article 4, 2006 State Strategy article 5, Section 2.

* UK DFID LARGIS — Kharkivs’ka region, city of L’viv, municipalities of Chuguyiv and Kupyans’k (Kharkivs’ka
region); EU Assistance to Regional Development — Vinnyts’ka, Volyns’ka, Cherkas’ka regions; EU Sustainable
Local Development - municipalities of Izium (Kharkivs’ka region), Pryluky (Chernihivs’ka), Romny (Sums’ka),
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project which, between 2004 and 2008, assisted with the preparation of municipal development

strategies in up to 76 medium-sized towns across the whole of Ukraine (USAID LED 2009).

To date there has been no objective analysis of the outcome of this substantial input of donor
resources, although donors themselves have made considerable claims. For example the final
report on the first phase of CIDA’s Regional Governance and Development project states that
over 38,000 residents of its two partner regions, Zakarpats’ka and Zaporiz’ka, participated in the
consultation and engagement activities of the strategic planning process, and that nearly 150 state
servants were trained to prepare investment proposals related to plan implementation, as a result
of which 5.5m USD of local, national and international financing was received by authorities and
businesses in the two oblasts (CUI RGD 2010: paras. 4.1.3, 4.1.4). Similarly, USAID claims that
as a result of its Local Economic Development project investments of 2 billion USD were
received by its partner municipalities, resulting in the creation of up to 50,000 jobs and 4,600
new businesses (USAID LED 2009: 9, 16).

However, there is anecdotal and other evidence to suggest that while individual authorities may
have benefited positively from donor assistance in the preparation of development strategies, the
record on strategy implementation is far less impressive. An unpublished questionnaire survey of
all regional administrations in 2007 was said to have found that only one oblast council had
allocated finance for strategy implementation in its annual budget.*® The OECD has also
observed that regional strategies ‘were not in fact working documents, and they were neither
implemented nor funded as such. There were no operational plans binding on actors....and actual
funding remained tied not to the strategies but to annual budget allocations for sectoral
instruments — state and regional targeted programmes’ (OECD 2014: 119-120). An EU expert
report in 2011 also concluded that, in spite of the significant investment in training and capacity

building, ‘with very few exceptions [Ukrainian authorities] lack the institutional (and sometimes

Sverdlovs’k (Luhans’ka); EU Support to Sustainable Regional Development - Autonmous Republic of Crimea,
Vinnyts’ka, Rivens’ka, Khmel’nits’ka regions; CIDA Regional Governance and Development — Zakarpats’ka,
Zaporiz’ka regions. Other donor projects operating at a regional or municipal level only during this period included:
UK DFID Action Donbas — Luhans’ka, Donets’ka regions; municipalities of Krasnodon, Severodonets’k and
districts of Kremennaya, Perevals’k (Luhans’ka region); UK DFID Lviv Development Project (L’vivs’ka region:
districts of Mostys’ka, Radekhiv, Sokal’, Stryi); United Nations Development Programme (Autonmous Republic
of Crimea).

%0 Unpublished survey by Professor Valentina Mamonova, Kharkivs’ka Regional Institute of Public Administration,
2007.
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even technical) capabilities and budgets to implement their own policies” (EU ENPI SURDP
2011: 2).

While both the OECD and EU expert analyses imply that the problem lies on the Ukrainian side,
Ukrainian sources take an equally critical view of the short-termism of donor interventions and
the imperative of technical assistance programmes to secure ‘quick wins’. One expert described
the result of a major donor programme in eastern Ukraine as ‘fast food strategies’, quickly
prepared and immediately satisfying but made to a pre-set formula and of little practical value.
Similarly another Ukrainian source argues that donors too often import their own home-grown
models of strategic planning without sufficient regard to Ukrainian reality, and that this is why so
many development strategies end up on the shelves of local authority leaders. Donors should
avoid ‘parachuting in’ outside experts, should acquire a much deeper understanding of the local

context and make better use of Ukrainian expertise (Mrinska et al. 2013: 299).

The experience of the EU’s Support to Sustainable Local Development (SLD) project, described
in Box Il below, also suggests that failure to make the intended impact on policy-making
capacity may have its origins in institutional factors on the donor side, related to the organisation
and management of programmes of technical assistance. The objective of the project was to
assist the municipal administrations of four medium-sized towns in central and eastern Ukraine
with the renovation of essential but run-down infrastructure services such as water supply and
waste management. The results should serve as a model for municipalities across Ukraine. The
project budget included almost 13m EUR of capital expenditure for the purchase of equipment

related to infrastructure improvement.
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Box 11
EU ‘Support to Sustainable Local Development’ Project 2007-2011

‘The original plan in the terms of reference was to spend the first six months setting up the office
and team and selecting the towns, and then the following six months working on development
strategies before moving on to identifying the equipment to be purchased by the project which
should reflect the priorities in the development strategies. However, within the first three months
of set-up the EU Delegation informed me that since the TACIS timetable had slipped and the
project was therefore late getting on the ground, and since the equipment finance had to be spent
by the end of 2008 at the latest, the tendering process needed to be completed before the end of the
first year, in other words before the strategies were prepared. Because of the change in the
procurement deadline, there was a knock-on effect on the availability of the specialist EU experts
in each utility area. The expectation had been that they would be needed most in the second year
of the project, when equipment identification and tendering was to take place. Once this was
shifted to year 1, problems arose with ensuring the input of these experts at the right time. Most of
the four experts involved were already working in Ukraine, but on other programmes, and they
could only be at the project’s disposal in the regions or in Kyiv from time to time. So the process

of agreeing what equipment was required was both rushed and patchy in quality.

‘An information meeting was held in June or July of 2007 at which the equipment tenders for each
municipality were explained. Towns were represented by their Mayors as this was a high-level
meeting with the EU Delegation and Ministry representatives, and not by technical staff. Again
because of the shortened timescale no critical eye on the Ukrainian side was passed over the
tender documents. The municipality of Izium may be the clearest example of the negative
consequences of this. The new boiler purchased for their district heating system was not
compatible with the remainder of their existing network and could not be connected without
renewing substantial parts of the network, for which there was no finance. Additionally, in the
waste management area a bulldozer was bought for which the EU expert had overspecified the
requirement. The maintenance costs of the vehicle - towns were responsible for all the
maintenance costs which followed purchase of the capital equipment - were far higher than the
Izium municipal budget could finance and they simply reverted to using the bulldozer they already

had. ®*

*! Interview with Jean-Francois Devemy, EU Team Leader for the SLD Project from October 2006 to September
2007, Paris, 21 November 2013.
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The above account highlights the irony of an international programme setting out to promote
domestic institutional change but failing to achieve its objective as a result of institutional factors
on the donor side. In this instance the timetable for spending EU funds was deemed to take
precedence over the timetable agreed with the Ukrainian partner for determining how the funds
should best be used. In such a situation partnerships inevitably become purely formal in nature
and the commitment of either side to an outcome matching the original objective is reduced to a

minimum.

As a result of problems with project implementation relations between team leader Jean-Francois
Devemy and the EU Delegation became strained to breaking point and Devemy eventually left
his post as team leader in September 2007. Nevertheless the documentation prepared at the time

supports his version of events.

In an initial draft of the inception report written in May 2007, Devemy complains that the plans
for project implementation have been affected by ‘the EU Delegation’s request to turn the initial
planning upside down’ and forecasts that there will be a decrease in interest in strategy
preparation and the introduction of reforms once the equipment has been delivered (EU TACIS
SLD 2007a: paras. 3.5, 3.6). The final edited draft of the inception report, submitted in July
2007, softens the tone of the original but nevertheless acknowledges the EU Delegation’s
requirement of ‘speeding the procurement in order to respect the contracting deadline of the
Action Programme 2005’ (EU TACIS SLD 2007b: para. 3). A subsequent EU monitoring report
confirms that for the time being municipal leaderships were asked to adopt what were now to be
termed ‘temporary territorial development strategies’ (EU TACIS SLD 2008: para. 2, author’s
italics). According to the final report of the project work on these started in February 2007 with
the adoption of full strategies coming much later, during 2008 (EU TACIS SLD 2010: para. 3).

By the autumn of 2007, less than a year into a four year project, it was evident that municipal
leaderships had lost interest in the strategic planning process. After all the equipment had already
been ordered and they had been told there was no additional financing available for strategy
implementation. Adoption of municipal strategies was therefore destined to be purely formal in
nature and lacking local ownership.>? The lessons learned section of the final project report of

>? Interview with Tetyana Korneyeva, SLD Project Strategic Planning Lead Expert, Paris, 21 November 2013.
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2010, prepared by the replacement team leader, appears to confirm that there were serious
problems at the implementation stage. With regard to local strategy implementation the report
concludes that in future capital grants for equipment should not be paid in advance but rather ‘to
compensate expenses’ and only after ‘asking first [for evidence of] realization’ (EU TACIS SLD

2010: para. 6).

It has been beyond the scope of the present study to examine the impact on individuals of
donors’ investment in building policy-making capacity through the process of strategic planning,
though it seems highly probable that individual regional and local officials will have changed
their attitudes and working practice as a result of their interaction with donor programmes. For
example an independent evaluation of CIDA’s Regional Governance and Development project
found that in Zakarpats’ka and Zaporiz’ka regions ‘stakeholders interviewed.....reported that
public servants routinely are paying much more attention now to community identified priorities.
The experience of community based planning has convinced them that their jobs can actually be

made easier by adopting the new approach’ (CIDA 2011: 25-26).

Asked for her view of the most useful contribution overall of donor technical assistance to the
reform of Ukraine’s regional policy, Olena Nyzhnyk also points to the increased capacity of
middle-range regional state servants to conceptualise and prepare operational policies and
projects to promote regional development. In the same interview however she notes somewhat
sceptically that the new EU ‘Support to Ukraine’s Regional Development Policy’ project is ‘yet
again busying itself with the preparation of regional development strategies,” underlining that the

assistance required was with execution rather than design.*

With regard to donors’ stated objective of increasing policy-making capacity at an institutional
level, perhaps the most telling comment is from Serhiy Romaniuk who argues that ‘none of these
projects stayed around long enough to see the process they had started through to a
conclusion.....the legacy of technical assistance to strategic planning in the regions is “dead

human capital” (‘myortvyi chelovecheskyi kapital’).....the inputs of training and capacity

%% Interview with Olena Nyzhnyk, Kyiv, 24 July 2014.
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building have never been translated into continuing practice and regional and local governments

carry on with their day-to-day business much as they always have.”**

The limited engagement of programmes of technical assistance and, as a consequence, the
necessarily shallow understanding of the context in which they work, is further illustrated by the

following two examples. Both are taken from interviews with Ukrainian informants.

7.4 Understanding ‘Ukrains’ka Real’nist’’ (i): Zaporizhia’s Golden Office

The CIDA Regional Governance and Development project was unique among the five
interventions in the case study in following up its advice to its regional partners in Zakarpats’ka
and Zaporiz’ka on the preparation of development strategies with a year-long programme of
capacity building in strategy implementation. The programme was felt to have been particularly
effective in Zaporiz’ka where the CIDA project was proactive in helping its partners to attract
loan finance from international finance organisations to support infrastructure development, and
in the implementation of a programme to encourage growth in the small and medium-sized
enterprise (SME) sector. Both had been included in the priorities identified in the Zaporiz’ka

regional strategy to 2015, approved by the oblast council in 2008.>

On infrastructure improvement for example, the CIDA project was instrumental in training and
mentoring the management of a number of Zaporizhia City’s communal utilities to prepare
investment proposals to an internationally recognised standard, as a direct result of which an
agreement was reached between the European Bank for Reconstruction and Development and
the city council to part finance modernisation of its district heating system. 18m EUR financing
for the scheme, part-grant and part-loan, was confirmed in principle in 2012 (CUI RGD 2013:
5.2).

With regard to SME development, where the regional strategy’s priorities included support to
enterprises promoting innovation in the agrarian sector and to local producers providing goods
for the home market, the CIDA project team advised on and part-financed a series of initiatives
from the clustering of small agricultural machine-tool businesses in the city of Melitopol (CUI

RGD 2010: para. 4.16) to a municipal government-backed programme in Zaporizhia City to raise

> Interview with Serhiy Romaniuk, Kyiv, 26 July 2014. Mr Romaniuk was speaking in Russian and this is reflected
in the transliteration of his remarks.
% A copy of the strategy can be accessed at <www.zoda.gov.ua>.
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the profile and competitiveness of local businesses selling regional products in the city’s shops

(CUI RGD 2010: annex C).

These activities appeared to be well received by the Zaporiz’ka oblast administration and an
independent evaluation of the Regional Governance and Development project praised the expert
team for having ‘achieved more than was planned for a given budget’.56 The account in Box I
below contains revelations about Zaporizhia City’s ‘Golden Office’ which invite a different
interpretation of the project’s accomplishments. Irina Lekh, founder of ‘Porada’, a regional
association of small businesses in Zaporiz’ka oblast, writes a regular blog on the activities of the

office and also agreed to speak in interview.

% CIDA 2011: 26, citing Gombay, C., Hershkovitz, L. and Palyvoda, L., 2010: Regional Governance &
Development Project — Ukraine Evaluation Report.
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Box 111
Zaporizhia’s ‘Golden Office’

‘The ‘Golden Office’ — it gets its name from all the gold and the crystal chandeliers with which the
building is crammed — is located in very heart of the city, not far from the Mayor’s office. That is
convenient because the Mayor is a regular visitor. Mostly if you want to see the Mayor you have to go to
him, but not in the case of the Golden Office. He goes to them.

‘The office is surrounded by a high fence and the sort of security cameras you only find at the President’s
Administration in Kyiv. This is the workplace of Yevgenii Anisimov, who formerly ran a waste metal
business, but was appointed in 2011 by President Viktor Yanukovych’s “‘family” as the “Smotryashchiy”
for the Zaporiz’ka region. The term comes from the criminal world, where the Smotryashchiy is the
person in a prison or a penal colony nominated by the criminal world to ensure that prisoners observe a
set of codes and understandings governing how the prison functions, regardless of any formal rules of the
prison authorities. The codes of course include the payment of regular dues to the Smotryashchiy. In the
Soviet and post-Soviet periods he was a figure in the criminal world only, taking profits from drugs and
prostitution. Since Viktor Yanukovych came to power the role has been imported into the informal

structure of the state.

‘I was unaware of this until, at a meeting of the Regional Council of Entrepreneurs in 2011, a member
told us how for several months in succession she had been visited in her business by two men from the
Golden Office pressuring her to join some non-governmental association or other to whom she should
pay, in her words, “a crazy subscription fee.” She had refused, after which they started to issue threats to
her, to her colleagues and to her family. Immediately after the meeting | went to Kyiv, to the Council of
Entrepreneurs of the Cabinet of Ministers. They wrote down all the facts, the names of the two men and
so on and they promised to help. And then...nothing. To all my subsequent letters and questions, officials
give the same reply every time — the facts have been checked but cannot be confirmed. Meanwhile the

Golden Office continues to appropriate our businesses.

‘The way the Smotryashchiy works is like this: in larger enterprises, including the communal enterprises
which manage city utilities like water supply and heating, he prefers to put his own people in as
managers. In smaller businesses like the minibus taxis or high street kiosks and restaurants he might take
them over completely if they are very small or else extract 50% of the profits. This has happened in
several of the enterprises supplying fresh regional products to the city’s shops, one of the priority areas

in the regional strategy which the Canadian project helped with. Communal enterprises are particularly
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Zaporizhia’s ‘Golden Office’ cont’d

attractive to him because they put so much of their routine maintenance work out to tender. And you can
make sure a tender is arranged so that the Golden Office takes a cut from the artificially inflated tender

price. Managements of communal enterprises in Zaporozhzhia who refuse to cooperate are replaced.

‘In fact this is what happened to the director of the communal enterprise “Teploset” who was responsible
for the successful loan negotiation with the European Bank. The Golden Office did not like the agreement
because it would involve EBRD demanding transparency in the management of the enterprise, including
its procedures for tendering. Representatives of the Golden Office instructed the director to withdraw
from the negotiations. He refused and was forced out of his job into “retirement”, t0 be replaced by one
of the Golden Office’s own appointees. Later on it was reported that the city had withdrawn from the loan
agreement, supposedly because of the financial crisis.

‘The whole process has become quite open and blatant. It has the full cooperation of both the Regional
Governor and the City Mayor, who both meet with Anisimov regularly. It has become like a parallel
system of taxation, a shadow city administration, and its purpose is to ensure a steady flow of finance
from the region up to Kyiv. It works through threats of harassment from the tax authorities or even
criminal investigation and its favourite targets are complex projects with finance from different sources,
including state and local budgets, where it is easier to lose money and not be noticed. It has also drained
any available money from budgets from the region and city, including all finance for development. Sadly,
all the funds and previous initiatives from the oblast administration to support the growth of small and

medium-sized enterprises have simply dried up.”™

7.5 Understanding ‘Ukrains ka Real’nist’’ (ii): Konvertatsionnyi Tsentr; Otkat

The phenomenon of the ‘Smotryashchiy’ is far from being unique to Zaporizhia, although it
apparently more usual for this figure to be the regional governor, who is also a Presidential
appointee, than someone from the business sector. The so-called Conversion Centre
(Konvertatsionnyi Tsentr) has also become a feature of all Ukraine’s regions and large cities and,
like the Smotryashchiy, plays a role in the life of small and medium-sized enterprises which is in

direct contradiction to the reform-oriented objectives of strategies for regional development.

* From interviews with Irina Lekh, Zaporizhia, 25 June 2013 and 21 October 2013, and Irina Lekh’s blog at
<irinaleh.com.ua>
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The conversion centre is a structure in the shadow economy consisting of a number of fictitious
or ‘shell” companies. The role of the centre is to assist local enterprises and banks to avoid the
payment of tax, in particular value-added tax, and it can also help with the laundering of money
by converting paper transfers into cash or, vice versa, by converting cash into hard-to-trace
investments abroad. The centre also plays a key part in the payment of the obligatory backhander
(otkat) to a state official for the awarding of a contract. Centres are said to have first appeared in
Russia in the 1990s, in the period of economic reform following the dissolution of the Soviet
Union, and they were already active in Ukraine in the early 2000s.%® By 2010 it was estimated
that in some regions there were up to 20 centres. In Kyiv the figure was closer to 100. It is
claimed that when Viktor Yanukovych took office in 2010, he agreed with Prime Minister
Mykola Azarov that if they could not eliminate conversion centres they should at least take them

under their direct control.*®

An interview was conducted with the owner of a small commercial cleaning company in city
‘X’, located in another of the regions where one of the five donor projects featured in the case
study worked. In Box IV the entrepreneur, who preferred to remain anonymous, explains how

the city conversion centre operates.

%8 http://www.companion.ua/articles/content?id=4861 (Site accessed 7 October 2014)
% http://www.economics.|b.ua/state/2014/06/23/270740 podatkoviy kompromis_abo_yak.htms (Site accessed 7
October 2014)
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Box 1V: The ‘Conversion Centre’

‘I run a business providing cleaning services to enterprises and offices in the city. Like most small
businesses | must admit that | have used the conversion centre as a way of avoiding paying tax, especially
value-added tax. Most businesses do it and if I did not | would quickly go out of business. In return for a
fee which is now about 10% of any business transaction, which I pay them in cash, the centre provides me
with a legal document which says I have met all my tax obligations connected with the transaction. They
can do this because they are a legal entity, operating under the protection (“pod krishoi”) of the regional
tax inspectorate. They have a smart office on the main street and everyone knows what their business is
about. The police do not interfere either because they also take a cut of the money received by the centre.
When Yulia Tymoshenko was Prime Minister the number of these centres increased enormously, but when
Viktor Yanukovych became President there was a process of drastic rationalisation. Now there are only

two in this region. We all know where the money goes.

‘The other side of the centre’s business is the so-called “otkat” payment to officials in the city and
regional administrations for the awarding of contracts to small businesses like mine. There is a kind of a
play on words here since the word “konvert” in Russian also means an envelope, which is how the
payment to the official is usually made. Under this system, if | win a tender valued at say 100,000 USD,
the official with whom | am dealing will propose adding 20,000 USD to the total in respect of his “otkat”
and his “help” in winning the tender. | go along to the conversion centre with my paper transfer from the
city for the 120,000 USD and the centre converts this into cash for me. This is the only way in which | can
get the hard cash. Otherwise the transfer s just a piece of paper which no one will honour. Not banks, no

one. So you are trapped inside the process.

‘The centre charges me a commission of 12,000 USD, in return for which | get a document certifying that
I have paid all my due taxes, VAT included. This leaves me with 108,000 USD, 20,000 USD in cash for
the official — it must always be cash — and rest is my payment for the cleaning service I provide. As far as
I understand some of the centre’s commission is supposed to go to the tax authorities, but most of it goes
into people’s pockets, and mainly to Kyiv. I do not much like the system, it’s all wrong of course, but this
is the only way in which my business can survive. If | refused to play along with it I would get no
contracts at all. The city and regional authorities would see to that. 90% of businesses in the city who

. . 60
want to survive work this way.’

% Interview with the owner of a small commercial cleaning company, city ‘X’, 17 August 2014.
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7.6 Two Parallel Realities

There is nothing in the documentation of the 100 or so donor interventions to assist the
preparation of regional or municipal development strategies which indicates an awareness of the
‘Golden Office’ or ‘Conversion Centre’ phenomena, though both are said by interviewees to
have been a well-established practice in the regions and cities in which these strategies were

designed.

On the contrary the final report of USAID’s Local Economic Development project, which helped
prepare strategies in 76 municipalities across Ukraine, records that ‘for each partner city, the
process resulted in a well-developed economic strategy and a new understanding of the value of
public/private dialogue and collaboration in addressing business and social challenges’ (USAID
LED 2009: 4). CIDA’s Regional Government and Development project final report similarly
notes with satisfaction that its actions have sought to ‘root economic activity in a given territory
by tailoring it to local conditions and building on existing assets’ and that it has helped its
regional partners to promote ‘alliances between local governments for local economic
development. The private sector becomes the engine of economic growth, while local and
regional governments work in tandem to become enablers by creating a policy, regulatory and
program environment that stimulates private sector development while advancing the public
interest’ (CUI RGD 2013: para. 1.2).

The existence of Zaporizhia’s Golden Office and the phenomenon of the Conversion Centre
confirm at a regional level the finding that ‘persistent state capture’ by Ukraine’s powerful
business elites has allowed reform to proceed only so far as it does not conflict with the interests
of business (Langbein & Wolczuk: 2012: 865). Optimistic final reports like those from USAID
and CIDA above, written for donor governments who prefer good news to bad and
understandably want to be assured their money is being well spent, either ignore or are simply

unaware of the ‘Ukrainian reality’ in which projects like these work.

8. Conclusions

The case study has charted the course of the Government of Ukraine’s attempts to reform its
regional policy and to fulfil its stated objective of bringing the policy into harmony with
international, in particular European, practice. In common with the Budget Code reform, the

story of the case study on regional policy combines efforts to change the relationship between

151



Ukraine’s national and sub-national governments in the direction of increased local autonomy,
with a parallel attempt to bring greater financial discipline and transparency into the relationship

and in so doing limit the opportunity for political patronage.

The evidence of the case study has again highlighted the central role of reform-minded officials
being allowed the space to pursue a policy of convergence with EU practice without active
encouragement or interference from the top echelons of their ministries. Unlike their
counterparts in the Ministry of Finance however, the officials in the Ministry of Economy who
were responsible for drafting the 2005 legislation, with its radical proposal of a contractual
relationship between Kyiv and the regions, were unable to form any effective alliances in support

of the reform.

Almost a decade later, while the 2005 law remains the principal legislation governing Ukraine’s
regional policy, its central objective of establishing a partnership relationship between the
national and sub-national tiers of government in pursuit of a policy of region-led development
remains unfulfilled and there has been little progress in building a political consensus on how

this might be achieved.

The case study has also examined the impact of the five major programmes of international
technical assistance which have set out to advise the Government of Ukraine on the
establishment of a more settled legislative framework for regional development and on building
capacity among state servants to support its implementation. The evidence has suggested that
overall the influence of these programmes has been marginal, and on occasion even disruptive, to
pro-reform initiatives. Above all the international community failed to provide consistent advice
on the major innovation of the 2005 law, the contract for regional development, and appears to
have merely added to the already complex problems of reaching political agreement in support of

the reform.

With regard to capacity building, the pre-occupation of donors with the preparation of municipal
and regional development strategies is indicative of the tendency to standardisation in the
portfolios of technical assistance programmes noted by Carothers (2002: 18). Crucially, the
short-term nature of these interventions and the resulting lack of attention to the issue of strategy
implementation suggest that the institutional behaviour of donors themselves has played a not

insignificant part in limiting the usefulness of their advice and the impact of their activities at
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national and sub-national level. This is in spite of the shared commitment of all donors to a

longer-term strategy of institution building.

The shallow nature of donor engagement is further highlighted by the accounts of the role of the
‘Smotryashchiy’ and the ‘Konvertatsionnyi Tsentr’ at regional and city level. These are examples
of Ukrainian reality in the form of the informal, hidden relationships which in practice shape the
course of regional and urban development. They also limit the capacity of programmes of
international technical assistance to exert more than a formal and superficial influence on the

way things are done.

The relevance of these examples to the case study is that they indicate the complexity of the
context in which external advisers operate and their apparent lack of awareness of the realities of
the institutional environment in which they are working. There may be little in practice that
programmes of international technical assistance can do to change this environment, but they
need at least to be aware of the relationships involved and to understand their importance for the
outcome of their interventions. There is nothing in the donor documentation which indicates that

this is the case.

153



CHAPTER VI: ANALYSIS AND DISCUSSION - LINKING THE CASE STUDY
EVIDENCE TO THEORY

1. Introduction

The analysis in the following chapter will examine the case study evidence from the perspective
of four disciplines (see chapter Il): Comparative Politics, Development Studies, Institutional
Theory and EU Studies. It will be argued that international technical assistance to the reform of
public administration in Ukraine is best conceptualised as an isomorphic process (Di Maggio &
Powell 1991; Radaelli 2000; Andrews 2008), where a donor government or international
organisation applies normative pressure to a recipient government to introduce models of
economic and state institutions which the donor regards as good practice. The capacity to apply
pressure follows from an asymmetry in relations between the two jurisdictions resulting either
from the promise of grants, loans or other inward investment or, in the case of an international
organisations like the European Union, the prospect of an offer of membership at some future
date. The pressure may fall short of strict rules or conditionality but is explicitly normative in the
sense that it relates to a prescribed set of norms and values concerning the ‘right’ institutional

models to follow (Hughes et al. 2004: 13).

The two case studies in the thesis examine the introduction of institutional practices which have
proved successful in donor countries, with the intention of redefining the relationship between
national and sub-national government in Ukraine. Both cases concern reforms which were
politically contested and neither gives an account of successful reform over the longer term or of
significant donor influence on reform outcomes. However in the short term the two stories are
sharply contrasting. In the case of fiscal decentralisation, major steps were taken in the direction
of radical reform with the adoption of the 2001 Budget Code and the evidence suggests that
technical assistance at this stage played an influential role in supporting pro-reform forces to
achieve their objective. This was in spite of political opposition at the highest level. Attempts to
‘Europeanise’ Ukraine’s regional policy, on the other hand, showed little real progress over the
case study period in spite of the early introduction of reforming legislation. In this case relatively
weak pro-reform forces failed to overcome powerful opponents in government and the regions
and the influence of external advice on the progress of reform was minimal, even at times clearly

unhelpful.
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The contrast between the two accounts suggests that there are particular conditions in which the
exercise of exporting policies and institutions through technical assistance may have a significant
impact on the introduction of reform, in the short term at least, even when the reform is
politically contentious. It will be argued that the most useful explanatory framework for these
conditions is to be found in the concept of a policy transfer network (Evans & Davies 1999;
Evans 2004a). The concept provides theoretical underpinning for the activity of the informal
coalitions and alliances with domestic actors, which have been identified by previous empirical
studies as prerequisites for external influence on the progress of reform (Jacoby 2006; Langbein
& Wolczuk 2012).

In spite of the early triumph with the introduction of the 2001 Budget Code, the case study
findings are that neither of the attempted reforms was successful over the longer term and, apart
from the short-lived success with intergovernmental financial relations, external advice had
limited influence on reform outcomes in either case. The analysis will suggest that the most
convincing explanation for the failure of technical assistance programmes to make a significant
and sustained impact on either fiscal decentralisation or regional policy reform is to be found in
the political economy analysis of Development Studies. This argument follows from the
adoption by international donors to Ukraine of a complex and open-ended strategy of
institutional development to replace the more straightforward and finite task of sharing skills and
know how which had been their policy through the 1990s. This step-change in direction had the
effect of bringing the aims of technical assistance to Ukraine into the mainstream of international
development and therefore susceptible to the critique of institution building interventions in

developing countries in the wider development studies literature.

The discussion is arranged in the following way: in Part | international technical assistance is
placed in a theoretical context and, in the light of this, a conceptual framework is proposed as an
explanation for the short term success of the donor intervention on fiscal decentralisation; Part 11
draws on the political economy analysis of Development Studies to account for the longer-term
failure of technical assistance to help the Government of Ukraine make substantial progress in
either fiscal decentralisation or regional policy reform. The chapter concludes with a summary of
the argument, comparing the evidence of the case studies with the findings of previous empirical

research and placing it within a coherent theoretical framework.

155



Part I: Theorising International Technical Assistance

2. Normative Institutional Isomorphism and Policy Transfer

The concept of institutional isomorphism is drawn from institutional theory (Di Maggio &
Powell 1991) where it usually refers to the process of increasing homogenisation between
organisations working in the same field. This may result either from competitive pressure or
from attempts by an organisation to increase its legitimacy by imitating others which are
perceived to be more powerful or influential. The related concept of normative institutional
isomorphism is employed in a similar way to explain peer pressure in professional bodies to
conform to a mutual understanding of behavioural norms which may be over and above any
formal set of written rules (Di Maggio & Powell 1991: 70).

The concept of normative institutional isomorphism has also been applied to the behaviour of
governments responding to pressure to adopt models of good practice in public administration
employed in other countries (Andrews 2008: 381) or in policy-making processes which are
dominated by imported specialist technical expertise (Radaelli 2000: 29). It is useful in the
present analysis because it captures the inherent asymmetry of the donor-recipient relationship in
technical assistance, particularly in contexts where there is no formal conditionality. It was
argued in chapter Il that the concepts of external governance and Europeanisation, both drawn
from the literature of EU Studies, lack precision and consistency in their definition and as a

result have less explanatory value for the purpses of this study.

The donor interventions examined in the two case studies were explicitly normative in nature,
meaning that they set out to build new and ‘better’ social, political and economic institutions in
place of the failed and discredited structures of the past (Offe 1996: 199), and to use as models
examples of good practice from European and North American institutions. All the donors
involved represent governments from whom the Government of Ukraine might hope to receive

the promise of inward investment, grants or other financial assistance.

In the case of European Union programmes the declared goal of technical assistance programmes
has been that of increasing approximation to EU norms and standards (EU Commission 2005b:

3; EU Commission 2007b: 14), and in view of Ukraine’s longstanding aspiration to membership
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and the ‘constructive ambiguity’ of the EU’s intentions in this regard, there is a good case for
arguing that the Commission has been able to behave as a ‘normative hegemon’ in its one-way
transfer of institutional norms and values (Huges, Sasse & Gordon 2004: 13; Haukkala 2009:
1762; Ganzle 2009: 1717; Boerzel 2010: 11; Korostoleva 2011: 6-8).

Policy transfer through programmes of technical assistance is one way in which donor
governments set out to encourage recipient countries to adopt these norms of good practice.
Policy transfer is defined by Dolowitz and Marsh (2000: 5) as a ‘process by which knowledge
about policies, administrative arrangements, institutions and ideas in one political system....IiS
used in the development of policies, administrative arrangements, institutions and ideas in
another political system’. The concept is commonly used as an umbrella term, embracing the
related ideas of lesson drawing (Rose 1991) and social learning (Hall 1993) and not necessarily
involving the active participation of a third party.

The notion of a ‘negotiated’ policy transfer identifies more clearly the role of a third party,
usually a donor or international organisation, able to apply normative pressure on domestic
actors to adopt a particular policy or institutional model. A process of exchange takes place but
given the asymmetry of the donor-recipient relationship there is inevitably an element of implied

or indirect coercion, even if it falls short of strict conditionality (Evans 2004a: 11).

3. Pro-Reform Enclaves and Informal Coalitions

The unfolding story of these two attempts at radical reform in the relations between national and
sub-national levels of government in Ukraine provides sharply contrasting accounts of the
interaction of international advisers and pro-reform domestic actors. The leading characters on
the Ukrainian side in both case studies were middle-ranking state servants who had taken the
initiative to pursue, but had yet to achieve, a particular institutional change. In both cases the
direction of that change was politically contentious. It is argued that the findings of the case
studies not only reinforce but provide substantial new insights over existing empirical research
on the actions of pro-reform enclaves or constituencies within Ukraine’s state bureaucracy

(Jacoby 2004, 2006; Solonenko 2008; Wolczuk 2008, 2009; Langbein & Wolczuk 2012: 8-9).

In the case study on fiscal decentralisation pro-reform officials in the Ministry of Finance formed
alliances with other domestic actors and external advisers, similar in nature to those Jacoby

describes as ‘informal coalitions’ (2006: 625), and these alliances played a central role in
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overcoming powerful opponents and securing the reform. In contrast, the Ministry of Economy
officials seeking regional policy reform were as isolated at the end of the case study period as
they had been at the beginning. Somewhat ironically it was their ability to act with relative
autonomy within the state bureaucracy which ultimately left them without the necessary allies to

prevail over the resistance of other domestic actors.

The analysis which follows examines the differing outcomes of the two case studies in more
detail with the aim of identifying the distinguishing features which enabled a small group of
domestic actors in Ukraine’s Ministry of Finance, supported by international advisers, to make
significant if ultimately short-lived advances in an area of public administrative reform where

there was as yet no political consensus on the need for change or the direction it should take.

The decisive factor appears to have been the establishment of a policy transfer network (Evans &
Davies 1999; Evans 2004a) consisting of domestic and external supporters of the reform,
sufficiently broadly based and influential to overcome domestic opposition forces. As discussed
in chapters IV and V a network of this kind existed in the case of fiscal decentralisation and was
notably absent in the area of regional policy. Generalising from this, the analysis draws
provisional conclusions on the necessary conditions for programmes of technical assistance to a
post-communist like Ukraine to exert influence on the progress of reform, where the nature of

that reform is politically contested.

The analysis takes the form of an examination of the shared and distinguishing features of the
interaction between external and domestic actors in the two case studies, followed by a
discussion of the usefulness of the concept of a policy transfer network in explaining the

differing outcomes.

4. Shared Features of the Case Studies

The principal common features of the two case studies were:

¢+ Frustrated attempts to increase the autonomy of sub-national government;
% Ambitious domestic actors within the state apparatus;

s Middle-level pro-reform enclaves in key ministries;

R/

% Active ‘champions’ of reform.
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These are discussed in turn below.

4.1 Frustrated Attempts to Increase the Autonomy of Sub-National Government

The struggle to obtain greater powers of self-determination for regional and local government,
having been at the centre of the constitutional arguments of the 1990s, was a recurring theme in
both case studies. In the reform of intergovernmental financial relations the pressure for
increased local autonomy was at its strongest from the larger cities, who were demanding greater
independence in decision-making over spending and revenue-raising. In the case study on
regional policy the aim of the contract for regional development was to establish a new
relationship of partnership between the central and regional tiers of government over questions

of state investment in capital infrastructure.

In both cases the effort to achieve greater autonomy for sub-national governments were largely
thwarted. However the evidence of the case studies points to significant changes in the nature of

the struggle for greater decentralisation from the form it had taken in the 1990s.

First, the campaign for the reform of intergovernmental finance challenged the concept of a
homogenous meso-level political elite (Matsuzato 2000: 45) pressing for stronger regional
autonomy. Since the reforms to local government of the late 1990s the interests of the
leaderships of self-governing cites and state-appointed regional administrations have diverged,
and in the arguments over the Budget Code reform they occupied sharply opposing positions.
The relationship between locally accountable big city mayors and oblast governors continues to

be a site of elite tensions today

Secondly however, apart from the budget reform there has been little evidence in the case study
period of sustained pressures for decentralisation of powers away from national government. In
the case study on regional policy, when the proposal was to change the relationship between
Kyiv and the regions over the question of state investment grants, domestic pro-reform actors
were unsuccessful in mobilising any effective regional support for their proposals. While this
may in part have been the result of shortcomings in the final much diluted form of the proposed
contract, it was also consistent with a wider pattern of weakly organised support for a number of

decentralisation initiatives which came after the Budget Code reform.

As discussed in chapter V there has been a series of draft proposals to strengthen the powers of

local self-government since 2001, including the ambitious ‘Reform for People’ programme of
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the early period of Viktor Yushchenko’s presidency which recommended fully self-governing
status for oblasts and raions. None of these proposals has even reached the stage of being placed
before the Verkhovna Rada, leading the Council of Europe to comment on the poor quality of
draft legislation and the lack of any serious progress on the reform of local government despite
‘ten years of cooperation’ with its experts (Council of Europe 2010: 2). In 2012
intergovernmental relations remained as heavily weighted towards strong executive power in
Kyiv as they had been at the end of the 1990s. Divergence in the interests of political elites at
regional level, as noted above, has been an important factor in allowing this situation to continue

without serious challenge.

4.2 Ambitious Domestic Actors within the State Apparatus

The leading domestic actors in the case studies, Anatoliy Maksiuta on fiscal decentralisation and
Serhiy Romaniuk on regional policy reform, were recent recruits to their ministries from
Zhytomyrs’ka and Vinnyts’ka regions respectively, each in mid-career and each with first hand
experience from a regional perspective of the problematic relations between national and sub-
national government. Both had also benefited from opportunities to travel in Western and Central
Europe in the 1990s and were well informed on current international practice in their

professional fields.

It is a reasonable inference from their accounts in interview that each had undergone a process of
social learning during this period and had moved from a cognitive understanding of a particular
policy employed elsewhere to a belief in its appropriateness to solve a domestic problem
(Checkel 2005: 804). As noted in Chapter IV Maksiuta regards his time in the Institute of Public
Administration under the inspirational leadership of Bohdan Kravchenko, including study as an
intern in a British local authority finance department, as a formative period in the development of

his perspective on budget reform.

Similarly Serhiy Romaniuk identifies his relationship with Professor Gerard Marcou, his mentor
in the Fellowship Programme of the Soros-funded Local Government and Public Service
Initiative in Budapest, as the single most important influence on his thinking about regional
policy. Under Marcou’s guidance Romaniuk published a paper in which he for the first time set
out his thinking on regions as the drivers of their own development and on the regional contract
as a symbol of a partnership relationship between national and sub-national government.
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As the case studies open therefore, both Maksiuta and Romaniuk have clear views about the
direction reform should take and, as evidenced by their promotion to important jobs at ministry
level, are already recognised as able and ambitious proponents of modern European thinking in
their respective fields.

4.3 Middle-Level Pro-Reform Enclaves in Key Ministries

While Maksiuta and Romaniuk were later to hold senior positions as First Deputy Ministers of
Finance and Economy respectively, at the time of their emergence as leading advocates of
reform both occupied the middle-ranking post of department head, Maksiuta as Head of the
Budget Department and Romaniuk as Head of the Department of Regional Policy. In Anatoliy
Miarkovskyi and Olena Nyzhnyk, each was able to recruit as his deputy an equally ambitious

professional, also from outside the ministry, who shared his thinking on the direction of reform.

The activism of this small group of officials first became apparent in 1999-2000 with the initial
abortive attempt to introduce a formula approach to intergovernmental transfers and with the
drafting of Ukraine’s first ‘European’ Concept of State Regional Policy. Evidence from the case
studies thus supports the findings of previous research that pro-reform enclaves in key ministries
were already active during the presidency of Leonid Kuchma (Wolczuk 2008: 103), well before
the Orange Revolution of 2004/5 and the signing of the first EU-Ukraine Action plan, events
which have sometimes been misleadingly described as the main trigger for the mobilisation of

pro-reform constituencies in Ukraine’s state service (Solonenko 2008: 32).

It is also early evidence of the significant role of middle-level officials, acting largely on their
own initiative and with few constraints from other domestic actors including their own managers.
Both Anatoliy Maksiuta and Olena Nyzhnyk spoke in interview of their frequent feelings of
isolation and vulnerability within their own ministries, where senior management tolerated rather
than actively encouraged their pro-reform initiatives. As Checkel (2001: 573-574) has suggested
it may be that the insulated nature of work in post-communist state institutions, with their formal
hierarchies and weak horizontal networks a lasting legacy of the Soviet period, provides fertile

ground for relatively autonomous activity with minimal supervision or active support.
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4.4 Active ‘Champions’ of Reform

Jacoby (2006: 643) underlines the importance of international donors’ correctly identifying and
reaching ‘pockets of reform’ and it is apparent that both Maksiuta and Romaniuk were quickly
adopted as reform champions by the international donor community. Maksiuta was explicitly
identified as such by Deborah Wetzel, the World Bank’s Chief Adviser on Budget Reform, and
the fact that Serhiy Romaniuk and Olena Nyzhnyk were lead partners to all five of the case study
programmes on regional policy suggests that the EU, DFID and CIDA took a similar view of

their importance as individuals.

This reflects a wider tendency in international donor thinking, in developing and post-communist
countries alike, that reform-minded figures in influential positions in government or politics are
able to act as ‘change agents’ (Robison & Hout 2009: 198), making the kind of progress in
public institutional reform which would be beyond the capacity of donors acting on their own.
More realistically however it is highly unlikely that individuals, even in senior positions, will be
able to bring about any lasting institutional change (Duncan & Williams 2012: 135). Focusing on
individual personalities is too often simply the easy option for a donor programme, based on the
mistaken assumption that reform can be achieved by supporting particular people.

In practice it may even have the opposite effect of narrowing the circle of potential allies and
discouraging horizontal links between pro-reform actors (Wedel 1998: 188-190; Jacoby 2006:
642). The continuing isolation of the leading domestic actors throughout the period of the case
study on regional policy suggests that all five technical assistance programmes paid too little
regard to the need to broaden the base of domestic support for reform.

5. Distinquishing Features of the Case Studies

Despite the above similarities, the case study findings differed in significant ways. The principal

distinguishing features were:

e

25

An active domestic constituency already pursuing reform;

X4

An alliance of donors;

L)

X4

A clear template for reform;

L)

°e

Argumentative and normative persuasion;

K/
L X4

An informal coalition of domestic and external actors.
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These are discussed in turn below.

5.1 An Active Domestic Constituency Already Pursuing Reform

The case study findings support the view that the existence of a domestic faction of pro-reform
movements, parties or sub-sets of officials is a prerequisite if external agents are to make a
significant impact on the course of reform. Indeed the findings of the case studies go further than
previous empirical research (Jacoby 2006) to suggest that, rather than a single faction, what is
required is a broad base of domestic forces with similar objectives, even if initially these forces

may not be working together in any form of alliance.

The decisive difference between the pro-reform enclaves in the Ministry of Finance and the
Ministry of Economy was that while each was frequently isolated within its own ministry,
domestic actors in the finance ministry were part of a much wider network. Even if it was rather
fragile initially, as the case study demonstrates, this network extended beyond government to
include leading political figures in the Budget Committee of the Verkhovna Rada and powerful
big city mayors in the Association of Ukrainian Cities.

Both these domestic allies were at least as active as the Ministry of Finance and the tensions
between the ministry and members of the Budget Committee were apparent in early meetings
with donors. While international experts clearly regarded Maksiuta as the leading champion of
reform, in the opinion of Budget Committee chair Yulia Tymoshenko and regional finance chiefs
like Yuriy Balkoviy from Luhans’ka, Maksiuta and his ministry colleagues were if anything

rather late converts to the cause.

The participants to this ‘unique concurrence’ of interests had different agendas. There was
pressure on the Government of Ukraine from both the IMF and the World Bank to reform the
state budget process overall as part of a package of measures agreed in return for loan support to
Ukraine’s spiralling budget deficit. However there does not seem to have been any conditionality
attached specifically to the system of local government finance. The main concern of the
Ministry of Finance was to bring order and control to an increasingly chaotic system of
intergovernmental finance and to transfer responsibility, and with it the blame, for day-to-day

budget decisions to locally elected city and district authorities.

The Verkhovna Rada’s Budget Committee must also have been aware of the pressure coming

from the IMF and the World Bank, but the principal motivation of Yulia Tymoshenko, the
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committee chair and a recently elected and ambitious member of the Rada, was undoubtedly
political. Tymoshenko’s background was, like Maksiuta’s, in the regions and she was aware of
the frustration of local governments with the present financing arrangements. If she could deliver
a programme of reform she would do much for her growing reputation and would secure a strong

electoral base in the big industrial cities.

Lastly, the Association of Ukrainian Cities, increasingly powerful since the adoption of the 1996
Constitution and the 1997 State Law on Local Self-Government, had been campaigning since the
mid-1990s for the removal of the authority of state-appointed oblast administrations to control
the budgets of democratically mandated city councils. Not only did the Association have in its
membership the elected mayors of all Ukraine’s largest cities, but in its Deputy Director Pavlo
Kachur it had the ear of the then Prime Minister. Kachur was one of Viktor Yushchenko’s
personal advisers and was in a position to secure his support at a time when the future of the

reform was most under threat.

There was no comparable network in support of regional policy reform. Leading actors were not
only isolated within their own ministry but also within government as a whole. There was little
understanding in the Cabinet of Ministers for their flagship proposal, the contract for regional
development, the central tenets of which were vehemently and successfully opposed by the
Ministry of Finance. Further, instead of implementing the 2005 State Law on the Stimulation of
Regional Development and the 2006 State Strategy, in 2007 the incoming government of Viktor
Yanukovych established a new Ministry of Regional Development which quickly set about

drafting replacement legislation.

The position outside Kyiv was no better. Romaniuk and Nyzhnyk might have looked to the
powerful regional governors for support, particularly in relation to the regional contract which
seemed to promise regions more stability and predictability in financial planning. But as
unelected appointees of the President who could be recalled at any time, governors were never
likely to be a strong lobby for reform in the balance of authority between Kyiv and the regions.
A more promising reform constituency might have been the popularly elected leaderships of the
major cities, but Romaniuk and Nyzhnyk were not helped in this by a ministry vertical which
linked them directly with oblast administrations but made for much weaker functional and

personal contacts with the self-governing cities. It may also be the case that with the introduction
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of the 2001 Budget Code reform the larger cities had got much of what they wanted (World
Bank 2002a: 33-34) and were unlikely to be interested in being drawn into a further and

potentially far more difficult struggle.

5.2 An Alliance of Donors

The strong trilateral relationship between the World Bank, USAID and DFID, where ‘each of us
had a comparative advantage that we drew on successfully to support reform’ was described by
one interviewee as ‘one of my best experiences in working with others in trying to address policy
issues.’* In what was a most unusual example of donor cooperation the role of the World Bank
was to conduct what Wetzel describes as ‘high level dialogue’ with leading figures in the
Government of Ukraine, including the application of pressure for overall budget reform in return
for continued loan finance from the Bank and the IMF. In the process Wetzel herself became a

trusted adviser to Yulia Tymoshenko.

Meanwhile DFID experts and USAID’s Fiscal Analysis Office focused their attention on work
with the Ministry of Finance and the Budget Committee respectively, and on different aspects of
the transfer formula. As DFID’s lead expert Professor Kenneth Davey observed, ‘relations were
remarkably smooth.....the division [of work] was agreed from the beginning, at the very first

meeting.’ 2

Again the contrast with donor behaviour in regional policy reform could hardly have been
greater. Here three donors, managing five projects spanning a decade or more and working to
broadly the same objectives, operated in apparent isolation from each other and at times at cross
purposes. Each new team of experts arrived with their own ideas and little understanding or
interest in what had gone before. In the case of the EU’s Support to Sustainable Regional
Development project this apparent determination to start from a blank page extended to a
comprehensive critique and re-writing of legislation which had been prepared with the input of

previous donor expertise. 2

! E-mail correspondence from Deborah Wetzel, received 18 May 2014.
2 Interview with Professor Kenneth Davey, Cheltenham, 27 August 2013.
® Interview with Olena Nyzhnyk, Kyiv, 29 March 2013.
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5.3 A Clear Template for Reform

Leading actors in the Ministry of Finance may already have been convinced of the need for
reform and the appropriateness to Ukrainian conditions of the formula-based approach to
intergovernmental transfers, but for others in the ministry task groups the model proposed by
USAID and DFID experts was not only complex but also in sharp contradiction to years of
practice. It was to the model’s advantage therefore that, while the formula calculations
themselves might be complicated, the fundamental principle of allocating finance transparently
and on the basis of objective need, rather than as a result of lobbying and opaque negotiation,

was straightforward and appealing to technical specialists in the ministry.

While the template for intergovernmental finance reform was clear and precise, easy to sign up
to or reject on the Ukrainian side, issues of regional policy reform occupied a much broader
canvas and the advice of international organisations was correspondingly less specific. For
example, even in the earlier EU enlargement process the guidance on regional policy in Chapter
22 of the Acquis was deliberately general in recognition of the divergent models of sub-national
government among member and accession states alike (Hughes et al. 2004: 68). Similarly, the
EU-Ukraine Action Plan of 2005 contained only one short paragraph on regional policy with the
broad commitment from the EU to assist with preparing a legislative base and state strategy for

regional development (EU-Ukraine Action Plan 2005: para. 2.3).

As the case study findings indicate (chapter V), the terms of reference for individual projects
managed by all three donors, the EU, DFID and CIDA, were similarly all-embracing, with a
repeated but broad emphasis on consensus building and increasing institutional capacity. As will
be discussed in more detail later, objectives of this breadth and ambition do not marry easily with

technical assistance programmes of three to four years’ duration.

5.4 Argumentative and Normative Persuasion

Of equal importance with the clarity of the reform models proposed were the attitude and
behaviour of external advisers. In the case study on budget reform the style in which experts
offered their advice was remarked upon by both Anatoliy Maksiuta and Yuriy Hanushchak of the
Association of Ukrainian Cities. Advisers were praised for their calm, non-didactic and

authoritative manner, an approach conceptualised by Checkel as ‘argumentative’ or ‘normative’

persuasion (2001:562; 2005: 813).
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Relationships based on trust and mutual respect were far less easily fostered in the context of the
frequent turnover of visiting experts that was characteristic of donor interventions in the regional
policy case study. Although there is little direct evidence on the quality of the interaction
between domestic and external actors, it appears that the relationships with Ministry of Economy
officials were at best distant in the EU’s Assistance to Regional Development project, while in
the Support to Sustainable Regional Development programme the attitude of EU advisers was
described as often ‘inflexible’ and conveying the ‘impression that they as experts were right and

ministry officials were fools.”*

5.5 An Informal Coalition of Domestic and External Actors

In the Budget Code reform at least, the factors were now present for the establishment of an
informal, ad hoc coalition or alliance sufficiently strong and cohesive to overcome the expected
resistance of powerful opposition players. This did indeed emerge in the shape of the President
Kuchma himself and his appointed regional governors, the latter having the most to lose from the
reform since they would have to give up their powers of patronage in the settling of annual

budgets at city and district level.

The case study findings suggest that the importance of the input of the three international donors
to the coalition was not only that it offered an appropriate policy solution communicated in a
flexible and persuasive manner. As Association of Ukrainian Cities expert Yuriy Hanushchak
comments, the ‘most important contribution of donors was to provide a space where there could
be an open dialogue about reform where key figures could speak openly without feeling under
pressure’ and to ‘make it all sound possible and not overly complicated.”® This implies that
advisers had a significant motivational role also. There are clear indications here of the
mobilising effect of external actors and of the capacity of expert assistance to help formerly

divergent domestic interests to coalesce into an effective force for reform.

6. The Policy Transfer Network

6.1 The Policy Transfer Network as Synthesis
The concept of a policy transfer network provides a useful synthesis of the key factors which

enable a programme of international technical assistance to have a tangible influence on policy

* Interview with Olena Nyzhnyk, Kyiv, 29 March 2013.
® Interview with Yuriy Hanushchak, Kyiv, 21 March 2013.
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reform, even in circumstances where there is no political consensus on the direction the reform in
question should take. Evans and Davies (1999: 376) describe such a network as an ‘ad hoc,
action-oriented phenomenon set up with the specific intention of engineering rapid policy
change,” which functions only for the time the transfer of a particular policy idea is occurring.
The policy transfer network consists of both domestic and external agents and functions at a
meso-level, between intergovernmental relations and donor programmes at the macro-level and
the micro-level of individual domestic institutions where policy change is implemented. Once
the transfer of policy has been secured the network has no further reason to exist.

The value of the policy transfer network concept to the present study is that it builds on earlier
references to informal coalitions and ad hoc alliances in providing an insight into how
endogenous and exogenous influences interact with one another to facilitate actual policy
change. On the domestic side it underscores the importance of there being an alliance of
interests, rather than a single domestic faction as Jacoby suggests (2006: 629), each with its own
motivation for reform but prepared to work jointly for a finite period to achieve a common goal.
In the case of the Budget Code reform there could hardly have been a more formidable network
of domestic actors than one which involved senior politicians, well-placed and ambitious state

servants, and a powerful lobby group representing big city interests.

The notion of a network also captures well the key role played by informal, interpersonal
relationships as the basis for trust and communication between these differing, potentially
conflicting, interests. The interpersonal relationships originating in Bohdan Kravchenko’s
seminal Insitute of Public Administration in the early 1990s were to play a pivotal role at critical
points in the progress of the reform, including in securing the support of Prime Minister Viktor
Yushchenko in the face of determined opposition from President Kuchma. No less crucially,
external actors were able to become trusted members of this network themselves. Important
though it was that the policy template for formula-based transfers was specific and
comprehensible, the shared understanding between the three donors involved and the careful
building of rapport with Ukrainian partners through the sensitive delivery of expert advice, were

if anything even more decisive.

Most importantly, the findings of the case studies suggest that the role of such a network is

particularly significant when there is powerful domestic opposition to a reform policy. For
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example it is highly probable that the transfer formula element of the 2001 Budget Code reform
would have been thrown out but for the coordinated action of domestic and external actors
working together, both formally and informally. It is equally clear that attempts to reform
Ukraine’s regional policy, including the intervention of five major donor projects, were
constrained by the absence of an effective pro-reform lobby or network, broad-based enough to

overcome the resistance of powerful opponents to reform in government and in the regions.

Jacoby’s dismissive comment that the policy transfer model forces ‘large numbers of contrasting
motives and strategies into one overstuffed concept’ (2004: 3) thus seems somewhat misjudged.
On the contrary the Evans and Davies conceptualisation of a policy transfer network concept
adds substantial explanatory power to Jacoby’s original formulation of an informal coalition by
providing a framework for examining indicating how such an alliance functions internally. It is
the network’s web of interpersonal relationships between domestic and external actors which
enables it to achieve its key objectives of strengthening the commitment of supporters of reform
and deterring opponents of change (Jacoby 2006: 625). It was the respectful, problem-solving
approach of external advisers which allowed them full access to the network and which provided
their Ukrainian partners with a clear reform policy around which to mobilise.

7. Conclusions to Part |

Part | of the chapter has introduced the concept of normative institutional isomorphism as a way
to understand the export of institutional norms and practices from one jurisdiction to another
through the process of international technical assistance. The evidence of the two case studies
was examined with regard to the influence of this process on the reform of Ukraine’s

intergovernmental financial relations and regional policy.

In both cases there was evidence of pro-reform activism among middle-ranking state servants
originating before contact was made with international donors. When technical assistance
programmes began work in each area project experts were successful in identifying and
establishing cooperation with these key domestic actors. However, only in the case of the Budget
Code reform did this interaction lead to tangible progress with reform, the deciding factor being
the establishment of a policy transfer network. The network was an alliance of domestic and
external actors broadly based enough to overcome powerful political opposition to the Budget
Code reform.
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While the technocratic nature of expert-led technical assistance rests on the assumption that
reform is a question which can be resolved through reason and consensus, the evidence of both
case studies is that international donors were involved in reform processes which were strongly
contested politically. The difference in outcome between the two, and the reason donors were
able to influence the course of reform in one case and not the other, is explicable largely by the
existence of the policy transfer network. As argued in chapter | there are grounds here for

cautious ‘inferential generalisation’.

From the evidence presented in the case studies it is a reasonable inference that, where technical
assistance programmes are working in areas of reform which are politically contested by
powerful opposing forces, the establishment of a policy transfer network of pro-reform domestic
and external actors is a likely prerequisite if international assistance is to exert influence on the
course of reform. However as the case study on fiscal decentralisation has shown, the success of
the Budget Code reform was short-lived for reasons which are discussed in Part 1l. Once the
policy transfer network has fulfilled its purpose and disbanded, there is no guarantee that reform

will be sustained over the longer term.
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Part I11: Reform Failure and the Political Economy Analysis of Development Theory

8. Introduction

The second part of the analysis of the evidence from the two case studies sets out to explain how
in the longer run both intergovernmental finance reform and the attempt to overhaul and
Europeanise Ukraine’s approach to regional policy were unsuccessful and the influence of
external advice at best marginal. It will be argued that institutional factors on both sides played a
central role in this, with those on the donor side no less important in contributing to the failure of

technical assistance programmes to influence the reform process in the long term.

In the theoretical literature, the most persuasive explanation of the impact on reform of this
interplay of domestic and external institutional forces is to be found in the political economy

analysis of Development Studies.

The structure of the argument is as follows. First it is suggested that in making a step change
from the relatively straightforward task of sharing know-how and skills with a post-communist
country in transition to the more complex and developmental goal of building new state
institutions, the objectives of technical assistance to Ukraine were brought into line with the aims
of wider international aid policy towards developing countries. This is followed by a summary of
the political economy analysis of the assumptions underlying much of the external advice given
to the governments of those countries, in particular the belief that the relatively stable state
institutions of developed OECD countries are an appropriate model for export to some of the

world’s poorest and least developed nations.

The relevance of this critique to the case study findings is then examined and it is argued that the
problems arising in the attempt to transfer institutional arrangements from donor countries to
Ukraine are analogous to those experienced in developing countries and may therefore help to
explain the longer term failure of both case study reforms. Foremost among these problems is an
inadequate appreciation on the part of the donor community of the neo-patrimonial nature of the
Ukrainian state and its institutional relationships, a reality with which the formal government to
government interventions of technical assistance projects find it difficult to engage. This
proposition is supported by reference both to the case study evidence and to previous studies of

the role of patronage and clientelism in countries of the former Soviet Union, including Ukraine.
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9. From Know How Sharing to the Mainstream of International Development

There was a fundamental change in the objectives of international technical assistance to Ukraine
at the turn of the millennium. The change, common to all donors, was from the largely reactive
and frequently ad hoc sharing of know-how and skills of the 1990s to the complex and strategic
There was a fundamental change in the objectives of international technical assistance to Ukraine
task of building institutional capacity. The effect was to bring programmes of technical
assistance to Ukraine firmly into the mainstream of international development policy. It
represented a major shift from an approach which had stressed the ‘finite nature’ of the
commitment to a state in transition and which was clearly distinguished from the ‘deeper longer-
term partnership’ promised to the developing countries of Sub-Saharan Africa and South Asia
(UK DFID 1997: 39-42).

Accordingly, the new vocabulary of institution building in Ukraine began to mirror the language
of long-term development being used in the wider international aid community. Just as the
World Bank was asserting that international aid to developing countries could be the ‘midwife of
good institutions’ and that poor countries with sound policies and high quality institutions were
able to grow more quickly than those without (1998: 83, 11), so donor government reports on
Ukraine now referred to the need to address the country’s ‘institutional and structural defects’
(UK DFID 1999: 12) and a commitment to ‘support institutional reforms....and achieve a

systemic impact’ (EU Commission 2001: 1).

With regard to aid policy towards developing countries, the introduction of the ubiquitous and
imprecise concept of ‘good governance’ (UK DFID 1997: 21; World Bank 1998: 23), and its
identification with strong and accountable state institutions able to ‘do well those things which
governments must do’ (World Bank 1998: 83), confirmed the implicitly normative nature of the
institutional development project. The demanding, even idealised, standards prescribed in the
good governance view of effective government are well captured in the following:
It is small and limited in engagement, formalized in mission and process and drawing
limited revenues primarily from domestic sources. High-quality personnel devise and
implement needed programs and deliver efficient and effective services via participatory
processes and through formalized, disciplined, efficient and targeted financial

management. Responsiveness to the citizenry’s changing needs is high, effected through
transparent, decentralized and politically neutral structures; consistently, even during
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political instability, without impeding (even supporting) the private sector (Andrews 2008:
382).

Idealised it might be, but the same normative goal was now evident in the language of the
country strategies of the major international donors working in UkKraine. ‘Government
institutions [which] are more effective, transparent and accountable’ was identified as the
strategic objective of future programmes of assistance (USAID 2002: 29), and the priorities for
administrative and economic reform were to include the problems of ‘unlimited centralised
management’ of the state apparatus and the lagging privatisation programme, both judged to be

unfavourable to the growth of business and investment (EU Commission 2001: 8).

Improved standards of governance based on strengthened but also more responsive state
institutions thus became the strategic goal of international donor programmes, and while the
notion of Ukraine as a country ‘in transition’ continued to feature prominently in donor
thinking,® the commitment to provide assistance now appeared to have become open-ended and

long-term rather than finite and transitory.

10. Experts Bringing Solutions (i): Developing Countries & the Political Economy Analysis

The central argument of political economy analysis is that international donors in developing
countries have interpreted the inherently political process of institution building as a problem
which can be addressed by applying technical and managerial solutions. This approach rests on
the false assumption that the stable institutions of OECD states are the result of rational choice
rather than the outcome of a complex, long-term interaction and conflict between state and
society, public and private actors, formal and informal institutions. In other words there is a
failure to understand that what is known as ‘good’ governance is not the cause but rather the
result of economic, social and political development (Chang 2002: 129, 139; Unsworth et al.
2010).

Starting from a default position that the objective is to align as far as possible the institutions of a
developing country with those of a developed western economy, the ‘whole institutional ethos’
of international donors becomes one of ‘experts bringing solutions’ (Unsworth et al. 2010: 1;

Unsworth 2009: 890). If the obstacles to improved governance are technical and managerial,

® Ukraine is described as a state in transition 15 times in the EU’s Country Strategy for 2002-2006 (EU Commission
2001) and 25 times in the USAID Country Strategy for 2003-2007 (USAID 2002).
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then the remedies are to be found in adopting more effective policies and in building the capacity
of the personnel who will be responsible for implementing them, and similar ‘minor technocratic
efforts’ (Carothers 2002: 17).

All too often the result is a reliance on standardised, off-the-peg best practice solutions with
limited relevance to what can be accomplished in practice, provided by supply-driven
development agencies working to short time horizons (Fritz & Menocal 2007: 545, 549; Levy
2010: 1; Unsworth et al. 2010; Booth 2011a: S7). It is not uncommon for expert advice on best
practice to be shaped more by vogue than by evidence, the attempts to export the fashionable
ideas of New Public Management’ being a case in point (Batley & Larbi 2004: 28-29; Fritz &
Menocal 2007: 545).

Outcomes have hardly been encouraging. The World Bank’s assessment of progress in
introducing reforms to public administration through its own sponsored programmes in
developing countries between 1998 and 2006 found that almost 60% had registered no gains at
all, while only 10% had made significant advances (World Bank 2008: 46). The ‘profound
difficulties’ experienced in good governance interventions in general had caused many leading
donors to abandon them in favour of stipulating an already existing level of governance as a
prerequisite for agreeing a package of aid (Hout & Robison 2009: 4).

Institutions are context specific and not amenable to a ‘quick fix’ (Williams et al. 2011: S33).
The challenge for international donors in developing countries is to see problems rather than
solutions as the starting point, and instead of advocating demanding and ill-fitting good practice
from OECD country experience, to emphasise locally identified problems as a way of
understanding the country context and opportunities for change (Andrews 2013: 217).
Recognising what there is to build on can be the first step towards a development agency acting
in a small way to promote reform by helping to improve what already exists. ‘Good enough’
governance and ‘best fit’ policies are more promising strategies for building the necessary
consensus to ensure that reform policies are compatible with local circumstances and politics and
have a realistic chance of being put into practice (Booth 2011a: S22; Grindle 2004, 2007,
Williams et al. 2011: S53; Frodin 2011: S195).

" The ideas of New Public Management are explained in chapter II.
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Political economy analysis goes a step further in arguing that the overwhelming focus of donor
attention on the strengthening of formal rule-based state institutions which reflect a clear
separation between the public and private spheres, is misplaced in developing societies where
weak governance and the prevalence of networks of patronage mean that the division is much
more porous (Unsworth et al. 2010: 70-71). Donors are institutionally inclined to work from
mental models of stable Western European and North American societies which are
characterised by a relatively high degree of consensus about the ‘rules of the game’ (North 1990:
3), and where formal institutions have clearly defined and legally established boundaries to their
authority (Malygina 2010: 11). In many developing countries the rules of the game are either not
well established or are contested, and power is exercised through informal institutions and
networks (Leftwich 2006: 3-4), where informal institutions are defined as ‘socially shared rules,
usually unwritten, that are created, communicated, and enforced outside officially sanctioned
channels (Helmke & Levitsky 2004: 727).

What matters in political economy analysis is how formal and informal institutions interact
which, it is argued, will be a key determinant of the course of development. Often in developing
countries there is no shortage of well articulated formal laws and state institutions resembling
Weberian models of bureaucracy. But more important than any formal arrangements are the
informal realities of how they work in practice and the means by which informal rules are able to
shape the decisions and outcomes of formal institutions. The disappointing outcomes of donor
interventions aimed at institutional development follow directly from a neglect of the role of
informal institutions (Leftwich & Sen 2010: 12; Duncan & Williams 2012: 134, 142; Unsworth
et al. 2010: 889; Helmke & Levitsky 2004: 726).

What is needed is a more ‘politically intelligent’ approach by donors which looks at what is
going on behind the fagade of formal state institutions. There should be less focus on ambitious
programmes to strengthen state capacity and more on the interests and informal relationships
which underpin formal institutions. Above all perhaps, political economy analysis is an appeal to
donors to improve their political awareness of the local situation and to make this the starting
point of their interventions rather than a set of preconceived technical solutions. They must also
accept the need for much longer-term perspective on change (Unsworth et al. 2010: 69;
Unsworth 2009: 891-892; UK DFID 2003: 2).
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There are major institutional barriers on the donor side which make this difficult territory to
negotiate. The formal government-to government nature of interventions means that informal
processes may be deliberately hidden from donors’ view (Booth 2011a: S18), and development
agencies have strong financial incentives to show tangible short-term progress and give their
domestic taxpayers a straightforward and optimistic story which confirms the commitment of
their partners. The alternative account of the depth and intractability of the challenge, and
frequently the limited degree of local ownership other than in the formal sense, is a hard one for
development agencies to admit to themselves let alone explain to their often sceptical sponsors at
home (Unsworth 2009: 890; Duncan & Williams 2012: 198).

In the end the political economy analysis does not provide a fully convincing answer to the
donors’ dilemma. Observations such as ‘informality, instead of being the main problem, could
also be part of the solution’, or that donors should see their role as ‘convenors, facilitators and
politically aware contributors to serious debate’ (Unsworth et al. 2010: 70; Unsworth 2009: 891),
are the worst kind of ‘development speak’. Similarly DFID’s ‘Drivers of Change’ policy, derived
from a political economy analysis perspective, can only offer the vague notion of institutional
change resulting from the ‘interaction between structural features, formal and informal
institutions, and individual agents’ (UK DFID 2003: 3). It may be that the principal value of the
political economy analysis lies less in its practical policy prescriptions than in its insights into the
underlying reasons for the failure of so many donor interventions (Leftwich 2006: 17; Hout
2009: 36). The remaining part of the chapter will argue that this holds true as much for donor

programmes in Ukraine as it does for those in developing countries.

11. Internal Contradictions in Donor Policy towards Public Administrative Reform in Ukraine

The impact of programmes of international technical assistance in support of institutional reform
in Ukraine’s system of public administration has been compromised by internal contradictions in
the policy of donors themselves. Ironically these are largely a reflection of institutional factors
on the donor side.

On one hand the decision to the abandon the initial over-simplified strategy of transforming
Ukraine’s political economy through the sharing of skills and know-how, in favour of the far
more complex and ambitious task of re-building the country’s state institutions, appeared to

reflect a re-set of western powers’ early assumptions about the linear process of ‘transition’
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taking place in post-communist countries. However the mechanism selected for the execution of
the new strategy was to continue with short-term stand-alone projects, a model much better
suited to the discarded assumptions of a finite period of transition rather than to a longer term
process of development. Analysis of the problem may have changed but the means of addressing

it were to remain the same.

The constraints imposed by the fixed-term project cycle have reinforced forms of donor
behaviour which are characterised by short-termism and a default reliance on imported best-
practice solutions of questionable relevance in the Ukrainian context. In addition, the technical
‘projectification’ of the development process in Ukraine has not only served to ‘occlude’ its
essentially political nature (Swain 2007: 161, 165), but has also limited donors’ ability to
understand, let alone engage with, the underlying obstacles to reform. As noted in the two case
studies the networks of patronage and neo-patrimonial relationships which both symbolise and
reinforce Ukraine’s institutional weakness have been left largely undisturbed by the interventions

of international technical assistance.

12. Institutional Development and the Project Cycle of Technical Assistance

There is an inherent tension between the complex long-term goal of institution building and what
SIGMA?® describes as the ‘technocratic processes of [donor] project management technology and
project cycles’ (SIGMA 2006: 28). From the late 1990s both professional and academic opinion
in the field of development assistance had moved away from individual project-based
interventions in favour of a sector wide, rolling programme approach (UK DFID 1997; World
Bank 1998; Bossuyt 2001; Killick 2004). The effectiveness of short-term ‘techno-managerial’
solutions was limited to ‘very auspicious settings.....where there is a committed leadership [and]

a broadly based coalition in favour of reform’ (World Bank 2005: 298).

Every donor intervention in the two case studies was designed as a fixed-term project, generally
of three to four years’ duration. This included the DFID and USAID programmes which advised
on fiscal decentralisation, and the DFID, EU and CIDA programmes whose brief was to assist
with regional policy reform. Only one of the projects discussed in the case studies, CIDA’s

Regional Governance and Development programme, was extended for a further two years.

8 Support for Improvement in Governance and Management (SIGMA), a joint initiative of the OECD and the EU.
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However this was on condition that significant alterations to its terms of reference were accepted

by the contractor, in effect turning the extension period into a new project.

The negative impact of the project cycle on programmes aimed at institutional change is a factor
acknowledged by donors themselves. An evaluation of the EU’s TACIS programme in the
former Soviet Union, including Ukraine, found that its interventions on institutional and
administrative reform consisted largely of ‘stand-alone technical assistance projects [which]
often achieve good results at project level, but have limited impact at sector and national policy
level due to a lack of continuity and coherent long-term sector planning.” Because time horizons
were so restricted there was a tendency to ‘focus on outputs rather than outcomes and long-term

objectives’ (EU Commission 2006: x; EU Commission 2007b: 11).

Similarly an independent review of its Ukraine programme commissioned by CIDA concluded
that ‘while individual capacity can be built fairly readily, it is a much greater challenge to embed
change in an institution’ and that in relation to institutional capacity building, ‘sustainability
remained open to question’ when activities had short time horizons (CIDA 2011: 63, 27). There
is broad agreement in the donor community that, in the area of public administration particularly,

‘successful reform requires sustained technical attention over many years’ (SIGMA 2006: 28).

Two DFID experts with direct experience of work in Ukraine also point to what they regard as
the conflict between the goal of institutional development and the constraints imposed by the
project cycle. One, who was DFID’s Ukraine Project Manager when the decision was taken in
London, against her advice, to discontinue LARGIS at the end of its three-year term and
therefore cease work on both fiscal decentralistion and regional policy reform, argues that
‘progress in changing complex, interdependent systems’ takes time and ‘it doesn’t happen in two
to three years’.® The second, an experienced professional in international development and
Governance Adviser to DFID’s programme in Ukraine until 2001, takes a similar view that
regrettably ‘only lip service is paid to the need to engage in programmes of institutional

development for periods of no less than ten years.’10

® Interview with Olga Sandakova, Kyiv, 17 October 2013.
1% Interview with Garth Glentworth, London, 18 February 2014.
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13. Experts Bringing Solutions (ii): Ukraine and the Output Culture of Technical Assistance

As Unsworth has remarked in relation to the advice offered to the governments of developing
countries, donor governments and development agencies are not stupid and they are conscious
that institution building is not a simple matter of importing unadapted OECD-style models of
good government. Nevertheless the pressure to demonstrate short-term results to justify the funds
they receive makes it hard for them to discard this approach (2009: 889; Unsworth et al. 2010: 1-
2).

In Ukraine the temptation for donors to rely on ‘best practice’ models, which may or may not be
suited to the local context, is reinforced by the limited time horizons imposed by the fixed-term
project cycle. Programme terms of reference make liberal use of phrases like ‘approximate the
Ukrainian regional development framework to the European best practices’ (EU TACIS ARD
2001:7) or ‘support Ukraine in developing a regional development policy compatible with
European best practice’ (EU ENPI SSRD 2006: 23). CIDA’s Country Strategy for Ukraine
claims that the Canadian agency has ‘become a leader in building capacity and transferring best

practices’ (CIDA 2009: 2).

The outcome is often frustration on the Ukrainian side. In the case study on regional policy
reform for example, Ministry of Economy officials were sharply critical of the efforts of EU
project experts to transfer inappropriate models of a State Fund for Regional Development and a
nationwide network of regional development agencies into Ukrainian legislation. Both proposals
as presented to the Ministry were considered to be out of touch with Ukrainian reality but the
project team was nevertheless unwilling to show flexibility on the question of adapting them to
local conditions. Here was a textbook example of experts taking short-cuts and designing new
institutions on behalf of their partners (Crawford & Lijphart 1995: 196).

Failure to adjust a best practice model to one which is closer to ‘best fit’ can lead to a partial or
incomplete reform which is not sustainable. In the case study on fiscal decentralisation, the
introduction of formula-based transfers for the financing of Ukraine’s local government, an
approach based largely on British and Western European models, was initially hailed as a bold
and successful reform. However, the reform quickly ran into difficulty because it resulted in two
incompatible systems operating alongside one another: a formula-based approach which

allocated state funds for education, health and social care between sub-national governments on a
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relative needs basis determined by the finite resources available, leaving local councils with
discretion over actual expenditure decisions; and a historical and still centralised norm-based
system, supported by legislation, which required local government to finance a prescribed level
of staffing and set of budget institutions™* per head of population.

DFID and USAID project experts themselves recognise that insufficient attention was given to
the inconsistencies and contradictions arising from the reform.*? By the time these became fully
apparent both donors’ interventions on fiscal decentralisation had reached the end of their
preordained project cycles and external advice was no longer available to help put right the
anomalies inadvertently created by the introduction of a reform solution which addressed only

part of the original problem.

Short time horizons also lead to a reliance on formulaic solutions driven more by the
‘standardised portfolios’ of contractors (Carothers 2002: 18) than by an analysis of needs on the
ground. In the case study on regional policy the proliferation of regional and municipal
development strategies, very few of which were ever to reach the implementation stage, is
indicative of the one-size-fits-all supply-driven approach of development agencies highlighted by
political economy analysis critique (Fritz & Menocal 2007: 548). It suggests a project
environment where short-term visible activity is allowed to take precedence over longer-term
objectives which are more challenging to achieve, and where there is pressure to ‘focus on

outputs rather than outcomes’ (EU Commission 2006: x).

The reporting requirements of the EU in particular foster this culture of short-termism. The final
report of the Assistance to Regional Development project itemises 38 individual outputs (EU
TACIS ARD 2006), the Support to Sustainable Local Development 51 ‘deliverables’ (EU
TACIS SLD 2010), and the Support to Sustainable Regional Development a massive 74 outputs
(EU ENPI SSRD 2011). Examples of outputs are said to include ‘drafted legal frameworks,
tools, models, guidelines, methods, case studies, knowledge, or recommendations that can be
taken up by the beneficiary’ (EU ENPI SSRD 2011: 33). A reporting culture which focuses on

project outputs is one where the reported achievements of projects become little more than a

1 Institutions identified in the annual budget of a unit of local government on the basis of ministry norms.
2 Interviews with Pawel Swianiewicz, Warsaw, 12 October 2013, and Wayne Thirsk, Kyiv, 27 November 2012, 29
November 2012, 28 March 2013.
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reflection of the activities of the project contractor and ‘their particular accountability
arrangements’ (SIGMA 2006: 28), and have little relevance to outcomes which might be of

benefit to the Ukrainian partner.

14. Behind the Facade of Ukraine’s Formal Institutions: the Political Intelligence Deficit

The relations of government to government technical assistance to countries such as Ukraine are
by definition based on agreements with formal institutions and implicitly reflect what Hyden
calls a consensual view of politics on the part of the donor (Hyden 2008: 262-263), rather than a

recognition that the process of reform invariably involves a clash of interests (Roland 2002: 31).

The details are spelled out in memoranda of understanding, joint action plans and individual
project terms of reference. As an instrument international technical assistance is therefore not
well equipped to deal with situations where the direction of reform is politically contested, other
than in the narrow circumstances described in Part | of the chapter where gains may be possible

in the short run.

Over the longer term, public administrative reform in particular has been ‘a casualty to bitter
political in-fighting” (Youngs 2009: 905) because of the threat it poses for many deeply
entrenched interests. The weakly developed political antennae of international donors have
habitually failed to anticipate how these interests are able to re-assert themselves behind the
facade of change at the level of formal institutional arrangements. When in 2002 DFID took the
decision to discontinue work with the Ministry of Finance following the successful adoption of
the Budget Code, and to concentrate instead on establishing two regional partnerships with
Donets’ka and L’vivs’ka oblasts, Peter Fortune was one of the DFID advisers in London

responsible for the decision. According to Fortune:

‘London had control over all decisions. Ukrainian staff were regarded as administrators of
the programme and not taken very seriously in the professional sense. This was probably a
legacy of colonial days, extending to the dominance of the English language. | can say
quite clearly that when the decision was taken to work exclusively in the regions no one,
including myself, really understood the role of oblast state administrations. But there were

no objections among the other advisers in London to stopping work with the ministries. If
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there were objections from our Ukrainian staff in Kyiv — I don’t recall if there were - these

probably would not have been taken that seriously, for the reason I have already given.’13

Better political intelligence might have helped DFID in London to understand that, because of
Ukraine’s system of ‘dual subordination’ where deconcentrated education, health and social care
departments at oblast level are responsible not only to the regional governor but also to
ministries in Kyiv, it was oblast officials who presided over the contradiction between formula-
based budget transfers and norm-based obligations with regard to the level of service. Far from
being by-passed in the budget transfer process, as the reform of intergovernmental finance had
intended, regional administrations which had consistently opposed the new Budget Code were

now in a position to exploit one of its major weaknesses.

The significance of this lay less in the formal ability of oblast departments to require districts and
municipalities to adhere to norms in their spending decisions, and more in the space it opened up
for the continuation of the practice of patronage which the dismantling of the Matryoshka
pyramid had been intended to end. As the case study on fiscal decentralisation suggests, the most
vulnerable to this practice were the poorer municipal and district authorities where norm-based
staffing and facility costs accounted for a high percentage of annual budgets.

As the thick fog of patronage began to obscure the intended transparency and simplicity of local
transfer calculations, so local executors of delegated functions soon found that in spite of the
reform they were to ‘remain total hostages’ (‘polnost’iu ostaiutsia zalozhhikami’) to arbitrary

decision-making from above (Maynzyuk & Dzhygyr: 2008/9: 5) .

In the case study on regional policy the assistance given by EU project experts to the newly
established Ministry of Regional Development and Construction in the re-writing of the 2005
Law on the Stimulation of Regional Development was another, more serious, example of poor
political intelligence. In this instance it resulted in the contribution of the project being
unknowingly ‘instrumentalised’ by vested interests rather than providing support to the

emergence of stable institutions (SIGMA 2006: 28).

The Ministry of Regional Development and Construction had been created in the spring of 2007
nine months after Viktor Yanukovych succeeded Yulia Tymoshenko to the post of Prime

3 Interview with Peter Fortune, DFID Adviser on Private Sector Development 1999-2008, London, 16 April 2013.

182



Minister. Serhiy Romaniuk, at that time First Deputy Minister of Economy with lead
responsibility in government for regional policy, describes the decision as ‘purely political’ in
nature.™* Certainly the decision to transfer the responsibility for the allocation of state capital
grants or subventions to the regions from the Ministry of Economy to the new Ministry of
Regional Development and Construction had all the appearance of a spoiling strategy to bypass
the greater transparency required in the contract for regional development, the major innovation
in the 2005 law.

The ‘cult of targeted subventions’(chapter 1V), payments to assist regions or cities with current
maintenance and repairs to schools, polyclinics and other community facilities, refers to the
growing use of one-off grants to regional and local governments approved individually by the
Cabinet of Ministers. There had already been a sharp rise in these under the premiership of Yulia
Tymoshenko, but the establishment of the new ministry allowed the practice to be
institutionalised. Targeted subvention payments were a means of subjective ‘steering by hand’
(‘ruchnoe upravlenie’) and took place outside the normal budget process. Generally they would
appear as a single line in the state budget, specifying only a very broad purpose such as the
socio-economic development of a given region.™ In 2007 alone the Ministry of Regional
Development and Construction awarded 421 of these single payments on the authority of the
Cabinet of Ministers, ranging in size from 1.6m UAH to 200m UAH, provoking criticism by the
government’s own Accounting Chamber (Rakhunkova Palata) as being in breach of the 2001
Budget Code (Romaniuk 2013: 256).

The practice of ruchnoe upravlenie not only undermined the guiding principle of the regional
contract, that there should be a single transparent mechanism for the allocation of all state capital
grants, but also reduced the finance available for use on infrastructure development and other
strategic purposes. Infrastructure-related payments fell from a high of 27.4% of all subventions
in 2006 to 15.9% in 2010 and 11.3% in 2012 (Romaniuk 2013: 254). Meanwhile the first
contracts for regional development, agreed with Donets’ka and L’vivs’ka oblasts, were faltering

and losing credibility due to a lack of finance.

As had been the case with the Budget Code reform, the practice of ‘steering by hand’ provided

an ideal opportunity for the continued exercise of patronage in the allocation of funds from the

Y Interview with Serhiy Romaniuk, Kyiv, 23 March 2013.
> Interview with Ihor Shpak, former expert with the USAID-funded Fiscal Analysis Office, Kyiv, 20 March 2013.
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state budget, which the introduction of contracts for regional development had threatened to
make more problematic. In their cooperation with the new ministry in the discrediting of the
2005 legislation, and in particular the provision for regional contracts, EU experts had become
unwitting allies in the process of keeping the patronage door firmly open.

15. Ukraine as a Neo-Patrimonial State

As noted in chapter Il a number of scholars have drawn attention to the neo-patrimonial nature of
post-independence Ukraine and other states of the former Soviet Union. The case study on
regional policy has provided detailed empirical data on how this manifests itself at a regional and

city level, and how little understanding of the phenomenon there is in the donor community.

Malygina (2010: 10) defines a neo-patrimonial state as one where the public and private spheres
are de jure separated, but de facto the differentiation does not exist. Its main features are
appropriation of the public realm by private interests, with networks of patronage able to flourish
at the intersections between state institutions, as in the manipulation of intergovernmental
transfers and state capital grants described above, and at intersections between the state and the

economy, typically the activities of ‘Conversion Centres’ and Zaporizhia City’s ‘Golden Office’.

In the case study on regional policy all donor programmes were actively supporting their
regional or municipal government partners in working more effectively with economic actors,
particularly through the collaborative preparation of local strategies for social and economic
development. For example, promotion of a strong private business sector, with an improved
regulatory climate which would be attractive to domestic and foreign investors, was the principal
goal of USAID’s Local Economic Development (LED) programme, and a strategic priority of
the Zaporiz’ka Regional Development Strategy prepared with the help of CIDA’s Regional

Governance and Development project.*®

However, there is nothing in the written reports of either of these two programmes, including in
independent evaluations, which suggests any awareness of influences on the outcome of their

interventions beyond the relationships with their formal partners at municipal and regional level.

For example an analysis of USAID’s LED programme prepared by external consultants states

simply that in the 76 municipalities in which project experts worked the strategic planning

18 A copy of the strategy can be accessed at <www.zoda.gov.ua>.
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process had ‘spawned.....public-sector commitment to improving the physical and regulatory
business environment [and] strategic thinking about growing jobs and investment’, leading to the
creation of an estimated 1600-4600 new small and medium-sized businesses (USAID LED 2009:
16, 20). The conclusions of CIDA’s Regional Governance and Development (RGD) project in
Zaporiz’ka are more optimistic still. The contractor’s final report states that ‘a full-cycle model
of.....strategic planning, implementation, and monitoring for regional economic development is
now institutionalized in Zaporiz’ka oblast [including] establishment of a transparent and
competitive funding mechanism to access financing from the state budget for strategic priority
projects.....Zaporiz ka has become an experimental ground for showing all the other oblasts how
a regional development strategy can be formulated, implemented, monitored and evaluated with
significant public engagement’ (CUlI RGD 2013: para. 3.1.4). The case study evidence of the
presence of so-called Conversion Centres in many of Ukraine’s towns and cities and the
shadowy influence of the ‘Smotryashchiy’ figure in Zaporizhia City throws a different light on

the realism of these judgements and suggests that they are in need of fundamental reappraisal.

The case study findings are consistent with previous studies of the increasingly neo-patrimonial
nature of post-independence Ukraine (Fisun 2003; Fritz 2004, 2005, 2007; Haukkala 2008;
Wolowski 2008; Malygina 2010) and of former Soviet Union states more generally (Linz &
Stepan 1997; Roland 2002; Wedel 2003; Gel’man 2004; Franke et al. 2009; Whitmore 2010;
Stewart et al. 2012). While the events of 2013/14 have demonstrated a particular association
between the presidency of Viktor Yanukovych and the rise of neo-patrimonial relations in the
government and economic management of Ukraine, the evidence of these studies is that the
phenomenon has been pervasive since Leonid Kuchma’s second term as president between 1999
and 2004 (Fritz 2007: 57; Malygina 2010: 12).

Although it has been suggested that this is best explained as the re-emergence of relationships
that are a legacy of the Soviet past and therefore ‘deeply embedded in [Ukraine’s] political
culture’ (Malygina 2010: 12; Granovsky & Nanivska 2010: 16), it was argued in chapter III that
a more persuasive analysis places it in the context of the state fragmentation and de-
institutionalisation that occurred in other post-Soviet states in the 1990s. This was significantly
greater than any comparable process in the countries of Central and Eastern Europe in the same
period (Linz & Stepan 1997: 449; Roland 2002: 40; Gel’man 2004: 1028; Fritz 2007: 4).
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If legacy had a part to play in this, it was arguably more in the erosion and hollowing out of the
legitimacy of state institutions in the late Soviet period (Shlapentokh 1989; Fritz 2007: 41-42),
followed in Ukraine’s case by a protracted and contested process of state building. This opened
the way for the emergence in the 1990s of what Fritz (2004: 11) describes as ‘opaque groups’,
more or less invisible networks of patronage and clientelism operating between the state and
private sectors whose power was not offset either by more visible organised interests or by the
still weak institutions of the state (Wedel, 2003: 428; Haukkala 2008: 1614).

As the new millennium began, this ‘modernised’ form of neo-patrimonialism (Fisun 2003: 3),
operating behind the facade of now stronger and superficially modern state institutions, was able
to shape the choices available to economic and political actors and to determine de facto the new
rules of the game (Gel’man 2004: 1028; Fritz 2007: 57). Ironically it was only at this point that
programmes of international assistance began to take a belated interest in the functioning of

Ukraine’s public institutions.

For reasons analogous to those discussed in the literature of development theory the issue of neo-
patrimonialism is difficult for international donors in Ukraine to confront. It challenges the
fundamental assumptions on which donor programmes base their partnerships with formal state
institutions at national and sub-national levels. This dilemma is sharpened by the fixed-term
project model of technical assistance in Ukraine, where the transitory nature of project
interventions and regular turnover of external advisers mean that individual programmes have
neither the opportunity nor the incentive to look beyond the fagade of the ministries or regional
administrations with whom they work. In the words of one DFID project manager, technical

assistance programmes and their Ukrainian partners ‘inhabit two parallel institutional worlds."*’

16. Conclusions

The aim of this chapter has been to locate international technical assistance to public
administrative reform in Ukraine in an appropriate theoretical framework by reference to the
evidence of two empirical case studies on changing the relationship between national and sub-
national tiers of government. Beyond this, its purpose has been to draw on theory to explain the
degree of influence programmes of technical assistance are able to exert over the outcome of

reform processes in a post-communist state like Ukraine. The analysis has employed theoretical

" Michael Chambers, Project Manager DFID ‘Action Donbas’, staff training session, Donets’ka, June 2007.
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concepts from three disciplines: Institutional Theory, Comparative Politics and Development
Studies.

It has been argued that international assistance to the reform of public administration in Ukraine
is an isomorphic process, involving the deliberate transfer of models of state institutions from
donor countries where they are regarded as good practice. The concept of normative institutional
isomorphism is drawn from Institutional Theory, particularly the work of Di Maggio and Powell
(1991) and is used because it captures both the idea that the institutions that are ‘right’ in one
setting can be transferred to another, and the inherent asymmetry in the donor-recipient
relationship where transfers take place in one-direction only. This imbalance is usually
underpinned by parallel negotiations for loans, grants or inward investment, or for future

membership of an international organisation such as the European Union.

Although the reform of public administration is invariably a politically contested process
involving a clash of economic and political interests, technical assistance — as its name implies —
has been seen by donors as a neutral, technocratic exercise which does not engage with the
politics of reform. Comparing the findings of the two case studies, on fiscal decentralisation and
the approximation of Ukraine’s regional policy to that of the European Union, it has been argued
that there is a narrow set of conditions under which this technocratic solution to a political
problem has yielded tangible results in the form of donor influence, albeit only in the shape of a

short-term advance in the cause of reform.

The concept of a policy transfer network, drawn from the literature of Comparative Politics, was
used to explain the productive alliance between domestic and external actors which resulted in
the Budget Code reform of 2001 despite powerful political opposition. The concept adds useful
substance to previous empirical research of the role of informal coalitions between endogenous
and exogenous forces. This chapter has argued that the existence of a policy transfer network is a
prerequisite for technical assistance programmes to exert an influence on the outcome of reforms
which are politically contested. However it does not provide a guarantee that reform will be

sustained over the longer term.

Taking the case study period 2000-2012 as a whole neither of the attempted reforms was
successful and the influence of international donors was correspondingly marginal, even at times

unhelpful. The chapter has argued that the most satisfactory explanatory framework for this
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absence of impact can be found in the political economy analysis of Development Studies.
Ukraine is not a developing country in the conventional sense of the term, but a fundamental
shift in the strategy of the international donor community towards Ukraine at the start of the new
millennium meant that its interventions became susceptible to development theory analysis. It
was at this time that the objective of technical assistance switched from finite support to a post-
communist country ‘in transition’ to the more complex and open-ended goal of institution

building.

Applying the political economy analysis of Development Studies to the findings of the two
empirical studies it has been argued that the longer term failure of technical assistance projects
successfully to support reform in either case was due largely to institutional factors on the donor
side. First, the continuing reliance on the transfer of best practice models through fixed-term
projects was incompatible with the changed, developmental objective of institution building.
Secondly, the technocratic nature of programmes of technical assistance limited their
engagement with the political realities of reform processes. In common with many developing
countries, and also a number of post-communist states of the former Soviet Union, present day
Ukraine displays the characteristics of a neo-patrimonial state, where informal relationships of
patronage and clientelism are able to shape the actual outcomes of reform as much as the
decisions of the formal institutions of the state. Evidence was presented from the case studies to

explain how networks of patronage were able to determine the fate of both attempts at reform.

For international donors there are no straightforward answers to this problem, whether in
developing countries or in post-communist states like Ukraine, since it challenges the basic
assumptions of their relationship with partner governments. Clearly a less supply-driven and
more problem-oriented, politically intelligent approach to the task of institutional development

would be a positive first step.
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CHAPTER VII: CONCLUSIONS

Although the international community has been providing expert advice to the post-communist
countries of Central and Eastern Europe and the former Soviet Union for a quarter of a century
or more, there has been no systematic research on the interactions between donors and recipients
and their consequences for reform outcomes. In the quest for a coherent theoretical framework to
explain these, this study has explored the relevant literature of Comparative Politics, EU Studies,
Development Studies and International Theory. The results are summarised and discussed below.

As noted in chapter | there is consensus among domestic and international observers that
progress in reforming Ukraine’s system of public administration, in other words the machinery
of the Ukrainian state, has been minimal in the twenty years since the constitutional settlement of
1996. This is despite legislation in the late 1990s aimed at clarifying the relationship between the
national and sub-national tiers of government and numerous failed reform initiatives since then,
two of which have been examined in this study. The powerful vested interests which benefit
from the web of clientelist and patronage relationships at every level of administration in

Ukraine have successfully resisted any serious attempt at reform.

The case studies at chapters IV and V document two frustrated attempts at reform to the
relationship between Kyiv and the regions, both of which were in large part driven by the desire
to introduce greater transparency into these relations and eliminate or at least reduce the scope
for political and bureaucratic patronage. While it has been customary to lay the blame for these
and other failures at the door of Ukrainian political and business elites, the thesis has argued that
the problem lies also with systemic weaknesses in the provision of reform advice through
programmes of international technical assistance. These are summarised below, with reference as
appropriate to the research questions identified in chapter | and the theoretical framework set out
in chapter VI. This is followed by a discussion of the broader implications of the research for the

role of the international community in shaping the course of reform in Ukraine.
Technical Assistance, Isomorphism and Partial Reform

When programmes of international technical assistance began work in Ukraine in the early 1990s
their mission was regarded as relatively straightforward. Like other post-communist and post-
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Soviet states Ukraine had embarked on a course of transition to a liberal market democracy and
required practical advice and know how from the West on the building of the necessary
economic and political institutions to achieve this. Politically the incentive for supporting this
process was that successful transition in an independent Ukraine would provide a useful
counterweight to Russian power in the post-Soviet region (Hamilton 2013: 121). Institutional
isomorphism, where institutional forms from an external source are copied because they are
deemed to have greater legitimacy than those which currently exist, was implicit in technical
assistance. It was argued in chapter 1l that the low esteem in which public institutions of the late
Soviet period were held and the endogenous pressure for change on the Ukrainian side meant

that there were ample numbers of willing partners amongst the political and bureaucratic classes.

This was evidently the situation with regard to the attempted reforms of intergovernmental
financial relations and regional policy, where ambitious reformers in the state apparatus were
enthusiastic advocates of harmonisation with international good practice and looked to
programmes of technical assistance for support in overcoming the resistance of those whose
interests were threatened by reform. As the two case studies have shown, this support was
forthcoming in the area of budget reform but only erratically so in the case of regional policy.

The introduction of formula-based transfers in the financing of sub-national government is a
reform in which the influence of external advice through technical assistance played a significant
role. Furthermore it is a reform which, as noted in the conclusion to chapter 1V, has remained in
place even if its original intentions have been much compromised. However, it would be too
strong a claim to suggest that the reform is entirely attributable to external influence through
technical assistance. The findings of the case study point to the central role played by pro-reform
elements within the state apparatus, the parliament and the leaderships of Ukraine’s largest cities.
The role of external advice in this situation was to provide a realistic reform proposal around
which this potentially divergent group of interests could coalesce. It was argued in chapter VI
that this was achieved through the mechanism of a policy transfer network, a theoretical
representation of the alliance of domestic and external actors which was able to overcome

opposition at the highest level and secure adoption of the 2001 Budget Code.

This finding is consistent with previous studies of the influence of international advice in areas

of reform that are politically contested, which have pointed to the importance of coalitions with
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domestic actors and the role of external assistance as a catalyst for cooperation (Jacoby 2006;
Wolczuk 2009). However, the present study has gone considerably further in arguing in chapter
VI that the policy transfer network concept provides the framework for an empirical examination
of how such coalitions function internally in order to achieve their objective, and in
hypothesising that the existence of such a network is a necessary precondition for the influence

of technical assistance on the course of domestic reform which is politically contested.

Despite its initial success the contribution of technical assistance to the reform of
intergovernmental financial relations was to be unfinished business from the Ukrainian point of
view. By 2004 the benefits of the new Budget Code had begun to unravel and the momentum of
reform had been lost. Meanwhile, in the words of one Ukrainian expert, technical assistance
projects on fiscal decentralisation had ‘left like an Englishman,’* leaving behind a position of
‘partial reform equilibrium’ (Hellman 1998: 228, cited in Vachudova 2005: 14), where
comprehensive reform has stalled and the practice of patronage and the extraction of rents

continue unabated.
Technical Assistance and Institutional Development

The major constraint on the influence of international assistance to public administrative reform
in Ukraine follows from an imbalance between the ambitious rhetoric of its objectives and the
modesty of what Carothers describes as its ‘minor technocratic efforts’ on the ground (2002: 17).
As was argued in chapter Ill, motivated by a poorly informed judgement that any reduction in
the scale of the post-Soviet state was to be welcomed, international donors largely ignored the
increasing fragmentation and dysfunction in Ukraine’s public institutions which occurred during
the 1990s, particularly at sub-national level. It was to be almost ten years after independence
before programmes of assistance to Ukraine would make an abrupt change in policy and begin to
speak the language of institution building and development. These are concepts which figure

prominently in the terms of reference of all donor interventions in this study.

What was to remain wholly unchanged however would be the delivery mechanism for this new
and more complex objective. And it was not long before the constraints imposed by the
continued adherence to the fixed-term project approach of the 1990s led to problems similar to

those in identified in the political economy analysis of the management of international aid in

! “Leaving like an Englishman’ is a Ukrainian or Russian expression meaning leaving without saying goodbye.
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developing countries. The pressure to demonstrate positive achievements and quick wins,
aggravated by the ubiquitous use of results-based management technology, produces an approach
to external advice where offering ready-made solutions takes precedence over problem-solving.
As both case studies demonstrate, external actors who are driven by short time horizons too often

fall back on imported institutional models of doubtful relevance in the Ukrainian context.

More problematic still, given the revised objective of institution building, has been donors’ weak
understanding of the institutional environment in which they work. The constraints of the project
cycle, combined with the conventions of technical assistance, mean that the focus of programmes
of technical assistance has been on developing the capacity of the state institutions with whom
they are formally partnered. On the evidence of the case studies, where two separate attempts to
introduce greater transparency into the financial relationship between national and sub-national
government were defeated by the political and bureaucratic elites most threatened by such

reforms, donors need to look beyond those formal partnerships.

However, technical assistance programmes have little or no contact with, or understanding of,
the informal neo-patrimonial relationships which determine the outcomes of the ‘good
governance’ reforms which they promote. Indeed those relationships are very likely to be
deliberately concealed from them. And while it can be argued that Ukraine’s formal state
institutions, like those of Russia, cannot be dismissed as merely as a ‘fagade’ (Whitmore 2010:
1002), for the incurious project manager in a hurry to produce the next benchmarking report for
Brussels or Washington the facade and the reality are all too often indistinguishable.

The latter point may be amplified by the observation that the author of the present study, despite
having worked for ten or more years in senior positions in programmes of technical assistance to
Ukraine, including on fiscal decentralisation and regional policy reform, had little understanding
of the manner in which these reforms were systematically undermined by dense networks of
patronage invisible to most outsiders, and no knowledge at all of phenomena such as the ‘Golden
Office’ and the ‘Conversion Centre’. It was only through the process of research for the two case

studies that this failure to appreciate ‘Ukrains ’ka Real nist’’ was to some extent rectified.
The Wider Context: Exporting ‘Good Governance’

The promotion of good governance through the building of effective and accountable public

institutions has been the underlying theme of international aid management since the late 1990s.
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It has applied equally to donor assistance in developing countries and to the policy of institution
building adopted by the international community in Ukraine at the beginning of the new
millennium. One of international development’s more unsatisfactory ‘plastic’ concepts (Sogge
2002: 131-2), criticised for its ‘dangerous isomorphism’ (Andrews 2008: 380), the export of
good governance through normative power has nevertheless also been central to the strategy of
the EU’s Neighbourhood Policy and Eastern Partnership. On the evidence of the present study,
which has examined the two major donor interventions in the field of public administration in the
decade or so after 2000, the policy of exporting models of good governance to Ukraine has met
with little success. Correspondingly, the influence of technical assistance on the course of public
administrative reform, including in the area of relations between national and sub-national
government, has been negligible. This is notwithstanding the short-term success achieved in the

intervention on budget reform.

The wider problem here derives from the assumptions implicit in the use of the good governance
concept. As argued in chapter VI, the term itself is imprecise and idealised with no clear
relationship to institutional relationships that exist on the ground. More importantly the notion of
importing good governance is unconvincing as a theory of institutional change, implying as
Chang has observed, that the institutions of good governance are a matter of rational political
choice or agency rather than the outcome of structural influences, both external and domestic
(2002: 139). These include history, geography, economic power and geopolitical relationships,
and longer-term struggles among social and political institutions (Hout 2009: 38).

Seen from this perspective it is hardly surprising that the weak and inherently flawed instrument
of technical assistance, based as it is on assumptions about rational political choice and the
agency of key domestic actors, has failed to deliver what was asked of it. Whether more was
expected of it is less clear. Looked at from a Ukrainian point of view the answer is almost
certainly in the affirmative. Being a partner to a technical assistance programme requires a
considerable investment of time and trust, and the author’s impression from the interviews
undertaken for this study is that pro-reform actors in Ukraine have given generously of both, and
continue to do so. Donors’ view of this has only partly been addressed by the present research,

for reasons outlined in chapter I, but is a topic meriting further investigation.
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However the shortcomings and short-termism of the project approach to expert technical
assistance, and the superficiality of engagement with complex problems which unavoidably
follows, are far from counter-intuitive. As this study has shown they have been understood and
analysed exhaustively in the scholarship of Development Studies, and it is both puzzling and a
matter for regret that there has not been more cross-referencing between disciplines.
Nevertheless it must be abundantly clear to all international donors to Ukraine, and in particular
to the European Union, that the continued provision of stand-alone programmes of technical
assistance will do little to assist the cause of reform unless it is accompanied by external
incentives which more decisively empower pro-reform domestic actors. A credible offer of
future EU membership is the obvious example. Even then a radically different approach is
needed which avoids the discontinuities and the resort to clumsy isomorphism which have been

features of the two case studies.

In the meantime the picture of a confused and ambivalent approach to international assistance to
Ukraine which emerges from this research may be no more than a reflection of the muddled view
of the international community with regard to its longer term economic and political relations

with the country.
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