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Introduction

Zaporizhzhya constitutes a typical example of an important industrial centre
within the former Soviet Union. In the 1930s the attention of the whole
Soviet Union focused on this new town. A huge dam and hydroelectric
power station were build in the river Dnepr as well as Zaporozhstal, a
gigantic steel enterprise. Many workers, from different cultural
backgrounds, from all republics of the former Soviet Union, came to this
town in Eastern Ukraine to build a bright future. At the same time Stalinist
repression disciplined the population. Social engineering of the Communist
Party had a deep impact on the new worker's town, with shallow cultural
traditions. More than elsewhere, the population of Zaporizhzhya became
passive and docile.

With the independence of Ukraine (December 1991) and the economic
crisis associated with the dissolution of the Soviet Union and the collapse of
centrally planned economy, the position of Zaporizhzhya changed
fundamentally. From one of the major industrial centres in the former Soviet
Union, producing electricity, steel, aluminium, cars, transformers and
machinery, it transformed into a peripheral declining region in the wider
European space, as a part of a new state that found itself in the margin of
European politics. Transition towards a new economic system and insertion
into the world economy changed many of the characteristics of
Zaporizhzhya that once were considered as assets into obstacles. For
example, the Soviet economy has been characterised by emphasis upon
heavy industry and a high share of production for the military. For
Zaporizhzhya these characteristics were even more pronounced. Nowadays,
this legacy has become a barrier for change.

Moreover, Zaporizhzhya, located in Eastern Ukraine and not far from
Russia, has suffered a lot from the dissolution of the Soviet Union. As a
result of all these changes Zaporizhzhya has faced unprecedented industrial
decline: more than 60 per cent during 1991-1997.

In Zaporizhzhya province about 2 million people have lived through a
major drama. This drama is reflected in dry figures: in 1996 no European
country had as low a birth rate and as high a mortality rate as Zaporizhzhya
province had. The result is that the population of Zaporizhzhya is declining
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rapidly. The desperation of the population is reflected in one of the highest
suicide rates in Europe and extremely high levels of alcohol abuse. More
than half the population of Zaporizhzhya town is de facto unemployed. At
the same time, a small group enriches itself on a massive scale.

It is noticeable that there are hardly any publications about the drama
undergone by the population of Zaporizhzhya in recent years. This is related
to the lack of openness in Zaporizhzhya society. This book can be seen as a
contribution to the needed debate about ongoing social and economic
change. The book not only builds upon the scarce, mostly unpublished
sources available about Zaporizhzhya but also upon personal experiences of
the authors. Two of the three authors lived for a long time in Zaporizhzhya.

The book focuses on the most important changes that occurred recently
in the province of Zaporizhzhya, especially since the independence of
Ukraine (1991).

A short account of the history of Zaporizhzhya shows how history,
including pre-Revolutionary history, is still very much visible in present day
Zaporizhzhya (Chapter 1). Independence for Ukraine has meant a major
historical rupture as suddenly Zaporizhzhya changed its orientation from
Moscow to Kyiv, the new capital. It also meant the Ukrainisation of
Zaporizhzhya town, that is in majority Russian speaking. This process not
only implied the marginalisation of the Russian language, but also of
culture as well. (Chapter 4).

Chapters 2 and 3 describe the emerging economic and political system
as the development of a kleptocracy, tolerated by a passive population, in
which many elements of the Soviet and Tsarist past are discernible. The
redistributive syndrome, in which funds are channelled towards loss-giving
state-owned enterprises while squeezing profitable enterprises and the
population at large, prevents economic development.

Prospects are gloomy for the eight large industrial enterprises that
constitute the base of industrial Zaporizhzhya. These enterprises, that work
with obsolete outlays, are hardly restructured (Chapter 5).

The increasing divide between the countryside and towns is dealt with
in Chapter 6. The deepening agricultural crisis is rooted in the economic
system that de-motivates agricultural producers to work.

The financial crisis of the state caused the rapid decline and crisis of a
range of public services: health care, education, public housing, public
transport, etc. A social and material infrastructure, built up during decades,
broke down in a few years. The breakdown of this culture and care for
pensioners and disabled is analysed in Chapter 7. Chapter 8, dealing with
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social change, describes the atomisation of society and the developing crisis
of gender relations, spreading poverty as well as crime.

Chapter 9 describes how Zaporizhzhya province became one of the
most polluted regions in Europe: one out of every three hospital patients
suffers from a disease caused by environmental pollution, especially from
polluted drinking water. Declining production, and subsequent declining
emission levels, did not prevent a rapid increase of diseases related to
environmental pollution. The huge nuclear power station near Zaporizhzhya
town, the largest in Europe, is a source of major concern to the population,
due to its increasing level of malfunctioning.

Apart from environmental pollution and declining health care levels, it
is also increased poverty levels that contribute to a health crisis. In
particular, young children and middle-aged men suffer from all kind of
diseases. An explosion of sexually transmitted diseases has struck the youth
(Chapter 10).

Surprisingly with all the above described changes, Zaporizhzhya society
remained to a high degree closed and inward looking. Internationalisation
remained largely confined to the bazaar. Zaporizhzhya became one of the
major export regions of Ukraine, exports being mainly semi finished
products, like steel and aluminium. On the other hand, foreign direct
investment is at a very low level. Zaporizhzhya markets were flooded with
Western products, while Ukrainian products were not competitive.

The book shows how developments in various spheres are interrelated.
It describes the mechanisms of underdevelopment. An important element
here is the typical socio-psychological syndrome (Appendix 1), consisting of
a set of attitudes and behavioural routines, with deep historic roots, that
helps to reproduce a stagnating socio-economic system. Apparently, a social
base for modern economic development is not yet existent in present-day
Zaporizhzhya.






1 The Making of Modern
Zaporizhzhya

Alexandrovsk

Zaporizhzhya is built on the wide steppe plains of South-eastern Ukraine, on
both sides on the river Dnepr, about 500 km from Kyiv, the capital city.
Until 1921, Zaporizhzhya was a small town called Alexandrovsk and located
in Ekaterinaslav.

Up to the late 18th century no sedentary agriculture could develop in
these borderlands of the Russian empire because they were regularly swept
by invasions of nomadic tribes from the East. These borderlands in the
steppe of South-eastern Ukraine were then named Zaporizhzhya, which
means ‘beyond the rocks’ (in the Dnepr). Up to that time the region had
been a stronghold of the Cossack warriors who are credited with defending
Russia and Ukraine against the Tartars and Turks.! According to the
historian Seton Watson, among the Cossacks were

many fugitive serfs, fleeing from their Polish landlords. In the area around the
rapids of the Dnepr a considerable military power was established by the
Zaporizhzhya Sich, a Cossack community with a primitive social and political
organisation of their own, who recognised no other law, and conducted warfare

and diplomatic manoeuvres between Poland, Muscovy and Crimea. 2

In 1707 - 1708 there was a major conflict between the Cossacks. Under the
leadership of Mazepa, ataman of Ukrainian Cossacks and based in what 1s
nowadays Zaporizhzhya, this movement got control over a larger part of
Southern Russia. Peter I crushed this revolt with great cruelty.

The Cossacks found, among others, a refuge on the island of Hortitsa,
located in the Dnepr in present-day Zaporizhzhya.’

Tsarina Catherine II annexed the Crimea in 1783, subduing Tartar
tribes that had prevented the development of sedentary agriculture in
Southern Ukraine and who kept Ukraine largely depopulated and insecure.
From that time onwards the vast steppes of Southern Ukraine were
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converted into arable tillage and planted by a stable, sedentary peasant
population living on large estates.* Catherine started, and Tsar Paul
continued, a policy of colonisation by foreigners, especially Germans. Under
Catherine 75,000 foreigners came to Little Russia, having been given four
million acres and advanced nearly six million roubles, of which one-third
was a gift.’

Socially, this clearance of arable land subjugated the once free or semi-
free inhabitants to the conditions of the central peasantry, which meant
serfdom. Agricultural technology was very primitive. More than half of the
peasants had wooden ploughs. Yields were very low. The aristocracy was
generally not interested in agricultural management. However, some
forward-looking landlords introduced machinery.® Despite the backwardness
of agricultural technology, in Ekaterinaslav province 80 per cent of land was
for export crops. South-eastern Ukraine became the bread basket of the
Empire.

During the nineteenth century, a backward socio-economic system,
based on serfdom, developed in the countryside of what is now
Zaporizhzhya province.” Although in 1861 serfdom had been abolished and
the former serfs could, in principle, buy the land that they cultivated, a
labyrinth of traditional forms of extra-economic surplus extraction,
embodied in customary rights and dues, continued to prevail on estates in
what is now Zaporizhzhya province. Peasants paid the landlords with part of
the crop and provided the landlord with various services.

Probably related to the recent nature of its submission, the peasantry
was more prone to revolt compared to the peasantry in the heartland of
Russia. In the revolutionary upheavals at the end of World War [, the
Ukrainian anarchist Makhno, who controlled a considerable part of Ukraine
in 1921, had his base in Zaporizhzhya province.®

South-eastern Ukraine was one of the more backward regions of the
Russian empire. In 1887, 13.6 per cent of the inhabitants of Ukraine were
literate (women 3.9 per cent), compared to 29.3 per cent for the Russian
empire as a whole (women 13 per cent). This is partly related to the fact that
education was in the Russian language.

South-eastern Ukraine was early this century still overwhelmingly
agrarian. People were mainly occupied in farming. Handicrafts and trade
were poorly developed. Social and economic development was hampered by
feudal relations. From the mid-19th century onwards, the absolutist state
was the major engine of rapid industrialisation from above. However, this
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touched the region of what now constitutes Zaporizhzhya only to a very
limited extent,.

In Tsarist times, the role of the state was overwhelming. The nature of
state was absolutist. Even priests of the Orthodox Church were considered
as state functionaries. The state furthered the system of anonymous letters
accusing fellow citizens and according to which citizens could be convicted.
The higher ranks in the extended state bureaucracy were hereditary and
linked to the nobility. The state, the landlord class and bureaucracy formed a
single unity. The state had integrated feudal hierarchy into the bureaucracy.’
Corruption was widespread.'” In the womb of this feudalism, embryonic
capitalist relations developed from the mid-19th century onwards.

Alexandrovsk was created in 1770 around a fortress. The town became
an administrative centre for the immediate neighbourhood. In the 19th
century, a railway was built that passed through Alexandrovsk. Until the
October revolution in 1917, Alexandrovsk was a quiet town. Only a very
small minority, mainly Russians and Jews, lived in the towns.

The area of what later became Zaporizhzhya province suffered much
during World War 1. In 1921, during the civil war, there was a major famine.
There were many conflicts in this region due to its strategic nature. South-
eastern Ukraine, with its dense concentration of industry, communications
and agricultural potential, was of vital importance for Russia. The
Bolsheviks were very weak in what is now Zaporizhzhya province."'

The emergence of modern Zaporizhzhya

Under Soviet rule, Alexandrovsk, later renamed Zaporizhzhya, became
known as a symbol of Soviet power. The electrification of the country was
seen as a main goal of the Soviet government. According to Lenin, socialism
meant Soviet power plus the electrification of the whole country. A huge
dam and hydroelectric power station were built on the Dnepr at
Zaporizhzhya in 1932 to further this goal.'” Soviet literature describes the
heroic efforts of the inhabitants of Zaporizhzhya to create the impressive
industrial complex and the dam. People from all over the country came to
Zaporizhzhya to build a new future. In the eyes of many, the will of masses
of mobilised people accomplished a miracle. For many it seemed that a big
step in the direction of a bright future had been made. For many all over the
Soviet Union, the building of the dam and the building of Zaporozhstal



8  Social and Economic Change in Eastern Ukraine

8.
Kharkiv

Zapgrizhzhya

~Donets

- g R XA
AN S
R N

Dnipropetrovsk

Dnepr

...-.-*s...‘-' -‘. -
. . 0. .
. R "‘ [
.- h‘ l‘
[y S ¢
.' ‘. e aa e aa=" '
. LA - LR -
. - . -
!‘ ‘-'
- J
Zapori : ‘ /
.l..
aporizhzhya N ‘
L] LY
e et ]

Gulai Pole e 5
® Orechov Nt .

Ll
L]
L3

1‘ ®
: Energodar

R Melitopol

g

" SEA OF AZOV

Zaporizhzhya province



The Making of Modern Zaporizhzhya 9

meant that the Soviet people could build the best of all worlds. The people
of Zaporizhzhya were proud and nowadays, many families have relics that
remind them of those heroic times.

Less is known about the hardships people had to undergo. For example,
for a long time a larger part of the population had to live under primitive
circumstances in barracks.

In the period of pre-war five-year plans, Zaporizhzhya developed into
an important industrial centre of the Soviet Union with 63,000 industrial
workers. People came from all corners of the Soviet Union, mainly from the
countryside. They were mostly poorly educated workers with a peasant
background, attracted by the comparatively high wages they could earn in
Zaporizhzhya. However, in many cases they were also attracted by the
challenge of contributing to a new socialist future. |

Generally, South-eastern Ukraine witnessed a rapid development in
those years, compared with the rest of Ukraine. The gravity point of
industrialisation within Ukraine moved towards the South-east. Especially in
the Donetsk basin, east of Zaporizhzhya, many new towns arose. The
population of Zaporizhzhya increased from 50,000 inhabitants in 1926 to
275,000 inhabitants in 1939 ( 425,000 inhabitants in 1959).

Large steel factories, an aluminium plant and a magnesium-titanium
plant were built in Zaporizhzhya during the 1930s. The new industrial
complex allowed the Soviet Union to become less dependent upon deliveries
from the capitalist world. By 1937, Zaporizhzhya was supplying 60 per cent
of aluminium produced in the Soviet Union, 100 per cent of manganese and
20 per cent of steel plates."

During the 1920s and 1930s huge efforts were made to eradicate
illiteracy, with great success.

During the 1930s a collectivisation campaign, in which private farmers
were forced to join collective farms, ravaged the countryside. In the
Ukraine, approximately 2.5 million persons died in the famine (1932-1933)
that was provoked by the forced confiscation of all grain reserves. Stalin
ordered the expropriation of all foodstuffs in the hands of the rural
population. The odd thing was that enough food was available and grain was
being exported to the West. The province of Zaporizhzhya objected to the
imposed quotas for grain delivery. The local party committee told both the
Ukrainian central committee and its own district committees that 70-75 per
cent of the quota would have to come from poor and middle-income
peasants; and this might leave them without sufficient seed and would not
leave 'a single kilogram' of grain for sale to the local population.* Most
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victims were in the southern belt, in which also Zaporizhzhya province is
located."

However, the famine struck Zaporizhzhya less hard than
Dnipropetrovsk. On the borderlands between Dnipropetrovsk and
Zaporizhzhya the army prevented starving people from seeking refuge in
Zaporizhzhya province. Many died as a consequence of repression and
famine. As a result, the population of Ukraine declined between 1926 and
1939 by 10 per cent.'® Many farmers were deported to Siberia.

The world of heroic efforts to build modern Zaporizhzhya and the world
of repression and famine seemed to be two completely different worlds.

During World War II, major battles were fought in and around
Zaporizhzhya which was largely destroyed in these battles. During World
War II all industries were evacuated to the far east of the Soviet Union. For
example, equipment from Zaporozhstal was used to build steel factories in
Magnitogorsk and Novosibirsk. 'Motor Sitch', producing aircraft engines,
was evacuated to Omsk where in three months time production started. To
prevent its usefulness to the Germans, Soviet demolition squads destroyed
part of the dam across the Dnepr during 1941. In 1943 the Germans shelled
and bombed it as they fell back, destroying what remained of the factories.
More than 400 factories in the province, 21 of national significance, lay in
ruins.

Zaporizhzhya city itself was a wasteland in which 300,000 war-weary,
desperately hungry and exhausted people sought to make homes in dugouts,
squalid huts and the crumbling shells of what had been apartment houses.
No large buildings had survived the war.

The war with Germany has forged a new unity of the people, grouped
around the aim to get rid of the invader. Repression was somewhat relaxed
and the Orthodox Church rehabilitated by the state. The victory over
Germany gave the space for a new big mobilisation campaign to rebuild
destroyed Zaporizhzhya.'” Leonid Ilyich Brezhnev was appointed as the
first secretary of the provincial party committee. In order to rebuild
Zaporizhzhya the best workers were selected from the whole of the former
Soviet Union. More than 13,500 people helped to rebuild the hydro-
electrical power station and 20,000 workers rebuilt Zaporozhstal.
Zaporozhstal started production again in 1947,

After the victory over Nazi Germany, hardships were not over for the
population. Stalinist repression again struck hard and illusions were crushed
anew. For example, shortly after the war, the secret service took out of every
third house one or more people and shot or deported them to Siberia. This
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arbitrary repression was meant to terrify and discipline the population.
Terror was particular severe in Zaporizhzhya. Everyone felt the fear as
anyone could become a victim of Stalinist repression. Anonymous letters
could send people to death camps. A woman in Zaporizhzhya threatened to
accuse a man of disloyalty to the Soviet state unless he married her as she
was pregnant. Nevertheless she sent after the marriage a letter to the secret
service with the result that he died in a concentration camp. Everybody
knew the story of Pavel Morozov who became a hero after he betrayed his
parents, accusing them of anti-Sovietism. It was the fear related to this
repression that had a lasting impact upon the mentality of Zaporizhzhya
citizens.

The party leadership traditionally has seen Zaporizhzhya as a kind of
human laboratory. Regularly policy measures were tested in Zaporizhzhya
before carried out elsewhere. Social engineering was easier in a new town
like Zaporizhzhya. It had also to do with the fact that the eyes of the whole
Soviet Union were directed on Zaporizhzhya. National party newspapers
reported regularly about the rebuilding of Zaporizhzhya. Again,
Zaporizhzhya became a showcase. The town was also an example for the
creation of the new Soviet man. People from the whole of the Soviet Union
came to -the melting pot of Zaporizhzhya that was being moulded into a
typical Soviet town, in which Russian emerged as the major language. It
became a typical worker's town with shallow cultural traditions. The second
wave of immigration also brought many released prisoners, which helped to
shape the cultural traditions of Zaporizhzhya.

For a long time, people had to live in bad circumstances. Many lived in
barracks, without toilets, usually without hot water and sometimes without
cold water as well. At the same time, Zaporizhzhya became known as an
example of Soviet town planning. Characteristic is, compared to other
Soviet type towns, the greening of the residential districts. As is typical for
all Soviet towns, various urban functions are not segregated but mixed, very
polluting industrial districts are located close to the centre of town, that is
alongside Lenin Avenue. This avenue is about 12 kilometres in length.
Major social and cultural centres are located around this axis, which means
that Zaporizhzhya does not have a real town centre. Remarkable for
Zaporizhzhya, compared to Western towns of similar size, is its provincial
nature. Anywhere in town, and even immediately around Lenin Avenue, one
can find quiet courts and parks. Zaporizhzhya looks like a provincial town
with a low level of social and cultural services. There is no historical centre,
although on the eastern side of town some historical buildings remained
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intact. Many historical buildings were destroyed during the war or broken
down as a result of long-term neglect. Nowadays, the few remaining
historical buildings are in decay, such as the Lishenski house, in front of the
theatre. The communist secret service ordered the destruction of all
churches.'®

After World War II, the industrial complex was reconstructed and
expanded. A transformer factory added in 1949, a factory producing
electrical machinery in 1951, a titanium-magnesium plant in 1956, a car
factory in 1959 and a factory producing aircraft engines. In the 1960s big
electromechanical enterprises were being constructed including
Zaparozhkabel and Preobrazovatel. The industrial complex profited from
vast deposits of minerals in the region and from the neighbouring regions;
minerals included coal, iron ore, manganese ore and titanium. In the mid-
1980s Zaporizhzhya produced nearly half of all the stainless and ball-
bearing steel in the Soviet Union, a third of cold rolled steel and about half
of transformers for electricity generation.

Zaporizhzhya developed into a town of 897,000 inhabitants (1992),
while Zaporizhzhya province totalled 2,077,800 inhabitants (1995). This
latter figure means that exactly 4 per cent of the entire Ukrainian population
lives in Zaporizhzhya province.

The disintegration of socialism in Zaporizhzhya

The socialist world has witnessed a process of relative gradual decline and
disintegration since the mid-1970s. With the revolution in microelectronics
and communications going on in the Western world, it gradually became
apparent to the ruling elite in the socialist countries that the socialist world
has lost the economic and military competition with the West. It was
obvious that the so-called socialist world market (COMECON) could not
provide an alternative for the capitalist world market. Up to the early 1980s
it was mainly leading scientists who hinted in Eastern publications at this
phenomenon. During the 1980s politicians, mainly from the reform-minded
countries also spoke about it. There was a process of economic stagnation
and growing awareness among the ruling elite in the socialist world that
problems of modern economic development could not be solved anymore in
the context of a centrally planned economy of the Soviet type. Although the
governments tried to conceal this crisis by trying to protect the population to
a certain extent from the consequences of this stagnation - by investing less
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and borrowing from the West - the population in most countries noticed
economic stagnation by declining living standards and growing scarcities.

Extensive economic growth (more of the same) could be realised in the
context of the Soviet-type planned economy. However, this economy could
not bring about intensive economic growth, i.e. growth through innovation
and continuous restructuring of the economy.

Typical for Zaporizhzhya was that this developing crisis of socialism
went largely unnoticed by the ruling elite and population of Zaporizhzhya.
Up to the mid-1980s life in Zaporizhzhya was quiet and living standards
continued to improve gradually. There were no dissidents. When Gorbachev
came to power and began to speak about the mounting crisis, many people in
Zaporizhzhya were surprised to hear about such a development.
Zaporizhzhya was to a large extent shielded from the political changes
described above.

Under party leader Brezhnev political leaders in the regions had more
scope of manoeuvre to solve regional and local problems, on the condition,
however, of strict loyalty towards the centre. In contradistinction to Soviet
rule under Stalin, under Brezhnev political leaders at all levels felt more
certainty about their positions. They were less threatened by sudden
displacements or dismissals. This relative stability for bureaucratic and
political functions had the consequence of an ossification of power and of
the emergence of a gerontocracy. In political and bureaucratic careers,
seniority became more important. Also in Zaporizhzhya a process of
feudalisation of political power occurred. For example, the clique around
party leader Vsevolozhki, who reigned in Zaporizhzhya for about 15 years,
acquired more and more privileges. Jobs were distributed among family and
friends.

Due to the greater stability of political and bureaucratic careers, and
also the gradual 'liberalisation' for leaders at the local and regional level,
more scope for corruption arose. Up to the 1960s, probably a majority of the
population believed in socialism and this belief could provide a motor for
development, despite repression. Gradually, since then, more people became
disillusioned and began to see the negative sides of social development.
Although with the death of Stalin people did not have to fear for their lives
any more, repression became more refined. Everyone has been supervised
by the state in many ways. An extended network of informers of the secret
service made sure that nobody could openly express his or her opinion.
When one of the authors of this book complained on the steps of the
university building about the quality of education, she was called one day
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later by the rector and asked for an explanation for her criticism. Another
author of this book listened one evening to the BBC in his student room,
whilst alone. One day later the pro-rector reproached him for listening to
anti-Soviet radio stations.

Everybody had to reckon with the fact that approximately one out of
three adult citizens worked with the secret service. Especially during the
sixties and seventies the system of anonymous letters spread. The party felt
obliged to research accusations of each anonymous letter.

As time passed, fewer people could believe the propaganda of the party-
state. Although people tolerated power through their passivity, active party
support dwindled as the illusions that inspired many people up to the early
sixties gradually disappeared.

Important changes came with the coming to power of party leader
Mikhail Gorbachev (1985). Glasnost and perestroika were introduced.
However, in the early years, this did not have much positive impact upon the
political climate in Zaporizhzhya. The local press did not become more
liberal and the local ruling elite continued to rule in the old way. One could
find in Zaporizhzhya a kind of 'socialism' that had disappeared long ago in
Moscow and St Petersburg. In 1989 Pravda criticised the party leadership in
Zaporizhzhya for its conservatism.'” Nevertheless, the population gained
more scope for self-organisation and a number of new social organisations
developed. In the late 1980s the role of the intelligentsia became more
pronounced in the political sphere and many had the hope that something
could change. During the late 1980s reports were made public in which all
kind of problems in Zaporizhzhya society were openly discussed. The
reports about environmental pollution and related health problems were
especially shocking (see Chapter 9). For the national parliamentary elections
independent candidates were brought forward and the reform minded
journalist Vitali Tchelishev managed to get a seat in the Soviet parliament.
His critical column in Industrialnoje Zaporizhzhya became famous.

However, it seemed that the world outlook of most people did not
change. Therefore, the collapse of communism and the dissolution of the
Soviet Union in 1991 came as a big surprise for most people. Few had
expected the collapse of the mighty party-state axis that had dominated
society for such a long time. People could not judge the depth of the
developing crisis of socialism as they had nothing to compare it with.

The process of disintegration became also visible in Zaporizhzhya. The
problem of scarcities became more urgent starting in 1985, when Mikhail
Gorbachev came to power.
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Party leader Gorbachev gave more scope for private activities in the
framework of the 'co-operative movement'. However, given the bureaucratic
context in which these co-operatives had to develop and the gradual
criminalisation of power as well as the growing scarcities, the emergence of
co-operatives was linked for many with the criminalisation of the economy.

Due to growing scarcities, many big enterprises in Zaporizhzhya began
to extend their systems of services for their employees: they began to buy
kolkhozes, install meat factories etc. A divide appeared between those
workers working for big enterprises with an extended service sector, and
those workers who were dependent upon the normal and badly functioning
state service infrastructure.

Although under Gorbachev enterprises gained more autonomy, at the
same time the percentage of nattonal income redistributed through the state
budget continued to rise.”’ Also, the share of heavy industry in national
production continued to increase, at the expense of consumer goods
production. Wages of workers rose during the 1980s, especially since 1985,
but the provision of consumer goods lagged behind. This caused inflation
and gave greater scope for black marketeers. The failure of official
distribution channels spawned a proliferation of black markets, corruption
and economic crime under Gorbachev. Living standards in Zaporizhzhya
began to decline.”’ Gradually, hope in a better future began to vanish.

Hence, although the Gorbachev reforms have been widely applauded in
the West as a big step towards democracy and the market economy, 1n
Zaporizhzhya many negative accompanying features were more prominent.
Glasnost had in Zaporizhzhya less consequences as the party leadership did
not change and followed docilely the conservative party leadership in Kyiv.
Only in the period 1989 - 1992 was the local press allowed to be somewhat
critical. The political activities of representatives of the local intelligentsia
slowed down in the early 1990s and disillusionment spread. The thaw in
Zaporizhzhya politics was very short.

Thus, the Gorbachev era has meant in Zaporizhzhya primarily an
accentuation of the traditional deficiencies of socialism. It meant the open
disintegration of socialism that would subsequently lead to the collapse of
the party state, central planning and the demise of the Soviet Union.
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Notes

h

10.

Some authors, like Y. Bystrysky, speak about the heroic myth of Zaporozh
Cossacks as contributing to the new Ukrainian identity. Cossacks (‘free men’)
were mostly peasants, who fled southwards between the 14th and 18th century
from economic and political oppression, and from serfdom. They set up
autonomous communities, ruled by an elected leader (ataman). Sometimes they
served the Russian state, sometimes they fought it. All special Cossack
institutions were abolished by 1920 by the Bolsheviks.

Seton-Watson (p. 7). According to Malet (xx) 'Sich' was a 'byword for absolute
self government, living off plunder, mainly at the expense of the Turkish
communities of the Crimea and the northern Black Sea coast.’

It was also on this island that from the late 18th century onwards German
Mennonites settled. Nowadays descendants of these German settlers still live in
Zaporizhzhya. Regularly, foreign Mennonites visit Zaporizhzhya to learn about
the history of these German settlers.

Perry Anderson considers this agrarian colonisation of Ukraine as probably the
largest single geographical clearance in the history of European feudal
agriculture.

Malet, p. xviii.

Berdyansk became the site of the largest manufacturer of threshing machines in
the Empire and one of the largest in Europe (Malet, ibid.).

'The incredible figure of 99.9 per cent of serfs were on barschina, under which
they were obliged to work the land , as of old, and not allowed to commute this
service for money (obrok). By contrast, in the central districts, only 41 per cent
of serfs were on compulsory field work.' (Malet, p. xviii)

Makhno, a Ukrainian school teacher from Gulai Pole, in what is now
Zaporizhzhya province, led a peasant guerrilla that fought against the forces of
Danilov and Wrangel (the anti-Bolshevik, 'White' forces), but gradually he
refused to co-operate with the Red Army. From Gulai Pole he raided
Ekaterinaslav province. He even briefly took the province capital, a sizeable
city, and he tried to put anarchistic theory into practice. At times, his army
counted several thousands of soldiers, armed with weapons taken from the
enemy. Nowadays, Ukrainian nationalists make a national hero out of Makhno.
The word 'feudal’ should be used with due caution with respect to Tsarist Russia.
See Chapter 3.

In a memorandum, P.A.Valuyev who served as a provincial governor under
Nicholas, wrote in 1855: 'The variety of administrative forms outweighs the
essence of administrative activity, and ensures the prevalence of the universal
official lie. Glitter at the top, rot at the bottom. In the creations of our official
verbosity there is no room for truth. It is hidden between the lines, but who

among official readers is always able to pay attention to the space between the
lines?'(Seton-Watson, p. 210).
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11.

12.
13.

14.
15.

16.
17.

18.

19.
20.

21.

The Soviets were in the hands of Social Revolutionaries and Makhnovists. As
late as 25 November (8 December, Russian calendar) the Mensheviks and Social
Revolutionaries still had a majority in the Soviet of Alexandrovsk, the
Bolsheviks having 95 seats of 232 (Malet, p. 5).

Most of the equipment for this dam was supplied by General Electric. American

engineers helped in constructing the dam (Dornberg., pp. 74, 94).
QOcherki Istorii Zaporizhzhya, p. 50.

6 October 1929, as quoted in Davies, p. 71.

The three foremost experts on the famine wrote together an article in which
they came to the estimate of 2.5 million victims. Only in 1988 did historians in
the Soviet Union began to write about the famine (see interview with the
historians S. Kul'chytskyi, R. Solchanyk).

Conquest, p. 22. '

German prisoners rebuilt part of the town in the period 1943 - 1949. Also slave
labour has been used to rebuild Zaporizhzhya.

Churches were destroyed in the Soviet Union according to a systematic plan.
Destruction took place by town in alphabetical order. Therefore Zaporizhzhya
was one of the first towns where this destruction began. Because Kharkiv is at
the end of the cyrillic alphabet, many churches in Kharkiv were spared.

See Wall Street Journal, 21 November 1989.

The percentage of utilised national income redistributed through the state budget
increased from 53.3 per cent in 1970 to 73.5 per cent in 1989. (Koropeckyi, p.
33).

See G.E. Schroeder, in Koropeckyi, p. 280.






2 The New Economic System

Transition in Ukraine

In Ukraine, and therefore also in Zaporizhzhya, transition towards market
economy started later than in most other Central and East European
countries. Gorbachev came to power in 1985 and started a campaign for
glasnost (openness) and perestroika (reconstruction). However, Ukraine has,
to a certain extent, been shielded from these changes due to the conservative
party leadership. Shcherbytskyi, a Brezhnev crony, stayed in power from
May 1972 till September 1989.' In 1991 independence came as a gift,
through the falling apart of the Soviet Union. This dissolution, combined
with the change of the economic system, has lead to a steep decline in
production.

The decline has been steeper than in most other post-socialist countries.
Whereas in the countries of Central and Eastern Europe (excluding the
former Soviet Union) real GDP in 1996 was 88 per cent of the level of 1989,
this percentage was 54 per cent for the Community of Independent States
and 42 per cent for Ukraine.”

Transition in Ukraine is not only characterised by the fact that it started
later than in most other post-socialist countries, but also because it is
proceeding slower. Communism was more deeply rooted here compared to
many other regions of Eastern Europe and therefore the preparedness for
change was less.” This is reflected in the low level of public support for
reforms. Due to the long-standing isolation of the Ukraine, knowledge of
market economy is minimal. Generally, the competence of the Ukrainian
governing elite is rather low. This is a significant difference from Moscow,
where a large fund of knowledge about how to govern a country has been
accumulated.

The Ukrainian economy is performing worse than Russia’s.* This is
connected with a number of factors. Ukraine is a major energy importer,
unlike Russia. Before the dissolution of the Soviet Union, Ukraine paid only
3 per cent of the world market price for oil, while it is now on the world
market level. In 1996, imports of fuels and fuel derivatives accounted for 52
per cent of total Ukrainian imports.

19
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Box 2.1 The economic structure of Zaporizhzhya

The economic structure of Zaporizhzhya is typical for industrial regions based on
heavy industry the same situation could be found in Western Europe and the USA in
their early phases of industrialisation.

Thirty-four per cent of the working population was employed in industry, 16
per cent in agriculture, 9.7 per cent in education, 8 per cent in construction, 6.5 per
cent in transport and communication and 7 per cent in health care in 1994. Within
industry, in 1995 55 per cent was employed in machine building and metal processing,
16 per cent in heavy metallurgy and 7 per cent in electroenergy.

The economy of the province is dominated by 360 large enterprises,
especially eight very large ones. The role of small and medium-sized enterprises is
modest, although rapidly growing. The latter enterprises are mainly in trade and
services sectors. By early 1996, there were 7000 active, private tax-paying enterprises,
mostly small and medium-sized.

The economic structure is distorted in the sense of a hypertrophy towards
industry, especially heavy industry, and the heavy weight of big enterprises. Many
enterprises are monopolists in their branch. There is a very low share of finished
products in total industrial production. Very few consumer goods are produced in
Zaporizhzhya province. About 70 per cent of the machine building industry used to
produce for the military. Examples are Motor Sitch, producing engines for jet fighters,
Iskra and Radiopribor. Another component is the developed energy industry. On the
one hand there are the hydroelectric power stations, on the other hand there is a
nuclear power station. There are a lot of energy-intensive industries in the province.
The Titanium Manganese Enterprise, Aluminium Enterprise, Ferrosplavzavod and
Dneprospetsstal consume together 80 per cent of all produced electrical energy in the
province.

Most of the industrial enterprises in Zaporizhzhya have outdated equipment,
in many cases dating from the 1930s.

Industry in Zaporizhzhya is export-oriented. Twenty-one per cent of total
production was exported in 1995. This is a very high share compared to the national
average. Zaporizhzhya accounted for 8.5 per cent of the total exports of Ukraine in
1995. Zaporizhzhya, together with the three neighbouring regions of Donetsk,
Luhansk and Dnipropetrovsk, account for more than half of total Ukrainian exports.
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This all means that the energy shock has been enormous.An additional
difficulty lies in the fact that Ukraine is a new state. Unlike Russia, in
Ukraine the demarcation of competencies between president, government
and parliament has not yet been settled.

Another characteristic of transition in Ukraine is the fact that the
shadow economy has acquired an enormous dimension and accounts now
for approximately 60 per cent of estimated Gross Domestic Product.’ In the
countries of the former Soviet Union this share is estimated at, on average,
about 40 per cent, in the Latin American countries at about 30 per cent.’
Therefore it has become very difficult for government to implement an
economic policy. The postponement of the privatisation of state-owned
enterprises contributed to the growth of the shadow economy. Experts from
the Ukrainian Centre for Social and Economic Research think that in
Ukraine the shadow economy constitutes ‘not only a shadow sector in the
economy but a parallel illegal power, that grows and begins to duplicate the
most important functions of the state'.’

Related to this problem is that of lawlessness in the economy. Contracts
have a very limited value in Ukraine. This increases transaction costs in the
economy enormously, and has kept away many potential foreign investors.

The government has contributed greatly to the growth of the black
economy through the high level of taxation. The mechanism is as follows:
the government is confronted with a budget crisis, partly related to subsidies
to loss-giving enterprises, and tries, increasingly, to reduce the deficit by
cutting expenditures and raising taxes. As a result enterprises try to evade
taxes and move to the black market. As more economic activities move into
the shadow economy, the burden on the legal, registered and non-subsidised
part of the economy becomes heavier, to the extent that legal economic
activities by companies are rendered very difficult. The Ukrainian
government has, up to now, not found a way out of this vicious circle.

In the shadow economy organised crime increasingly imposes its rule.
According to a report written for President Kuchma, organised crime now
poses an immediate threat for the stability of the state. The criminal
subculture has penetrated all levels of the state apparatus. Organised crime
has its parallel power structure and the population has to pay for these
structures (see Chapter 8). On average, organised crime makes products 20
to 30 per cent more expensive. Few firms can escape organised crime: about
90 per cent of firms are under its influence.®

A large share of exports and imports are illegal and capital flight has
acquired enormous proportions.” Income disparities seem to have increased
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more than in other Central European countries. Impoverishment of a large
share of the population is beyond levels attained in the greater part of the
rest of Central and Eastern Europe. Liberalisation of prices occurred in a
situation in which in many branches enterprises were monopolists. This
contributed to hyper-inflation that has been brought under control since mid-
1995.

Ukraine also has to pay a high price for the Chernobyl disaster. This
fact is little known in the West.”® In addition, Ukraine has a
disproportionally high ageing population. "

This list of characteristics of Ukrainian’s transition to market economy
leads to the conclusion that in Ukraine this transition has been one of the
most cumbersome in Europe, not taking into account the countries that
suffer under the devastating effects of war. This description of Ukraine as a
whole also applies to Zaporizhzhya.

Industrial decline in Zaporizhzhya

Recent data of the Zaporizhzhya Statistical Office show that industrial
decline in Zaporizhzhya province did not start until 1992, with a very steep
decline in 1994. According to the Zaporizhzhya Statistical Office, in 1991
growth of industrial production was 0.4 per cent. In 1992 the decline in
industrial production was 4.7 per cent, in 1993 1.2 per cent, in 1994 22.5 per
cent, in 1995 10.3 per cent and in 1996 industrial production increased by
0.4 per cent. On the basis of earlier data of the very same statistical office it
can be argued that annual industrial decline was higher by about 3 - 4 per
cent (see Appendix 2). On the basis of circumstantial evidence, real decline
in industrial production must have been even higher (see Appendix 2).

Important to note here is that, according to Zaporizhzhya statistical
office, steep industrial decline begins in 1994. This is much later than in
most other regions and countries of Central and Eastern Europe. This fact
contributes to an understanding of the lack of preparedness of the elite of
Zaporizhzhya for market-oriented reforms.

The level of agricultural production in Zaporizhzhya was in 1995, 60
per cent of the level of 1990." The decline in this sector has been larger in
Zaporizhzhya then in the Ukraine as a whole.

Many will try to argue that the decline in production is less dramatic, by
taking into account the rapid increase of the shadow economy, that is not
reflected in official statistics. This sector accounts now for about 60 per cent
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of the estimated Gross Domestic Product (GDP). According to a report,
written for President Kuchma, if the weight and growth of the shadow
economy are taken into account, the decline of GDP between 1989 and 1994
may be in the range of 25 per cent. On the other hand, statistical figures
point at the rapid spread of poverty and misery and indicate a steep falling
of living standards of the vast majority of the population that is far beyond a
drop of one quarter of real income (see Chapter 8) An assessment of the fall
of GDP with inclusion of the shadow economy came to an estimated drop in
GDP between 1990 and 1995 of 31.7 per cent."

The falling apart of the Soviet Union has especially affected
Zaporizhzhya; located close to the Russian border, its supply and demand
systems are very dependent upon Russia and other republics of the former
Soviet Union. While 56 per cent of all industrial enterprises in Ukraine were
under the all-Union ministries, in the Donetsk-Dnepr region (Donetsk,
Luhansk, Dnipropetrovsk and Zaporizhzhya) it was 69 per cent and in
Zaporizhzhya province even 72 per cent.'* In the case of Zaporizhzhya, more
outputs and more inputs come from outside the region than would have been
the case for a region with a similar economic structure in the developed
West.

By mid-1997, the economy was still dominated by very large
enterprises that are de facto state owned, although formal privatised. Market
economy hardly existed, although enterprises were faced with harder budget
constraints and had better insight into real production costs. Big enterprises
still function in an economy that is redistributive, i.e. the state still
subsidises and keeps many enterprises afloat. This redistributive economy is
in crisis and operating in a context that is increasingly constrained by world
market forces.

Although the provincial administration boasts with figures that indicate
that 7.5 per cent of all privatised firms in the Ukraine are in the province
(population 4 per cent), these figures should be interpreted with great
caution. Fewer shops are privatised in Zaporizhzhya compared to other big
towns and only in 1995 was the first private hotel opened. It is in the sphere
of services that, usually, in post-socialist countries, the first wave of
privatisation takes place.

In 1995, the privatisation of industrial enterprises began, and by mid-
1997, this privatisation process was still in its early phase. Motor Sitch, the
aircraft engine producer in Zaporizhzhya, was one of the first big enterprises
to be privatised, and immediately a big scandal arose because the
privatisation agency suddenly withdrew an additional 17 per cent plus 27
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per cent of the shares from the auction, with the result that most of the
shares will remain state owned. The argument was that the enterprise was of
'strategic importance' for Ukraine, an excuse frequently used to avoid
privatisation.”” Gradually it appears that with the corporatisation of
enterprises, in many enterprises the state will get hold of the majority of
shares.

Although the privatisation processes proceeded very slowly, managers
of state-owned enterprises succeeded in appropriating state-owned property
and making illegal profits through selling abroad. In 1993 there were still
large inventories in the enterprises. Using these low- or no-cost materials,
the enterprises still could sell a lot of products abroad for another two or
three years, for low prices. Real costs were usually not taken into account.
As reserves dwindled and enterprises were forced to taken into account
higher energy prices and higher prices of new inputs, prices became, in most
cases, non-competitive.

In 1996 and 1997, the large enterprises were in a process of
corporatisation. The commercialisation process is still in its initial phase.
Big enterprises have numerous possibilities to get state support by tax
exemptions and cheap credits. Marketisation is also hampered by the wide-
spread practice of corruption and the absence of a law-governed economy.
Laws simply do not function. Breaking of the law has in principle no
consequence. This gives vast opportunities to corruption and organised
crime. Business can not operate without dealing with organised crime and
corruption which has become a way of life.

The development of the economy 1s hampered by prohibitive taxation.
High inflation'® and the underdeveloped banking system make industrial
development extremely difficult.

The large state enterprises have hardly adjusted to the new
circumstances. Organisational changes seldom occurred. Few have been
fired. Although the official unemployment figure is 0.15 per cent (1995), de
facto unemployment, in the form of unpaid leave, amounts to more than half
of the working population.'’

Does Zaporizhzhya has a regional economy?
Enterprises in Zaporizhzhya hardly functioned in the context of a regional

economy. In Soviet times, most enterprises worked under the supervision of
the branch ministries in Moscow that organised all inputs and distributed all
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outputs. These ministries did not take into account a rational utilisation of
productive forces in a spatial context and neglected the advantages of intra-
industry trade. It often happened that some inputs came from the far east of
the Soviet Union, while the very same inputs could have been provided by
an enterprise in Zaporizhzhya, but that happened to be subordinated to
another ministry.

Transformerzavod imported in 1991, 22.3 thousand tonnes of steel, 4.8
thousand tonnes of copper and 5.7 thousand tonnes of aluminium from
Russia and 27.2 thousand tonnes of copper from Uzbekistan. Note, and this
is typical, that also large quantities of inputs have been imported, like steel
and aluminium, that are also produced in Zaporizhzhya.'® Avtozaz imported
22.5 tonnes of steel from Russia, while there are huge steel factories in
Zaporizhzhya. Melitopol motor factory imported 676 tonnes of steel and 392
tonnes of rolled steel from Russia.”” The picture arises of a region that was
highly integrated into the Soviet economy, but with a limited regional
coherence. However, the regional economy has been designed as a coherent
complex, centred on the hydro-electrical power station and given the local
natural resources. The question comes here to the fore as to what extent a
more rational spatial pattern of supply chains has developed after the

collapse of communism.
With respect to output, similar data as for inputs are not available, but 1t

is known that most large enterprises produced for the Soviet market as a
whole and many of these enterprises even were monopolists. For example,
Avtozaz was the only producer of cheap cars for the entire Soviet Union.
Motor Sitch, which was incorporated in the military industrial complex,
delivered to the aviation industry located elsewhere in the former Soviet
Union. Eighty per cent of engines for Soviet military transport aeroplanes
were made in Zaporizhzhya.

With the falling apart of the Soviet Union many links with the republics
of the Community of Independent States were severed and contributed to a
large degree to the economic decline of Zaporizhzhya. Many links are still
there as is reflected in the geographical composition of export and imports,
but at a much lower level then in 1991. Another problem is that with the
falling away of former links, few new links within the region have been
established.”

With the dissolution of the Soviet Union the Ukraine tried to restore
vertical connections with enterprises formerly resorting under the control of
ministries in Moscow through its own industrial ministry in Kyiv. This
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policy was a complete failure. At the same time, the social consequences of
this policy had to be solved by the local and regional authorities.

In January 1993, there was an order from the president to give more
power to the regions. But this order did not change anything. Gradually a
situation developed in which the regions began to govern themselves de
facto, doing this however without a legal base. De jure, the ministries
governed.

With a manifesto of 10 points for the development of a regional policy,
the (former) provincial administration of Zaporizhzhya went in 1992 to
neighbouring provinces. A coordinating committee had been formed by the
provinces of Donetsk, Dnipropetrovsk, Luhansk and Zaporizhzhya. One
result of this initiative was that coal was organised for the electricity
generating stations. Another result has been that 26 November 1993,
Kravchuk, the president of the Ukraine, gave Dnipropetrovsk, Donetsk,
Zaporizhzhya and Luansk substantially more scope for self-governing.
However, a problem remained that of unclear competences of regional
administration and national ministries. Therefore many initiatives have been
blocked.

Nowadays, Zaporizhzhya provincial administration does not have more
scope of manoeuvre than other provinces. The opportunity, given at the end
of 1993, has not yet been taken. The years 1992 - 1993 constituted a short
interlude of increased autonomy for the regions. Since then the central
administration again gained more powers. Nowadays, the overwhelming part
of state funds, i.e. 82 per cent, is distributed by national government.*’

The provincial administration of Zaporizhzhya also asked a Western
consultant firm, after an open tender, to make a regional development plan
for Zaporizhzhya.”* In 1993, the firm Coopers and Lybrand delivered such a
plan, the first for a region in the former Soviet Union.” However,
practically nothing has been done with the recommendations given in the
report.

Nowadays, Zaporizhzhya provincial administration has not developed a
genuine regional policy, although a good regional policy seems urgent in
view of the economic and social crisis. Nowadays, the approach to regional
problems is more of an ad hoc nature, trying, like a fireman, to run from one
fire to another not taking the time to get an overall view. Significantly, no
research in the regional economy has been done, and attempts at such
research are even hampered by the provincial administration. The approach
towards regional problems has been rather of an administrative-command
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nature than facilitative. The newly established Regional Development
Agency has not played any role in the development of a regional policy.

An interesting initiative has been the agreement of cooperation between
neigbouring provinces in Ukraine and Russia, in which Zaporizhzhya also is
participating (27 January 1995). It appears that on this level cooperation is
easier than on the level of governments. Nevertheless, since its inception,
nothing has been heard of this initiative.

Small and medium-sized industrial enterprises

A big change in the economy of Zaporizhzhya has been the emergence of a
large number of small and medium-sized enterprises, most privately owned.
Very few are active in industry. Most of these industrial enterprises have
grown out of state-owned enterprises.

With  high interest rates, high taxes and declining demand, it is
especially difficult for small and medium-sized industrial enterprises to
develop. They are particularly sensitive to the bad debts problem and lack of
credit.

In particular small and medium-sized enterprises are vulnerable to
Mafia mfluence. Without bribing local administration officials it 1s
practically impossible to survive. The former Ukrainian vice-minister of
economy, Viktor Pyznyk, estimates that in order to open a small business in
Ukraine, you need to hand out nearly 2000 dollars in bribes.® This all
means that entry costs are rather high. According to many business people
interviewed in Zaporizhzhya, the number of small and medium-sized
enterprises declined since 1994 as purchasing power of the population
diminished rapidly and as the local bureaucracy created numerous obstacles
to private entrepreneurs, especially those producing goods.

Financial infrastructure

High-level inflation is one of the main obstacles for industrial development.
High inflation makes medium and long-term credits unattainable for
industrial enterprises. Therefore banks are lending mostly to trading firms.”
Inflation and bad debt chains have led to a partial demonetarization of
the economy. Many enterprises ask payment on delivery and even then
problems may arise. Most enterprises have to operate with barter deals,
often with the help of middlemen. Often, employees get paid in kind, that s,
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with the products their factory produces. They then have to spend much time
to sell these products. For example, it happened that an employee of a
construction enterprise went to the bank with a lorry load of sugar that he
has got as salary, asking for money. As the sugar was very cheap, the
employees of the bank bought the sugar. The enamel factory pays its
employees in pans. Enterprises have to spend much energy in organising
barter deals, in order to secure supplies. The pump factory in Berdyansk
(Zaporizhzhya province) conducted 90 per cent of its trade (including
supplies) in barter. Out of 3000 employees 120 were involved in the
organisation of barter deals. Another example: the textile factory Vepes
(Zaporizhzhya) produces overalls. Ninety per cent of its deliveries are paid
for with products. For instance, Vepes gets steel for the delivered overalls.
Subsequently the steel is exchanged for spare parts with a factory in Nikopol
(Zaporizhzhyia). These parts are exchanged for black steel with
Zaporozhstal. Then this steel goes to the barrel factory in exchange for
paint. This paint goes to Transformerzavod that gives cash money.

Unwillingness to deliver may lead to disruption of a whole supply
chain. For example, in July 1995, 50 - 70 per cent of the workers of Avtozaz
were send on unpaid leave because the motor factory in Melitopol could
only deliver one-third of the ordered parts. The reason for this was that they
could not get a spare part from a factory in Luhansk that wanted payment in
advance. However, the factory in Melitopol did not have enough cash to
meet the request.”

Banks are developing rapidly and the level of services is improving
although still at a very low level compared to Western countries. However,
opening an account still costs at least 10 dollars for personal accounts and
about 100 dollars for enterprises. A Visa card can only be used since early
1996, at one place in Zaporizhzhya, for a tariff of 4.5 per cent. Only in
September 1996 was the first Ukrainian Visa card issued.”’ In 1995 the first
wall cash machine in Zaporizhzhya appeared at Avtozaz bank. Usually, bank
services are extremely expensive and service is bad. Often, interest rates are
fixed on a individual basis. In mid-1997, interest rates on loans were up to
20 per cent a month.

Dealing In cash is difficult if not impossible. Banks are mainly used for
transfers between enterprises. Wages are usually paid in cash. Enterprises
can only have a very small part of money in cash. They are obliged by the
state to do most transfers, except wages, by bank. It are especially industrial
enterprises that find it difficult to circumvent this rule.
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In Zaporizhzhya many banks developed out of state-owned enterprises
or as a means to whitewash illegally obtained money, for example, the
foundation of the Avtozaz bank. Formerly Avtozaz used the services of the
national bank. At a given moment the Avtozaz directors thought it would be
profitable to found its own bank. The management of the Avtozaz bank
took 3 months of the employees salaries to provide the starting capital
for the bank. After some time a state controlled commission discovered
that the starting capital was not enough. Shares were sold, in particular to
higher management levels. In this way higher management became the de
facto owner of the bank. Other big enterprise banks were established in a
similar manner.

It 1s usually family clans that control banks and it is very difficult for
competent outsiders to get jobs. °

What new economic system is emerging in Zaporizhzhya?

In mid-1997, Zaporizhzhya was still in the very early stage of transition to a
market economy. The economy can be characterised as redistributive in a
monetary non-transparent way. Public authorities still do not know exactly
what activities are subsidised or not. They subsidise, apart from health care
and education, a large share of the housing costs of the population and a
large share of public transport. On another level, that of national
government, many enterprises are kept afloat by subsidy. On top of this,
more than half of all economic activities are in the black market sphere and
therefore not paying taxes. As a result an increasingly smaller share of the
economy, the sound enterprises, have to support an increasingly larger part
of the economy. This burden has become unbearable and the economic base
of this redistributive economy is eroding quickly. Policy makers apparently
are not aware of this mechanism and continue to subsidise loss-giving
economic activities with the argument of preserving the social balance. In
this way the Gordian knot of the redistributive economy becomes even
tighter.

As the purchasing power of the population declines further, the state
has to pay a greater share of subsidised activities. By mid-1997, in
Zaporizhzhya about half of tenants could no longer pay for rent, heating,
water and telephone. At the same time the state has decided that tenants
should pay about 60 per cent of expenditures for apartments. Public
transport and other public utilities are faced with less income. Subsequently,
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the financial crisis of the state is aggravated, exerting greater pressure to
enhance taxes. As a result of the financial crisis, local authorities decided to
reduce sharply the delivery of warm water and the heating of apartments has
been reduced.

So the vicious downward spiral perpetuated. The politicians are very
busy discussing the redistribution of the declining economic cake, instead of
discussing the introduction of new economic mechanisms that may enlarge
the cake.

In other post-socialist countries similar mechanisms have arisen.
However, the peculiarity of the Ukraine in general, and of Zaporizhzhya in
particular, is that destructive forces are predominating over constructive
forces. Zaporizhzhya is far from the point where the market economy has
attained a critical mass.

It is difficult to characterise the emerging economic system in
Zaporizhzhya because the present economic system is still very fluid and
unstable. Also, by mid-1997, there were scattered islands of different
economic structures that functioned under different economic laws. For
example, the state-dominated big enterprises function in a totally different
context compared to the small and medium-sized private enterprises. The
major part of the population that survives by retreating to more primitive
forms of economic activity functions in another economic environment than
the newly established banks. Nevertheless, there are common features in the
economic environment of all those fragments of the economy of
Zaporizhzhya. There are also major trends discernible. If identifying major
driving forces and major actors and factors in the present configuration of
social, political and economic forces, it is possible to sketch the most likely
scenarios of economic development.

One major factor is the bureaucracy. Although there is a verbal
commitment to market economy, the present economy and society are still to
a large extent bureaucratised. It can be considered as a kind of tumour that is
not easily removed. Public authorities are programmed to think in terms of
controlling people and enterprises. There is a control mania in society that
suffocates all independent economic activities. This mania cannot be
abolished by central government simply decreeing the changeover to a
market economy. So, the bureaucratic control mania seems to be a structural
factor in social and economic life of Zaporizhzhya.

People and enterprises can only survive by designing strategies to
circumvent bureaucratic control. They can do this by moving in the grey or
black market sphere and by corruption. A bureaucratised society and
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corruption go more or less together. Government reacts to the black
economy by trying to control and to tax even more. Thus there is a
symbiosis between the large black market sector and bureaucracy. The same
applies for organised crime that has infiltrated all segments of the economy.
The spreading of crime is intricately linked with the control mania of
bureaucracy. On top of that, society is administered by a ruling elite that is
not at all interested in social and economic development. A lasting factor
seems the criminalisation of the business class. Different criminal groups
are competing to create 'protection’ for enterprises.

All these structural factors in Zaporizhzhya society create a dynamics of
underdevelopment that is characteristic for many less-developed countries.

Many will argue that Ukraine has the characteristics of a developed
country, considering the high levels of education and industrialisation.
However, education levels are only measured in terms of persons having
finished higher education. Skills needed in a modern economy are often
absent. More importantly, it seems that a set of deeply rooted attitudes
hampers modern economic development (see Appendix 1). Nowadays, it
appears that no social base for modern economic development exists in
Zaporizhzhya.

Also, the industrialisation level is declining rapidly as Zaporizhzhya,
and Ukraine at large faces a process of rapid de-industrialisation. This 1s
historically a unique process. Never before has a region or country
witnessed such a rapid de-industrialisation.

Many of the features that are often considered as features of modern
economic development are in fact not. The economic system that is
emerging is not geared towards enhancement of the production of goods,
because the producer of wealth is immediately squeezed by both
bureaucracy and criminal groupings. The criminalised economy is inherently
unstable as it is not able to generate social and economic cohesion. The lack
of social and economic cohesion is matched by an overdose of coercive
power. People are disciplined by fear.

In the present unstable situation it is easier to get rich by stealing or
trading, than by producing goods or services. The short-term perspective
predominates in Zaporizhzhya. Many expect that if the economic situation
stabilises, in terms of low inflation, less economic decline etc.,
automatically a situation will emerge in which it will become profitable to
produce and to develop a long-term perspective. However, the lack of a law-
governed economy is structural and this prevents the emergence of a modem

economy.
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[t is not the market economy that has attained a critical mass, but

instead a criminalised bureaucratically co-ordinated redistributive economy.

Conclusion

In Zaporizhzhya, and Ukraine at large, transition to a new economic system
has been a much more cumbersome process than in most other regions of
Central and Eastern Europe. A kleptocracy emerged, combined with the
perseverance of a redistributive economy, channelling funds towards large
loss-giving enterprises. The economy of Zaporizhzhya is still very much
dominated by the state, in the context of the absence of the rule of law. The
economy has only been to a limited extent liberalised.

The new economic system that is emerging, albeit still fluid, seems to

generate a dynamic of under-development rather than the searched-for
smoothly functioning, wealth-generating market economy.

Notes

1.

0 20 =1 o

Gorbachev did not undertake any purge of the Communist Party of the Ukraine to
bring it more in line with Perestroika and Glasnost policies, probably due to the
fear of creating centrifugal forces in the second largest republic of the Soviet
Union.

Economic Commission for Europe, 1997, p. 225.

Slowdown of economic growth occurred in the Soviet Union later than in most
Central and Eastern European countries. Slowdown of economic growth occurred
in Ukraine later than in other Soviet republics.

Whereas the real wage in Ukraine was in 1992 9 per cent higher than that of
Russia, in September 1996 the Ukrainian real wage was only 59 per cent of that
of Russian real wage (Economist Intelligence Unit).

From the 1960s up to the late 1980s the shadow economy increased gradually in
the Soviet Union (by a factor of 30 as is maintained in Zerkalo Nedeli, 10
February 1996) to attain about 20 per cent of gross domestic product in 1990.
The largest shadow economy is found in agriculture, then in trade and
construction and to a lesser extent in industry (see Ekonomika Ukraini,
November 1996).

Zerkalo Nedeli, 10 February 1996, p. 5.

Ekonomika Ukraini, November 1996, p. 11.

Zerkalo Nedeli, 10 February 1996, p. 6.

A government agency estimated that in the period 1991 - 1995, $15 - 20 billion
were illegally exported (Zerkalo Nedeli, 10 February 1996, p. 9). The
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International Herald Tribune (10 April 1997) wrote that American and
Ukrainian officials estimate that as much as $100 billion has been spirited out of
the country by profiteering officials.

10. The Ukrainian government has introduced a special tax for combating the
consequences of the Chernobyl disaster. In 1992 the share of Chernobyl funds
available in the state budget was 15.7 per cent, in 1995 this percentage has
dropped to 5.1 per cent (Greenpeace, 1996). For comparison: in 1995 1.9 per
cent of state expenditures were for science.

1'1. In Ukraine, there are for one pensioner 1.5 working people, in Russia this rises to
1.8, in France and the United States to 2.5 and in Japan to 2.6 people.

12. Zaporizke, 1996b.

13. Ekonomika Ukraini, November 1996, p.14.

14. Koropeckyi, p. 127.

15. Kyivskie Vedomosti, 6 July 1995 p. 6.

16. According to the Ukrainian Statistical Office in 1992 inflation was 2,100 per
cent, in 1993 10,256 per cent, in 1994 501.per cent, in 1995 281 per cent and
during 1996 80 per cent. There is clearly a declining trend although present
inflation rates still hamper very much economic development.

17. Delovaya Ukraina, 15 November 1995, p. 12. There are also many people that
work and do not receive payment. Personnel of schools and health care
institutions by the end of July had only received payment over February.

18. The explanation in this case is that the aluminium plates used for transformers
were not and are not produced in Zaporizhzhya. The special steels, needed for
transformers, could not be produced in Zaporizhzhya. Similar explanations can
be find for the supply of steel for Avtozaz. Of course, the question can be posed
why no provisions have been made so that these supplies could have been
produced in Zaporizhzhya. '

19. Industrialnoje Zaporizhzhya, 12 March 1991.

20. For example, Prof. R. Niethammer, who did research in Zaporizhzhya, pointed to
the fact that a factory in Zaporizhzhya did not stock an indispensable screw that
used to come from Russia. But he discovered that literally around the corner, 500
metres away, an enterprise could manufacture the same screws. Lack of contacts
had prevented the factory from discovering this itself.

21. Zerkalo Nedeli, 10 February 1996, p. 7. Much more is distributed by the central
state apparatus compared to other countries of comparable size.

22.Germans in Kyiv, with the support of the German embassy, have initiated this
process. Germany, unlike many other Western states, was interested in
regenerating industrial potential in Central and Eastern Europe. Zaporizhzhya
represented an interesting case. Later came the support of the EU-TACIS

programme.
23 . Financed under the TACIS scheme for the amount of $700,000.



34 Social and Economic Change in Eastern Ukraine

24. He estimates that managers spend over a third of their time dealing with rules and
regulations. A survey found that it costs Ukrainian enterprises nearly $900 in
bribes for a telephone installed and nearly $300 for an import licence (Business
Central Europe, June 1997).

25.1In early 1996, about 11 per cent of credits of the 200 most important banks in the
Ukraine were long term. During the first half of 1996, 65 per cent of the money
of Ukrainian banks were allocated in state bonds that guaranteed 100 per cent
dividend (a high return compared to the 40 per cent interest rate of the National
Bank of Ukraine), while industrial investments composed only 3 per cent of all
investments (Egorov,l.)

26. Novosti, 14 July 1995, p. 3.

27. Kyivskie Vedomosti, 5 October 1996.



3 The Nature of Power

Town and provincial administration, as well as large enterprises and the
most important social and economic institutions are still headed by people
who used to govern in communist times. At first sight, for the general
public, they seem to govern in the same way, in an authoritarian manner, in
a sphere of secrecy, in the absence of the rule of law and not hindered by
opposition or a critical press.

However, many elements in the way Zaporizhzhya is ruled have
changed. In this chapter the focus will be on the relationship between
continuity and change in the organisation and structure of power, the
differentiation within the ruling elite, the meaning of parliamentary
democracy in Zaporizhzhya, the role of the news media, the system of
interest representation and the working of the bureaucracy.

Former communists still in power

The Communist Party in Zaporizhzhya had a huge apparatus that in Soviet
times duplicated the state apparatus. It fulfilled an essential role in moving
and controlling society and economy. Party officials were present in each
enterprise, in each institution and every town district. What happened with
this huge apparatus when the party-state collapsed? What happened with the
fortunes the party controlled?

The Nomenklature that occupied state functions and stayed in power
after the formal demise of communism created new jobs, mainly for party
functionaries, in the local and provincial administration.'! As a result,
between 1990 and 1996 the number of officials in the municipal and
provincial administration more than doubled.” Often, new departments were
created in order to allow party functionaries to get a place. In most cases,
these party functionaries stayed in the same office, only the name of the
office changed.

This does not mean that nothing changed. The Communist Party
stopped controlling every aspect of social and economic life and lost its
function of facilitator in social life. The party disappeared as motivator of all
kind of enterprises and institutions to do their work properly. The

35
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disappearance of this engine function created an integrational vacuum in
society.

In big enterprises often new semi-independent departments were created
in which party officials found their place. For example, in Dneprospetsstal a
new department for foreign trade was created, later becoming independent,
where former party functionaries got a job. Frequently it was commercial
structures that succeeded in siphoning off profits and assets of enterprises.
Leaders of Komsomol often succeeded in getting hold of new commercial
structures, such as the conglomerate Hortitsa and the tourist office. The
Nomenklature also appropriated party property by creating a lot of new
enterprises. In such a way, the transformation of the party elite into a
kleptocracy has been completed in several years.

On the other hand, the fact that the party-state collapsed did not mean
that old organisational routines rooted in the party-state, disappeared. The
collapse of the party-state can be compared with a dragon with multiple
heads. Although the main head, the communist party-state axis, collapsed,
the dragon continued to live with its minor heads. For example, after the fall
of communism, in Avtozaz ritual meetings were regularly organised for its
personnel with communist-style pep talks in which trade union leaders
fulfilled their traditional role, now redefined as transmission belt for the
enterprise leadership. Nowadays, the most important link for Avtozaz in
Zaporizhzhya is no longer the party headquarters in Zaporizhzhya but the
province administration, although many people there used to work for the
party. They simply changed labels.

Has powe\r in Zaporizhzhya a feudal character?

The former, vertically structured organisation of society and economy
around the hierarchical party-state axis has been replaced by a complicated
system of mutual horizontal dependencies, without a clear centre, but run by
the same people.

The guiding principles of the functioning of the protection networks
within the ruling elite hark back to classical European feudalism and
Russian tsarism. Similarities to classical feudalism include the absence of
the rule of law, the disregard of the interest of the masses and the rights of
the individual, the neglect of social and economic development in general
and the system of loyalties governing the relations between those in power.’
Another major similarity with feudalism is the privatisation of political life.
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Bureaucrats and politicians regard their institutions as their temporary
private property.

A feudal trait is also to the system of clans and the loyalty of clans to
supreme power. It echoes the complicated networks of seigneurs and vassals
in feudal society. Feudal is the complicated system of loyalties that gives the
ruling elite of Zaporizhzhya a certain cohesion. No one in a leading position
is allowed to step out of line. For example, the local newspapers are
dependent on gifts of local administration and big enterprises. Therefore,
they can not afford to write critically about local society.

Similarities with Russian tsarism include the central place of the state
bureaucracy in the power structure as well as the symbiosis and unity of
various dominant social and economic interests around the state
bureaucracy. But the character of state power changed from totalitarian,
trying to control all aspects of the life of citizens, to authoritarian, trying to
impose its rule by authoritarian means, without rule of law, but allowing
some scope of manoeuvre for citizens as far as they do not threaten existing
power arrangements. Whereas in late European classical feudalism
particularist interests, centred around the bourgeoisie, the Catholic Church,
the nobility and other groupings, forced the rulers to strive after regulations
between these groups, a kind of social contract, nowadays in Zaporizhzhya,
as in tsarist Russia, such particularism seems to be absent.

The feudal traits of Zaporizhzhya politics had already emerged in Soviet
times. Brezhnev's rule gave politicians and bureaucrats more existential
certainty by avoiding random dismissal and promoting the system of
ancienity in bureaucratic promotions. Also, the need to delegate
competencies to lower levels and the need to allow more scope for informal
mechanisms in the economy contributed to a feudalisation of regional
political cultures (see also Chapter 1).

Differentiation within the ruling elite

Whereas in communist times the party - state axis was the clearly
recognisable centre of power, nowadays the power structure is much more
opaque. It is a non-transparent system of protection lines, a system of
various clans that more or less co-operate. The system of loyalties, based on
mutual services and governed by tacit codes, is across political party lines.
The web of loyalties has a high density around the key figures in the ruling
elite, i.e. around the directors of the largest enterprises, the mayor, the
province council, the head of the secret service and so on.
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It is difficult to distinguish groupings within the ruling elite. There is on
the one hand the corpus of red directors, i.e. the directors of large
enterprises. There is the group of leading figures in the media landscape, the
directors of academies and the directors of hospitals. They all belong to the
leading stratum who know each other and who are directly dependent upon
the political centre. The large enterprises wish to be included in the network
of local interest groups because they may profit in many ways from hidden
subsidies. Directors of state - funded organisations and institutions are
usually appointed by the town or provincial administration and can be easily
dismissed if they break the ‘rules of the game’.

There is also the group consisting of representatives of new commercial
structures, for example the new powerful banks and conglomerates like
Hortitsa, an enterprise that founded its power on the selling of state property
and that now has activities in many different spheres. The leaders of these
new banks and large commercial enterprises are often from the former
Komsomol, and usually somewhat younger than the 'old' Nomenklature in
power. It is remarkable that there are no signs that the representatives of
these new groupings threaten the cohesion of the ruling elite in
Zaporizhzhya. A struggle for power is not visible.

Like the representatives of the old Nomenklature, these new economic
groupings do not seem to be interested in economic development and do not
have a long-term perspective.*

The ruling elite of Zaporizhzhya has its protection lines in Kyiv. From
the viewpoint of Kyiv, power structures in Ukraine have a clear regional, i.e.
territorial base. ~

In politics, as in public life in general, distrust reigns and only family
and 'old boys' that one knows from youth and with whom one has developed
a life- long close relationship can be trusted. That explains, for example,
why President Kuchma has given a large number of key posts on the
national level to trustees from Dnipropetrovsk. Brezhnev selected many of
his old friends from Dnipropetrovsk and Zaporizhzhya to high posts in
government. For example, V.E. Dymshits, from Zaporizhzhya, has become a
deputy minister and A.P. Kirilenko became a member of the Politburo. ° As
in the Byzantine world of politics personal loyalty is of primordial
importance, clans at the national level often have a territorial base, because
old friends’ cliques began their collective career in specific localities.

Selection mechanisms for influential posts in Zaporizhzhya society are
such that the affiliation with specific clans, or the old Nomenklature in
general, is more important than competence to do the job. In communist
times it was loyalty to the party leadership nowadays loyalty towards the
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former communist bosses is required. These selection mechanisms are not
challenged by democratic forces. Democracy conceived as a system of
countervailing forces, in which the general interest may be reflected on the
political level, is virtually non-existent in Zaporizhzhya.

The selection mechanisms within the ruling elite, and the absence of
appointment mechanisms regulated by law, further the cohesion of this elite.
Dissident behaviour can be punished immediately.

Parliamentary democracy and interest representation

Against the background of the mechanisms of the political process in
Zaporizhzhya as described above, it becomes clear that parliamentary
democracy is only a facade. Most people believe that elections in
Zaporizhzhya are manipulated. It is also remarkable that with the municipal
and provincial elections only slightly more than 50 per cent turned up to
vote.ﬁProbably, the actual number of voters must have been less than 50 per
cent.

How is it possible that the electorate voted mainly for former members
of the Nomenklature? To this end we have to explain the electoral system in
which political parties do not play a role. Individuals may only be
candidates in elections if they have gathered enough signatures among the
population. Lobbies around enterprises organise support for specific
candidates. Enterprises systematically approach their personnel telling them
for whom to vote. The voters usually do not know the persons on the list
themselves. Therefore, they usually vote for the recommended persons. The
result is that the representative bodies in Zaporizhzhya are filled with
members of the former Nomenklature. They are often associated with the
Communist and Socialist parties.

The other parties are associated with the 'democrats’ who are blamed by
a large part of the population for all changes since the mid-1980s, although
they have never been in power in Zaporizhzhya. Another factor that may
explain voting behaviour is the patriarchal relationships between rulers and
ruled. Most people do not see alternatives to the present power structure in
Zaporizhzhya and blame all kind of hardships to external factors: Russia, the
government in Kyiv etc. They are inclined to follow the 'advice' of their
leaders. They are docile.

Democrats are usually so disappointed with politics in general that they
often abstain from voting. In a certain sense, the electorate in Zaporizhzhya
does not want to be an electorate. Thus, the popular vote sanctioned the
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traditional power structure and contributed to the fact that in many respects
Zaporizhzhya remained a communist society.

It is important to note that parliamentary democracy in Zaporizhzhya,
and in Ukraine at large, was not a demand of the people, as in most
parliamentary democracies. The changes were decreed by the government.
The result is that there is little or no grassroots demand for change. The
people by their docile nature, learned under Soviet rule, are slow to
complain and demand reform. The lack of an active media contributes to the
passiveness. It is for these reasons, apart from the fact that the
overwhelming part of the economy is still in state hands, that the present
phase of transition can be considered as the last phase of communism rather
than the first phase of the establishment of modern parliamentary
democracy. The legacy of communism is still overwhelming while
parliamentary democracy is still in an embryonic phase.

Disintegration of the old system is prevalent and the set of attitudes
developed under Tsarism and communism, like passivity and compliance,
still very much hampers social and economic development (see Appendix
1).

Political parties are not parties in the Western sense as they do not
compete for voters with alternative electoral programmes. Having asked the
local liberal party, with a membership of several dozens, for a programme,
they could only give a national programme in which vague goals are
described.

The main political parties in Zaporizhzhya province are the Ukrainian
Republican Party (3,900 members), the Communist Party (3,700 members),
the Labour Party (2,800 members), the Liberal Party (1,100 members) and
the Agricultural Party (900 members) (as of 1997).

Politics in the Western sense, where opposing views and interests are
expressed publicly in the context of a quest for power, is not existent.
Politics 1s not seen in the context of alternative options. Those in power
seem to see their task as the administration of society. Politicians are
bureaucrats in Zaporizhzhya. Politicians and bureaucrats operate in secrecy.
This attitude is rooted in the absolutist tradition of the administration of
society.

Interest-representing organisations like trade unions hardly fulfil their
role as they still are mainly linked to the ruling circles. Entrepreneurs are
better organised, for example, those in the organisation Potential and the
group of entrepreneurs on the right bank of the Dnepr. However, the

interests of various societal groups are generally hardly represented at the
political level.
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Zaporizhzhya society is fragmented and everybody keeps information
for himself. This fragmentation inhibits information flows and hampers an
open debate about necessary changes. This contributes to an ossification of
social and economic structures. Fragmentation inhibits horizontal co-
operation that may enable innovation processes to develop. Lack of
transparency and open discussion makes collective learning, essential in
socio-economic progress, very difficult.

Given the weakness of the state and civil society, an integrational
vacuum at all levels developed in Zaporizhzhya after the disintegration of
the party-state that kept society and economy together. This was the case in
Tsarist times when society was atomised in a similar way.

A factor of Zaporizhzhya society is its typical class structure. In
Zaporizhzhya one can find a large, amorphous and little-educated working
class. This makes Zaporizhzhya a proletarian town where political power is
exercised in a way that is more crude than in most other Ukrainian towns. A
middle class hardly exists in Zaporizhzhya and the tiny cultural
intelligentsia functions in limbo, largely cut off from economic and political
life. The traditional attitude of the intelligentsia is to stay away from power.

Behavioural routines of the ruling elite

Behavioural routines of the present ruling elite of Zaporizhzhya are formed
in communist times and not much affected by foreign influences. Erosion of
communist ideology and ossification of social and political structures over
the past decades has developed an elite that is not interested anymore in the
development of society and economy. The aim is to control society and
economy to its own benefit. Power is a major aim in itself as with it material
wealth can be accumulated. Power is the key to all other attributes that are
important in society (see Appendix 1).

In former times, the public interest was of overriding importance, at
least in official ideology; nowadays, the public interest does not play any
role. Political and public life seem to have become privatised. 'Jungle
individualism' has replaced collectivism as an ideology. This means that the
political and economic elite in Zaporizhzhya acts as a predatory class.

The ruling elite of Zaporizhzhya may have travelled abroad, but
usually only knows the surface of developed market economies. Moreover,
it is very difficult to learn in Zaporizhzhya about developments outside the
Community of Independent States.” This limited knowledge of the outside
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Box 3.1 Newsmedia: no crisis in Zaporizhzhya

When reading Zaporizhzhya newspapers, one does not have the impression that
people are hungry, that half of the population is unemployed, that society at large is
in disarray and the economy is in free fall. Nobody knows from the newspapers that
cultural life has collapsed, that pensioners live in deep poverty and that houses are
decaying. You are panicking about the situation? Journalists are not. They are
interviewing the director of Zaporozhstal and they are convinced that everything 1s
in harmony. In general, life became better and merrier. Everything is OK. The truth
is never written down, although it once was. During 1991 - 1992, a flood of
information flooded out to the local population, by local newspapers. Even in 1993 |
one wrote critically about the situation in health care and education. Since then, |
when reading articles about schools and hospitals, about problems of disabled and
unemployed and about the survival strategies of the population, one would grind
one's teeth.

Among the local newspapers, at the level of chief editors and permanent staff,
a tacit agreement now exists not to write against each other and not to quarrel.
Almost no one subscribes to newspapers, out of the conviction that tomorrow there
may be no money for bread. Therefore newspapers are distributed on the streets,
mostly by the unemployed and pensioners. Those who buy newspapers instead of
bread, expect with fervour something interesting. If one takes into account that
books are hardly sold anymore, that libraries are rare and one has to reach them by
expensive public transport and that Moscow’s television programmes are
selectively broadcasted and shown at unconvenient hours, then newspapers become
almost the only rescue from the daily information vacuum.

The press is half dead. Renumeration for journalists is miserable. And,
honestly speaking, one can not give much for the style of most journalists. Even if
one journalist has an inspiring piece, the pen of the chief editor will take the best
sections immediately away.

The offical radio stations virtually disappeared for most inhabitants of
Zaporizhzhya with the appearance of private channels like 'Nostalgia', 'Radio Saga'
or '‘Big Bow', the latter one the most popular among the Zaporizhzhia radio stations.
These commercial stations succeeded in attracting the largest share of audience but
do not inform them. The stations feature informal and relaxed intercourse with
listeners, live-broadcasted, popular music but no serious news.

The former popularity of foreign radio stations, like Deutsche Welle, BBC and
the Voice of America, declined when it became allowed to listen to them. In times
of Glasnost, local politics, seen by the local population as a bone in the throat, was

not interesting - people were tired with it, and preoccupied with feeding their
children and surviving up to the next salary payment.
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On the commercial TV channels, like Hortitsa and Aleks, TVS one can hear
about the bitter truth of daily life in Zaporizhzhya. Although one can quickly forget
it when looking at American thrillers at the same channels.

All in all, people in Zaporizhzhya have access to eight channels, but far from
everyone has the opportunity to see all programmes, due, above all, to bad antennes
and television sets. People do not have money for better equipment. Most
inhabitants, living in poverty, do not even have the money to repair a defect
television set, let alone buy a new one. If the TV still works, in many cases one has
to be satisfied with the reception of the offical stations and Hortitsa.

The personal freedom of reporters and editors of the official station
Zaporizhzhya depend on the local political power and the non-payment of salary
over months. Personnel of commercial stations have more freedom, but they are
restrained by lack of experience.

The Kyiv stations UT and UT-2 do not give any information about
Zaporizhzhya. They broadcast in Ukrainian, mostly on a very low level.

Then there is the channel KVN. During last years its level declined
continuously. This channel has some satirical programmes, but it is difficult to
laugh with a empty stomach especially if the political direction in its satire

dissappeared. Glasnost has ended in the capital and was not able to unfold in the
province.
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world, including the experiences of other post-socialist countries, lead to
many naive assumptions about the combination of elements of centrally
planned and market economy. The ruling elite does not know anything
about the functioning of the regional economy and the causes of the present
crisis. The redistributive syndrome (see Chapter 2) that they help to preserve
contributes to a downward economic mechanism that erodes the power base
of the ruling elite. It seems that the ruling elite of Zaporizhzhya rules in
ignorance and splendid isolation.

One of the major legacies of communism is the sphere of secrecy
around those who govern. Even the most elementary information has not
been made public. The bulletin of the Zaporizhzhya Statistical Office is
considered as classified material. No statistical booklet about Zaporizhzhya
is publicly available.® Related to this secrecy, the unwillingness to give
information and the intolerance towards independent analyses, is the fact
that over the last ten years only one analysis of the regional economy and
society of Zaporizhzhya has been published.” Information is considered as
power and not something to give freely away. This attitude contributes to
the phenomenon that Zaporizhzhya society is a myriad of small groups,
families and clans that hardly communicate with each other. Related to this
is the absence of public debate. Moreover, a widespread distrust exists that
considerably enhances transaction costs within the economy.

Apparently, within the ruling elite the adage still exists that who is not
with them, is against them. The rulers are mostly not conscious of this
specific way of ruling that is handed over from one generation to another in
'silent’ ways.'® This traditional way of ruling seems incompatible with
modern ways of governing state and economy.

A suffocating bureaucracy

The bureaucracy of both the municipality and province function in the
tradition of Russian and Soviet bureaucracy, characterised by utterly
unfriendly behaviour towards clients and the obstacles they create for
economic development. According to interviewees, in Zaporizhzhya these
characteristics seem to be even more pronounced compared to most other
Ukrainian towns.

The bureaucracy exhibits a control mania but is at the same time not
much concerned about the outcome of bureaucratic action. A lot of energy is
spent, on all levels, at defending bureaucratic competencies as well as by
senior bureaucrats in delineating their domains with respect to that of others.
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There hardly seems to be any delegation of competencies. It seems that the
bureaucracy sees itself as a goal in itself. A corollary is a very low degree of
competence, for example, this kind of bureaucracy has great difficulties in
taking decisions. If decisions are taken, they are taken on a high level and
often informally. There is a low public service ethos, that is, there is little
concern for the public interest in preference to private and sectoral interests
and a feeling of public accountability is absent. There is no regard for the
law. Another characteristic of Zaporizhzhya bureaucracy is the lack of
information flowing amongst the various bureaucratic departments.
Bureaucratic structures are very hierarchical where top-down information
flows are predominating.

The state bureaucracy constitutes a cornerstone in the power structure
of Zaporizhzhya. Here, private interests of bureaucrats and their control
mania paralyses the whole functioning of society and economy. Nobody can
circumvent the bureaucracy and good relationships with bureaucrats,
including bribes, is a sine qua non for success in public life."’

The middle, non-competent layers of the bureaucracy constitute an
especially formidable obstacle for a reform of any kind. However, a modern
economy needs a facilitative and a symbiotic bureaucracy rather than a
parasitic bureaucracy.

A new element has been introduced in the relationship between
bureaucracy and population. As the financial crisis of local authorities
deepened, the municipality tried to charge as much as possible to the general
population. To begin with, the larger portion of real costs for consumed
energy, housing services and public transport were charged to the
population. On the other hand, new taxes were imposed. As most people
cannot afford to pay more for public services and houses, they simply
stopped paying rents and payments for several services. As only a small part
of planned income is realised, public authorities react by raising prices and
rents even more. Therefore, people get more indebted. This process results
in a gradual sharpening of the relationship between local bureaucracy and
population as the local bureaucracy increasingly is faced with payments
arrears. They may, for example, cut the warm water supply or sell the
houses of people that do not pay their rent.

Conclusion

The Byzantine way in which political power functions in Zaporizhzhya
furthers incompetence rather than competence. Politicians usually do not
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have any idea about the causes of the present crisis and the way to solve it.
The attitude of the leadership of large state enterprises and town and
provincial administration is to wait and see. The ruling elite acts like a
predatory class that is not at all interested in social and economic
development. Parliamentary democracy is mainly a facade for the
continuation of authoritarian rule; it is a reminder, in many respects, of

tsarist times.
Societal interests are hardly represented at the political level. There
seems to be a big divide between the ruling elite and the impoverished and

desperate masses of the population.

Notes

1. Nomenklature is the name for the communist caste that ruled the Soviet Union.
Influential posts could only be granted if the candidate was admitted to the
Nomenklature ranks.

2. In 1990 14,400 persons were working in the state administration (municipalities
and province), while in 1996 it were 27,000 (Zaporizke 1997b).

3. The socio-economic system of Tsarist Russia can not be labelled as feudal.
Feudalism in its institutional meaning is only applicable to Western Europe. In a
broader sense it involves a structure of personal dependence, rights over property
corresponding to such dependence, and a fragmentation of political authority.

4. This assessment is based primarily on interviews with persons that are

knowledgeable about the behaviour of these new groupings.

Dornberg, p. 96, 98.

6. Fifty per cent has been a critical threshold if less than half the population voted,
new elections had to be organised.

7. Foreign newspapers and periodicals, other than Russian ones, are not available in
Zaporizhzhya, neither in the shops nor in the libraries. Ukrainian newspapers,
that are generally of very low quality, hardly report about developments outside
the former Soviet Union. It is practically impossible for an inhabitant of
Zaporizhzhya to become acquainted with major works of sociology or economy,
if not translated in Russian or Ukrainian. Book shops have a very poor
assortment of literature. Under Gorbachev's rule it had been no problem to buy
foreign newspapers in Zaporizhzhya.

8. In communist times there was more openness. Then sometimes statistical books
about Zaporizhzhya region have been published.

9. That is Semonov, Spencer Pierce.

10. This can be considered as ‘tacit knowledge".

11. According to the periodial Ekonomika Ukraina, the average senior official in
Ukraine earns 60 per cent of his income by bribes.

wn



4 The Ukrainisation of
Zaporizhzhya

The Russification of Zaporizhzhya

Traditionally, Zaporizhzhya belonged to the Ukrainian lands. However, the
language of the ruling elite has for ages been Russian, as these lands were
part of the Russian empire. Most town dwellers were Russian speaking.
School education in towns has mostly been in Russian, which has always
been the gateway to world culture.

During the nineteenth century, nationalism developed among the
Ukrainian intelligentsia that comprised a tiny part of the urban population,
mainly in the western part of Ukraine. However, they were deeply rooted in
Russian culture and the greater part of them did not opt for an independent
Ukraine. The Ukrainian nobility believed they had more in common with
other nobles than with their fellow countrymen.

During the 1920s and 1930s, the use of Ukrainian culture and language
expanded, as the policy of the Communist Party at that time was to
stimulate national cultures and languages. In the countryside of
Zaporizhzhya most schools used and are still using Ukrainian as the teaching
language. However, especially after World War 11, a russification campaign
gained force, related to the incorporation of some western Ukrainian
provinces into the Soviet Union.

The industrialisation drive that had begun under Stalin has meant for
Ukraine that the industrial centre of gravity shifted to the South East of
Ukraine. Mainly Russian speakers moved to the rapidly developing towns of
the South-east, among them Zaporizhzhya. As a result the proportion of
Russians in Ukraine increased from 7 per cent to about 22 per cent between
1926 and 1989. In the South-east this shift was much more pronounced.

Ukrainian nationalism has its strongest roots in Western Ukraine,
especially those provinces that had been part of the Austrian empire
(Western Galicia, Bukovina and Transcarpathia). Under German
occupation, Ukrainian nationalism gained force and allied itself partially
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with the German occupiers. Until 1952 a Ukrainian guerrilla resistance was
active in Western Ukraine.

The Communist Party has always been keen to oppress nationalist
groupings and tendencies in Ukraine, given the strategic significance of
Ukraine. Under the rule of Brezhnev, coming from Ukraine himself,
numerous Ukrainian nationalist dissidents were persecuted. In
Zaporizhzhya, during the 1970s lecturers in Ukrainian and Ukrainian history
were dismissed due to nationalist tendencies. During the 1980s, Ukrainian
nationalists gathered around the nationalist Ruch party, with strong roots in
the West Ukrainian intelligentsia.

Sometimes the party leadership was inclined to give in to demands of
Ukrainians. For example, in the early 1970s Ukrainian intellectuals, also
from Zaporizhzhya, asked the Ministry of Culture in Kyiv to build a
monument for the memory of Zaporizhzhya Sitch. Money was already
collected and preparations for the building had begun. Then, in 1971,
Shelest was removed as party leader of Ukraine and the whole project was
blocked. The whole idea was associated with Ukrainian nationalism as,
traditionally, they saw in Zaporizhzhya Sitch the roots of the Ukrainian
nation.

According to the census of 1989, 32 per cent of the population of
Zaporizhzhya province are Russians. However, many Ukrainians speak
Russian as their first language. In Eastern Ukraine as a whole, Ukrainian-
speaking Ukrainians only accounted for 44 per cent of the population.'
Most individuals in Zaporizhzhya province have multiple ethnic
identifications. According to the 1989 census, 10 per cent of all marriages in
Zaporizhzhya province are mixed marriages, 42 per cent all Ukrainian and
about 40 per cent Russian’. The overwhelming majority of people in the

town of Zaporizhzhya speak Russian while in the countryside most people
speak Ukrainian.

The Ukrainisation of Zaporizhzhya

Independence came in 1991 more or less as a gift. It came about primarily
because the ruling elites in the Soviet republics thought their interests
would be better protected in the case of dissolution of the Soviet Union.

A handful of Soviet republics had already declared independence in
1990. On 16 July 1990 a declaration of economic and political sovereignty
of Ukraine had been accepted by the Ukrainian parliament. In the March
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1991 referendum 80 per cent of the Ukrainian population voted to stay
within a new Soviet Union of sovereign states on the basis of the 1990
sovereignty declaration.” After the aborted putsch in Moscow of August
1991 the Ukrainian parliament declared Ukraine's total independence. This
was approved by the population in a referendum that took place on 1
December 1991 - 91 per cent of the population voted for total
independence.*

In the period just before independence radical nationalists in
Zaporizhzhya issued leaflets stating that the key to prosperity of the
Ukrainian nation would be independence. They wrote about large transfers
from Ukraine to the centre. Their judgements did not take into account the
disruptive effects of the disintegration of the highly integrated Soviet
economy. Most of the Russian-speaking intelligentsia in Zaporizhzhya
tended to believe the naive assumptions of the nationalists.

It is from this perspective that the support for independence during the
1991 referendum in Zaporizhzhya can be explained, as well as the fact that
just after the aborted coup attempt in Moscow, trust in the political process
at the national level was very low. Nevertheless, support for independence
was unstable and unreliable.

The re-orientation from Moscow to Kyiv

After independence, the fact that a new state has been created set in motion
a dynamic that had several disruptive effects. The new government and state
bureaucracy did not have any experience in governing a country and the
needed institutions were not in place. Also, the new state needed a
justification, a raison d'etre. This was a problem given the fact that there
was hardly a historical precedent for a Ukrainian state. Moreover, the older
generation of nationalists, who had played an important role in the
formation of the Ukrainian nation, had a pre-industrial view of what
constitutes a nation and were primarily interested in the symbols of the new
state, like the national anthem.

In the first phase of independence, the Ukrainian government actively
supported the disruption of economic links with Russia. For example,
Ukraine began to levy value-added tax on imports and exports, including
those from and to Russia. In 1991 Ukraine's inter-republican trade amounted
to 60 per cent of its total output.” The disruption of economic links with the
other republics of the former Soviet Union in 1992 has been considered the
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single biggest cause of Ukraine's 20 per cent production decline in that year.
During the first years of independence it was mainly the import of Russian
oil and gas and the export of Ukrainian sugar that was affected by the
dissolution of the Soviet Union.’

Nevertheless, in the first phase of independence, in many respects,
relations between Ukraine and Russia went on as usual, despite government
policies. However, after some years it appeared that traditional markets in
Russia were lost. For example, it became very difficult for Avtozaz to sell
their bad-quality cars to Russia. In Soviet times, most of its production went
to Russia. Also, the price of imported Russian oil and gas increased
enormously. In the first phase of independence it was often difficult to find
alternatives for the supplies from Russia that were not available any more
due to shortages. Later, from 1994-1995 onwards, the bad debt problem
appeared, involving a chain of debts among enterprises. Russian enterprises
were often no longer willing to deliver to non-paying clients in Ukraine and
vice versa. This meant that trade between Zaporizhzhya province and the
other republics of the former Soviet Union was decimated. By 1996 exports
to Russia as a percentage of total exports of Zaporizhzhya has declined to 28
per cent.

The Ukrainisation of Zaporizhzhya meant in the first instance a rupture
of relations with Moscow, the centre of the Russian and Soviet empire and a
re-orientation of relations towards Kyiv, the capital of the new state. Also,
gradually, relations between inhabitants of Zaporizhzhya and their friends
and family in Russia became more difficult. In the first years of
independence this had not been felt immediately but gradually more barriers
against the free movement of goods and citizens were established. This
caused a major rupture in the history of Zaporizhzhya province.

How the Ukrainisation campaign was implemented

The Ukrainisation of Zaporizhzhya also implied the imposition of a new
nationalist ideology.

Immediately after independence new history books were introduced in
the schools. In 1992, children in secondary schools in Zaporizhzhya learned
from history books published in the German-occupied Western Ukraine in
the early 1940s. In these text books Ukrainians who had killed a lot of
Russians were glorified. No one protested that all schools in Zaporizhzhya
were taught from these books even though they have been in the meantime
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replaced by other history books, though they are not much better.
Nowadays, schoolchildren in Zaporizhzhya learn that the Ukrainian nation is
the root of all other Slavic nations and that the Russian language developed
from the Ukrainian language. They also learn that the Ukrainian nation
developed out of the ancient Greek nation.

The Ukrainisation of Zaporizhzhya province also meant an imposed
use of Ukrainian as an official language and the concomitant efforts to
marginalise Russian in official and everyday life although Russian is spoken
by most citizens of Zaporizhzhya town. Officials from state institutions, are
obliged to answer the telephone in Ukrainian. Official documents are in
Ukrainian even though it costs a lot of money to translate documents from
Russian into Ukrainian. .

Paradoxically, the shift towards the Ukrainian language especially
posed problems for the Russian speaking Ukrainians many of whom had
dropped the study of Ukrainian when the discipline became facultative at
school in the late 1970s. Although they often had the ability to read
Ukrainian, they did not have the ability to write Ukrainian. Suddenly they,
and others who did not master Ukrainian, found themselves in a difficult
position when applying for jobs in the state sector where knowledge of
Ukrainian was required. Suddenly, in 1991, Ukrainian became obligatory
again in Russian schools and those who had dropped Ukrainian at an earlier
stage, came in for great difficulties when faced with an examination in
Ukrainian when leaving school.

In schools Russian suddenly has become for Russian-speaking school
children a foreign language. Ukrainian schools have spread and by early
1997 constituted about half of all secondary schools in Zaporizhzhya town.
Elite schools are still Russian but the Ministry of Education has offered
salary increases for those elite schools that will turn into Ukrainian schools.

The teaching of Russian literature has also been marginalised and very
little time is now spent on Russian classical writers like Tolstoy,
Dostoyevski and Lermontov. Teachers of Russian literature became teachers
of foreign literature. Only a few elite schools have the right to put Russian
on the curriculum.

By early 1997, at the local state university it had been decided that the
faculty of Russian language and literature would be abolished and lecturers
in this speciality transferred to the department of Roman and German
languages. During the early 1990s there were annually approximately about
75 students that chose Russian language and literature. Nowadays this
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number has fallen to approximately 15 to 25 students. Teachers of Russian
language and literature face unemployment.

The process of Ukrainisation described above means more or less a
break with the main access to world culture in general. The Ukrainian
intelligentsia used to express itself in Russian and major literary figures
from Ukraine, such as Bulgakov and Gogol, wrote in Russian. Moreover, as
the Ukrainian language had been oppressed for such a long time, it had not
developed into a sophisticated instrument of communication in science and
culture. Therefore, the Ukrainian language lacks the richness that makes
Russian a world language. The marginalisation of Russian language and
culture therefore means a marginalisation of culture in general.

Why do school directors execute the most absurd orders from above?
Because they are afraid not to do so. School directors can be dismissed
whenever the municipal authorities want. So, they are eager to execute any
order from above. The directors do not heed protests against Ukrainisation.
Then the question is to explain the docile mentality of public authorities in
Zaporizhzhya that implement all measures coming from Kyiv. This seems to
run counter to the interests of the Russian-speaking ruling elite in
Zaporizhzhya who are sending their children to the Russian speaking elite
schools. However, those who act as dictators in their own domain, act as
slaves with regard to authorities in Kyiv, even more so compared to other
towns in Eastern Ukraine

Most inhabitants of Zaporizhzhya are informed about world events, and
events in their own country, by the Russian mass media, especially
television. This is not only because the majority of inhabitants of
Zaporizhzhya are Russian speaking, but also because they consider the
Russian media to be of better quality. One of the steps in the Ukrainisation
campaign was to make Russian newspapers and books more expensive.
Another step, in October 1996, was to reduce the broadcasting of ORT, the
Russian TV channel for the whole of the former Soviet Union. The
authorities continued to allow the broadcasting of the least Interesting
programmes. This was an order from Kyiv, immediately followed up by the
Zaporizhzhya administration, even though it was not carried out in Kharkiv.
Also, the Zaporizhzhya provincial administration decided to introduce
Ukrainian as the only official language, while the municipality in Kharkiv
decided that both Russian and Ukrainian were official languages.” It points
to the docile mentality of Zaporizhzhya political leaders.®

Russians are increasingly denied basic rights. Ukraine is herewith
violating documents it has signed in the past, including documents signed
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when becoming a member of the Council of Europe. Relations between the
language groups are regulated by the Law on Languages which gives
persons belonging to an ethnic minority the right to study and receive
information in his/her language.’

It is strange that this Ukrainisation campaign is implemented despite the
fact that the majority of Ukraine is Russian speaking and that the leading
stratum in Kyiv is mainly from Eastern Ukraine and Russian speaking (the
Dnipropetrovsk clan), and notwithstanding the fact that the ruling elite of
Zaporizhzhya is Russian speaking. It is partly a reflection of weak counter
forces in Zaporizhzhya society and partly a reflection of the fragility of the
new Ukrainian state and nation. Ukraine never has existed as an independent
nation. The very existence of Ukraine has very weak foundations: it is not
well inserted in the European security system, it is economically very weak,
it has no natural borders and a larger part of the population is attracted to
neighbouring nations.

Conclusion

Since the independence of Ukraine was declared in December 1991,
Zaporizhzhya suddenly re-oriented all relations to Kyiv, the new capital.
This meant a major turning-point in the history of Zaporizhzhya and
disrupted many economic links, family ties and cultural relations.

The Ukrainisation campaign in Zaporizhzhya that started in 1991 has
assumed dramatic proportions in this predominantly Russian speaking town.
The Russian speaking majority has become a discriminated ‘minority’. The
campaign has contributed to a marginalisation of culture and an alienation of
the majority of the population with respect to their government. The
Ukrainisation campaign has been implemented without any protests from the
part of the population. However, it contains the seeds for future conflict.

Notes

1. Kuzio, Wilson, p. 33 During the nineteenth century in South-eastern Ukraine
only 2.7 per cent of all marriages were mixed marriages.

2. Pirie, p. 1086.
3. In Ukraine 74 per cent of the population voted yes when asked March 1991 'Do

you consider it necessary to preserve the Union of Soviet Socialist Republics as a
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e

renewed federation of equal sovereign republics in which human rights and the
freedom of all nationalities will be fully guaranteed?' (Economist, 23 March
1991). .

On 9 December 1991 Ukraine, Russia and Belarus formed the Community of
Independent States. In the same month all other former Union republics, except
the Baltic states, joined.

Economist, 1 February 1992.
In 1992 Russian oil exports to Ukraine went down by 25 per cent compared to

1991, whereas Ukrainian sugar exports to Russia declined by 60 per cent
(Economist, 13 February 1993).

10 January 1997, ITAR-TASS press agency. BBC world broadcasting service.
Also Donetsk, with almost 80 per cent Russian speakers, decided to use only
Ukrainian in office work.

Western institutions also often help in this Ukrainisation campaign. When the
German Friedrich Ebert Foundation organised in March 1997 in Zaporizhzhya a
seminar about leadership in politics for political parties, the invitation was issued
in Russian. But the whole seminar was in Ukrainian, so excluding a lot of
Russian-speaking politicians.

Article 10 of Section 1 of the Constitution of Ukraine proclaims ‘the state
(official) language of Ukraine is Ukrainian. In the areas of dense concentration of
citizens, who are part of one or several national minorities, the language
acceptable for the majority of residents of that specific populated region may be
used in addition to the state language in the activity of bodies of state power and
of state organisations.' According to the Human Development Report of the
United Nations Office in Ukraine, almost 17 million people, or every third
Ukrainian citizen, has Russian as its first language, including 11.4 million
Russians.



5 The De-industrialisation of
Zaporizhzhya

This chapter is about change in industrial Zaporizhzhya, especially since
independence of Ukraine. First, the eight largest enterprises, that form the
economic base of Zaporizhzhya, will be described separately. Subsequently,
the most important industrial sectors will be discussed.

The character of industrial enterprises in Zaporizhzhya

Big enterprises in Zaporizhzhya are characterised by a high degree of self-
support and by a wide range of activities and services for employees.
Because in the centrally planned economy nearly everything was in shortage,
enterprises tried to produce as many things as possible themselves and had
large reserves of inputs. In Zaporizhzhya a high share of enterprises
functioned under the responsibility of all-Union ministries. It was only in
1991 that directors took over control from the branch ministries in Moscow.
The result was relatively few links amongst the enterprises of Zaporizhzhya.
In contradistinction with most big enterprises in the developed market
economies (Japan is a case apart), here enterprises often run (part of) a town.
It means that they take care of the whole infrastructure of the part of town
they own. For example, Zaporozhstal, the main steel producer, has a network
of health care facilities, educational establishments, guest houses,
kindergartens, apartments, cultural facilities, sport clubs and holiday centres.
Zaporozhstal also has two kolkhozes, mainly, but not only, producing for its
employees. It even has a meat factory within the steel factory. Often, these
secondary services are more important for the employees than the salary.
Usually, the factory could mediate in the provision of scarce goods. The
factory also has shops that are open to the larger public. For example,
Zaporozhstal provides about 5 per cent of all goods traded in retail trade in
Zaporizhzhya.' Moreover there are sideline products, that often have nothing
to do with the main product and that are sold to the wider public. Under
Gorbachev, the production of sideline consumer goods was stimulated, as
these goods were scarce. For many enterprises, this sideline production has
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become more important as the demand for mainline products declined
sharply.

This means that the large enterprises in Zaporizhzhya have many more
employees than a comparable enterprise in the West that produces the same
amount of mainline products. The lower labour productivity of the
Zaporizhzhya workers should also be taken into account when explaining the
high level of employment.

Of course, in the new conditions of the market economy, this
organisational structure of big enterprises is an obstacle to privatisation and
restructuring, although there is a trend of economising on the social
activities. However, there is no organisational restructuring of the sideline
activities. Though, sometimes they are made independent.

The Ukrainian government has made a decision to transfer the social
sphere of enterprises to the local administration: However, no legal base for
such a transfer has yet been created and in the current privatisation process,
usually big enterprises include their social infrastructure when being
privatised.

The social sphere has become an increasing burden. Also, a greater
number of non-employees have made greater use of these services, often
without payment.’

Hindrances to restructuring also have deeper, socio-political roots. The
enterprise’s organisation is along hierarchical lines, with the enterprise
director acting like a patriarch (the 'red director'). Semi-feudal relations can
be found that recall pre-Revolutionary Russia and Ukraine.’ For example, the
workers’ collective of Avtozaz had an agreement with the board of directors
that no strikes will be organised.® It is also in this context that dismissal of
personnel is quite difficult for a lot of enterprises.

The picture sketched above of a typical Zaporizhzhya big enterprise
shows the deficiencies of a typical mainstream economic analysis and the
need for a comprehensive socio-economic approach to the restructuring of
big enterprises.

In this chapter the eight largest enterprises, that have, officially, 94,000
employees altogether, will be analysed.

Heavy metallurgy
Heavy metallurgy constitutes the base of the industrial complex of

Zaporizhzhya. In many ways the government supported this branch,
especially under President Kravchuk.” Due to lack of monetary transparency
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it is difficult to assess profitability and prospects of these enterprises.
Generally, in Ukraine the capacities of the steel plants are far too large for
domestic needs. The Soviet economy used to be very energy- and material-
intensive. Thus, even when former income levels are attained again, need for
steel will be less. Especially during transition domestic consumption of steel

dropped, more than the average decline of demand. Therefore, reliance upon
exports has become very great.

Table 5.1 Production and exports of iron and steel, Zaporizhzhya
province, 1990 - 1997

1990 1991 1992 1994 1995 1996 1997*
production of iron ‘

(1000 tonnes) 3973 3092 3006 2028 1734 2110 1166
production of steel

(1000 tonnes) 3253 4597 4163 2764 2536 2819 1696
rolled iron

(1000 tonnes) 3448 3134 2962 2216 1953 2299 1358
export of iron

(1000 tonnes) 98 154 76 1201

exports of iron alloys

(1000 tonnes) 27 69 239 233

exports of steel

(1000 tonnes) 234 193 484 701

export of heavy metals

(1000 $) 315,469 413,230 531,339 340,407

* first half year
Source.: Zaporizhzhya Statistical Office

The table shows how much the steel industry, especially iron production
(Zaporozhstal), has become dependent on exports. It is due to these exports
that the relative weight of ferrous metallurgy in Ukrainian economy has
increased. In early 1995, the share of heavy industry, including basic
chemicals and energy sector, attained 59 per cent of industrial production
from less than 30 per cent at the end of the 1980s.°

Generally, production outlays have become outdated, while investments
are at a very low level, which makes prospects for profitability of exports
quite gloomy.” However, these prospects differ greatly among the three

major steel plants.
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Zaporozhstal and Dneprospetsstal

Zaporozhstal and Dneprospetsstal are the two leading steel enterprises In
Zaporizhzhya.

Zaporozhstal is the flagship of heavy metallurgy in South-eastern
Ukraine and the fourth largest metallurgical enterprise in Ukraine.
Zaporozhstal has an ageing management that has done little to modernise the
plant but gained a lot by exporting. By mid-1996 only 15-20 per cent of
production was for the domestic market. Zaporozhstal sells a lot in barter
deals for which it receives coal and electric energy in return.® In 1995,
exports were mainly to China (35 per cent), Russia (13 per cent), other parts
of the former Soviet Union (14 per cent) and Turkey (9 per cent). However,
foreign markets are unstable. For example, whereas in 1995 44 per cent of
exports went to China, in 1994 the percentage was 7 per cent and in 1993
23.5 per cent.” Since 1996, when Russia began to tax imports from Ukraine
by 20 per cent, exports to Russia have declined and have become less
profitable.

Iron is produced in open-hearth furnaces (Martin ovens), constructed in
the 1930s and which are very energy-intensive. These plants use per unit of
iron twice as much energy as modern steel mills. Therefore, these open-
hearth furnaces can not compete on the world market if real costs were
reflected in prices. Due to rising energy prices, prices of Zaparozhstal are
already close to the world market level. The quality of steel from
Zaporozhstal is very low. According to reports on the steel industry in
Central Europe, it is the production of low-quality steels that is the least
profitable.!’ Given the above mentioned circumstantial evidence, it seems
unlikely that Zaporozhstal will survive without government support.

Dneprospetsstal i1s an electrometallurgical enterprise, profiting from the
neighbouring Zaporizhzhya hydroelectric power plant. It is producing high-
quality steels and in co-operation with Western firms, certification has been
introduced. However, clients in the West considered it not to be high quality
due to too low a purity. This low purity is caused by the non-mechanical
mixing of inputs. This factory needs to be modernised although equipment is
less outdated than that of Zaporozhstal. Diversification of products is
extremely important for the firm. Although having better prospects than
Zaporozhstal, the problem of survival has been posed in the press. The share
of exports in total production was only 10 per cent of total production in
1994, in 1995 this percentage became 50 per cent. In the first nine months of
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1995, exports were mainly to Belgium (43 per cent), Slovakia (16 per cent),
Romania (12.5 per cent) and Russia (10 per cent)."

Low share of domestic demand is also related to unwillingness to deliver
to domestic clients. A local private entrepreneur wanted to buy a large
amount of steel from Dneprospetsstal. However, Dneprospetsstal was not
willing to supply and could not fix a price. The entrepreneur assumed that
this was related to the fact that the cost price of steel is not known to the

enterprise and that domestic delivery entails more financial risks than
supplies abroad.

Light metallurgy

Major enterprises within light metallurgy are Ferrosplavzavod, Magnesium
and Titanium Enterprise and Aluminium Enterprise.

Ferrosplavzavod

This factory 1s, together with a factory in Nikopol, in Zaporizhzhya province,
a monopolist in the field of manganese alloys, without which it is impossible
to produce high-quality steels. All the important raw materials are found in
the region: quartz, manganese, cokes. For this factory, co-operation with
Russia 1s essential. Metals are made with help of electrothermical processes.
The factory was built in 1953 and since then has been modernised several
times. This factory has a relatively young management. According to
Coopers and Lybrand 1993, this factory is one of the few that may be
profitable in the current critical circumstances. However, all the factors that
contributed to a low cost price in 1993 (low price of electrical energy, low
labour costs, low price of raw materials and good exchange rate) had
disappeared by 1997. Moreover, during the last few years the factory has
been faced, like all others, with cuts in the delivery of electric energy.

Forty-eight per cent of exports were to Russia, 16 per cent to
Switzerland, 9 per cent to Ireland, 8 per cent to Germany and 7 per cent to
England in the first nine months of 1995."

Magnesium and Titanium Enterprise"

This enterprise was founded in 1956. Titanium, magnesium, germanium and
silicon are produced here. In the former Soviet Union, there were two other,
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similar factories, in the Ural and Kazakhstan. The enterprise mainly
produced for the military industrial complex. In 1992, 5 per cent of the
world production of titanium and magnesium was produced in this
enterprise.'*  Silicon is used for aircraft, airspace, medical equipment,
computers and microelectronics. There is a high demand on the world market
for the products produced by the enterprise. However, the enterprise came
into great difficulties after the disintegration of the former Soviet Union and
the economic crisis in Ukraine. An additional problem was that prices for
silicon declined sharply on the world market in the 1990 - 1993 period. In
1996, the production of silicon has dropped to 20 per cent of the factory's
capacity and that of germanium to 30 per cent of the factory's capacity.

Seventy per cent of titanium was used by the Soviet military industrial
complex; the collapse of this complex contributed to the problems of the
enterprise.”” Export of titanium declined from 2105 kg in 1994, to 850 kg in
1995 to 27 kg during the first half of 1996.'°

The purity of products is not high enough, prices are too high to
compete and production technology is completely outdated. In addition, the
‘strategic nature’ of the enterprise prevented foreign direct investment in the
first phase of transition.

In Ukraine this enterprise is a monopoly. Magnesium ore is found in
Zaporizhzhya province and titanium in the neighbouring province of
Dnipropretovsk and in Lviv. Despite a special 'titanium - programme' of the
government, the personnel of the enterprise declined from 7500 persons in
1991 to 2000 in early 1996. The laboratory, where 190 scientists used to
work, has been closed. The production of titanium has been stopped.

However, a titanium institute, independent from the enterprise, is still
functioning.'’

In order to produce on world market level, investments are needed. If
there are no foreign investments, the whole enterprise will be closed.

Aluminium Enterprise

The Aluminium Enterprise is the main aluminium factory in Ukraine. It used
to produce mainly for the aviation industry, which is now in crisis. Ukraine
had to import three-quarters of all the aluminium it needed.'® Nevertheless,
the Aluminium Enterprise exported a large percentage of its production due
to the fact that a lot of domestic clients could not pay and that the factory
needed hard currency to modernise. Modernisation is urgently needed as
production outlays, based on the Soderberg method, are completely outdated.
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Moreover, equipment is very dangerous for the workers and production
methods are very polluting. Due to high pollution levels, Aluminium
Enterprise could not get a trading license for the London Stock Exchange.'

In 1995 the Aluminium Enterprise accounted for 15.4 per cent of all
exports of Zaporizhzhya provmce Exports are mainly to the USA (76 per
cent), and Russia (16 per cent).”” Exports went up from 56.8 million dollars
in 1994 to 117.6 million dollars in 1996 to 60.8 million dollars in the first
half of 1997.

Whereas formerly bauxite came from the former Soviet Union,
nowadays this raw material is imported from Africa and Latin America. In
1992, bauxite has been delivered for an average price of 46-52 dollars per
tonne, whereas competitors in Western Europe had bauxite for 25-35 dollars
per tonne.”' All other raw materials come from Ukraine, except electrodes
and nickel.

Forty per cent of production costs consist of electrical energy. Per tonne
of aluminium, Aluminium Enterprise uses 21.5 per cent more energy than its
Western competitors.”> Aluminium is of low quality with a high iron content.
For that reason lower prices must be accepted. Nowadays, modernisation of
the firm 1s effectuated with the assistance of an American firm, Ford Daniel.

In recent years the competitiveness of this enterprise declined drastically
with rising energy prices (increase by a factor of 10 in dollar terms in the
period March 1993 - March 1996) and rising labour costs (increase by a
factor of 13 in dollar terms in the period March 1993 - December 1995).* In
1993, wages accounted for 8.3 dollars per tonne of produced aluminium,
while the corresponding figure for the average Western aluminium producer
has been 135 dollars. By the end of 1995, in Zaporizhzhya wages accounted
for about 108 dollars per tonne of produced aluminium.

Sideline production, such as venetian blinds and building materials, has
been developed, mainly based on aluminium.

Transformerzavod

This factory produced, in Soviet times, high-power transformers for the
whole of the former Soviet Union and was the only producer of these big
transformers. Tt used to be the largest producer of transformers in the world,
but much of the equipment is outdated. There is a high level of vertical
integration - most of the inputs the factory needs are produced within the
factory. Inputs mainly consist of raw materials. Since the collapse of the
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Soviet Union production has declined steeply. By mid-1997, the factory was
working at about 30 per cent of its capacity. However, no personnel has been
fired.

Transformerzavod had a big research institute that employed 1800
engineers. By the mid-1990s, this institute had become independent and most
of its personnel had been fired.

In 1991 about 10 per cent of production was for export, while in 1996 -
1997 it was between 50 and 60 per cent, of which 40 per cent for exports to
the ‘far abroad’, mainly to China, Argentine, Morocco, Egypt and Greece.

Since the collapse of the Soviet Union product differentiation has started
and the factory now also produces small transformers as well as generators.
The factory has representations in various countries. Through all these
channels they try to react on tenders.

There are liquidity problems and clients are usually asked to pay 20 per
cent in advance. Clients in Ukraine are required to pay the entire fee in
advance. In the first years after independence there were problems with
clhients in the former Soviet Union who were not credit-worthy. Trade with
Russia 1s usually in roubles or in barter deals.

Avtozaz

Avtozaz was founded in 1961 in order to produce cheap cars for the whole of
the Soviet Union and was in this category a monopoly. Other car factories,
like the Lada factory in Togliatti, got a priority treatment. With the
independence of Ukraine, Avtozaz became in 1991 the only manufacturer of
modern cars in Ukraine. Up to 1991 annual growth was in the range of 14 -
15 per cent and the capacity in 1993 was 300,000 cars a year.

Table 5.2 Car production in Avtozaz, 1991 - 1996

1991 1992 1993 1994 1995 1996

156,000 135,000 140,000 94,000 57,000 7,000

Source: Business Central Europe, March 1997

In 1992 the Ukrainian government was still ambitious and optimistic and saw
a brilliant future for the national car industry. A national car manufacturing
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plan was drawn up, a lot of money was channelled to Avtozaz and, in 1992, a
new line was installed equipped with Western machinery.”® However, in
1996 only 7,000 cars were produced and by mid-1997 the very survival of
the factory was in question. From early December 1996 production stopped;
by January 1998, the factory was still closed. Personnel had been sent home
on unpaid leave.

Decline of production was delayed until relatively late, in 1993, due to
the fact that many people were on waiting lists and there was still a shortage
of cars. In August 1993 there were plans to expand production of cars up to
550,000 by the year 2000.

At the same time the import of cars increased tremendously. In 1994,
Ukraine imported 160,000 cars, during the first nine months of 1995
200,000. On only 15 per cent of these cars was any import tax paid. From 1
January 1996 import tariffs for cars from the ‘far abroad’ have been raised
sharply, in order to protect Avtozaz.

The enterprise directors blamed external factors for the decline,
mentioning high taxes as a reason. However, government and parliament
repeatedly helped Avtozaz. For example, the parliament decided in
November 1995 that Avtozaz did not have to pay taxes for 1994. In May
1996 there was the slashing of import duties.

Apart from high taxes, supplies from Russia have been mentioned as a
major problem. Eighty per cent of car parts, in value terms, came from
Russia. Many of these parts were too expensive and could be obtained
cheaper from Central and Western Europe.” Often, Avtozaz stuck to Russian
suppliers because they accepted Avtozaz cars in return for payment. Another
problem was that some Russian suppliers came to see Avtozaz as a
competitor and stopped deliveries.*

The gradual decline of supplies, that had started already during the
Perestroika years negatively affected the quality of the cars produced by
Avtozaz, because the substitute supplies, or spare parts, were often of poorer
quality, especially that of the engine delivered by the factory in Melitopol.”’

Also, supplies became more expensive. In early 1993 production costs
for a car were 3000 dollars. Later that year production costs increased to
3,700 dollars and by August 1996 it amounted to 4800 dollars.

A factor in rising costs was the very high material costs and intensive
energy use of production. As costs of energy and raw materials increased
after independence, this was reflected in production costs. |

The developing financial crisis of Avtozaz made the factory a bad chept
for its suppliers, who often were not paid. Suppliers began to ask payment in
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advance. Barter trade was not important as it became too expensive with the
introduction of 20 percent value added tax on barter transactions. Whereas in
Soviet times disruption in production due to non-delivery of supplies never
happened, during transition this occurred more frequently.

People in the street, the potential consumers, complain about the bad
quality of the Tavria, the car currently produced. The Tavria is notorious for
continuously breaking down. It is relatively much cheaper to buy a second-
hand Western car rather than buy, for the same amount of money, a Tavria.

The core problem of Avtozaz has never been mentioned in the Ukrainian
press: the way production was organised, for example, quality control.
Although a quality control system existed on paper, it did not function in
practice. For example, it often happened that parts of the car were not
available. In Western car factories, production would have stopped
immediately. Not in Zaporizhzhya. There production continued and workers
were asked to write down what elements of the car were missing. However,
workers often forgot to do this. The result was that cars were delivered that
were missing elements, often quite essential ones. A worker in Avtozaz told
how he was asked to drive an approved car to the parking place in order to be
shipped. After having switched the motor on, he found that the wheel was
not fixed and it came away in his hand.

In Zaporizhzhya often young women of 18 to 20 years worked on the
assembly line. They were not strong enough to perform some of the required
tasks with the result of bad performance. Employees told how, usually, other
employees exhibited a lack of responsibility. They were not at all interested
in good performance. The only thing that counted was quantity, not quality.

A big problem in the factory was alcoholism. According to estimates of
several informers from within the factory (no hard data exist on alcoholism
which has attained epidemic proportions in Zaporizhzhya), most male
workers drank in the workplace.”® It is obvious that this had a very negative
impact upon work performance. A journalist from the Wall Street Journal
hinted at this low labour productivity when writing in 1989 that 'for every
worker on the line, there are several who sit on a wooden bench nearby,
watching, chatting and smoking cigarettes. Behind the facade of modemn
production, quite primitive production methods prevailed.

Remarkably for Avtozaz, since 1993, when the production decline
began, there was no organisational restructuring.”” No personnel were
dismissed - the total amount of personnel was at the end of 1995 28,855
persons, significantly more compared to 1990, producing 60,000 cars. For
comparison, Nissan car factory in Sunderland, UK, had a production of
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216,800 cars with 3,500 workers in 1992.*° No organisational changes have
been introduced in order to enhance quality of production.

Up to early 1996, there was a big problem with spare parts as they
disappeared to the black market sphere. Only since then, when production of
cars was stopped, was everything being done, according to the enterprise
director, to satisfy the demand for spare parts.

Before 1996, the marketing of cars in the former Soviet Union had been
done through in an informal manner and, less importantly, through car
centres (25 in Ukraine and 68 in Russia). Since then every buyer had the
same rights and paid the same price.”’

In mid-1996, after the former director has been dismissed and the
factory had lain idle for half a year, the enterprise leadership started de-
coupling the cultural sphere and the hospital and agricultural sector (4
kolkhozes) from the car factory and making the technical service
independent. Salary of factory workers halved.

The enterprise management of Avtozaz claimed that relatively modern
equipment, bought in Japan and Western Europe, was in place. The
Ukrainian press wrote that Avtozaz is a very modern factory.”> However,
Coopers and Lybrand in 1993 found the technological level of equipment
mediocre. They concluded that in the long run the factory had no future.
Investment funds have been channelled to a new assembly line with Western
equipment was installed in 1992. The rest of the factory is completely
outdated. Even the new production line is not modern as it is not fully
automated but handled manually.

Negotiations have taken place since 1994 with Daewoo, Peugeot, Rover
and General Motors. Due to an unrealistic assessment about the value of
Avtozaz on the part of the Ukrainian government, erroneous negotiation
strategy and general bad conditions for foreign direct investment in Ukraine,
it was three years before agreement could be reached.

In mid-September 1997, the Ukrainian government announced that
Daewoo, the South Korean car manufacturer, would invest 1.3 billion dollars
up to 2003 in its joint venture with Avtozaz. That is more than the total
accumulated foreign direct investment in Ukraine as a whole by mid-1997.
According to the Financial Times (17 September 1997), the company plans
to develop a new engine and update the Tavria. General Motors plans to sign
a separate deal with Daewoo-Avtozaz to build 25,000 units a year. Daewoo
is believed to have gained the edge over General Motors in negotiations with
the Ukrainian government by promising to invest in a range of manufacturing
industries.
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However, only March 1998 a contract has been signed. The problem
was that Avotzaz promised to prepare assembly lines for the production of
five models by end 1997. When a Daewoo team came to Zaporizhzhya to
inspect progress, they noticed that nothing had been done.

Nowadays, only 62 out of 1000 Ukrainian citizens has a car while the
corresponding figure for Germany is 490 and for Italy 425, a clear indicator
of the growth potential of the Ukrainian market.

Motor Sitch

This company manufactures engines for aircraft, mainly for the military.
With the collapse of the Soviet Union and therewith the collapse of its
military industrial complex, the factory lost its major market. The civil
aviation division also went through a crisis parallel with the general
economic crisis. Few new planes have been ordered. According to the
Zaporizhzhya Statistical Office, production decline of Motor Sitch is twice
as much as for Zaporizhzhya industry in general.

It is mainly the replacement of old engines and repairwork that
production levels have not fallen more steeply. The question of survival of
this factory has been posed in the press.”” The problem with Soviet engines
was, among other things, their high energy consumption.”* Also the image of
low technology hampers advance in export markets.

Whereas many other aircraft manufacturers in Central and Eastern
Europe have sought strategic alliances with world leaders in aviation
industry, Motor Sitch has not done so, in part because the industry is
considered a strategic one. However, it is difficult to imagine future
competitiveness without linking up with world leaders.

In 1995 there were negotiations with BMW/Rolls Royce in order to
develop the joint production of an aircraft engine. In the negotiations about
the 100-million-dollar project the technical design was not a problem. The
main problems concerned marketing aspects and, above all, quality control.
The directors of Motor Sitch also refused to speak about long-term strategy.
In the meantime, BMW/Rolls Royce has found a partner in Russia.

Another problem for Motor Sitch is brain drain. Highly qualified

engineers find jobs elsewhere in town or in the Russian aviation industry,
where they are better paid.
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In contrast to the drastic decline in mainline production, sideline
production has developed enormously. The product range varies from
generators to garden equipment and baby carriages.”

Though the export level is very low related to the size of the factory,
Motor Sitch 1s an interesting potential partner for foreign investors.
Equipment is quite modern and work organisation better than many other
industrial enterprises, as it used to be a core factory within the military
industrial complex. Nowadays, there is the joint production of a van engine,
in co-operation with IVECO, a subsidiary of FIAT, for IVECO-Kraz, that
will produce approximately 4000 small vans annually for the Ukrainian
market.”

Organisational restructuring in large enterprises

For each of the eight largest enterprises, organisational restructuring hardly
took place, apart from the dismissal of personnel in the form of sending on
unpaid leave. According to the Zaporizhzhya Statistical Office, in the period
1991 - 1995 employment of the seven largest enterprises even increased from
90,122 to 93,984.

These figures do not give an indication for actual employment. For
example, Zaporozhstal actually employed by the end of 1995 only about
3000 workers. However, the people listed as being employed by
Zaporozhstal still make use of some services of Zaporozhstal, like housing.

There are significant differences with respect to adjustment. While
Transformerzavod introduced new products and has devoted greater attention
to marketing, in Avtozaz very little has changed. This difference is also
related to the completely different character of the production process,
Avtozaz mass producing one product, Transformerzavod concentrating on
individual production.

Ferrosplavzavod changed somewhat more than Zaporozhstal, the former
having introduced some new equipment. Probably this has much to do with
differences in management.

Generally, there were few incentives for management to change. Their
salaries are high and guaranteed, irrespective of performance. ¥

For all big enterprises the word 'restructuring' has meant installing new
machinery and equipment. The production process 1S conceive.d as a purely
technical process, for which only engineers can be experts. This reﬂgcts the
Soviet view towards production. In Soviet times, almost no attention has
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been paid to management, marketing, cost accounting, quality control and
the organisation of production. This Soviet view is not only currently
predominant among the management of big enterprises, but in the whole
political and economic elite of Zaporizhzhya.

In newspaper articles and interviews, problems of enterprises were
always analysed in terms of external problems: taxes, lack of demand and so
on. The solution for the problems was always money from external sources.

It is telling, that by 1997, six years after the proclaimed changeover to a
market economy, none of the big enterprises knows the real cost price of
their products, nor do they know how much the social sphere of their
enterprise costs - no one has introduced an elementary modern system of cost
accounting.

Although prospects for the analysed enterprises may be different, for
each of them survival in the circumstances of the market economy may be
unlikely, with the possible exceptions of Dneprospetsstal and
Ferrosplavzavod.

Various industrial sectors
The agro-industrial complex

The food processing industry in Zaporizhzhya province accounted in 1995
for 8.5 per cent of total industrial production, and for 24 per cent of total
personnel.*® ‘

It is especially in the food processing sector that import competition is
severe. The market is flooded with food products from Western and Central
Europe.In the present circumstances, i.e. high inflation, Mafia, high taxes
and lack of investment, it is quite difficult to be competitive against Western
enterprises. If the economy becomes stabilised and law governed, ample
opportunities exist in this sector. With relatively small investments, great
improvements in product quality and productivity can be achieved. Some
factories, like the Melitopol meat enterprise, provide examples how to
produce well in current difficult circumstances.”

Often, food processing enterprises prefer inputs from abroad as they are
of better quality. For example, ZTL, a juice-producing factory, shifted from
Ukrainian supplies of concentrate, with a shelf-life of only one month, to

concentrates from Hungary and Israel, that lasted respectively one year and
half a year.
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ZTL now tries to produce eggs and egg flour in co-operation with a
chicken farm in Hungary. They will buy from Hungary chickens and
chicken food and will restart a chicken farm that has stopped production
earlier because it did not have enough money to buy food for the chickens.

The electronic industry

About 50,000 persons were employed in this sector in 1992, among them
12,500 scientific workers.*’ The enterprises in this sector were often working
for the military and mostly subordinated to ministries in Moscow. Production
felt steeply in this sector. The greatest problems were lack of spare parts,
loss of traditional markets and loss by non-payment of deliveries to clients.
Detailed figures can not be given as this sector has not been classified
separately in the statistics.

The machine-building industry

In terms of employment this is the most important sector in Zaporizhzhya
province. Fifty-five per cent of industrial workers were employed in this
sector 1n 1995. Transformerzavod, Motor Sitch and Avtozaz are included in
this sector. There are many smaller enterprises in this sector, with, in many
cases, close relationship to the steel industry in Zaporizhzhya.

According to inside information and circumstantial evidence, this sector
suffered relatively much in recent years, as most enterprises stopped
investing in new tools or equipment and as the markets of the countries of
the former Soviet Union collapsed. Enterprises in this branch are usually not
able to export to the ‘far abroad’. A large part of this industry previously
used to produce for the military.

One of the better performing factories is Zaporozhavtomatika, producing
equipment for metallurgical enterprises.

The chemical industry

This industry did relatively well in recent years, compared to other
industries. Production decline has only been 15 per cent in the period 1990 -
1995 while the industry as a whole declined by 34 per cent. This branch has,
however, very limited importance for Zaporizhzhya. It contributed only 0.9
per cent to total industrial production in the region.”’
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An important and successful enterprise in this branch is Kremnipolimer,
that used to be part of Magnesium and Titanium Enterprise.

The consumer goods industry

Unlike many had expected at the early 1990s, the consumer goods industry
faced the largest decline, in Zaporizhzhya and in Ukraine at large (see
Appendix 2). For example, in Zaporizhzhya, the production of clothing
declined in the period 1992 -1996 by 89 per cent, that of underclothes by 97
per cent."?

This sharp decline in the production of consumer goods is related to the
sharp drop in demand in Ukraine and the low quality of consumer goods
produced in Ukraine. The larger market share has taken over by foreign,
mainly Western competitors.

In Zaporizhzhya province, there are few textile and clothing factories.
The factories that work for the domestic market have closed or hardly
function. The textile factory Vepes, with 300 employees, producing mainly
overalls for local enterprises, had increasingly to rely on sideline activities to
keep the enterprise afloat. About six years ago there were difficulties in
getting supplies, related to the disarray caused by the dissolution of the
Soviet Union. Nowadays the main problem is to find money to pay for
supplies. Most of the cotton used (95 per cent) comes from Russia where it is
also processed into yarn (this used to be done in Kharkiv).

The few clothing factories that mainly produce for export are not
integrated into the local economy and do not even know each other. ‘We
interviewed managers from Kora (60 employees) and Selena (500
employees) each of which has Western machinery and textile raw materials.
Designs come partly from the West (in both cases about half their designs
are from the Western partner, the other half are their own designs). All
supplies come from the West as Ukrainian suppliers are considered
unreliable and of low quality. In the case of Kora there is a joint venture with
a German partner (formed in 1994, Neckermann). One year ago, Kora still
had a significant part of production for the domestic market. Nowadays
almost 100 per cent of its production is for export.

Organisational change

In the section about Avtozaz, it has been explained how organisation of the
workforce did not change during transition, although the primitive
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organisation of labour is a main cause for the lack of quality. This situation
is typical for big industrial enterprises. Generally, the labour morale and
labour productivity are very low.

Also in the newly privatised firms it seems that not much organisational
change has occurred, probably related to a lack of marketisation of the
economic environment. The conclusion of a recent analysis of privatisation

and industrial restructuring in Ukraine may be true for Zaporizhzhya as well.
The report concluded:

It appears that managers and employees have temporarily achieved a modus
vivendi: employees are putting pressure on managers who maintain the level of
employment and income, while managers are considering only external factors
(market conditions and relations with trade partners) as the major constraints on

the process of decision makers.

Management skills are very low. Usually, the managers had an engineering
education and do not have any notion of modern production organisation.
Typical are the many levels in the enterprise hierarchy. A general
characteristic of the Zaporizhzhya industrial enterprise, compared with
Western industrial enterprises, is the high share of administrative personnel.

There is usually little attention given to quality control and marketing. A
modern accounting system is usually missing, with the result that there is no
evaluation of production costs. It is noticeable that trade unions hardly play a
role in corporate governance.

Generally, there is lack of marketing and communication skills. With
regard to communication skills, generally, firms are not able to write down in
clear terms what they want from outsiders. It is related to the lack of writing
culture in Soviet times. Unlike Western firms, enterprises in Ukraine seldom
had to communicate in written form with clients, the suppliers, the ministries
or their own personnel. In Soviet times as well as nowadays, commitments in
written form might have turned against you. Communication mostly has been
in oral form. In the economy of shortage the firm had no lack of customers,
and supplies could be arranged in negotiations with the ministries and with
'horizontal', informal deals with other firms; as a result, no ‘civilised' business
culture could develop.

It is striking to see how much difficulty industrial enterprises in
Zaporizhzhya have, up to the larger ones, in making a good business plan or
making a good presentation for potential investors.
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Conclusion

The prospects for the large industrial enterprises are gloomy. Without
subsidies, that are mostly hidden, most of them will not be able to survive.
For many years, almost nothing has been invested and equipment is outdated.
Industrial Zaporizhzhya has become a big rust belt that is difficult to
regenerate. Organisational change has barely taken place. New industrial
enterprises hardly can develop as they are squeezed by high taxes and
bureaucratic regulations. The privatisation process is proceeding very slowly
and does not have an impact upon industrial production as the general
environment of industrial firms is little influenced by the philosophy of the
market economy.
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6 The Transformation of
the Countryside

The divide between countryside and towns

About 25 - 30 per cent of the population of Zaporizhzhya lives in the
countryside, that is in settlements smaller than 50,000 inhabitants, They are
predominantly Ukrainian speaking. Also, some ethnic minorities, like
Bulgarians, Gypsies and Greeks, live in the countryside.

The smaller settlements are characterised by collective agricultural
enterprises with their barns and places where small-scale food processing
takes place. The smaller settlements usually look abandoned and public
services are scarce. Asphalt roads are rare. Living conditions in the
countryside are very poor as they have little access to services that are
common for towns: hospitals, good schools, cultural facilities, etc. There are
few shops - many settlements do not have shops at all. There are no
recreational facilities in small settlements and there are no pubs although
alcoholism is epidemic. People in small settlements regularly die from
diseases that could be easily treated, due to the absence of adequate medical
care. Travelling by train and bus to towns has become much more
expensive, as public transport has deteriorated enormously.

It is common that drinking water comes from wells, not purified. Even
in the outskirts of Zaporizhzhya many people have to get drinking water
from wells. In many cases drinking water is brought in vans from the towns.

Most houses in the countryside do not have gas and must pay the full
price for heating, including the heating of water, which has become quite
expensive. A lot of houses in smaller settlements do not even have
electricity.

Since the mid 1980s the process of the gradual closing of the welfare
gap between towns and the countryside, ongoing since the reign of
Khrushchev, has been reversed and the gap between living conditions in the
countryside and town has widened again. Average income in the
countryside, that always has been far below average, dropped faster than the
incomes of town inhabitants. Of course, all inhabitants of the countryside
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have access to private gardens, the products of which they can sell on the
market. On the other hand they miss access to other sources of income.

Traditionally, young and talented people tend to leave for the towns.
Although this is a phenomenon one can see everywhere in the world, this
has been more pronounced in the former Soviet Union, given the extremely
bad conditions in the countryside. The countryside has an ageing population
and traditional social pathologies, such as alcoholism, are more widespread.

In many ways, relations between towns and countryside have been
severed. Townspeople who own gardens in the countryside, cannot afford to
go there anymore due to the inability to pay for transport costs, unless they
are pensioners who can travel free.

Increasingly, people in towns try to profit from their connections in the
countryside by organising trade in food products. Nevertheless, in most
cases kolkhozes have a conservative leadership that prevents development.
Generally, the criminalisation of power constitutes a formidable obstacle for

the development of the countryside.

Collective and private farms

Most agricultural land is still under cultivation by collective farms, i.e. the
kolkhozes. In theory, they were 'denationalised’ by July 1996 and the land is
privately owned by the farmers. In practice, kolkhozes began to distribute
land to its members very slowly. By mid-1997, about half of the land had
been distributed among farmers. Part of the land is leased to non-farmers.

When Ukraine became independent, most experts pointed to agriculture
as one of the country’s main assets, due to its fertile soils.' Nowadays,
agriculture is in deep crisis and for many years practically nothing has been
invested. Harvests gradually declined due to degradation of soils and
organisational and financial problems of the kolkhozes. In the period 1990 -
1996 agricultural production in Zaporizhzhya province decreased by 52.5
per cent in value terms, that of Ukraine by 40.6 per cent.

Grain production in Zaporizhzhya province decreased from 2454
thousand tonnes in 1992 to 874 thousand tonnes in 1996.2 It means that
grain production in what used to be the bread basket of the former Soviet
Union, dropped by almost two-thirds in a time span of four years. Formerly
there was a harvest of up to 3.5 tonnes of grain per hectare. It is now 1.3
tonnes.” Part of the grain is sold to the state that pays a price far below the
world market price. In 1996 the state paid the farmers 85 dollars per tonne
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when the world market price was 200 dollars per tonne. The difference from
the world market price went to corrupt officials.’

The quality of grains produced is generally very low. For the production
of high-quality bread - imported grain is used. The low quality is related to
the lack of care for crops. Lack of money over many years deprived
kolkhozes of the means to grow high-quality grains.

For example, in Orechov, kolkhozes used to have 40 to 50 tractors.
However, due to lack of investments nowadays, only 3 to 4 tractors per
kolkhoze are functioning.’ In one malfunction, spare parts are not available
as the tractor factory in Kharkiv cannot provide spare parts anymore.

By mid-1997 the price of milk in shops is more than seven times higher
than the price kolkhozes get for milk. It points to the general problem that a
large part of the price the consumer pays for agricultural products is for
trade, processing and the Mafia.

For collective agricultural enterprises, it has become more difficult to
sell their products in towns because the traditional system of state wholesale
suppliers broke down. Although the system of state orders still exist, state
prices are so low that collective enterprises try to circumvent the state
wherever possible. However, successfully functioning wholesale markets
have not replaced the system of state orders and distribution. It has been
replaced by Mafiosi structures that are very unfavourable for agricultural
enterprises. Furthermore, there is the system of barter exchanges with big
enterprises. Every sixth tonne of fuel earmarked for big enterprises in
Zaporizhzhya is destined for kolkhozes in barter deals.®

The negotiating position of' agricultural enterprises have worsened
enormously under transition resulting in declining incomes. It is telling that
the employees of a dairy firm, producing milk, get a salary that is 2.5 times
higher compared to that of the farmers.

Most kolkhozes have not invested anymore in equipment since the early
1980s. Due to lack of orders the whole service infrastructure for agricultural
enterprises has broken down. Often, these services are located in the
countryside. Also, the farm equipment industry does not produce anymore.
For example, the national tractor industry, located in Kharkiv, has collapsed
due to lack of demand. A great problem for kolkhozes has been that, during
the 1990s, prices for agricultural products increased at a lower rate than the
non-agricultural goods and the services kolkhozes used to buy.

Generally, agriculture suffers from mismanagement, low productivity
(vields are 30 - 50 per cent lower than in Western Europe, pig and milk
productivity are 200 per cent lower), lack of inputs, absence of appropriate
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trading infrastructure, lack of economic understanding and knowledge,
obsolete equipment and high production costs.

It is obvious that the economic system does not stimulate agricultural
production. Farmers are shifting their energy more to cultivating their
private gardens which means that farming becomes more primitive.

The kolkhozes have little money, often even the very low kolkhoze
salaries of 25 - 30 dollars a month cannot be paid. The average kolkhoze has
a debt of about 6000 dollars, mainly due to the inability to pay for energy
and inputs. Much trade is now on barter basis. Agricultural workers can only
survive by selling products from private plots in the bazaar. The following
figures are telling: 3 per cent of the surface of cultivated land in Ukraine
consist of private gardens, but these private plots provide about 65 per cent
of produced vegetables, 96 per cent of potatoes, 70 per cent of fruits and 53
per cent of meat.’

Also, the prices on the black market are rather high, in part to
compensate for low kolchoze salaries. One egg in the bazaar costs about
0,15 cents, not much less compared to eggs in Western Europe. Generally,
prices for food products are extremely high compared to the average salary
in Ukraine.

Few collective farmers want to start a private farm, for many reasons.
First of all, one has to pay for the land. Moreover, farmers usually do not
have money. To run a private farm, one has to buy equipment. Again, there
is usually no money. Then there is the problem of know-how: most farmers
do not possess the knowledge to start a farm.

Nevertheless private farms are gradually spreading. According to
Ukrainian authorities, approximately half of agricultural production is now

on private plots. Private farmers are mainly in Western Ukraine, less so in
Eastern Ukraine.

The food industry

There is a kind of deadlock situation in the countryside as there are
apparently no mechanisms that may trigger a revival of agricultural
production. With normally functioning markets, the agricultural and food-
processing sectors would be one of the most promising: people need to eat
and a lot of food products that are now imported can also be produced in
Ukraine. At Zaporizhzhya markets, Dutch butter and cheese is sold,
produced by farmers and firms that produce at the other end of Europe,
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where labour costs are much higher. However, agricultural enterprises in
Zaporizhzhya are squeezed by the state and Mafiosi commercial structures
that prevent profitable agricultural enterprises from developing.

Lack of money has prevented kolkhozes from investing, with the result
that suppliers of agriculture equipment have also fallen in deep crisis.®

According to French specialists working for the TACIS sunflower
project in Zaporizhzhya, the few big firms that are active in the trading and
processing of sunflower oil are connected with Mafia groupings. These
firms earn a lot with these activities while the kolkhozes get little money. In
exchange for sunflowers, the kolkhozes get products. The strategy of the

sunflower project is to induce kolkhozes to form co-operatives to improve
their negotiating position.

Conclusion

With the disintegration of central planning, the welfare gap between town
and countryside began to widen again. The absence of properly functioning
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