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The paper describes the relationship between the existing level of institutional development in Ukraine and the prospects for institutional changes with the
signing of the EU — Ukraine Association Agreement. Attention is paid to the key differences of modern politics of European integration from the conditions of
the previous EU enlargement for Ukraine. The role of group interests politics and the role of corruption as an informal governance tool in influencing public
confrontation and saving the actual uncertainty in the foreign policy of the country has been defined. Among the main conditions for the elimination of
contradictions there identified the following: transformation processes under the enhanced foreign competition as a result of the implementation of the EU -

Ukraine Association Agreement, as well as balancing the overvalued and undervalued expectations about European integration among the population.
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Y cmammi onucyemoca 830€MO038’930K MiX iCHYOYUM pigHem iHCcmumy-
yiliHo20 po3gumky 6 YKpaiHi ma nepcnekmusamu iHCMUMyUiliHUX 3MiH y
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308HIWHIU nosimuyi KpaiHu. Ceped OCHOBHUX YMO8 05 YCyHeHHS npomu-
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ma EC, a mako# 3601aHCYBAHHA NepeoyiHeHuX | HeO0OYiHEHUX 0YiKy8aHb 3
npusody esponelicbkoi iHmezpauii ceped HacesneHHs.
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odern Ukraine has been carrying out the process

of social and political formation, looking for its

geostrategic identity under socio-political and
economic transformation. In this complex transformation
process Ukraine has been overcoming the difficult path to
the creation of a new integrated institutional system, the
formation of which is largely determined by a focus on Eu-
ropean values and practices. At the same time, the specific
place of Ukraine in the geopolitical and geo-economic space
[2] determines the contradictions that arise in connection
with the activation of the Ukrainian-European integration
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politics and institutional changes in the course of Ukraine’s
Europeanization.

In this paper we attempt to study connections be-
tween the low level of institutional development and causes
of latent counteraction to the Europeanization of Ukraine
on the part of political interest groups, which is displayed in
the contradictions among the population about the official
path of Ukraine to European integration. Relatively high le-
vel of corruption has been preserved during several decades
in Ukraine, indicating inefficiency of the public governance
and programs to fight corruption. In fact, corruption has be-
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come a permanent informal management tool influencing
citizens’ political choices. Basing on the identified causes of
opposing the institutional changes, we suggest the follow-
ing ways to resolve them: 1) real foreign competition as a
way to influence the political and economic group interests
and 2) public education to eliminate the information asym-
metry regarding the conditions of EU-Ukraine Association
Agreement (hereinafter — AA) and upcoming changes in the
course of reforms. Although the paper partly focuses on the
Europeanization of Ukraine in the economic area, we sup-
pose that institutional changes during the transformation of
the Ukrainian economic system should address all activities
and interactions between citizens and public authorities.
The institutional issues of the Europeanization promo-
tion to the East were developed in papers of D. Brennaman,
S. Lavenex, S. Opper, F. Schimmelfennig; causes and conse-
quences of opposing the institutional changes in the emerg-
ing market countries were studied in papers of A. T. Guzman,
D. North, R. Rajan and L. Zingales; the assessment of pros-
pects of European integration enhancing for Ukraine was
made by L. Burakovskyy, A. Breslavska, N. Shelud’ko, etc.

he active phase of European integration course im-
plementation for Ukraine started in 2014, which was
associated with the signing of the AA (the ratifica-
tion by the EU Member States is in progress). The present
stage of the European integration politics assumes the in-
creased demands for new applicants for the EU member-
ship, including Ukraine, as the European Neighbourhood
Policy implies more comprehensive institutional reforms at
the stage of Free Trade Areas [12]. It implies the require-
ments for implementing the entire system of EU law (Acquis
Communautaire) into legislation of the candidate countries
and/or partner countries before their joining the EU. The re-
quirement of full implementation of the European standards
and the likelihood of positive consequences for population
from their introduction in Ukraine under uncertainty of
joining the EU caused heated debates in Ukrainian society.
From a theoretical point of view the requirement for
institutional convergence given in the European Neighbour-
hood Policy for Ukraine may promote attributiveness of its
economic development through copying the models for cre-
ating domestic models of market relations. Positive charac-

teristic of attributiveness is to introduce market organization
of the country’s entire economic system, creating precondi-
tions for the emergence of a new type of economic interac-
tions and determining the outcome of institutionalization
process. It provides accelerating the evolution of transitive
economic systems, which reduces the time of transition to a
more advanced economic system and resource costs of it. It
should be noted that the borrowing of legislation (without
intention of integration), which proved to be effective, was a
very common practice not only in Europe but also in other
countries of the world [6].

The importance of institutions can be explained with
its ability to reduce uncertainty, organize and structure the
relationships among people, define and limit the set of alter-
natives. Such restrictions are both formal (law, regulation)
and informal (customs and traditions) [9].

verall, the Ukrainian institutional environment may

be described as problematic, particularly as regards

the rule of law and corruption that slows the devel-
opment of democratic institutions, integration into Europe-
an structures and pace of economic reforms (Table 1).

One of the reasons for the negative dynamics of insti-
tutional indicators performance is the continued prevalence
of non-market and anti-democratic institutions in econom-
ic relations, such as the lack of transparency in decision-
making at all levels, inefficient enforcement mechanisms,
corruption, law regulatory quality and low consumer pro-
tection, lack of confidence in the judicial system, etc.

In practice, while “borrowing” institutions, the ini-
tial conditions, national characteristics and timeliness of
innovations must be taken into account, which in case of
transitive countries should be understood as an attempts
to implement market rules in the environment dominated
by informal non-market institutions, which comes from the
gap between the elimination of old rules and the lack of an
effective system of the new ones.

Itis a well-known fact that a change in the law requires
a relatively short period of time while the deep institutional
changes may take decades.

If the necessity for key institutional changes during
the transformation of the economic system (such as owner-
ship rights, market liberalization and the rule of law) was not

Table 1
Quality of institutions in Ukraine (in dynamics)
Indicators 2006 2007 2008 2009 2010 2011 2012 2013 2014
Corruption perception index (0-10) 2.8 2.7 2.5 2.2 24 23 23 24 2.6
Regulatory quality (-5 - +5) -0.50 -0.43 -0.51 -0.60 -0.55 -0.56 -0.61 -0.64 -0.63
Government effectiveness (-5 - +5) -0.56 -0.729 | -0.735 -0.82 -0.77 -0.83 -0.58 -0.65 -0.58
is’:;eer)‘(g(toh_?g;”"emr protection 37 37 3.7 47 47 47 47 48 49
Rule of law (-5 - +5) -0.89 -0.8 -0.74 -0.8 -0.8 -0.86 -0.86 -0.83 -0.79
Extent of disclosure index (0-10) 1 1 1 5 5 5 5 4 4
Notes: the interval from the worst to the best value (-5; +5) is indicated in brackets.
Good | Above average Average Below average Bad
Source: calculated and built by [5; 15].
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in doubt among the state elites, then the development and
implementation of appropriate package of reforms aimed at
deep institutional changes and replacement of the existing
economic system remained a problem after more than 20
years of reform experiments.

In particular, the adaptation of European norms and
standards in Ukraine may become a problem as well due to,
firstly, existence of “transplantation effect” in the result of
the EU legislation’s import [1], and secondly, formality in
rules adaptation (on demand of the AA) without its actual
application 1,

reating an effective legal framework for economic

development is not the main purpose of EU direc-

tives; they form the legal basis for strengthening
integration and completing the single market. EU frame-
work legislation is based on a double principle of minimum
standards and mutual recognition. Accordingly, national
laws that are to be harmonized with the European standards
must not contain more stringent requirements than the
minimum requirements set out in EU directives [1]. State’s
ability to independently and effectively carry out institu-
tional reforms that are specific to a particular country is the
most important factor in determining the overall success of
the reforms [10, p. 400]. Nevertheless, the European legisla-
tion may serve as guidelines not only for the candidate ac-
cession countries but also for the potential applicants and
neighbouring countries as an example of “best practice”.

From the very beginning of the transition to a mar-
ket economy Ukraine borrowed elements of practice and
regulation in the European experience and legislation (in
particular from Germany). Nevertheless, the creation of an
institutional framework through borrowing institutions has
not led to the construction of a similar model of capitalism.

Ukraine faces one of the key problems of institutional
reforms: “Institutions are not necessarily or even usually
created to be socially efficient; rather they, or at least the
formal rules, are created to serve the interests of those with
the bargaining power to create new rules” [9, p. 360].

Construction of capitalism on Ukrainian scenario
takes place on the ground of continuing post-socialist prac-
tices, due to which objectives of the transformation have not
been achieved (in particular, as in other post-Soviet coun-
tries, privatization in Ukraine has not led to the formation
of efficient owners). Saving the state of affaires even with
a visibility of market reforms allows political elites, closely
connected with the owners of large capital, to benefit from
the ability to centrally manage all aspects of economic life in
their own interests.

Corruption in this case appears not only as a con-
sequence of ineffective governance system but also as an
informal tool of governance. This informal governance
mechanism involves forcing individuals, whose incomes

' An example of this principle violation is the discrepancy between
the European rules adapted and applied in terms of quite successful
formal implementation, which remains a major problem not only for
the third countries, but also for some EU Member States (Lavenex and
Schimmelfennig 2009).

2 Ranging from 70 to 200 USD a month at the current exchange rate.
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depend on scarce? payments from the central government
(public administration, medicine, law enforcement and the
judiciary, education, etc.) to seek additional sources of in-
come to ensure minimum necessary or acceptable standard
of living. As a result, skilled and highly skilled employees
are forced either to monetize their knowledge and power
at the expense of the consumers of services or to change
jobs, which is extremely difficult in conditions of permanent
economic crisis. Due to existence of official prohibition of
corruption some officials may exert pressure, use so-called
“administrative resources” (for example, to influence the ju-
ridical system in order to get favourable judgements in the
courts). Though a selective punishment for those who do
not obey the “instructions” may be applied. It may give rise
to a violation of democratic rights and freedoms of citizens,
particularly during the political elections. Thus, due to the
corruption instruments political elites may ensure the pres-
ervation of their political positions, to slow reforms and op-
pose the real institutional change.

This approach supports the preservation of the multi-
vector character and uncertainty of Ukrainian foreign pol-
icy, which provides the visibility of its balance but in fact it
limits economic, socio-political and cultural development
in Ukraine. It may be confirmed with evaluations and rat-
ings compiled by international organizations in terms of
economic, political, financial and human development, in
which Ukraine has traditionally occupied low positions with
the highest potential for a breakthrough.

krainian reforms may be characterized with sys-

temic imbalances and the existence of time lags be-

tween the implementation of the necessary innova-
tions, which increases social tensions in the reform process.
Political elites may also constrain reform that reduces the
potential effect of the introduction of new rules. This prob-
lem is not unique to Ukraine but also for other countries
in transition. Therefore, the introduction of new rules and
the fight against non-market institutions interaction must
take place simultaneously, rather than sequentially. Lack of
public opinion unity on the direction of changes aggravates
processes of reform and may lead to its formalization in the
pursuit of expanding the electorate base.

As a consequence, here come two problems: the prob-
lem of the citizens’ attitude to European integration and the
problem of resistance to changes.

Formation of public opinion as for European integra-
tion is being made through the media (controlled by inter-
est groups), which has given rise to myths and stereotypes
about the EU-Ukraine Association Agreement [7]. The ob-
jective of these myths spreading is, on the one hand, to cre-
ate overvalued expectations of European integration sup-
porters and, on the other hand, undervalued expectations —
from the supporters of joining/strengthening integration
with Russia.

Unfortunately, these manipulations have a mass char-
acter and are easily incorporated into society in terms of
common lack of knowledge of the AA text.

Results of a survey on the attitude of the respondents
to the European integration of Ukraine were represented
by IFAK Institut GmbH & Co. KG, Deutsche Welle Project
(Germany) in 2014. It showed that half of the population of
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the central and western regions were (too) optimistic about
Ukraine’s accession to the EU in the next 5 years, while 1/4
of the eastern regions population believed that Ukraine
should not become a member of the EU [14] (Fig. I).

The main objective of the EU, according to the Ukrai-
nians’ opinion, is to support economic growth (49 % of re-
spondents), 62 % of the Ukrainians support this goal. One
third of respondents (32 %) believe that the objective of the
EU is to strengthen democracy and freedom of speech. The
development of democratic values becomes more and more
important for the Ukrainian citizens, as personal support
for such goal has increased significantly over the year from
18 to 39 % (see The results of the monitoring research “DW-
TREND’, Ukraine 2014) (Fig. 2).

The results of the above survey confirm the fact that
people make decisions about the future of their country in
conditions of information asymmetry about the terms of the
AA and the upcoming changes in the course of reforms.

3The survey was not conducted in the Donetsk and Lugansk regions
in connection with military operations, otherwise the data would be
much greater.

In this regard, there is an acute need for an indepen-
dent and non-profit organizations that would conduct edu-
cational activity, raise the level of literacy of the population
about their rights and freedoms, the foundations of a market
economy, polity and public governance, as well as provide
politically biased coverage of all matters relating to the AA
and the process of European integration of Ukraine.

hus, the Europeanization of Ukraine and imple-

mentation of the AA are not totally supported by

the Ukrainian citizens. Today’s public confrontation
over Ukraine’s foreign policy actually displays the confron-
tation of political and economic elites whose interests are
dependent either on the strengthening of trade and eco-
nomic relations with the EU, or with Russia. Political insta-
bility and geographically different directions of large capital
owners’ interests hamper the adaptation of legislation and
the conditions for further European integration.

One of the measures that may be applied to overcome
political resistance to changes is the regulatory competi-
tion [3, p. 52-55]. However, Ukraine has no such possibility
at the stage of joining a free trade area with the EU. At the
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same time in terms of a high degree of uncertainty in foreign
policy there are no alternatives to domestic regulation and
governance for Ukraine. This pursues to looking for other
approaches, one of which is offered in the theory of group
interests in financial development [11]. It states that the
political groups may resist development because it gener-
ates (real, not nominal) competition, which prevents high
monopoly profits. The possibility to interests lobby in terms
of close relationship between business and government be-
comes a key source of generating income. But resistance
of political groups to institutional changes should weaken
under the influence of external competition. Therefore, this
factor may become a key lever for institutional and econom-
ic development in Ukraine.

urning to the economic aspects of the Europeaniza-

tion of Ukraine, it is obvious that different initial

macroeconomic conditions will put the Ukrainian
companies in unequal conditions with the European ones as
they enter the Ukrainian market and will create additional
risks [13], such as:

+ at the government level — narrowing sovereignty in
matters of economic and monetary policy; import
of crises, increased dependence on international
financial institutions; discrepancy with high Euro-
pean quality standards;

+ at the company level — increased competition and
risks of acquisitions; short-term displacement of
Ukrainian companies by more powerful interna-
tional ones in some areas due to the competitive
advantages of the latter.

However, competition is the basic market mecha-
nism that encourages the improvement of services quality
for consumers, and the access of more competitive foreign
economic agents to market encourages real competition.
While increased competition through market entry of for-
eign companies creates additional pressure on domestic
ones, the latter receive incentive to improve performance,
service quality and get access to foreign technologies [4].
Domestic companies will have to adapt and evolve in order
to survive in the market, particularly through consolidation.
This problem is not unique to Ukraine but also for the less
economically developed EU member states, which may be
seen from their resisting the “Europeanization pressure” [8,
p- 809] and entering the national markets of more powerful
foreign competitors.

CONCLUSIONS

Despite the difference in interests of political and
business groups, which is reflected in overvalued or under-
valued expectations of population regarding European inte-
gration, implementing the AA provisions and consequent
intensification of relations between Ukraine and the EU may
provide external stimulus to more effective public policy re-
form and institutional change, increasing the efficiency of
domestic companies and quality standards of services. But
the success of future adaptation of Ukrainian legislation to
the EU law depends, on the one hand, on completion of the
transition to a market economy and functioning of market
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institutions, on the other hand, on citizens’ awareness of the
changes that are taking place. u
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