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What are oligarchs and who are the oligarchs in Ukraine? The term “oligarch”
has been used since the 1990s when referring to big business tycoons and nat-
ural gas moguls in Ukraine and other post-Soviet states, frequently without
citing an established definition. The key feature of oligarchs in the Ukrainian
context is their penchant to become monopolists in every field where they op-
erate: media, economy, and politics. They therefore have an intrinsically neg-
ative influence on Ukraine’s quadruple transitions of democratization, mar-
ketization, state-institution building, and national integration (Kuzio 2001).
Oligarchs have benefited from maintaining the country in a “partial reform
equilibrium” (Hellman 1998) at the crossroads of Eurasia and Europe. Ukraine’s
oligarchs are in many ways nationalists, seeing closer ties with both Russia and
the EU as leading to a decline in Ukraine’s sovereignty and therefore threats to
their interests.

Oligarchs prevent the emergence of a level playing field in politics by block-
ing the entrance of genuine political parties into the political arena. Instead,
for each election cycle, they like to support disposable election vehicles, which
are dubbed political “projects” by Ukrainian observers. They co-opt opposi-
tion political parties and political leaders through political corruption and
finance fake candidates and parties with the sole purpose of confusing vot-
ers. Oligarchs’ control over Ukraine’s major television networks distorts the
information available to voters during elections while preventing governments
from explaining their reforms and policies to the public. Oligarchs typically
care more about making money than ideology, and the most successful oli-
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garchic groups are able to work with every incumbent. With no interest in the
rule of law, they corrupt the political and economic systems and seek to con-
trol law enforcement structures. Oligarch interests rarely coincide with those of
the state: they send billions of dollars to tax havens to avoid paying taxes and
prefer a weak state they can more readily control. Tax avoidance by Ukraine’s
wealthiest citizens encourages similar practices at the lower levels of society,
generating a stable and large shadow economy. The failure to develop a robust
small and medium enterprise sector stymies the growth of Ukraine’s middle
class, which typically provides the strongest basis for a liberal democracy and
market economy.

Orange Revolutionary leaders who came to power in 2005 failed to move
Ukraine from the crossroads into Europe. Euromaidan revolutionary leaders
are operating in worse domestic and external environments thanks to Ukraine’s
deep economic and financial crises combined with Russian aggression and the
EU’s ongoing internal crisis. European integration will be impossible without
breaking the power of Ukraine’s oligarchs and significantly reducing the close
relationship between big business and politics. Anders Aslund believes that “[t]
here is too much continuity from the Soviet state. Ukraine needs a clear break
from the old system, as Estonia and Georgia did resolutely.” In current circum-
stances, the partial reform equilibrium has led to the “enrichment of a few”
because “big businessmen have captured the state in Ukraine, more than any
other post-communist country,” Aslund writes. “At present, Ukraine stands out
as the last post-communist outpost where tycoons wield substantial political
power” (Aslund 2015, 29). Therefore, “[t]he power of the oligarchs has to be
broken” (Aslund 2015, 12, 8, 18). The jury is still out on whether President Pet-
ro Poroshenko’s “deoligarchization” will be successful; after all, Ukraine’s oli-
garchs have much to lose if Ukraine were to reform its political and economic
system and successfully integrate with Europe.

This chapter examines Ukraine’s oligarchs by first laying out the economic
context in which they operate. It then lists the four successful oligarchic groups
that have emerged since Ukrainian independence. The next section examines
the actions of the oligarchs and their relation to reform. Finally, the chapter
looks at the impact of the state’s deoligarchization campaign. Overall, the chap-
ter argues that without reducing the powers of the oligarchs, Ukraine’s reform
efforts are doomed to another failure.
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Partial Reform Equilibrium

Soviet Legacy of Corruption and Crime

When the Soviet Union disintegrated in December 1991, its fifteen con-
stituent republics embarked on a quadruple transition. While state- and na-
tion-building continued to be pursued in post-Soviet Eurasia, by the late 1990s
democratization had been reversed in a majority of former Soviet republics,
while marketization was never completed and most states, including Ukraine,
gradually stabilized into partially reformed equilibriums. A nexus of corrupt
state elites, officials, and oligarchs hijacked the emerging market economy and
established cooperative relations with criminal elements that had grown exten-
sively from the late 1980s and unreformed law enforcement structures.

Although there are no longer failed states among the twelve non-Bal-
tic former Soviet republics, their state institutions were inevitably shaped by
the political, legal, economic, and criminal environments within which they
emerged. Research in Russia found that by the mid-1990s, 30 to 50 percent of
entrepreneurs cooperated with criminals, criminal groups controlled four hun-
dred banks and exchanges, and forty-one thousand enterprises and 80 percent
of joint ventures possessed criminal links (Frisby 1998, 35). Ukraine, although
with a population a third the size of Russia’s, could not escape such develop-
ments, and the links between crime, state elites, officials, and the newly emerg-
ing private sector developed in a similar manner. As in Russia, certain regions
had higher levels of crime and violence; in the Ukrainian case these were the
Crimea, Donetsk, and Odessa, according to the number of murders.!

Large underground shadow economies emerged throughout the USSR in
the 1970s and 1980s and were particularly vibrant in the Crimea, with its large
number of tourist resorts; Odessa, which had always been a major hub for ille-
gal and untaxed trade; and Donetsk, with its major industrial and raw material
resources. Business leaders in the shadow economy (called akuly [sharks] by
criminals) cooperated with the criminal world in a conspiratorial and hierar-
chical double life. Louise Shelley points out that the Soviet shadow economy
could only have existed with the participation of government and security force
personnel (Shelley 2003, 203). Along with numerous Komsomol (Communist
Youth League) leaders, former shadow economy entrepreneurs (tsekhoviki)
were among the first to “anticipate the coming political changes and act ac-
cordingly” during the second half of the 1980s (Frisby 1998, 34).
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Impact on Ukraine’s Post-Soviet Transition

Since independence, the Ukrainian state has been financially weak and un-
able to provide social services, education, pensions, decent salaries for state of-
ficials, and effective law enforcement and military structures. At critical crisis
points, such as 1998, 2008, 2010, and 2014, Ukraine has been forced to turn to
international financial institutions for assistance. Although Ukrainian govern-
ments have had little choice but to pursue stabilization policies, the second
stage of structural reforms demanded by international financial institutions
never took place until the Euromaidan, leaving Ukraine in a partial reform
equilibrium. Ukraine’s state budget has been weak because different socioeco-
nomic groups of Ukrainians have pursued a policy of extensive tax evasion by
operating in the shadow economy and/or sending their profits and rents off-
shore to tax havens. Tax evasion was popular because there were limited crim-
inal consequences and because Ukrainians—like Greeks and Italians—do not
trust their state institutions and law enforcement. Weak political will to tackle
corruption created a permanent shadow economy, leading to high and numer-
ous taxes on the small official economy.

The shadow economy is roughly equal in size to half of Ukraine’s GDP and
higher than in all post-Soviet states, except Georgia until the Rose Revolution,
where it had accounted for 62 percent of GDP.? Ukraine’s shadow economy is
larger than in energy-rich Russia and Kazakhstan, war-torn and impoverished
Tajikistan, Armenia, and two EU members Bulgaria and Romania, where high
levels of corruption continue to fester. The share of the shadow economy in
Ukraine’s GDP has remained constant throughout the transition to a market
economy in the 1990s and following the return to economic growth in 2000
under presidents Yushchenko and Yanukovych.

Oligarchic capture of the Ukrainian state has blocked economic develop-
ment by preventing the growth of the economy overall while blocking new
entrants and and discouraging foreign investment and making it difficult to
expand small and medium business. Ukraine’s economic recession following
1989 was one of the deepest in the former USSR and its recovery began only
in 2000, the last of the CIS states. Nearly a quarter of a century after the USSR
disintegrated, only Ukraine of the fifteen former Soviet republics has not recov-
ered to the level of its Soviet era GDP and the Ukrainian economy remains only
three-quarters of the size it had reached in the Soviet era.



Oligarchs, the Reform Equilibrium, and the Revolution

Ukraine’s Oligarchs: Komsomol and Gangsters

The imprecise definition of oligarchs in Ukraine is compounded by the lack
of clarity as to who they are and where they are based. The term “clans” when
used in the context of Ukraine and other post-Soviet states does not convey
the traditional sense of kinship and descent, such as, for example, the Scottish
Highlanders. Clans, in a nonethnic context, refers to groups of people from re-
gions (such as Donetsk and Dnipropetrovsk) that have a history of social, busi-
ness, and family ties stretching back into the Soviet era; the term is consequent-
ly more akin to “old boy networks.” In the Ukrainian case, clans (often said to
provide krysha [criminal slang for protection, the literal translation being “a
roof”]) have been created to lobby big business interests through political par-
ties and, when their leaders are in power, through the president, government,
and parliament.

There have been four successful oligarchic clans in Ukraine. First, the only
region to successfully unite into one clan was Donetsk, which formed the Party
of Regions, now largely defunct but previously constituting what was arguably
Ukraine’s only true party-based political machine (Kudelia and Kuzio 2015;
Kuzio 2015a). The Party of Regions monopolized politics, economy, and the
media in the Donbas and spread its branches to eastern and southern Ukraine.
The party’s attempt to fraudulently elect Yanukovych in 2004 and impose a mo-
nopoly of power on the remainder of Ukraine during Yanukovych’s presidency
provoked the Orange Revolution and Euromaidan respectively.

Second, the gas lobby has no relationship to a region, although many of its
leading members are from western Ukraine.’ It has been the most successful
of all clans in surviving Ukraine’s political changes and maintaining cordial
and close relations with all of Ukraine’s presidents, including Poroshenko.
While the United States has pursued criminal charges against Dmytro Firtash,
seeking to extradite him from Austria, his business allies (Serhiy Lyovochkin
and Yuriy Boyko) remain above the law as leaders of parliament’s Opposition
Bloc, which gives them parliamentary immunity. Other oligarchs have also
been heavily involved in the lucrative energy sector. Pavlo Lazarenko and Yulia
Tymoshenko cooperated in the mid-1990s through United Energy Systems of
Ukraine, but their involvement was destroyed by 1998 when they went into op-
position to Kuchma. Dnipropetrovsk Pryvat group oligarchs IThor Kolomoiskiy
and Hennadiy Bogolyubov, who controlled the state companies UkrNafta and
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UkrTransNafta, developed a more successful long-term involvement in the oil
sector that was partially curtailed only in 2015.

A third set of oligarchs remains powerful even though they have never sought
to build personally loyal clans or have failed in their attempts; indeed, many
more embryo clans and oligarchic virtual political projects have failed than
have been successful. Viktor Pinchuk (owner of the Interpipe business group)
and Serhiy Tihipko utterly failed to build loyal clans through the political party
projects Labor Ukraine, Strong Ukraine, KOP (Winter Crop Generation), and
Viche. Kharkiv and Odessa, cities with large student and middle-class popu-
lations (rather than working-class, as in Donetsk), did not produce oligarchic
clans of nationwide import.

Finally, the Kyiv clan never actually achieved popularity in the capital city,
and its political manifestation, the Social Democratic United Party (SDPUo),
established temporary bases of support in Trans-Carpathia and more tenuous-
ly in western and central Ukraine. SDPUo leader Viktor Medvedchuk’s political
and business ambitions reached their peak when he was chief of staff to Presi-
dent Kuchma in 2002—4 and went into irreversible decline following his depar-
ture from office. Dnipropetrovsk-Kharkiv political party projects, the People’s
Democratic Party (NDP), and the Inter-Regional Bloc of Reforms (MBR) also
proved to be failures—perhaps the reason that they united in 2000 and then
disappeared after Kuchma left office.

How Do the Oligarchs Relate to Reform?

Ukraine’s oligarchs naturally benefit from the “partial reform equilibrium”
status quo and do not support overall structural reforms. However, the removal
of Yanukovych from the presidency by Euromaidan revolutionaries led to oli-
garchs with long-standing ties to the opposition, Kolomoiskiy and Serhiy Ta-
ruta (cohead of the Industrial Union of the Donbas), being appointed regional
governors. Their assignment was to shore up Ukraine’s defenses against a Rus-
sian invasion of eastern Ukraine. However, their tenure in office was short. Al-
though successful in blocking a possible Russian advance into Dnipropetrovsk,
Kolomoiskiy lost his job after he sent armed guards to block Poroshenko from
removing his control over state oil companies as part of the president’s deoli-
garchization campaign. Taruta’s task of governing Donetsk, a territory whose
separatist insurgents were receiving military supplies from neighboring Russia,
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proved to be impossible, leading to his removal. His two immediate successors
have proven no more effective in the job.

Oligarchs Kolomoiskiy and Taruta have both supported pro-Western po-
litical forces; Kolomoiskiy helped finance Viktor Yushchenko’s Our Ukraine,
Vitaliy Klitchko’s Ukrainian Democratic Alliance for Reforms (UDAR), the
Svoboda (Freedom) nationalist party, and, more recently, Prime Minister Arsen
Yatsenyuk’s Popular Front and (together with the gas lobby) Oleh Liashko’s
populist Radical Party. Taruta supported Tymoshenko. However, their fund-
ing of pro-Western political forces should be not misunderstood as backing
reforms, fighting corruption, or promoting European integration, but instead
understood as opportunism and survival tactics. Jewish-Ukrainian oligarch
Kolomoiskiy backed the nationalist Svoboda party not for ideological reasons
but because he wished to protect his energy interests in Galicia, where Svoboda
was popular.

Ukraine’s oligarchs, like British foreign policy, do not have perennial friends
and enemies but only permanent interests, and they (particularly the gas lobby)
have transferred the corrupt franchise to every new president. Ukraine’s oli-
garchs do not commit to deeply held ideological preferences, and personalities
matter more than political party programs. Western Ukrainians have dominat-
ed the pro-Russian gas lobby even though the region was always anti-Russian
in its national identity.

The gas lobby and SDPUo, although with roots in the west and center of
the country, nevertheless were the most pro-Russian oligarchs in Ukraine.
Ukraine’s gas lobby made huge rents from arbitrage on gas deliveries from
Russia and therefore had no interest in Ukraine’s achieving even a modicum of
energy independence. Supporting close ties to Russia goes against the grain of
western Ukrainian foreign preferences, but for the gas lobby business trumps
politics. The gas lobby had excellent relations with the anti-Russian president
Yushchenko, while simultaneously penetrating the commanding heights of the
pro-Russian Party of Regions and holding high-level positions such as chief of
staff during the Yanukovych presidency. The pro-Western Yushchenko’s finan-
cial relationship with Firtash ignored the fact that he was, like Medvedchuk,
Moscow’s man in Ukraine. Russian President Vladimir Putin is the godfather
of Medvedchuk’s daughter Darina. While Ukraine was charged the highest gas
price in Europe, Ostchem,* a company owned by Firtash and investigated by
the Ukrainian government, was able to import Russian gas at a fraction of the
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official government price. The large profits derived from exploiting the price
difference gave Firtash capital to purchase strategic areas of the economy on
behalf of his Russian backers.> After his arrest in Vienna, he “received another
loan in order to pay his bail: $155 million from Vasily Anisimov, the billionaire
who heads the Russian Judo Federation, the governing body in Russia of Putin’s
beloved sport.”® While the US has sought Firtash’s deportation to stand trial on
corruption charges, Poroshenko, who is commander of Ukrainian armed forc-
es fighting Russia, has protected the interests of the pro-Russian gas lobby in
Ukraine. During his presidency, no criminal charges have been brought against
the key representatives of this lobby, and they have not been placed on the list
of Ukrainians sought by Interpol.

In the 2010 presidential elections, the gas lobby backed Yatsenyuk as a coun-
terweight to Tymoshenko, the only Ukrainian politician with whom they had
a poor relationship. In 201214, the gas lobby supported President Yanukovych
while simultaneously financing Klitchko’s UDAR. After the Euromaidan the gas
lobby brokered an immunity deal with Klitchko and Poroshenko and backed
the latter, whose main opponent in the May 2014 presidential elections was Ty-
moshenko. Within a span of three months the gas lobby distanced itself from
Yanukovych, after Lyovochkin resigned as chief of staff in January 2014, and
recaptured the initiative from Euromaidan revolutionaries by successfully pro-
moting Poroshenko for the presidency and Klitchko for mayor of Kyiv. “We
got what we wanted—Poroshenko as president and Klitchko as mayor,” Firtash
bragged to the Viennese court.”

After Kuchma left office in 2004, the SDPUo became increasingly pro-Rus-
sian as Medvedchuk developed a close personal and family relationship with
Putin. Medvedchuk’s Ukrainian Way NGO and the free Vesti newspaper were
part of what Russia viewed as its “soft power” answer to what it claimed were
the West’s conspiracies behind the Orange and Euromaidan revolutions.

Although it is important to bear in mind that use of labels such as “pro-West-
ern” and “pro-Russian” are nebulous categories when applied to oligarchs, it is
nevertheless the case that Russophone eastern Ukraine has produced two dis-
tinct types of centrist parties. From 1994 until the 2000—1 Kuchmagate crisis,
when secretly recorded conversations with President Leonid Kuchma seemed to
implicate him in the murder of journalist Georgi Gongadze, Ukraine was ruled
by leaders representing Dnipropetrovsk and Kharkiv, led by former Komso-
mol leaders (for example, presidential chief of staff and Kharkiv mayor Yevhen
Kushnaryov, NDP leader Anatoliy Matviyenko, and MBR leader Volodymyr
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Hrynyov) and technocratic nomenklatura (such as President Kuchma and
Prime Minister Valeriy Pustovoytenko). The importance of the Komsomol to
post-Soviet Ukraine was evident in the 2004 elections when former Komsomol
leaders Serhiy Tihipko ran the Yanukovych campaign and Oleksandr Zinchen-
ko headed Yushchenko’s campaign. During Kuchma’s presidency, therefore,
Ukraine’s rulers resembled those in the Soviet period, when Dnipropetrovsk
and Kharkiv had also dominated Ukraine’s ruling elites.

The Kuchmagate crisis changed Ukraine’s politics by radicalizing eastern
and western Ukraine and breaking the partnership between centrists and na-
tional democrats, damaging prospects for national integration and reforms.
Centrist liberals became marginalized after Kuchma left office in 2004 and were
replaced by the rise of the Donetsk clan’s Party of Regions, which, although
forced to enter a bloc with four propresidential centrists in 2002, became an
independent political actor from 2005. The Donbas had never played an influ-
ential political role in Soviet Ukraine.

The former Komsomol centrists, who led political party projects they viewed
as “liberal” in ideological orientation, cooperated with the national democratic
Rukh (Popular Movement for Restructuring) Party led by Vyacheslav Chorno-
vil and other national democratic parties. Komsomol-led centrist and national
democratic parties both viewed the Communist Party of Ukraine (KPU) and
Crimean Russian nationalist-separatists as their common enemy. This distanc-
ing from the communists and Crimean’s made them crucially different from
the Donetsk clan and the more leftist-populist Party of Regions, who closely
cooperated with the KPU and Crimean Russian nationalists and, like Putin’s
Russia, disparaged national democrats as “fascists” in the pay of the West.

The Party of Regions received overwhelming support from its home base
regions of Donetsk and Luhansk oblasts (which together form the Donbas) and
the Crimea. The Donbas has a far stronger regional than Ukrainian identity,
embedded Soviet working-class culture, a long tradition of violence stretching
back to the late nineteenth century, and, together with the Crimea, a Soviet
cultural identity. A political party can become a machine only if it successfully
mobilizes a large enough number of voters, both real supporters and voters
attracted through patronage, in order for it win elections. The Party of Re-
gions successfully combined populist and neopatrimonial client relations with
big business and the working classes, who had earlier voted for the KPU. This
strategy was successful because of greater discipline, support for unity of the
Donetsk clan from regional governor Yanukovych, the concentration of large
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numbers of voters in factory towns, and access to huge financial resources pro-
vided by oligarchs.

By 2000, then Donetsk governor Yanukovych and his oligarch allies, many
of whom had emerged from organized crime and had emerged victorious from
the violent civil war that had gripped the Donbas in the late 1980s and 1990s,
had successfully established a total monopoly of power in the Donbas years
ahead of Putin in Russia and just behind President Alyaksandr Lukashenka in
Belarus. Big business was united into a single clan that viewed the Party of
Regions as its political krysha. Other parties, such as the KPU and smaller left-
ist and Pan-Slavic groups, were either submerged into the Party of Regions or
became satellites. The media environment was totally monopolized. Building
on the low election turnouts in the 1990s, the Party of Regions ensured mas-
sive majorities, including more than 100 percent participation in select pre-
cincts during the 2004 presidential elections for Yanukovych. Law enforcement
(Ministry of Interior, Security Service, Prosecutor’s Office) was infiltrated and
co-opted, which became a strategic factor in spring 2014 when they adopted a
neutral stance or defected to the separatists (Kuzio 2014). This local influence
was coupled with the Donetsk clan’s capture of the prosecutor-general’s of-
fice of Ukraine from 2002 to 2014 and control over financial flows through the
State Tax Administration (1996—2002) and Ministry of Finance, National Bank,
and Customs (2010-14). During his presidency, Yanukovych’s newly emerging
“Family” clan privatized law enforcement (Security Service chairman Oleksan-
dr Yakymenko,® Minister of Interior Vitaliy Zakharchenko) and financial reve-
nues (head of the State Tax Administration Oleksandr Klymenko, First Deputy
Prime Minister Serhiy Arbuzov).’

Regional monopolization, first in the Donbas (1997—2000), then in the
Crimea (2006), and from then attempted in the remainder of eastern and
southern Ukraine, was aided by exceptional discipline and organizational skills.
In addition to a desire for Russian-style total monopolization of power, the Do-
netsk clan and Party of Regions differed from former Komsomol-led centrist
parties in their attitudes toward democratization and violence. The Party of
Regions was an antidemocratic party that established an authoritarian regime
in the Donbas that it sought to expand to the remainder of Ukraine. When
led by Nikolai Azarov, the State Tax Administration harassed the opposition
while President Yanukovych imprisoned his opponents. Journalist and Poros-
henko Bloc deputy Serhiy Leshchenko pointed out that Donetsk clan oligarch
Rinat Akhmetov controlled fifty deputies in the Party of Regions faction who
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remained loyal to Yanukovych to the day he fled from Kyiv. None of the depu-
ties loyal to Akhmetov voted for the December 3, 2013, no-confidence motion
in the Azarov government, which “proves that Akhmetov, through his deputies
as on previous occasions, supports the policies of Yanukovych by remaining
silent when the security forces spill blood against demonstrators.” Akhmetov’s
solidarity with Yanukovych was understandable because he, together with Fir-
tash and Oleksandr Yanukovych, the president’s eldest son and a dentist by
profession, gained the most financially during the Yanukovych presidency. In
Akhmetov’s case the money flowed from “taking control over whole sectors (of
the economy) and also by obtaining shares (in companies) during dubious ten-
ders” For anybody who understands how business is undertaken in Ukraine,
Leshchenko pointed out that “it is obvious that to be able to receive such bo-
nuses, Akhmetov could only do so by being Yanukovych’s partner, not only in
politics, but also in business.”!

Accusations of corruption and lack of transparency in funding have been
leveled against all political parties in Ukraine because their income is provided
by big business through the shadow economy and capital held in offshore tax
havens. The gas lobby, Party of Regions, and Crimean Russian nationalists have
integrated individuals with criminal connections who facilitated grand corrup-
tion and encouraged gangland-style violence of the type witnessed during the
Euromaidan. The Donetsk clan had extensively drawn upon vigilante sports-
men (Kuzio 2015¢) for corporate raiding, election fraud,!! and the undertaking
of violence against journalists, civil society activists, and political opponents.'?
A culture of widespread use of violence and control over law enforcement con-
tributed to the unprecedented use of vigilantes to kidnap, torture, and murder
protest leaders and the use of live rounds against unarmed protesters during
the Euromaidan. During the Orange Revolution, when Kuchma and former
Komsomol-led centrists were in charge, not a single incident of violence, let
alone murder, took place. After the Euromaidan, unexplained “suicides” and
“accidents” have befallen nine individuals with ties to the Party of Regions,'
and Kharkiv mayor Hennadiy Kernes survived an April 2014 assassination at-
tempt. High-profile “suicides” and murders were orchestrated by Party of Re-
gions oligarchs and their organized crime allies to remove witnesses, as they
also had done in the late 1990s.'* A smaller number of “suicides” occurred after
the Orange Revolution, the most prominent of which was former interior min-
ister Yuriy Kravchenko on the eve of the time when he was due to give testimo-
ny to the prosecutor-general’s office about the murder of journalist Gongadze.

191



192

TARAS KUZIO

At a two-and-a-half-hour December 2008 meeting with U.S. ambassador
William Taylor, called at Firtash’s request, the oligarch revealed his ties to Rus-
sian organized crime boss Semyon Mogilevych. Such criminals were permitted
by Russian and Ukrainian leaders to take a leading role in energy transpor-
tation—the best example of which was Mogilevych. These figures organized
gas intermediaries Respublika, Interhaz, Itera, Eural-Trans Gas, RosUkrEnergo
(RUE), and Ostchem, which made money by selling subsidized gas at full-mar-
ket price. Mogilevych’s Russian Solntsevo organized crime gang provided the
“muscle” for Gazprom’s Itera in the 1990s. In October 2007, in the middle of
preterm Ukrainian elections, a contract was signed by Vanco International (reg-
istered in the Bermuda Islands) with the outgoing Yanukovych government to
explore the 13,000-square-kilometer Prykerchenska region of Ukraine’s Black
Sea shelf, which reportedly held large reserves of oil and gas.!” The four own-
ers of the Ukrainian arm of Vanco’s operation, Vanco Prykerchenska, included
DTEK (Donbas Fuel-Energy holding,'* owned by oligarch Akhmetov),"” Aus-
trian company Integrum Technologies, linked to Party of Regions parliamenta-
ry deputy Vasyl Khmelnytsky, and Shadowlight Investments, owned by Russian
oligarch Yevgeniy Novitsky, who controlled the Solntsevo criminal gang.

The FBI placed Mogilevych and his associate Igor Fisherman on their Ten
Most Wanted list in the 1990s,'® and in December 1999 U.S. ambassador to
Ukraine Steven Pifer presented a thirty-one-page dossier to the Ukrainian au-
thorities on the FBI’s charges against Mogilevych. Military Intelligence chair-
person Smeshko, who was unhappy at Kuchma’s (and Russia’s) willingness to
cooperate with Mogilevych, told President Kuchma that the “FBI considers
Mogilevych’s organization to be under the complete protection of the SBU
(Security Service of Ukraine).” SBU chairperson Leonid Derkach did not find
this to be a problem, telling Kuchma that “[h]e (Mogilevych) is ours. He is an
informer.”®

Firtash “acknowledged that he needed, and received, permission from Mogi-
levych when he established various businesses, but he denied any close relation-
ship to him.” This account was pure deception, as Mogilevych’s involvement in
the energy trade continued through to 2008 on the eve of the removal of RUE
from the Ukrainian-Russian gas trade.

Firtash also said that he “knows several businessmen who are linked to orga-
nized crime, including members of the Solntsevo Brotherhood.”?® Nevertheless,
“Firtash’s bottom line was that he did not deny having links to those associat-
ed with organized crime. Instead, he argued that he was forced into dealing
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with organized crime members including Mogilevych or he would never have
been able to build a business.”?! Firtash was arguing that the chaos and lawless-
ness widely prevalent in the 1990s meant that new business ventures inevitably
rubbed shoulders with criminal figures during that period of time. Neverthe-
less, after this and other U.S. diplomatic cables became public in Wikileaks,
Firtash denied that he had told the U.S. ambassador he had ties to Mogilevych;
ultimately Firtash had never expected his candor to the U.S. ambassador to be
leaked into the public domain. He also denied having ties to the opaque gas in-
termediary RUE, which contradicted interviews he had given in 2006 to West-
ern newspapers* and information available on the website of the DF Group,
his business empire.?

Criminality in the Donbas had been high since World War I1,* and this un-
derworld emerged into the open during the late 1980s and 1990s. In terms of
numbers of murders, Donetsk came second to the Crimea in the 1990s, but
what is more striking is the degree to which the oblast was so different from
neighboring Kharkiv and Dnipropetrovsk, where former Komsomol-led cen-
trist parties dominated and violence was on a far smaller scale. The rampant vi-
olence calmed only after Yanukovych became governor in May 1997, after which
organized crime allies were integrated into the political system while criminal
opponents were destroyed. Yevhen Kushnir, who led an organized crime gang
that was behind twenty-seven murders and seventeen attempted murders, saw
his group destroyed in 1997—99, when twenty-three members were murdered
and eight were criminally sentenced.? Governor Yanukovych oversaw the in-
tegration of “Red Directors,” new younger oligarchs, trade unionists, former
criminal authoritative figures, and Russian nationalist and pan-Slavic leaders
such as Vadym Kolesnichenko into the Party of Regions. This process was no
different from that which took place in other countries, such as Italy: “No mat-
ter how he had begun his career, the leader of a mafia group was no longer a
bandit, an outlaw. Indeed, he portrayed himself as man of law and order and
paid formal respect to state authority” (Paoli 2003, 33).

Some local leaders such as Akhmetov understood the need to evolve from
ties with criminal figures (known as a vor v zakone [thief in law]), such as Akhat
Bragin, into legitimate business players, but this never ended their willingness
to accept insider deals that increased their business empires. Their rapacious
greed was never satisfled. Hans van Zon writes: “Yanukovych, Akhmetov and
Kolesnikov (Akhmetov’s associate and close friend) put an end to uncontrolled
criminal activities and restored order. Restoring order, however, did not mean
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restoring rule of law; in Donetsk the law of the strongest reigned” (von Zon
2007, 383). Through to the Euromaidan, eighteen parliamentary deputies with-
in the Party of Regions continued to have ties to organized crime.?

Allegations about Akhmetov’s involvement with criminal groups are to be
found in a 1999 Interior Ministry document on organized crime groups in the
Donetsk region.?” Zon writes that in the first half of the 1990s, Bragin, who
was a well-known Donetsk businessperson and a criminal “authority,” allegedly
became Akhmetov’s “mentor.”? Photographic and video footage of Akhme-
tov and Bragin at the funeral of Oleksandr Krantz, a major Donetsk organized
crime boss who was murdered in 1992, and at other events, was published af-
ter the Interior Ministry leaked them.? In October 1995, Bragin and six of his
bodyguards were murdered in Donetsk Shakhtar football stadium by a bomb
explosion, and, although Akhmetov usually accompanied Bragin everywhere,
on that occasion he arrived suspiciously late, after the explosion, and subse-
quently inherited all of Bragin’s assets.*® Akhmetov also inherited the business
assets of oligarch Yevhen Shcherban, who was assassinated a year later. Over
the next two decades following Bragin’s murder, Akhmetov became fabulously
wealthy when Yanukovych provided political protection as Donetsk governor,
prime minister, Party of Regions leader, and president. In Bloomberg’s two
hundred wealthiest people in the world, on the eve of the Euromaidan Akhme-
tov was ranked ninety-fifth, with a $11.4 billion net worth.’!

There were two attempts to destroy ties between organized crime and poli-
tics. Crimea Autonomous Republic minister of interior Hennadiy Moskal from
1996 to 2000 undertook the first attempt. In 2005 and 2007-10, when Yuriy
Lutsenko led Ukraine’s Interior Ministry, similar attempts were made to break
up the national nexus between politics and organized crime. When the Party
of Regions was in power in 2006—7 and during Yanukovych’s presidency, the
criminal world felt greater freedom to emerge from the shadows and flex its
muscles. In 2006—7, the U.S. embassy reported from Kyiv that “organized crime
feels that there will be no follow up from the government.”** In 2010, soon after
Yanukovych came to power, Givi Nemsadze, head of the bloodiest organized
crime gang in Ukraine, which was active in the Donetsk region in the 1990s and
responsible for fifty-seven murders (including destroying the Kushnir criminal
gang), was rehabilitated by the prosecutor-general’s office.’

In 2006, the new alliance forged between the Party of Regions and Crimean
Russian nationalists facilitated the ability of organized crime leaders to emerge
from the shadows and their decade-long marginalization and to re-enter local
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and national politics.** In spring 2014, organized crime leaders such as Sergei
Aksyonov (criminal name “Goblin”) were installed as Russia’s puppet leaders
in the annexed Crimea. Mark Galeotti noted that “Aksyonov, head of the Rus-
sian Unity party, seemed an ideal choice as a Kremlin figurehead. Even though
he had been elected to the regional parliament in 2010 with just 4 percent of
the vote, he was ambitious, ruthless, and closely connected with Crimean par-
liament speaker Vladimir Konstantinov, perhaps the pivotal powerbroker on
the peninsula then and now.”* The “unidentified thugs in mismatched fatigues
and red armbands” of the so-called Crimean self-defense forces were in fact
“the foot soldiers of the peninsula’s crime gangs, including Bashmaki and the
descendants of Salem, who had temporarily put their rivalries aside to pull
Crimea out of Ukraine.”®

Does Deoligarchization Mean the End for Oligarchs?

Skepticism about deoligarchization rests on past weak presidential and gov-
ernment performance, where rhetoric trumped action and Poroshenko’s status
as an oligarch himself. His campaign promises to sell his own business has not
been fulfilled. Poroshenko has flip-flopped between the Party of Regions, as one
of its founding leaders in 2000, and national democratic parties. However, he
is clearly more at home with the moderate centrist parties of the 1990s than the
authoritarian, kleptocratic, and violent Party of Regions. He has always feared
and strongly opposed Tymoshenko. Since September 2003, Poroshenko’s Chan-
nel 5 has traditionally provided balanced coverage of Ukrainian politics. Never-
theless, the obstacles to deoligarchization are formidable in of themselves and
the chances of its success are made worse by Poroshenko’s long-standing ties to
oligarchs. The arrest of oligarchs might not be welcomed in the West, as seen
in criticism of the imprisonment of Russian oligarch Mikhail Khodorokovsky.
The nationalization of oligarch assets, which Prime Minister Tymoshenko
backed in 2005, was heavily criticized as “populism” by Yushchenko and Poros-
henko, then secretary of the National Security and Defence Council, and in the
West. What parameters should therefore deoligarchization consist of if crimi-
nal charges against oligarchs and renationalization of their assets are taken off
the agenda?

Deoligarchization will be meaningless without challenging the biggest mo-
nopolist in Ukraine, Akhmetov. His future following the fall of his long-time
business and political ally Yanukovych is unclear, as he entered parliament only
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when he felt threatened—as in 2006 and 2007—to receive immunity from
prosecution and therefore did not stand for parliament in 2012 when his pa-
tron, Yanukovych, was president. Political protection by Yanukovych came at a
price, and Leshchenko’s investigations found that the former president owned
approximately half of the enormous assets accumulated by Akhmetov.?”

The Party of Regions will never be revived in its former form, and the recent-
ly formed Opposition Bloc pales in comparison. The end of the Party of Re-
gions and CPU’s monopolization of eastern and southern Ukraine has opened
up a political vacuum that will, over time, return to the centrist pluralism of
the 1990s. In the short term, as illustrated in the October 2015 local elections,
the Opposition Bloc will capitalize on local populist discontent over economic
dislocation blamed on the government and the Donbas conflict.

With Ukrainian criminal charges against Yanukovych and his entourage and
international sanctions against their assets, “The Family” is in retreat, but it also
remains unclear how their assets will be recovered. These assets were estimated
to be $130 million, ranking them sixty-fourth among Ukraine’s one hundred
wealthiest Ukrainians and business groups.®® In 2011, after purchasing the All-
Ukrainian Bank for Development, Oleksandr Yanukovych entered the list of
the top one hundred wealthiest Ukrainians. In 2012 he doubled his wealth from
$99 to $187 million (his company’s shares increased from 505.5 million to 970
million hryvnya) and occupied fifty-ninth place in Ukraine’s top one hundred
wealthiest.* Serhiy Kurchenko, who emerged from nowhere in 2011, also began
to expand his business empires as a front for “The Family.” Criminal charges
were instituted against Oleksandr Yanukovych and Kurchenko by the post-Eu-

romaidan government.

Escaping the Partial Reform Equilibrium and the Crossroads

The 2014 parliamentary elections produced for the first time a pro-Europe-
an constitutional majority that cooperates with President Poroshenko, who was
elected on a pro-European platform. Presidential and government policies that
will encourage reforms can now operate under the country’s natural “plural-
ism by default” (a product of regional diversity) that existed under Ukraine’s
first three presidents and clashed with the monopolistic tendencies of the Yanu-
kovych administration and Party of Regions (Levitsky and Way 2002). The key
to Ukraine breaking free of the partial reform equilibrium and entering the path
of European integration is the political will to demonopolize Ukraine’s econo-
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my, politics, and media by reducing the power of the oligarchs and separating
business and politics. How to reduce the power of the oligarchs remains elu-
sive if imprisonment and renationalization are taken off the table and as long
as banks, real estate, think tanks, and political consultants and foundations in
Europe and the United States continue to accept funds from oligarchic groups.

Much of the work to take on Ukraine’s oligarchs rests at the national level and
should be undertaken by President Poroshenko and Prime Minister Yatsenyuk.
But an important focus has to be also on reaching out to the population in
Ukraine’s east and south, where there are two Russian-speaking Ukraines after
the Euromaidan and Russia’s aggression. The first is a civil society extension
of the Euromaidan that has produced volunteer patriots fighting on the front
line and volunteer groups providing support to them and internally displaced
persons. The majority of the volunteer groups collecting assistance for the mil-
itary and National Guard are women activists. The growth of civic and military
volunteerism is reflected in the eastward spread of the anti-Soviet identity of
the Euromaidan; six hundred monuments to Soviet leader Vladimir Lenin have
been removed. A process of de-Sovietization that began with the removal of
Lenin monuments in Lviv on the cusp of the disintegration of the USSR has
spread to Russophone Ukraine a quarter of a century later.

Supporters of the Party of Regions and KPU who have traditionally priori-
tized standards of living and “stability” over democratization and Europe also
represent a large constituency in Russophone Ukraine. Economic and financial
crises will turn many of them away from the government’s reforms. These vot-
ers represent the constituency of the Opposition Bloc that continues to pursue
paternalistic neopatrimonial policies and antireform populism enabling the
party to win votes in 2014 and 2015. In big factory towns like Mariupol, large
groups of workers can be cajoled into voting for oligarch-controlled count-
er-revolutionary forces threatened by reforms and Europeanization. Poroshen-
ko’s reliance in eastern and southern Ukraine on local political and economic
vestiges of the Yanukovych regime will not lead to the changes and reforms
demanded on the Euromaidan; the president should be instead supporting
reformers and new political leaders who will not continue to pursue estab-
lished criminalized and corrupt business ways. The importance of change has
to mean President Poroshenko demonstratively showing to oligarchs and old
cronies from the Yanukovych era that it is no longer “business as usual.” If he
fails to do this, the policy of “deoligarchization” will be simply empty rhetoric.

A more difficult external environment than that following the Orange Rev-
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olution compounds domestic obstacles to reform. Russia, through the use of
military, economic, and trade pressure, seeks the failure of Ukraine’s European
integration. But Russia is not the only obstacle on Ukraine’s path to Europe.
Unlike postcommunist central Europe, the EU is requiring Ukraine to under-
take deep structural reforms within the Association Agreement and DCFTA
(Deep and Comprehensive Free Trade Agreement) without the inducement of
a membership perspective and with far less financial support.”’ In the short
term, Ukraine will have to spend a huge amount of resources to adapt to Eu-
ropean standards while losing trade with Russia following that country’s an-
nexation of the Crimea and aggression in the Donbas, which accounted for 16
percent of GDP, 25 percent of industrial production, and a quarter of Ukraine’s
exports in 2013 on the eve of the Ukraine-Russia crisis. In central Europe, pop-
ulist backlash against reforms led to the election of leftist governments that
nevertheless remained in support of NATO and EU membership. Populist
backlash in Ukraine would come from anti-European, counter-revolutionary
forces ensconced in the east and south who would look to Russia as a savior.

President Poroshenko’s deoligarchization campaign will fail if it does not
destroy the power of Ukraine’s most powerful oligarchs, particularly the two
groups (Akhmetov and the gas lobby) that finance the pro-Russian Opposition
Bloc. The Yatsenyuk government is moving against Firtash’s Ostchem, but this
is too little and has received tepid support from Poroshenko. President Poro-
shenko has two choices that would impact the success of Ukraine’s reforms.
The first would be to honor the agreement that he and Klitchko reached with
Firtash in Vienna, thereby permitting revenge down the road by pro-Russian
counter-revolutionary forces. This option would become a replay of Yush-
chenko’s cooperation with the gas lobby in which he sought grand coalitions
with the Party of Regions that facilitated Yanukovych’s comeback in 2010 and
counter-revolution during his presidency. Alternatively, Poroshenko can target
Akhmetov and the gas lobby in his deoligarchization campaign and in so doing
reduce the power and influence of the most powerful pro-Russian groups in
Ukraine. This second scenario would have the added benefit of assisting the
United States, Ukraine’s most important strategic partner, in its attempt to have
Firtash deported from Austria.

Putin was surprised at the toughness and patriotism of Ukraine’s soldiers
and volunteers who defeated his “Novorossiya” (New Russia) project for east-
ern and southern Ukraine. It is incumbent upon Poroshenko to show the same
determination as his Ukrainian citizens have shown in the Euromaidan and on
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the front line by defeating the threat posed to Ukraine’s European integration
by the country’s oligarchs. Without the de-monopolization of oligarchic polit-
ical, media, and economic influence Ukraine will be unable to move from its
partial reformed equilibrium and enter the path of European integration.

Economic growth can only be unlocked through reforms designed to demo-
nopolize economic life and lessen the stranglehold on the economy by big busi-
ness through expanding the small and medium business sector and reducing
the size of the shadow economy to levels found in southern Europe. At a time
of economic and financial near-bankruptcy, the Euromaidan leadership intro-
duced stabilization policies that cannot be avoided, and these will be followed
by unpopular structural reforms in pensions, utility prices, and the downsiz-
ing of overmanned state institutions that will generate unemployment. Other
reforms in human rights, law enforcement, and fighting high-level corruption
will be popular. Structural reforms, which have eluded all Ukrainian govern-
ments, should move Ukraine beyond the current partial reform equilibrium
and toward a consolidated democracy, efficient state institutions with greater
public trust, and a market economy not captured by big business tycoons.

If Ukraine fails to break through a second time, the country will remain
politically unstable and weak, leaving it at the mercy of an imperialistic Russia.
Large segments of the population, particularly active and energized represen-
tatives of civil society, the middle class, Ukrainian patriots, and nationalists,
carried out two revolutions against oligarchic capture of the state in 2004 and
2013-4. The Orange Revolution failed to change Ukraine, facilitating the rise of
a counter-revolution and a second revolution. Only a successful breakout from
the partial reform equilibrium that removes oligarchic capture of the state and
places Ukraine on the path toward European integration will prevent a third
cycle of public disillusionment, stagnation, counter-revolution, and revolution
from taking place.

The Association Agreement and DCFTA will promote all-round reforms in
Ukraine, but they will be difficult to implement without a membership per-
spective and large financial resources. A failure to launch breakthrough reforms
and deoligarchization would not merely consign Ukraine to remaining stuck at
the crossroads, as under Yushchenko, but with Russia seeking the failure of the
Euromaidan, would represent an existential threat to the very sovereignty of the
Ukrainian state. The stakes are high for Ukraine, and downsizing the ambitions
and rapacious greed of Ukraine’s oligarchs is central to the success of reforms,
European integration, and ending cycles of revolution and counter-revolution.
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