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SUBJECT: TYMOSHENKO APPEALS TO USG: UKRAINE HAS "HOURS, NOT 

DAYS" TO TACKLE CRISIS 

REF: KYIV 2105 AND PREVIOUS 

Classified By: AMBASSADOR WILLIAM B. TAYLOR, REASONS 1.4(B) AND (D) 

1. (U) This is an Action Request.  See Summary and Paragraphs 

11 and 12. 

Summary 

------- 

2. (C) At a late night meeting on October 20, Prime Minister 

Tymoshenko told the Ambassador that Ukraine had "hours, and 

not days" to restore confidence in the country's financial 

system.  The situation in the country was more dire than 

commonly believed, she claimed.  She and Finance Minister 

Pynzenyk asked the USG to encourage the IMF to approve a 

support package at an IMF Board meeting on October 22 in 

Washington.  Tymoshenko also asked that the highest levels of 

the USG weigh in with President Yushchenko to cancel snap 

elections now scheduled for December 14.  The IMF would put 

tough restrictions on Ukraine in return for support. Rada 

backing for the unpopular measures would be difficult in the 

best of cases, and impossible with elections looming, 

Tymoshenko and Pynzenyk argued. 

3. (C) Action Request: Ukraine's financial situation is 

precarious, but most observers do not yet see a meltdown as a 

foregone conclusion.  Nonetheless, swift IMF action now 

appears to be the only possibility to restore confidence in 

Ukraine in the short run, and we urge Washington to weigh in 

with the IMF as Tymoshenko is requesting.  Whatever her 

political motives may be in seeking USG help to delay the 

election sought by Yushchenko, Tymoshenko is nonetheless 

correct that continued political infighting will prevent 

Ukraine from adequately addressing the crisis, and may even 

neutralize the positive effects of an IMF program.    End 

summary and action request. 

"Hours, and Not Days" 

--------------------- 

4. (C) Prime Minister Yulia Tymoshenko summoned the 

Ambassador to an 11 p.m. meeting on October 20 to seek USG 

support for an IMF support package and to postpone early 

parliamentary elections.  Flanked by Deputy PM Hryhoriy 

Nemyrya and Finance Minister Victor Pynzenyk, Tymoshenko used 

dramatic language to argue that Ukraine's financial system 

was in a far more precarious situation than commonly 

believed.  Things were deteriorating rapidly, and Ukraine had 

"hours, and not days," to restore confidence.  Pynzenyk said 

action was necessary by the end of the week.  If swift action 

were not taken, both Tymoshenko and Pynzenyk told the 

Ambassador, the banking system and the hryvnia could 

collapse.  Restoring confidence after a complete collapse 

would be a long and painful process, they said. 

5. (C) Tymoshenko said that Ceyla Pazarbasioglu, head of the 

IMF delegation currently in Kyiv, was equally alarmed by the 

situation.  The delegation had prepared a support package 

that now needed the approval of the IMF Board.  Tymoshenko 

said the IMF would share all details of the package only 

after approval by the IMF Board.  However, Tymoshenko claimed 

the package could be "the most ambitious program in IMF 

history."   Nemyrya said it could be larger than the $14 

billion figure mentioned by GOU and NBU officials in recent 

days. 

IMF To Link Support to Tough Conditions 

--------------------------------------- 

6. (C) Although details were still missing, Tymoshenko and 

Pynzenyk said, Ukraine already knew that the IMF would expect 

tough measures in return for its support.  Responding to a 

question by the Ambassador, Tymoshenko confirmed that Ukraine 

would need to limit growth in salaries and pensions, a main 

driver of growth, inflation and the ballooning current 

account deficit.  Pynzenyk said the GOU would provide 

immediate and significant support to banks.  It would also 

make changes to the budget and pass a number of other laws. 

They were not more specific on fiscal changes expected by the 

IMF, nor did they indicate whether the IMF might require the 

National Bank of Ukraine to modify its policy of pegging the 

hryvnia to the dollar. 

7. (C) The measures would be highly unpopular, Pynzenyk said, 

and difficult to pass in the Rada.  In particular, the Rada 

would not approve tough measures without assurances that the 

IMF would actually deliver on its part of the deal.  If 

neither the IMF nor the Rada acted soon, the situation could 

worsen beyond repair, Pynzenyk said.  Hence speed was of the 

essence: the IMF Board would discuss the proposed package on 

October 22 in Washington, Pynzenyk said.  He and Tymoshenko 

asked that the USG weigh in with the IMF, and in particular 

First Deputy Managing Director John Lipsky and the U.S. 

executive director, to guarantee approval of the package.  At 

the very least, Pynzenyk said, the IMF should adopt 

"simplified measures" to document that it was backing 

Ukraine. 

Tymoshenko: Presidential Secretariat Doesn't Understand 

--------------------------------------------- ---------- 

8. (C) According to Tymoshenko, the IMF had not conducted a 

direct dialog with the National Security and Defense Council 

(NSDF), which discussed emergency measures on October 20 

(septel).  Instead, the IMF held separate discussions with 

the GOU, the NBU and the Presidential Secretariat.  She was 

vague on whether the measures envisaged by the NSDC actually 

addressed the conditions put forth by the IMF.  In any case 

the Presidential Secretariat did not comprehend the depth of 

the crisis, she said.  Pynzenyk said he talked to Oleksandr 

Shlapak, Deputy Head of the Presidential Secretariat, after 

the latter met with the IMF and concluded that Shlapak still 

did not understand the situation.  He said he feared that 

President Yushchenko was not being properly briefed. 

PM Asks USG to Weigh in With Yushchenko 

--------------------------------------- 

9. (C) Tymoshenko also asked that the highest levels of the 

USG weigh in with President Yushchenko to delay early 

parliamentary elections.  During the October 20 NSDC meeting 

Yushchenko agreed to suspend his decree calling for new 

elections, she said.  At a press conference moments later, 

however, Yushchenko announced that elections would only be 

delayed by a week to December 14.  The move took her by 

surprise, Tymoshenko said.  She no longer understood what 

drove the President.  With elections on the horizon nobody in 

the Rada would support the unpopular measures needed for IMF 

backing.  Insisting on elections in the present circumstances 

was irresponsible and would destroy the economic and 

political stability of the country.  The proper decision 

would be for her and her ministers to resign, she said, but 

that would only deepen the overall crisis and leave nobody to 

sign an agreement with the IMF.  The Party of Regions (PR) 

"would rule the country completely" if elections were held 

according to Yushchenko's timetable.  The President "was 

fantasizing" if he believed claims by the PR that it would 

support his reelection bid, she said. 

World Bank, EBRD Also Ready to Help 

----------------------------------- 

10. (C) Nemyrya said the World Bank was also considering a 

loan package, known as DBL3, that would need support from WB 

President Robert Zoellick.  He asked for USG support for this 

package as well.  The EBRD was also sending a delegation to 

Kyiv.  On the way out, Nemyrya told the Ambassador that 

Tymoshenko fully supported the idea of a Strategic Framework 

Agreement.  Consultations and assistance related to the 

financial crisis would be welcome. 

Comment and Action Request:  How Bad Is the Situation? 

--------------------------------------------- --------- 

11. (C) Tymoshenko's assessment of the financial situation 

belongs to the most pessimistic that we are hearing in Kyiv. 

It is broadly expected that the crisis will lead to a 

significant drop in economic growth and to a devaluation of 

the hryvnia, but it is not a foregone conclusion among market 

participants that a meltdown is imminent -- otherwise it 

would have already occurred.  The markets are currently 

frozen and in a wait and see mode.  What happens next will 

depend on world events and Ukraine's policy responses. 

Although some market participants feel that the NBU and GOU 

are in control, many question whether policymakers fully 

understand the problems in the banking sector and have an 

idea what to do next.  All are hoping that the IMF program 

will bring more transparency and provide a way forward.  We 

agree that, whatever the underlying reality in the banking 

sector may be, swift IMF action is at the moment the only way 

to restore confidence in Ukraine in the short term, and we 

encourage Washington to weigh in with the IMF Board to secure 

formal support for a Ukraine program at the October 22 Board 

meeting. 

12. (C) Tymoshenko may be privy to insider information not 

(yet) available to the markets. The situation is truly dire 

if that is the case.  Whatever her motives in seeking USG 

help to stop the elections sought by Yushchenko, it is true 

that Ukraine needs unity to address the current crisis. 

Electioneering will prevent the Rada, the GOU and the 

President from making the hard decisions expected by the IMF, 

and could even neutralize any stabilizing effects of an IMF 

program.  We therefore encourage a dialog with President 

Yushchenko aimed at tabling the idea of elections until an 

IMF program, along with parallel actions taken by Ukraine, 

have stabilized the country's financial system and restored 

confidence.  End comment and action request. 

TAYLOR 
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E.O. 12958: DECL: 12/10/2019 

TAGS: EFIN, EREL, ETRD, PGOV, PINR, UP, XH 

SUBJECT: "URGENT" WORRIES FROM UKRAINE FINANCE MINISTRY 

REF: KYIV 2102 

Classified By: Economic Counselor Edward Kaska for Reasons 1.4 (b) and 

(d) 

1.  (C) Ukrainian Deputy Minister of Finance Andriy Kravets 

notified the embassy on December 11 that Foreign Minister 

Poroshenko was planning today to ask IMF first deputy 

managing director John Lipsky to consider including Ukraine 

on the agenda of the next IMF board meeting.  Poroshenko had 

received direct instructions from Prime Minister Tymoshenko, 

after acting Minister of Finance Umanskiy briefed her on 

Deputy Prime Minister Nemyria's December 6 meetings in 

Washington (reftel).  Kravets characterized Poroshenko's 

message as "extremely urgent" and expressed hope that Ukraine 

"still had a chance" to get an IMF disbursement before the 

end of 2009. 

2.  (C) Kravets stated that the Ministry of Finance had 

already begun to roll out Plan B: a three-part auction of 

domestic treasury bills.  The Deputy Finance Minister said 

auctions would take place on December 15, 22, and 29.  The 

first auction would be the bellwether for market interest on 

the Ministry of Finance's initial offer of 12-month t-bills 

at a rate of 20-25%.  Higher yield debt issuances, such as in 

the "extremely difficult" month of October (when the GOU sold 

UAH 4.3 billion or $540 million in t-bills for near 30%) were 

"unacceptable" and would "destroy" the domestic market. 

3.  (C) The likely purchasers of GOU debt were banks with 

foreign capital.  Kravets listed Raiffeisen-Aval, Erste, 

Ukrsotsbank (UniCredit), ING, Ukrsibbank (BNP Paribas), and 

Citi as interested parties.  The Ministry of Finance was 

readying a scheme to name primary dealers that would be 

launched after the December auctions. 

4.  (C) Kravets expressed concern that, if Ukraine did not 

access IMF financing or successfully auction domestic 

t-bills, Ukraine's budget situation would be "disastrous". 

The Ministry of Finance also needed to roll over UAH 2 

billion ($250 million) in internal debt.  Failure to do so 

could "provoke" an external default, according to Kravets, 

who did not elaborate on how this would occur. 

COMMENT 

------- 

5.  (C) Deputy Minister Kravets was harried and anxious when 

explaining the GOU's predicament to Econoff.  He did not ask 

for specific USG intervention with the IMF, but mentioned 

that the Prime Minister had been "grateful" for recent 

meetings between Poroshenko, Nemyria and USG officials in 

Washington.  Kravets' mention of a possible external default 

scenario, which would be triggered by a default on domestic 

debt, was the first the embassy had heard of such grave and 

immediate GOU concerns. 

TEFFT 
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SUBJECT: UKRAINE'S "SCARE TACTICS" OVER IMF LOAN 

REF: A. KYIV 2130 

     B. KYIV 2102 

Classified By: Economic Counselor Edward Kaska for Reasons 1.4 (b) and 

(d) 

1.  (C) Summary.  Kyiv-based IMF resident representative Max 

Alier told Econoff on December 11 that GOU representatives 

deliberately misled Ukrainian and international media outlets 

into believing that Ukraine had met the IMF's "primary 

demands" for releasing a fourth loan tranche.  Alier 

reiterated that the IMF's "very reasonable" conditionalities 

were firm and still unmet.  He speculated that Prime Minister 

Tymoshenko was "letting out all the horses" to put pressure 

on the European Union, Russia, and the United States to weigh 

in with IMF management to again ease the conditions for 

disbursal.  Alier did not discount further GOU "scare 

tactics" over a gas shutoff, social unrest, or a default on 

domestic debt.  End Summary. 

NEMYRIA'S FALSE POSITIVE 

------------------------ 

2.  (C) Alier passed on Deputy Prime Minister Nemyria's 

readout to him from December 6 talks in Washington with IMF 

and USG officials, which Alier said was "surprisingly 

positive".  The Deputy Prime Minister told Alier that he 

thought a disbursement could be done in a few days, and he 

said the GOU was pushing to include the subject of an 

emergency loan to Ukraine on the next IMF board meeting 

agenda. 

3.  (C) Alier told Econoff, however, that IMF management was 

against the idea of a fast-tracked loan, especially without 

support from IMF mission director Ceyla Pazarbasioglu or a 

completed staff-level review.  Further concessions on IMF 

conditionalities were unlikely, he said.  The IMF was firm in 

its view that it had already been "very reasonable" with its 

still unmet demands of Ukraine's authorities (ref B). 

GOU MEDIA SPIN ON IMF LOAN 

-------------------------- 

4.  (C) Alier noted with concern that Nemryia had taken his 

interpretation of the Washington talks to Ukrainian and 

international media outlets, which widely reported on 

December 11 and over the weekend that the GOU had made 

progress in its negotiations with the IMF.  Nemyria was 

quoted by no fewer than a dozen international media outlets 

as stating that Ukraine had met the IMF's "primary demands" 

and was hoping for a loan disbursement to avert another 

January gas crisis.  Nemyria told media that the lack of an 

IMF disbursement would be a "fatal error" and could 

destabilize the eastern European region.  Nemyria's 

spokeswoman stressed that the IMF money was needed to pay 

Ukraine's January 7 bill to Gazprom. 

5.  (C) Prior to his meeting with IMF deputy managing 

director Lipsky in Washington, Foreign Minister Poroshenko 

was similarly quoted on December 11 to have said there would 

be a "higher risk" of gas supply disruptions to Europe if 

Ukraine did not receive an IMF tranche.  (Note: Poroshenko 

privately clarified his position with the Ambassador on 

December 13, suggesting that Ukraine could probably pay its 

gas bill in January, but that the situation was precarious 

and would be even worse in February without external support.) 

6.  (SBU) Local commentary on the GOU's statements has been 

mostly derogatory.  A Ukrainian business daily declared on 

December 14 that Tymoshenko was attempting to put 

"psychological pressure" on the IMF.  Another pundit noted 

that the IMF loan was needed more by the government than the 

economy as a whole. 

GOU PRESSURE FOR DISBURSAL 

-------------------------- 

7.  (C) The IMF's Alier characterized Nemyria and 

Poroshenko's public statements as "scare tactics" designed to 

pressure the European Union, Russia, and the United States to 

weigh in with the IMF.  "You can't imagine the number of 

calls" the IMF had received in response to the media stories, 

including from Russia, Alier said.  "The Prime Minister was 

playing all sides, not necessarily against each other but to 

her advantage," the IMF had concluded.  Alier warned that 

Ukraine's partners should take Tymoshenko's assurances "with 

a big grain of salt". 
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8.  (C) The Prime Minister was "willing to promise anything 

to anybody" to make budget, gas, and domestic debt payments, 

according to Alier.  Alier predicted Tymoshenko would use 

public relations messaging to threaten a gas shut off, social 

unrest, or a sovereign default on domestic debt.  In his 

words, Tymoshenko was "letting out all the horses." 

THREATS OF GAS DISRUPTION NOT CREDIBLE 

-------------------------------------- 

9.  (C) Alier said the GOU's talk of gas transit disruptions 

were not a credible ploy to instigate European support for 

emergency lending.  The Europeans had learned their lesson 

from January 2009; most countries reliant on Ukraine for 

transit flows now had enough gas in storage to last through 

the winter heating season.  Instead, Europeans had become 

cynical about Ukrainian duplicity and tended to believe 

Russian messages blaming Kyiv for problems with energy 

security.  Alier said that the January 7 payment to Gazprom 

was "likely, but in the hands of the Prime Minister". 

THE "SOCIAL UNREST" CARD 

------------------------ 

10.  (C) The IMF official focused heavily on the possibility 

of social unrest, which he predicted could be the GOU's "next 

escalation".  Alier speculated that Tymoshenko might choose 

to encourage or support protests, but that such a tactic 

would backfire.  He predicted that the Prime Minister could 

instead find herself in the position of being a lightning rod 

for public discontent. 

IMF ON UKRAINE DEBT DEFAULT 

--------------------------- 

11.  (C) GOU fears over December domestic debt payments could 

be justified, but Alier downplayed the foreboding concerns 

expressed to Econoff by Deputy Minister of Finance Kravets on 

December 11 (ref A).  The IMF had calculated that the GOU 

needed to repay or rollover UAH 1.8 billion ($225 million) in 

domestic debt by the end of December.  The Ministry of 

Finance's plans for December auctions of short-term treasury 

bills would likely only raise enough to cover domestic debt 

servicing, one-third of which was owed to the National Bank 

of Ukraine (NBU).  The IMF was not aware of any cross-default 

covenants that could be triggered by non-payment of maturing 

domestic debt, but Alier did not rule out the possibility 

that such existed.  In any case, threatening defaults to gin 

up emergency external lending would be a "very negative 

action", said the IMF official. 

BUDGET SITUATION STILL WORSENING 

-------------------------------- 

12.  (C) Arrears of public sector wages and pensions were 

already visible, according to the IMF, even though Tymoshenko 

had determined to do "whatever it took" to make these 

payments.  The month of January 2010 would be no better; not 

only had taxes been paid in advance, revenues were still 

collapsing as a result of Ukraine's GDP decline and the lag 

effect "catching up" on the real economy.  (Note: Although 

Alier stated that there are visible wage and pension arrears, 

our assessment is that these are localized and not widespread 

to date.  Alier did not elaborate or provide evidence to 

support his claim.  End note.) 

NBU'S PERFECT COVER 

------------------- 

13.  (C) The NBU was in a position to monetize GOU securities 

without causing inflation or dangerously depleting reserves, 

according to Alier, but its decision to help the GOU make 

budget, gas, or debt payments would continue to be 

politically motivated.  NBU Governor Stelmakh was waiting 

until the last minute before the presidential election to 

throw his support behind either Tymoshenko or opposition 

Party of Regions leader Yanukovych.  If the former appeared 

to be gaining ground, Stelmakh would likely turn on the 

printing presses.  If Yanukovych looked set to hold on, 

Stelmakh would refuse to concede. 

14.  (C) President Yushchenko was providing the perfect cover 

to the NBU, allowing Stelmakh to maneuver between both 

Tymoshenko and Yanukovych.  Stelmalkh's signing of the IMF 

Letter of Intent gave him some credibility with the Prime 
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Minister.  However, Alier speculated Stelmakh had also told 

Yanukovych that the NBU Governor's signature was meaningless 

without Yushchenko's support (ref B), and that it did not 

count as a vote for Tymoshenko.  According to Alier, Stelmakh 

knew the stakes were high.  His actions could help decide the 

presidential race, as well as determine whether he would be 

prosecuted by Yushchenko's successor for what the IMF 

acknowledged were his many misdeeds. 

COMMENT 

------- 

15.  (C) IMF resident representative Alier's comments reflect 

real disillusionment towards Ukraine within the Fund. 

Notwithstanding Deputy Prime Minister Nemyria's misleading 

suggestions to the public, the IMF will not weaken its 

resolve on conditionalities before the presidential election. 

 IMF staff-level experts clearly interpret the GOU's threats 

as negative and exaggerated, perhaps even further reducing 

the likelihood of additional "flexibility".  Alier's 

assessment that the NBU will act as a spoiler (or kingmaker) 

appears correct, especially if Yushchenko extends Stelmakh's 

term after the NBU Governor's formal retirement tomorrow. 

TEFFT 

=======================CABLE ENDS============================

id: 239940

date: 12/15/2009 12:47

refid: 09KYIV2135

origin: Embassy Kyiv

classification: CONFIDENTIAL

destination: 09KYIV2130|09KYIV2133

header:

VZCZCXRO6484

RR RUEHDBU RUEHSL

DE RUEHKV #2135/01 3491247

ZNY CCCCC ZZH

R 151247Z DEC 09

FM AMEMBASSY KYIV

TO RUEHC/SECSTATE WASHDC 8969

INFO RUCNCIS/CIS COLLECTIVE

RUEHZG/NATO EU COLLECTIVE

RHMFISS/DEPT OF ENERGY WASHINGTON DC

RUCPDOC/DEPT OF COMMERCE WASHINGTON DC

RUEATRS/DEPT OF TREASURY WASHINGTON DC

----------------- header ends ----------------

C O N F I D E N T I A L SECTION 01 OF 02 KYIV 002135 

SENSITIVE 

SIPDIS 

DEPT FOR EUR, EUR/UMB, EEB/OMA 

E.O. 12958: DECL: 12/14/2019 

TAGS: EFIN, EREL, ETRD, PGOV, PINR, UP, XH 

SUBJECT: UKRAINE FOREIGN MINISTER'S CASE FOR IMF LOAN 

REF: A. KYIV 2133 

     B. KYIV 2130 

Classified By: Ambassador John F. Tefft for Reasons 1.4 (b) and (d) 

1.  (C) Summary. Ukrainian Foreign Minister Poroshenko 

described meetings with IMF deputy managing director Lipsky 

as "not constructive" and relations more generally with the 

IMF as "very bad".  Poroshenko told the Ambassador on 

December 13 that he had weighed in with the Constitutional 

Court to strike down the IMF-criticized social standards law, 

and that he had asked the President to overcome his 

"politically motivated" opposition to the IMF Letter of 

Intent (LOI).  Describing Ukraine's situation as "dangerous", 

Poroshenko said even a partial IMF disbursement would ensure 

payments to Gazprom and foreign creditors.  End summary. 

FOREIGN MINISTER DOWNBEAT ON IMF 

--------------------------------- 

2.  (C) Foreign Minister Poroshenko told the Ambassador that, 

after meeting with IMF deputy managing director Lipsky in 

Washington on December 11, it was clear Ukraine's current 

situation was "dangerous" and relations with the IMF were 

"very bad".  Talks with Lipsky over disbursing the IMF's 

fourth tranche were described as "not constructive". 

3.  (C) Addressing recent IMF-criticized legislation 

increasing social payments, Poroshenko told the Ambassador 

that he had spoken with the Chairman of the Constitutional 

Court.  The Court had indicated it would cancel provisions of 

the budget-busting social standards law on constitutional 

grounds, according to Poroshenko, but only after the 

presidential election. 

4.  (C) Poroshenko conceded that President Yushchenko had 

refused to sign the LOI for political reasons.  Even though 

the President otherwise had "no influence" over economic 

policy, Poroshenko had called Yushchenko from Washington to 

brief him on his December 10 meeting with the Secretary and 

had asked him to consider accommodating the IMF. 

5.  (C) In any case, Poroshenko argued, Yushchenko's 

signature would be meaningless, since there was no prospect 

of the Rada adopting an IMF-compliant budget before the 

election.  (Comment: With this statement, Poroshenko may have 

been attempting to deflect criticism of the President's 

refusal to sign the LOI.  However, the IMF would have 

considered disbursing at least a partial fourth tranche had 

Yushchenko signed the LOI and had the Cabinet of Ministers 

re-submitted a draft 2010 budget.  With a presidential 

signature, the IMF would have waived the requirement to pass 

the 2010 budget.  End comment.) 

6.  (C) Poroshenko suggested that a partial IMF disbursement 

would be adequate for Ukraine's budget, gas, and debt payment 

needs.  Additionally, an IMF disbursement would also free up 

contingent loan offers from the EBRD, World Bank, and the 

European Investment Bank.  Poroshenko said the IMF's Lipsky 

had suggested getting a "bridge loan" from some other source 

to pull the country through the immediate crisis.  Shaking 

his head, Poroshenko told the Ambassador that, without any 

monies forthcoming, the $12 billion disbursed so far by the 

IMF would have been "wasted."  (Note: Poroshenko's 

calculations likely include three tranches of the IMF's 

Stand-By Arrangement, as well as roughly $2 billion 

transferred in IMF Special Drawing Rights.  End note.) 

GLOOMY ON FINANCES 

------------------ 

7.  (C) Although Ukraine could probably pay its gas bill in 

January, it would likely not be able to do so in February, 

according to Poroshenko.  External debt had grown in 2010 but 

remained modest overall.  The Foreign Minister said there was 

a real possibility of loan defaults threatening the already 

fragile banking system.  This would affect not just Ukrainian 

banks, he said.  December revenues for the government were 

abysmally low, reflecting low business profits and general 

credit problems throughout the economy.  VAT arrears were a 

major and growing concern.  The Foreign Minister admitted 

that he did not have a complete read on government finances, 

as acting Finance Minister Umanskiy had not assented to his 

request for details. 

8.  (C) Poroshenko said he told Lipsky that even a limited 
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disbursement to cover gas and other foreign debts would be 

enough to save Ukraine from massive defaults.  Lipsky had 

replied that Ukraine's external debt could be financed out of 

NBU reserves.  Poroshenko commented that this would 

over-expose state-owned banks to particular borrowers, since 

such banks are the only institutions that can legally receive 

central bank disbursements.  Poroshenko pointed to current 

exposure by state-owned banks to Naftogaz, which he said was 

already dangerous and threatened the stability of the banking 

system. 

CEYLA TO BE REPLACED 

-------------------- 

9.  (C) Poroshenko informed the Ambassador that IMF 

interlocutors had indicated Ceyla Pazarbasioglu was being 

replaced as Ukraine mission director.  The Foreign Minister 

expressed concern that this would hamper the IMF's engagement 

with Ukraine. 

COMMENT 

------- 

10.  (C) Poroshenko had been tasked by Prime Minister 

Tymoshenko to ask Lipsky whether Ukraine could be included on 

the agenda of the IMF's next board meeting (ref B).  Based on 

what we heard separately from IMF resident representative Max 

Alier (ref A), Poroshenko's request was likely rebuffed by 

Lipsky, further underscoring the firm line the IMF has taken 

on Ukraine.  Reaching out to the Ambassador, Poroshenko was 

clearly seeking an ally on the IMF loan.  Yet, he made pains 

to show he was not taking sides in the dispute among 

Ukraine's presidential candidates, focusing instead on the 

country's dire predicament that he said would affect both 

current authorities and their successors. 

TEFFT 
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1.  (C) Summary.  Deputy Prime Minister Nemyria made a strong 

pitch to the Ambassador for the disbursement of a fourth IMF 

loan tranche to Ukraine.  He talked of unreasonable IMF 

demands for the passage of a 2010 budget, explained why the 

central bank could not monetize for budget and gas payments, 

and projected that a Ukraine meltdown would have spillover 

effects for the region.  Nemyria admitted that Prime Minister 

Tymoshenko's presidential campaign had been damaged by 

President Yushchenko, whose efforts had worked to 

"demobilize" and fragment "post-orange" voters.  Nemyria is 

currently en route to Washington with key advisors for 

emergency follow-up meetings with the IMF.  End summary. 

MORE FREQUENT FLIER MILES 

------------------------- 

2.  (C) In a December 15 meeting with the Ambassador, Nemyria 

revealed his talking points for December 17 and 18 meetings 

with senior IMF officials.  Nemyria heads back to Washington 

only ten days after talks with IMF Managing Director 

Dominique Strauss-Kahn, and less than a week since Foreign 

Minister Poroshenko saw IMF Deputy Managing Director Lipsky. 

The follow-up trip was apparently prompted by Prime Minister 

Tymoshenko's December 14 call with Strauss-Kahn, who 

allegedly expressed his openness to ongoing negotiations with 

Ukrainian authorities.  Nemyria will be accompanied by acting 

Finance Minister Ihor Umanskiy, Deputy Finance Minister (and 

budget expert) Anatoliy Myarkovksiy, and economic advisor 

Mariia Nikitova. 

GOU HONING ITS POSITION 

----------------------- 

3.  (C) Nemyria tipped his hand by reviewing the GOU's 

revised negotiating position.  Tymoshenko wanted to make the 

case that passage of a 2010 budget was not a reasonable 

conditionality.  Pre-election "political fragmentation" had 

meant that there was almost no chance a budget could be 

reviewed and adopted in the Rada (Ukraine's parliament) 

before March or April.  Furthermore, even if the budget were 

reviewed, revised, and adopted on multiple readings (ref C), 

President Yushchenko would again spite Tymoshenko and veto 

the bill. 

4.  (C) The fact that the Prime Minister, the Ministry of 

Finance, and the National Bank of Ukraine (NBU) had signed 

the IMF Letter of Intent (LOI) was the best possible sign of 

cooperation, Nemyria argued (ref B).  It was clear the 

President would not sign the LOI for political reasons (the 

lack of an IMF program harms Tymoshenko's candidacy). 

Therefore, there was a need to "de-politicize" the IMF 

process, the Deputy Prime Minister said. 

5.  (C) The GOU would propose to the IMF that the Ministry of 

Finance and the NBU jointly sign a second LOI, with the PM 

providing a side letter to give her assurance that she would 

propose a budget in line with the IMF's expectations after 

the election.  The GOU would also argue that the lack of a 

2010 budget was not harmful.  Having a continuing 

resolution-type budget in 2010 would act as a 

"straight-jacket" on the GOU for at least three months (i.e. 

until after the inauguration).  Any budget passed by the Rada 

before the election would be populist and bloated, Nemyria 

stated. 

6.  (C) Tymoshenko and her cabinet were concerned that the 

IMF's Lipsky and staff-level "mathematicians" failed to see 

their point.  Lipsky had insisted in his meeting with Foreign 

Minister Poroshenko that the 2010 budget be passed.  IMF 

staff had been allowed to "dictate the pace of the program", 

especially over whether budget passage should be a lynchpin 

requirement.  Timing was crucial, and the IMF board needed to 

be convinced quickly.  Ukraine was willing to "compromise" 

and accept a partial $2 billion tranche (instead of the full 

$3.8 billion). 

7.  (C) In addition to political reasons preventing the NBU 

from purchasing GOU securities to pay Gazprom or meet budget 

obligations (ref B), Nemyria pointed to other factors that 

militated against monetization.  1) He said it was "against 
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the law" for the NBU to finance the government deficit.  2) 

He claimed the NBU could not provide funds to the government 

via commercial banks, since auditors would not be able to 

approve such transactions.  Nemyria noted that this argument 

had been used in July by Yushchenko, when the President 

rejected the IMF's suggestion that the NBU monetize GOU 

securities to make gas payments.  3) Nemyria claimed 

monetization could lead to interest rates of 50-60%, such as 

in Russia and Ukraine during the late 1990s.  He said 

Tymoshenko had been firm with Strauss-Kahn on December 14 

when she noted that monetization was not an option. 

8.  (C) Note: The first point above was mentioned by Nemyria 

and Poroshenko to the IMF last week.  Nonetheless, while 

legislation governing the powers of the NBU bans direct 

lending to the GOU to finance the budget deficit, it does not 

forbid the NBU from buying government treasury bills. 

According to NBU official figures, the central bank purchased 

UAH 27.7 billion in domestic treasury bills during the first 

nine months of 2009.  The IMF estimates the NBU has room to 

print billions more, while holding enough reserves to protect 

movement in the exchange rate.  On the second point above, 

according to Ukrainian legislation, loans to any one borrower 

should not exceed 25% of a bank's capital.  However, 

state-owned Oshchadbank, the government's chief conduit for 

monetization, has 53% of its loan portfolio booked with 

Naftohaz, a sum roughly equal to 120% of its capital.  A 

bigger problem with domestic debt issuance to commercial 

banks is that it crowds out other investment, given that 

t-bill yields now exceed 24-25%.  On the third point above, 

the 2009 situation is qualitatively different from the 1990s. 

 Inflation this year will not reach higher than 15%, and 

Ukraine's overall sovereign debt burden remains relatively 

modest.  End note. 

OUTREACH GONE GLOBAL 

-------------------- 

9.  (C) Nemyria reported that Russia and Brazil had requested 

an informal December 15 brief on Ukraine from the IMF board. 

Strauss-Kahn told Tymoshenko that he had separately asked for 

a brief from IMF executive directors and had planned to hold 

sessions with the European, BRIC, and Nordic-Baltic groups on 

Ukraine's behalf.  The Deputy Prime Minister told the 

Ambassador that he had recently met with the French, German, 

and Chinese ambassadors.  (Note: Key ally ambassadors 

commented to the Ambassador on December 15 that they thought 

both the Russians and the Chinese had been weighing in 

heavily with the IMF.  End note.) 

10.  (C) Nemyria reported that the German IMF executive 

director had been the most cautious vis-a-vis emergency 

lending to Ukraine.  However, on the margins of the European 

Peoples' Party congress in Bonn last week, Tymoshenko 

apparently had been told by Chancellor Merkel that the German 

Ministry of Finance planned to send updated instructions to 

its representatives in Washington.  Similarly, the French 

Finance Ministry would send new instructions to its IMF 

executive director, Nemyria told the Ambassador.  (Note: Our 

German embassy contacts told us on December 16 that Berlin 

did not plan to back down from their firm approach to 

Ukraine's IMF program.  End note.) 

IMF SDR ALLOCATIONS NOT ENOUGH 

------------------------------ 

11.  (C) Nemyria said that allocations of IMF Special Drawing 

Rights (SDR) were nearly depleted.  Most of the SDR 

allocations had been used for gas and external payments. 

According to the Deputy Prime Minister, the GOU had just 

incurred an additional foreign currency obligation as a 

condition of debt restructuring talks over a loan default by 

Ukrzaliznytsa, the state railway company.  The GOU would need 

to pay an unspecified amount from the remaining SDRs to 

Ukrzaliznytsa's creditors on December 29, Nemyria said. 

(Note: We heard separately from Deputy Minister of Finance 

Myarkovskiy that Ukraine had UAH 1.77 billion ($221 million) 

in SDRs remaining.  Nemyria made no mention of the GOU's use 

of SDRs for November budget payments.  Nemyria economic 

advisor Nikitova admitted to us that SDRs were reported as 

November revenue for IMF budget deficit calculations.  End 

note.) 

12.  (C) The Deputy Prime Minister assured the Ambassador 

that gas prices for household consumers would increase by 25% 

in April 2010.  This figure was enough to make up lost 
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revenue from the Prime Minister's cancelled increases in 

September, a move that breached one of the IMF's core 

demands, argued Nemyria.  Naftohaz executives were meeting on 

December 15 over whether to buy more gas in December, rather 

than wait until 2010 when prices will be higher.  Nemyria 

believed that if Naftohaz bought 5.5 billion cubic meters 

(BCM) in December (for about $1.2 billion), it would not need 

to purchase as much in Q1 2010.  (Note: Naftohaz spokesman 

Valentyn Zemlyansky told us on December 15 that Naftohaz 

planned to take roughly 5.5 BCM and would make the payment 

for December gas purchases, due January 7, by the end of the 

month.  End note.) 

13.  (C) If it came down to making tough spending choices, 

Tymoshenko would opt to contain possible social unrest, 

according to Nemyria.  The top item on her crisis agenda was 

making wage and pension payments, the second was meeting 

Ukraine's monthly bill to Gazprom, and the third was all 

remaining budget obligations, including payment of large and 

growing VAT refund arrears.  In response to the Ambassador's 

questions, Nemyria commented that Ukraine needed more 

stability before refunding VAT to exporters, though he noted 

some SDRs had been used for that purpose in recent weeks. 

DIM PROSPECTS WITHOUT IMF 

------------------------- 

14.  (C) Nemyria concluded his review of Ukraine's position 

on the IMF by stating that the Fund program had been a 

success thus far.  Ukraine's economy had stabilized; the run 

on bank deposits had been stopped.  But speculative, 

short-term capital could flee from Ukraine at any time, and 

parent banks were poised to pull stakes if things got too far 

off track with the IMF, Nemyria added. 

15.  (C) The Deputy Prime Minister commented that his recent 

media interviews were neither "blackmail" nor "soft 

blackmail", as critics suggested (ref A).  IMF staff simply 

had not paid enough attention to the potential strategic 

consequences of Ukraine's economy unraveling.  There would be 

a spillover to the region, Nemyria noted, especially 

affecting fragile economies like neighboring Hungary.  Any 

strategic opportunity for reforming Ukraine after the 

presidential election would be lost. 

TYMOSHENKO'S ELECTION CHANCES 

----------------------------- 

16.  (C) The presidential election was now a contest between 

Tymoshenko and opposition Party of Regions leader Viktor 

Yanukovych.  There was no longer "any talk of a third 

candidate" (i.e. Arseniy Yatsenyuk).  Yanukovych had an 

impressive lead of 7-10%; he would likely preserve this 

margin through the first round of balloting on January 17. 

Nemyria commented that Yanukovych's core was solid but his 

projected 2nd round support of 42% would be 6% less than in 

2004. 

17.  (C) The biggest concerns for Tymoshenko were the 

fragmentation and "demobilization" of the "post-orange" 

electorate.  Pro-European voters had split their allegiances 

among a number of Ukraine's eighteen candidates, though in 

aggregate they added up to more votes than Yanukovych could 

expect to receive.  The key was to attract those voters 

between the first and second rounds, while eroding 

Yanukovych's base in the east. 

18.  (C) President Yushchenko's criticism had hurt 

Tymoshenko, especially his stroking of nationalist sentiment 

with such statements as "she's selling Ukraine to the 

Russians" or "she's on par with Yanukovych" or "she's never 

been a Ukrainian patriot".  Tymoshenko had made a decision 

not to respond, but it was "really damaging".  Yushchenko was 

attempting to discourage support for Tymoshenko in the west, 

a de facto policy of supporting Yanukovych. 

19.  (C) Nemyria said he did not expect large-scale voting 

irregularities such as in 2004, but he speculated there could 

be attempts to manipulate final tallies.  He praised the idea 

of Georgia sending observers to Donetsk oblast, one result of 

Tymoshenko's unpublicized meeting with Georgian President 

Saakashvili in Bonn last week. 

PRESENTING TYMOSHENKO'S EURO-ATLANTIC CREDENTIALS 

--------------------------------------------- ---- 
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20.  (C) Nemyria presented Tymoshenko as the obvious choice 

in a "black and white" race.  He pointed to the fact that 

Yanukovych would recognize South Ossetia and Abkhazia (he had 

twice announced his intention to do so).  The Prime Minister 

wanted to continue NATO integration, but she took seriously 

the fact that NATO was a divisive issue.  Tymoshenko 

estimated that 23-25% of Ukraine's population supported 

Ukrainian membership, a figure far below Yushchenko's 

oft-mentioned claims of 33%, especially since the Georgia 

conflict.  A final decision on NATO would be left to a 

referendum, according to Nemyria.  In any case, Ukraine was 

willing to continue taking an active role in humanitarian and 

peacekeeping operations with Euro-Atlantic partners. 

COMMENT 

------- 

21.  (C) Nemyria's points on the budget have validity if seen 

through a narrow lens.  It is likely true, for instance, that 

any 2010 budget passed before the election would be rife with 

populist pork.  However, it is not clear that NBU Governor 

Stelmakh would be willing to sign a follow-up LOI with just 

the Ministry of Finance.  Similarly, it does not necessarily 

follow that a continuing resolution-type budget would be a 

fiscal "straight-jacket", given the fact that it allows for 

discretionary spending without specific line items. 

Furthermore, we agree with the IMF that not only can 

monetization happen via t-bill issuances to finance gas 

purchases (and/or short-term wage and pension payments), 

there would not necessarily be a major inflationary or 

exchange rate effect.  Nemyria's finance team will have to 

make more poignant explanations to Washington interlocutors 

to overcome these concerns. 

TEFFT 
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