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ANNEX
[Oiginal: Russian]

Report presented by M. lLeonid D. Kuchma, the President of

Ukraine, at the cerenpnial neeting on the occasion of the

first anniversary of the adoption of the Constitution of
Ukraine, held at Kiev on 27 June 1997

Fate has decreed that we live in a tinme of great changes, a tinme of
transition fromone social systemto another. Furthernore, we are on the
threshold of the millennium which will represent a | andmark for all humanity.

Therefore, to turn our attention to the epoch-nmaking events in our recent
history is not a tribute to the enotional, ostentatious aspect of achieving
statehood and is not a display of grandil oquent self-affirmation. Follow ng an
untrodden path, strewn with obstacles and fraught with tribul ati ons, we nust
constantly strive to carry out a conprehensive and honest appraisal of State and
soci al processes, coupled with sonme profound soul -searching.

We are conmtted to thinking about Ukraine today and about how it will
enter the twenty-first century, and about the kind of country we shall hand down
to our descendants.

It is precisely fromthis standpoint that | also view the inportance of the
first anniversary of the adoption of the Fundanental Law of UWkraine. It is
i nportant al so because the anniversary of the Constitution closely precedes
| ndependence Day and is inseparably linked with it.

At the transition stage of our devel opnent, this fundanental docunent is
crucial to our destiny. |Its adoption conpleted the process of achieving
st at ehood and guaranteed the i ndependence of Wkraine. In this way, Ukraine has
found itself a pernmanent place in the world.

The el aboration and adoption of the Constitution is certainly no sinple

matter even in a nore stable and favourabl e society. |n our case, however,
where society was at the crossroads, plagued by an atnosphere of anxiety and
uncertainty, literally torn asunder by contradictions, this was a task of truly

col ossal magni tude and conpl exity.

We succeeded in laying the foundations of our sovereignty in a civilized
manner, concerting our actions with the will of the people and strictly adhering
to the norms of international |aw

The constitutional process was protracted, conplex, often ailing, and
dragged on for six long years. It also reflected, in concentrated form the
distribution of political forces and the tactics used by them and the serious
clashes in relations between the various branches of power.

The collision of different political interests, often irreconcil abl e,
frequently led to confrontations and bitter conflicts. After three fully valid

l...
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drafts had been el aborated, these factions managed to position the country on
the brink of a constitutional crisis; but this it succeeded in avoiding, since,
at the eleventh hour, w sdom and noderation gained the upper hand. That was

al so the case in 1995, during the drafting of the Constitutional Agreenent

bet ween t he President and the Suprene Council.

Today, there are different ways of |ooking at that document, of assessing
its pluses and minuses. But it is undeniable that the signing of the agreenent
diverted us froma dangerous path, saved the | eadership of the State and
stimulated further work on the Fundanental Law. It becane possible to raise the
qgquestion of submtting the draft to a country-w de referendum when the
constitutional process reached a deadl ock

| amrecalling those dramatic days not to settle political scores but in
order to take into account in the future at |east two circunstances.

First. Too much effort and time have been wasted in sterile discussions
and infighting. As a result, we have | ost nonentum and find oursel ves
permanently short of tinme for taking decisions and actions of a practica
nature. | amconvinced: wthout that, today we would be in a markedly better
econom c situation, with a nore forceful inpetus being given to devel oprent.

Second. The anbi val ent approach to the draft text was carried over to the
Constitution itself. Once again there is criticismand unconprom sing
hostility. O course, everyone is entitled to his or her own opinion

In fact, the Fundamental Law al so contains several points of disagreenent
and anbi guous provisions, and the bal ance of forces has not everywhere been
taken fully into account and fine-tuned. But with its adoption, we gai ned
significantly nore than we lost. Above all, we averted a division of society,
public outrage and manifestati ons of extrene political intolerance. Mreover -
and this is no less inportant - the very essence of denocratic power was
preserved, and the rel ations between its branches and institutions did not even
tenporarily reach the nutually destructive stage

There is anot her undeni able point, and that is now the nost inportant: the
Constitution has been adopted, and everyone nust reckon with that fact. At the
sane time, it was adopted not through pressure tactics, as sonme people nmay be
inclined to believe, but as a result of the convergence of positions, through a
civilized and denocratic parlianentary procedure.

As a separate matter, | wish to turn to those who associ ate thenselves with
t he opposition and who conpletely or in part refrained fromsupporting the
Constitution: sonme of you took a courageous step by voting in favour of it. |
know that, in doing so, you were exposed to noral pressure on the part of Iike-
m nded persons. But you did what was required in the interests of Ukraine.

The fanous "constitutional night", over which passions are still aroused
and around which fantasies and nyths are woven, was a graphic display of the | aw
of transition fromquantity to quality.
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Thus, it was not a single, spontaneous act, but the |ogical outcome of the
entire precedi ng course of events; although it was, and | agree on this, not
exactly a routine event.

It was a nanifestation - unfortunately, as yet, a solitary manifestation -
of the capabilities of our parlianent, divided into irreconcilable politica
canps, to arrive at a conpromi se and a consensus, overcom ng party interests and
group and personal anbitions.

It woul d be good if such a consensus anbng the deputies were nore often
i nspired not so nuch by the instinct for self-preservation as by a desire to
carry out fully their designated task

In giving to all those who fashioned the Constitution their proper due, |
take the opportunity to note that Ukraine has nade a breakthrough to a
qualitatively new standard and has enbodied it in its Fundanental Law - the
obj ective, natural result of social devel opnent.

It has been sel ected and achi eved through the suffering of all preceding
gener ati ons.

The geneal ogy of the Constitution of an independent Ukraine dates back to
the "Laws of Rus" of Yaroslav the Wse and the Constitution of Pilip Olik, the
Constitution of the Ukrainian People's Republic and the Declaration of State
Sovereignty.

And today we nust pay tribute to our illustrious predecessors. W mnust
express our gratitude to all our conpatriots, to our friends abroad and to the
entire Ukrainian community, whose understandi ng and support were a sturdy
pillar, a powerful force driving the constitutional process.

We have every justification to view the Constitution as a social conpact.
And, consequently, to count on its all-enbracing, creative role in the interests
of the Ukrainian people.

There is one nost inportant condition: we nust |live and act by the
Constitution. It would be premature to say that we have already | earned to do
that. We are not convinced either by the attenpts to revise the Fundanenta
Law, to incorporate it into the existing legal field, by procrastination in the
adoption of constitutional laws or in the formof attenpts to "retouch" the
constitutional provisions. It is disappointing, but true: no one belittles the
Constitution now as much as those who even to this day associate thenselves with
its predecessors.

| enphasi ze once again: the President will continue steadfastly to carry
out his duty as a guarantor of the Constitution

The significance of the Fundanental Law, and its influence on the |ife of
the State and society, may be evaluated nore fully only with the passage of
time.

Is it necessary, then, to talk about this today?
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| amsure it is necessary, indeed essential. This is in order not to | ose
our sense of direction under day-to-day pressure, and to ensure a continuous and
obj ective anal ysis.

What in specific ternms has the Constitution given us during its year in
force, and how does it justify the hopes placed init?

| shall speak only of its nmpbst fundanental features:

- The building of the State is being carried out in a nore or |ess
defined framework, and the activities of State institutions and the rel ations
bet ween t hem have been incorporated into the constitutional structure;

- Peopl e have finally becone aware of the concept of the State;

- The nation is being transfornmed froman object of politics intoits
hi ghest subject, and the people's freedomof action is being expanded in the
political and economni c spheres;

- The social novenment has taken a new turn - fromtotalitarianismto
denocracy - and we are developing with the aid of multifaceted forms of
nmanagenent and property ownershi p;

- The contours of the soci o-econom c structure of the State have been
out | i ned;

- We have devel oped the predictability of socio-political processes;
i deol ogi cal fetishismhas been laid to rest and political pluralismhas been
rei nf orced,;

- A favourabl e international environment has been created for
strengthening State security and resol ving internal problens.

| have in mnd first of all the signing of a full-scale treaty with Russia
which will lay the foundations for the devel opnment of good-nei ghbourly, equa
and mutual | y advantageous relations. This is pronpted by the very nature of our
countries, by their history and contenporary realities.

Anot her inportant step fromthe standpoint both of ensuring the nationa
interests of Ukraine and of inproving the European climte was the signing of
the treaty with Romani a.

The treaty on the State boundary with Belarus enabl ed a successful start to
be made on sol ving such an inportant question with the former Soviet republics.

The docunment whi ch conpleted the final chapter of the serious and at tines
tragic events in the history of Ukraine and Pol and was the Joint Declaration
Towar ds Under st andi ng and Unity.

Ukrai ne has not only denonstrated but also confirmed in practice its
yearning to live and coexist with its neighbours and with all States in
accordance with the highest civilized standards.
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| have dwelt in nore detail on the international aspect in order to show
that, where there are fewer political squabbles and in-fighting, real,
di scernible results can be achieved.

| consider it essential to stress that point in particular
The principal results are the follow ng:

- We have concl uded the period of establishing the State, which took six
years, including the one year of life under the new Constitution

- The main structure of the State has been erected, and nmust now be
reinforced and conpl eted, especially in the econom ¢ sector;

- Moreover - and this is very inportant - the basis has been laid for a
transition to the attainment of a vital constitutional formula: the human
person - the famly - the society - the State

Firstly, the whole logic of our developnent leads to this. W have |eft
behi nd us the stage in which, for the sake of establishing the State and
determining its features and structures, it was necessary to sacrifice the
interests of the people.

Secondly, this is also required by the socio-economc situation, which in
nost recent tinmes has already becone nore acute, chiefly for subjective reasons

Thus, experience in the world testifies to the fact that market
transformati ons are al ways acconpanied by a crisis and are fairly prolonged in
tine. Especially if they coincide with a change in the political system But
even taking that into consideration, and also the fact that we proceeded to
create a State and restructure society in the worse days of the crisis in the
Sovi et Union, their social consequences and cost surpassed the highest
acceptable limts.

Neverthel ess, let us take an unprejudiced |look at the initial positions at
the tine of the proclanmation by the President of the policy of radical economc
reforms, which, as | recall, was approved by the Verkhovna Rada in Cctober 1994.

The worl d classification has placed Wkrai ne anong the | eading nations in
terms of declining production. |In the past year alone, the volume of industrial
production fell by alnmost 28 per cent, agricultural production by 17 per cent,
and the gross domestic product by 23 per cent.

The State budget deficit exceeded the critical |evel several tines over
The budget was bal anced al nbst entirely by the printing of banknotes.

The econony was in a state of runaway inflation which constantly spiralled
upwar ds, engul fing everything - the incones of the popul ati on, budget revenue,
and the fixed assets and working capital of enterprises and organi zati ons.

The level of inflation in 1993 reached 10,200 per cent, an increase of 102
tinmes. And that occurred at a tinme when about 70 per cent of all prices were

l...
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State controlled and the nechanismfor fixing the rate of exchange was in
operation.

For a period of nearly two years, Wkraine did not service its externa
debts: there were sinply no funds available for that purpose.

It is already clear fromthe data provided that crises of such a nagnitude
cannot be overconme quickly and sinply.

Nevertheless, in two and a half years we have basically conpl eted the phase
of nonetary stabilization. W have liberalized prices, exchange rates and the
forei gn-trade nachinery, and achi eved small-scale privatization and
denationalization of |lands. W have introduced the system of "narket servicing"
of the budget deficit, without the issuance of currency. The overall trade
deficit - the nonstrous outcone of the adm nistrative system- has been
el i m nat ed.

The Wkrainian grivnya has becone one of the nobst stable currency units.
During the present year, the average nonthly inflation rate has not surpassed
1 per cent. The National Bank discount rate is 21 per cent, as conpared with
300 per cent in October 1994.

Last year the export of our goods and services rose 20.8 per cent. That is
one of the highest indicators anong the countries of Central and Eastern Europe.

As we see it, we have largely succeeded in levelling out froman al nost
uncontrol | abl e econom ¢ nosedive. But we did not nmanage to stabilize the
econom c situation - we can only speak of slowi ng the onset of a crisis.

Furthernore, we nust acknow edge that, follow ng the adopti on of the
Constitution, we not only failed to give any perceptible inpetus to econonic
reforms but in fact noticeably slowed them down.

What we have done so far has had no lasting effect; the situation is not
inmproving. And that is largely because the fall in production has not been
rectified, and the budget has not been bal anced. The paynments crisis is
becom ng particularly acute.

One of the problens that is exacerbating the social atnosphere to the
extreme and arousing political passions is the nounting arrears of indebtedness
in payment of wages, pensions and student grants. Since January 1996, the
vol une of unpai d wages and sal ari es al one has grown nearly nine tines.

For those people who do not receive their pay at the proper time, it is a
poor consol ation to know that between COctober 1994 and April 1997 the average
wage grew nore than fourfold in terns of the United States dollar, from$22 to
$90.

Added to that are the rise in unenploynent, the lack of a safety net for
the nost vul nerabl e sectors of the popul ation - pensioners, the disabled, |arge
famlies, youth - and an increasingly stratified society.
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The majority of the people today have grounds for expressing their just
clainms to ne as President, to the CGovernnent, to the Verkhovna Rada, to the
| eaders at all levels, in other words, to the State authorities. And to pose a
perfectly logical question: Wat is the use of reforns when life is getting
wor se?

We nust not try the people's patience any further

Al of us - the President, the Governnent, the parlianment - nust honestly
and frankly acknow edge the m stakes and m scal cul ati ons that have occurred, and
nust do so dispassionately, w thout unnecessary enotion. But, using the nost
exacting criteria, we nmust anal yse the reasons for the continuation of the
econom c crisis, the degree of responsibility of each of us, and the tasks which
nust be acconplished in accordance with our duties and powers.

Calling things by their real nanes, we should say:

The Government with its various structures has found itself unable to
ensure systemn de and effective managenent of the econom ¢ and soci al processes
and proper inplementation of the refornms; its has displayed poor initiative and
spent its tinme largely "putting out fires". During the nost recent period, the
"shadow' econony has greatly expanded and, in addition, the investnment clinmate
has becone even nore unfavourabl e.

The over-politicization of the parliament has |ed and continues to lead to
serious breakdowns in the legislative process. This results in economc |oss
and continual infighting anong the branches of power.

| do not absolve even nyself fromguilt, especially in matters of staffing.

The situation has brought the State to the nbst serious and crucial period
in all post-Soviet history. Al attention, efforts and resources must now be
focused on the econom c probl ens.

It is tinme we understood the futility for the country of constantly
qguestioning the appropriateness of the reformneasures. They are justified, and
will endure. W nust have firmresolve and nust take action.

Now | et us turn to the set of urgent neasures that need to be inplenmented
at the earliest opportunity or in the years to cone.

First. What is needed is a real liberalization of the econony of Ukraine.
Today it is unfavourable to the donestic producer and holds little attraction
for the foreign investor.

First of all we nust conplete the reformof the tax system Consequently,
we need to cut the tax burden by about half conpared with the current year
This above all concerns the deficit in the wage fund: we nust reduce it to
38 per cent in 1998 and 28 per cent in 1999.
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It is inmportant to adopt the whol e | egislative package proposed back in
Decenber of |ast year and, in that connection, to conplete the first phase of
the tax reform The State budget for 1998 nust be conpletely restructured.

Parliament nmust work with determ nation towards the adoption of the
| egi sl ati ve package before the holiday recess.

Second. W nust translate into practical terns the problem of reducing
State expenditure. Before the end of this year we should al ready cut
admi nistrative costs by one quarter and elimnate benefits paid to officials who
do not qualify for them

This, | want to underline, will not affect pensioners and the nore
vul nerabl e groups of the popul ation

One way or another, we nust block all channels of illegal enrichnent at the
expense of the State budget. A procedure is being introduced whereby the
distribution of State tenders will be carried out exclusively on a conpetitive
basi s.

Any actions by officials to use surreptitious, unsupervised procedures to
distribute State funds will be deened direct conplicity in corruption

Third. A substantial acceleration of privatization is needed.

Here, inportant steps will be the adoption of specific procedures to ensure
its transparency, a transition fromcertificate-based to nonetary-based
privatization, with maxi muminvol verrent of foreign and donestic investors in
this process, and the establishnment of real ownership.

Al this work will be conbined with a substantial strengthening of the
nmanageabi lity of the State sector of the econony.

During the second half of this year a list of State enterprises will be
drawn up and their legal status will be determned. This will be based
preferably on enterprises in which production is ineffective in market terns but
whi ch are vital for society.

These include enterprises which it is essential to | eave under State
control. They conprise such areas as nucl ear energy and weapons production.

It will be necessary to make the appropriate allocations in the 1998
budget .

By the end of this year we are planning to transformthe remaining State
enterprises into public joint-stock conpanies, and to place themunder the
regi ne of corporate nanagenent and administration

It is planned to speed up the reformof relations and types of managenent
in such critically inportant branches of the econony as energy, the coa
i ndustry, machi ne-buil ding, and housing and utility services.
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It will be of primary inportance to expand the range of goods sold, and to

apply the resulting funds to post-privatization refinancing of the requiremnments
of enterprises in ternms of investnents and the settlement of debts and
non- paynent s.

Deci sive steps will be taken to spur privatization in the agro-industri al
conpl ex. Here we shall have to start virtually fromscratch.

It is necessary to denpnopolize as soon as possible enterprises for the
processing and selling of agricultural products. At the sanme tine, the prinmacy
of the interests of goods producers must be respected.

Fourth. The restructuring, stabilization and rehabilitation of industry
nmust be carried out through the application of a package of non-inflationary
stimuli and the activation of the investnent process.

A nunber of such stimuli have already been devised, thanks to the
i ntroducti on of new types of taxes on added value and profits of enterprises, a
system of accel erated depreciation, the restructuring of the debts ow ng by
busi nesses, and so on.

| consider it essential to introduce the practice of concluding investnent
agreenments with major foreign and | ocal investors, which would include tax
hol i days, by granting tenporary relief fromtax |evies and other changes. This
will require the relevant decisions of the Verkhovna Rada

The strengthening of the role of State investnments will represent a new
appr oach.

Expendi ture on the financing of branches of the econony will be determ ned
primarily on the basis of priority aspects of the restructuring process. | have
inmndin particular the devel opnent of the agro-industrial and the fuel and
energy conpl exes, and the inplenentation of a clearly defined set of
conprehensi ve target-oriented and scientific and techni cal progranmes.

In the light of budgetary constraints, the financing of capital investnents
will be carried out only on a conpetitive, credit basis through banks authorized
to that end.

State support for science will be strengthened. Foreign credits,
guaranteed at the Mnisterial Cabinet level, will be directed primarily towards
new t echnol ogi es.

To stinulate exports of high-technol ogy products, a mechanismwi |l be
introduced in 1998 to free exporters from paynent of tax on profits derived from
the increased volune of exports conpared with the precedi ng year

A key link in the systemof State support for the agro-industrial conplex
will be the establishnent next year of a leasing fund for the technica
noderni zati on of agriculture using budgetary allocations currently used for
State purchase of grain. State orders for grain nust end in 1998.
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More concerted efforts will be nade to bring bank capital into the econony,
above all by means of setting up industrial finance groups and ot her structures,
and by lifting the curbs on the right of banks and investnent funds to own the
assets of enterprises.

Fifth. Strict econony will be introduced. The urgency of this neasure is
readily apparent, if only on the basis of the follow ng exanple.

In ternms of effectiveness in the use of energy resources, Ukraine occupies
one of the lowest places in the world. It is enough to say that every year we
waste 4-5 billion cubic netres of gas. That is worth alnost half a billion
dol lars. Which Government can allow itself such a | uxury?

In particular, | have instructed the Governnent to draw up a three-year
State programme to reduce internal consunption of gas by 20 billion cubic
nmetres.

Order - strict order - will be introduced everywhere.

By the end of the year the whol e budget structure will be placed entirely
under the State treasury.

Si xth. Measures concerning the legalization of the shadow econony will be
wor ked out and inplenented. The far-reaching, country-w de, l|iberalization and
optim zation of the econony will greatly assist in this process.

| intend to put forward a proposal concerning the |egislative drafting of
an ammesty for the illegal export of capital from Ukraine, provided it is
repatriat ed.

Let us turn to the radical measures for normalizing the situation in
Ukraine's liquid market. Structures that will operate in support of the State
in the high-yield sectors of the market, such as the gas industry, wll be
determ ned on a conpetitive basis and only through government contracts. The
yield fromthis activity and the guidelines for setting prices and |evying taxes
will be clearly determ ned.

Seventh. Foreign policy will be linked with the econony. This will be
facilitated through the solution of basic political questions in relations with
other States and the reaffirmation of Wkraine in the world. This will take
pl ace on several tracks and will be based on Ukraine's national interests.

Forenpst in this phase will be the efforts to attract the resources of
international finance and credit organi zations in solving the nost pressing
probl ens of econom c devel opnent and social protection of the popul ation.

Accel erated efforts will be made with a view to financing the closure of
t he Chernobyl nucl ear power station in accordance with the arrangenents arrived
at with the countries of the Group of Seven
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W& have on our agenda the intention to translate our achievenents in
relations with our main partners - Russia, the United States of Anmerica, Japan -
into concrete, nutually advant ageous econom c cooperation

We shall give particular attention to the devel opnent of relations with the
countries of the European Union - especially Gernany, Great Britain, France and
Italy. Inplenentation of the plan of action of the European Union regarding
Ukraine is an inportant prerequisite for the entry of our country into the
Eur opean econoni c sphere.

Qur bilateral economc relations nust be focused on liberalizing themfrom
artificial constraints. Especially with Russia. In the first quarter of this
year our trade with Russia fell by 20 per cent. Just today this question
together with others was further discussed during a tel ephone conversation with
Boris Yeltsin.

The devel opment of mutual relations wth neighbouring countries in the
region will be greatly strengthened. These problens are worth discussing at the
next meeting of the bilateral intergovernnental comm ssions.

Ei ghth. This concerns the social sphere - an inportant subject. Efforts
will be directly primarily towards elimnating the arrears in the paynent of
wages and salaries. For that we shall resort to extraordi nary nmeasures, such as
nmaki ng the owners responsible for enterprises which have becone indebted towards
their staff, and dismi ssing their nmanagers. W envisage the possibility of the
sal e by auction of the liquid funds and currency stocks of these enterprises and
the use of the proceeds to pay the staff.

A draft laww Il be introduced in the Verkhovna Rada under which
enterprises and organi zati ons covering the whol e spectrum of ownership that have
al l oned thenselves to get into arrears in paynment of wages and salaries will be
prohibited fromraising their tariff and pay rates until the arrears are paid
off. Those which fail to pay off their debts to the staff within six nonths
wi Il be subjected to bankruptcy proceedi ngs.

This year, prices and tariffs for housing and utility services will not be
raised. Transition to the full payment of their value by the population will be
i ntroduced in phases, in conjunction with the inplenmentation of reforns in
housing and utility services.

The system of granting housing subsidies will be perfected.

The ef fect of the government decision concerning the cutting off of the gas
and electricity supply to individual users who have unpaid arrears will be
suspended.

Conpensation for the losses incurred fromthe depreciation of savings wll
be phased in fromthe fourth quarter. |In the follow ng year, a system of
i nsurance of people's savings deposits will be introduced

Peopl e's incomes will be guaranteed against inflation in the event that
this exceeds 5 per cent per nonth.
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Ref orm of pensions will begin in 1998 and will be fully phased in by the
year 2000.

The m ni mum size of the pension will be brought up closer to the poverty
line. Pensions will be graduated in terns of |length of service and
contri butions.

Is it right, everyone is asking, that a State enployee, let's say, at the
| evel of office secretary, receives a pension twice as high as the director of a
| arge enterprise?

In general | want to propose to the parliament that it suspend for five
years the effect of a nunber of provisions of the aw on the civil service.

Next year we shall begin the structural reformof the wage and sal ary
system

The constitutional provision on the right of citizens to receive a m ni num
wage not |ower than the poverty line will be phased in. The wage will be raised
to the |l evel of 60 per cent of the average in the econom ¢ sector.

G ven the worseni ng of the unenpl oynent problem each economni c-policy
neasure will in future be evaluated fromthe standpoint of enploynent, the
creation of new jobs and the inmprovenent of working conditions.

The specific neasures envi saged include assistance to snall and
nmedi um si zed busi nesses, the creation of conditions for all those who wish to
carry on a business, and the organi zati on and devel opnent of social services.

In July 1997 the Decree of the President of Ukraine on "Social-policy
gui delines for the period 1997-2000" will be pronul gated. One of the deputy
prinme ministers will be engaged exclusively on this task.

Special attention will be devoted to health care, education and science,
since these are fields where the nost glaring deficiencies have occurred.

Even a short outline of the urgent anti-crisis nmeasures which the
Governnent has been entrusted to formulate, indicates that we nmust nake a rea
breakt hrough in an inportant field of State construction - the econonic sphere.

This is a conplicated and | aborious task. It calls for a high level of
accountability of the authorities towards society and towards the people, and
for the requisite organi zational and | egal guarantees.

This is all the nore inportant, since we have found ourselves in an
emergency situation |argely because of prolonged di sagreenent between the
central and regional organs of authority.

Today, when our future is at stake, it is necessary that people finally
cone to their senses and abandon internal squabbles, intrigues and politicking.
Either we cone together in solidarity and begin to act in accord, in a manner
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required by the situation and in concert with the expressed will of the people,
or others will do this for us.

We need to give up the one-track, primtive view of the distribution of
authority as a "free-for-all" based on the principle of "who is nore inportant
or higher-ranking". The Constitution has already given an answer to that, and
there is no use in each person interpreting this in his own way.

The division of power nust now be a division of |abour - |abour that is
coordi nated and targeted towards a specific, agreed result.

That result can be achieved only when we realize that we are not
politicians with fickle interests and noods, but truly responsible statesnen. |
want to stress once nore: the essence of power is responsibility. | have not
declined and will not decline responsibility. But |I would |ike each one to
carry his own burden.

| am addressing these words also to the people's deputies. They nust not
get the idea and adopt the practice whereby neetings of the parlianment often
turn into political gatherings, while the fate of inportant draft |egislation
depends on subjectivity and pure chance - for exanple, on the nunber of
parliament ari ans who decided during the voting to go for a nmeal break or on
t hose who reappeared after the snoking break. And what about the inter-party
fighting where deputies even came to blows, or the surreptitious |obbying behind
cl osed doors!

We coul d perhaps have refrained fromdevoting attention to this on the eve
of the holiday, but for the increasing recurrence of the mal aise of the
Ukrai nian Parlianent - the assunption of extraordinary functions by law, in
breach of the Constitution. Thereby forgetting that the parliament is an organ
for the adoption of |laws, not an adm ni strative-manageri al -regul atory-
di stributive structure.

Let us not dwell on the legal aspect of the nmatter. Let us take what is
nost obvious. Wen decisions are approved by several hundred people, and, what
is nore, the voting takes place with such a | arge nunber absent, or when they
change their votes to achieve the result desired by the | eadership of the
Ver khovna Rada, there is no one to answer for the quality and consequences of
such deci si ons.

In the final analysis, these decisions are quite sinply not legitinate.

It is already clear not only to politicians but also to the ordinary
citizen: with the approach of the parlianmentary election of deputies, only one
thing is of interest and concern - it is the law on the elections and their
future result.

There is no doubt that the growth of pre-election passions arising from
political opposition and populismseriously destabilizes the situation in the
country and society, paralysing all efforts to overcone the crisis in the
econony. That is precisely why we have neither a budget for the current year
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nor any assurance that it will be adopted in the com ng year, when the
pre-election race will enter the home stretch

There is no lack of proof that our legislation is |like a patchwork quilt
riddled with |large holes. And judging from past experience, we do not know when
the newly el ected deputies will get into a steady rhythmof work. In addition
to that, we shall have col ossal econonic expenditure.

In view of all this, | amready to consider proposals concerning the
prol ongation of the full powers of the Verkhovna Rada for one nore year. On one
condition: this tine nust be spent not on political wangling but on the
adoption of the nmost urgent legislation, primarily in the econom c sphere and in
t he devel opment of constitutional provisions, as the parlianentarians have
undertaken to do. In a fewdays | intend to have a neeting with the various
factions for this purpose.

O herwi se we shall have to propose that the people's representatives go off
for the holidays and dedi cate thenselves fully to the el ectoral canpaign.
I ndeed, the performance of the deputies regular functions has al ready been
pushed into the background. The State and the people will not be nmuch the worst
off for that.

Antici pating possible questions, | wll say straight away and
unanbi guously: the continuation of the powers of the Verkhovna Rada woul d not
signify a postponenent of the presidential elections. They will take place, as
provided for by law, in Cctober 1999.

| al so propose that the authority of the organs of |ocal self-governnment
shoul d be extended for a certain period.

It woul d be appropriate if the Verkhovna Rada took a decision to put into
ef fect a nunber of provisions of the law on local self-government with effect
from1l January 1999. | have signed it, on the condition that nmy proposals and
observations are taken into account, in order not to create an additional source
of tension. The first steps in the inplenentation of the |aw have confirmed the
justification of the stand taken by the President.

| should add that a minimum of 5,000 additional staff will be assigned to
t he organs of self-government.

The second and no | ess significant reason for our present situation is the
patently unsatisfactory | evel of |eadership of the econony. | amnot going to
bring up again ny views on the activities of the Mnisterial Cabinet.

| shall nerely say: instead of organizing its work, the Governnment, by the
will of the Prime Mnister, has gone over to "manual drive". This, apart from
everything else, is fertile soil for unaccountability and corruption

That is why, without losing any tine, we nust build up a system of
nmanagenent, carry out an administrative reform and in general aimfor
conprehensive State and | aw reform
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| intend at the earliest tine to set up a Suprene Economic Council, as a
consul tative, deliberative organ of the President of Ukraine.

It will be proposed that the nenbership of this body will include - in
addition to the government |eaders, a nunber of deputy prinme mnisters,
mnisters, the President of the State Property Fund and the President of the
Nati onal Bank - the Chairman of the Verkhovna Rada and the chairmen of various
parliamentary economic comrittees, fornmer prime mnisters of Ukraine, scientists
and entrepreneurs.

The Council will have the task of el aborating and agreeing on proposals and
deci si ons concerning strategically inportant aspects of econom c devel opnent.
Worki ng Groups set up under its aegis, operating in their respective fields
will oversee the whole process for each specific question - ranging fromthe
drafting of proposals, |aws and decisions to their practical inplenmentation

The first matter awaiting the Suprene Economic Council's attention involves
questions relating to the budget for 1998.

The Governnent and the parliament should assunme nmutual obligations.
propose that the Verkhovna Rada and the M nisterial Cabinet conclude a
nmenor andum on joint actions to be taken for the period covering econonmc
stabilization.

The Governnent must submt a budget proposal for the com ng year within the
tinme-frame established by the Constitution, and the Verkhovna Rada nust endorse
it within 60 days at the | atest.

Experi ence of past years, to say nothing of the present year, indicates
that the budgetary process must not go unprotected. |Indeed, the State itself is
I eft unprotected. Responsibility for the interruption of the budgetary process
nust be borne by all those concerned in that process.

Tell me: it is thanks to whom- not to nention all the other matters -
that we managed to waste US$ 1.5 billion? That was for wages, pensions and
ot her out goi ngs.

That is why | am addressing these words to A Mrroz: You have fulfilled
your socialist duty and presented the country with a budget by Constitution Day.
The President still has to analyse it thoroughly. | urge that the budget for
next year shoul d be adopted by the New Year holi days.

As a way out of the legal irregularity of this matter, | would not rule out
the possibility that the President, in a manner that accords with the
Constitution, be given the right to endorse the budget, in the event that the
parliament and the Mnisterial Cabinet cannot reach agreement within the set
tinme-frame, or to dissolve the Verkhovna Rada in the event that the budget is
not adopted. And if the Government is guilty of disrupting the budget process,
then it should be disnissed.

As to the administrative reform the relevant proposals will be el aborated
by the commi ssion headed by Leonid Makarovi ch Kravchuk. This work will be
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carried out in a balanced and conprehensi ve manner. W do not need hasty,

i mpul si ve and inconsi stent innovations and experinents involving the structure
and staff of administrative bodies. W have had enough of the mere changi ng of
signboards, of the itch to reorganize, not to nention the tanpering with this or
that organ to suit certain people. Until such tinme as the conmi ssion draws its
concl usions, no neasures will be taken in this area.

We need changes of substance. But the substance, | repeat, consists in
havi ng everywhere, be it in the regions or the capital, efficient and
conpr ehensi ve adm nistrative machinery, not in having the show run by petty
bureaucracy and offici al dom where "anyt hi ng goes"

| do not nean to denigrate civil servants. But they nust work within the
systemand in accordance with its rules, not to acconmpdate those rules to
t hensel ves, to their personal interests.

Qur peopl e deserve authorities that are not only capable but al so honest.
Theref ore, anong the neasures to be taken, | give pride of place to the need to
extirpate the deeply rooted corruption and to free ourselves fromthose whose
reputations are tainted. W shall put an end everywhere to that situation where
a post in the civil service is turned into a source of enrichnent.

That has ended, regardl ess of functions and ranks. Admittedly, | have no
illusions that everything will be easy and plain sailing.

It woul d be a denpnstration of patriotismand an effort to "clean up" the
authorities if the Verkhovna Rada were to divest the deputies of their immnity
in cases of corruption and abuse of their official position

| want the whole country to know. every sixth official accused of
corruption is a deputy at one |level or another

At the sane tinme, | propose that the Verkhovna Rada urgently anend the
| egislation in order to enable the National Bureau of |nvestigation to expand
its work.

Procrastination in dealing with the rel evant subm ssion fromthe President
whi ch nmust be considered as a matter of urgency, since for nearly two nonths the
parliament has refused to finance the structure required to conbat corruption,
especially at the State level - logically leads to the question to which the
peopl e at |arge demand an answer: \What are the people's elected representatives
afraid of?

Al efforts and resources must be harnessed in order to conbat the
classical black triangle: the shadow econony - |obbying and clannish interests -
crimnality.

By all accounts, the present phase of the reforns - and this already
applies right across the board - needs to be oriented nore towards the new
generation of key personnel, nanely, professionals and pragnatists. Personne
whose patriotismis manifested not in loud slogans but in a sincere attitude
towards the State and the people, in a desire to do sonething for them
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In the face of the unprecedented problens, we nmust rely especially on
people with high noral values, to refrain fromvitiating the noral and
psychol ogi cal atnmosphere in society, on which civil peace and harnmony as well as
political stability directly depend.

Since no one denies that only honest politics can be noral, reflecting the
interests of the people, | appeal to the parties and the | eaders that they
refrain from antagoni smand confrontation. Any politics based solely on that
are i moral .

The human person is our highest value, and humanity is the goal of our
devel opnent .

That shoul d be the philosophical basis of the activities of those who are
capabl e of rising above narrow party interests, of those who are responsible for
the fate of Ukrai ne.

The need for a political structuring of society is dictated by the
appropriateness of a mxed electoral system As always, | amopen to a dial ogue
with all parties, social organizations and novenents. | amready to consider
concrete and constructive proposals.

Too much has al ready been done for the people not to believe in
exhortations and appeals. It is also obvious that strikes and ot her mass
actions will not help matters. Therefore | urge trade uni ons and workers
collectives to refrain fromnation-w de, sectoral and regional strikes for, say,
one year.

A much bigger role in strengthening the noral foundations of our society
and consolidating it can and nust be played by the church in Wkraine. That, in
turn, calls for bringing order to their nmutual relations. For
i nter-denom national strife is sonmetimes nore dangerous than political and
social conflicts, taken together

Perhaps the initiative of the National Security and Defence Council and the
nost influential Christian churches may be regarded as the first attenpt to dea
with such strife. | am speaking of the nmenorandum on the non-use of force in
solving inter-faith conflicts.

That is a wise decision. | welconme it, support it, and hope that it wll
yield real, positive results.

In a situation of heightened popul ar enotions and vul nerability, the
position and practical actions of the intelligentsia and its influence on the
soci al conscience carry particular wight. | hope that, as during the period
when we were attaining i ndependence, the intelligentsia will play a crucial role
i n enhancing our spiritual clinmte and strengthening the national consciousness
and national will, causing people to listen to reason, act in harnony, and
channel their energies into reconciliation and creative activity. In other
words, it will assist us in being a nation, a country, and not sinply a
popul ation with territory.
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| believe that our aspirations, intentions and practical actions wll neet
wi t h under st andi ng and support from Ukrainian journalists. R ght nowit is hard
for themto do their work. The attitude of quite a few officials towards the
press, is not very benevolent, to put it mldly; the groping tentacles of
illegal capital and the crimnal underworld have reached into the information
worl d, wagi ng war agai nst anyone who arouses the nonster's ire.

Freedom of speech is an integral and primary characteristic of denobcracy.
And the State will protect it in every possible way, including the strengthening
of the econom c i ndependence of the mass nedi a.

But duties and responsibility nust be nutual. W nust acknow edge t hat
now, when practically all official restrictions have been Iifted and the press
has been fashioned into an extrenely sharp-edged instrunment, its use demands, as
never before, objectivity, balance and scrupul ous attention to the facts. The
yearning for freedom of expression, for creative enanci pation, mnmust always go
hand in hand with the interests of pronpting the solidarity and health of
soci ety.

Qur Constitution is but one year old. And, naturally, the date of its
approval, by all accounts, has not yet been perceived as a special day in the
life of the nation, not to mention the individual citizen. Tinme, faith and
i ntensive work are needed before the constitutional underpinnings are nmade part
of our lives through specific and visible changes.

Therefore I et us proceed fromthe principle that Ukrai ne begins with each
one of us. It is within our powers to preserve a society in which conditions
for the all-round devel opnent of the person will be created, a society where
humani sm denocracy, |aw and justice will reign, and where material sufficiency
will be correlated with the quantity and quality of each person's | abour.

A strong nation, a just society, a worthy life - each of these responds to
t he nobl e principles of our Constitution.



