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Ukraine in the geopolitical confrontation in the XXI century:

 Historical, economic, demographic and sociological segments

Раrt 2. The economic components of the political confrontation.

Has the military conflict in Donbas broken out by accident from the economical point of view?  To answer this question, we will divide the economic factors into internal and external components. The internal component concerns only Ukrainian causes and consequences of the conflict. 

Under the internal component, we understand the existence of the unity the interregional economic interests the Ukrainian’s state and the extent of its ability to exert a regulatory influence on these processes. As an external component we understand the use of weaknesses in Ukrainian economic activity by other states to spread the conflict further. I dare say the clarification of these issues makes it possible to determine the causes of the armed conflict in Donbas. Thus, the purpose of this lecture is to analyze ['æn(ə)laɪz] of the internal and external aspects of Ukrainian economy which have affected the beginning of the conflict and facilitate its spreading.

In this regard we are obliged to find out the economic potential of the regions in the country. Moreover, recently the question which of the regions is the main one in Ukraine has intensified greatly. In other words, everyone is trying to figure out which of the regions "feeds" Ukraine? Sometimes the debate becomes very sharp and impartial. This problem is often use different political forces, of course, each in its own interests, polarizing the society further.

I will express my point of view. I dare say that in its own way is incorrect in principle. Any state is a single economic mechanism, which has no unnecessary details. Each of them is important in its own way. A watch will stop if we take even the smallest part out of it. Each region contributes to the country’s economy. And even if any of them is not self-sufficient, it is rather the fault of the central government, which has not failed to create suitable conditions for the region’s development. 
That is, the government has not provided it with a legislative basis, economic conditions, has not helped with the investments, and just has not controlled the situation in the region. As a result of miscalculations of the central and local governments economic importance of regions is differ considerably.

It seems to me that the most convenient tool to study this differentiation is the analysis of the gross regional product. As the gross regional product (GRP) we understand the figure that takes into account all new value produced (after deduction of the interim one, of course). At the national level the gross cumulative regional product corresponds to a gross national product which is one of the basic indicators of the system of national accounts.

For the analysis we use the statistical data collected from the official sources. 

So, we proceed to the analysis of the table:
Тable 1

Production of the Gross Regional Product
(2012)

	Ranking
	Prefecture
	The gross regional product 

(million UAH, % to national)
	Population

(million people)
	Gross regional product per capita (thousand UAH)

	1.
	Kyiv (Municipality)
	275 685 

(18, 86%)
	2 870 930
	96,026

	2.
	Donetsk Oblast
	170 775 (11,68 %)
	4 332 016
	39,42

	3.
	Dnipropetrovsk Oblast
	149 775 (10,26 %)
	3 825 626
	39,15

	4.
	Kharkiv Oblast
	82 223 (5,62%)
	2 735 862
	30,05

	5.
	Kyiv Oblast
	69 663 (4,76%)
	1 725 893
	40,36

	6.
	Odessa Oblast
	64 743 (4,43%)
	2 394 339
	27,04

	7.
	Lviv Oblast
	61 962 (4,24%)
	2 536 053
	24,43

	8.
	Luhansk Oblast
	58 767 (4,02%)
	2 232 887
	26,31

	9.
	Poltava Oblast
	56 580 (3,87%)
	1 454 245
	38,90

	10.
	Zaporizhia Oblast
	54 828 (3,75)
	1 772 214
	30,93

	11.
	Crimea (Autonomous Republic) 
	44 536 (3,04%)
	1 968 501 
	22,62

	12.
	Vinnytsia Oblast
	33 024 (2,26%)
	1 614 762
	20,45

	13.
	Ivano-Frankivsk Oblast
	32 286 (2,20%)
	1 381 505
	23,37

	14.
	Cherkasy Oblast
	31 265 (2,13%)
	1 256 770
	24,87

	15.
	Mykolaiv Oblast
	29 205 (1,99%)
	1 166 210
	25,04

	16.
	Khmelnytskyi Oblast
	26 237 (1,79%)
	1 034 602
	25,35

	17.
	Sumy Oblast
	24 933 (1,70%)
	1 129 094
	22,08

	18.
	Zhytomyr Oblast
	24 849 (1,70%)
	1 259 823
	19,72

	19.
	Chernihiv Oblast
	23 934 (1,63%)
	908 409
	26,34

	20.
	Kirovohrad Oblast
	22 056 (1,50%)
	984 864
	22,39

	21.
	Rivne Oblast
	21 795 (1,49%)
	1 159 296
	18,80

	22.
	Zakarpattia Oblast
	21 404 (1,46%)
	1 772 214
	12,07

	23.
	Volyn Oblast
	20 005 (1,36%)
	1 041 622
	19,20

	24.
	Kherson Oblast
	19 357 (1,32%)
	1 070 567
	18,08

	25.
	Ternopil Oblast
	17 957 (1,22%)
	1 071 597
	16,57

	26.
	Chernivtsi Oblast
	13 166 (0,90%)
	908 409
	14,49

	27.
	Sevastopol (Municipality)
	9 891(0,67%)
	385 90
	25,63


By the number of product produced all regions of Ukraine can be divided into three unequal rating groups. The three leading regions are highlighted in blue. We don’t take into account the City of Kiev and Kiev oblast which has the highest regional product, as it is clearly untrue. The majorities of businesses are only registered in Kiev and pay taxes here, but in fact they work all over Ukraine. But since they pay taxes at the place of registration, the gross regional product belongs to Kiev, but not to the area in which it was really made.

If the middle group and the outsiders in the number of gross product are many, the group of leaders consists of only Donetsk and Dnipropetrovsk regions (if not to take Kyiv into account). I draw your attention to the high percentage of regional product produced in Donetsk and Dnipropetrovsk regions, from 11.68% to Donetsk to 10.26% Dnepropetrovsk.

The average group is composed of the regions which produced the gross regional product at the level of the mean value.  In 2012 it amounted to 3.34 %. In our table these are ranking places which are taken by 7 regions from Kharkiv (5,62%) to Zaporizhzhya (3,68%) inclusive (from the 5th to the 10th ones). Such a grouping of the regions makes it possible to ensure their poor economic condition.

It is completely clear, that the 12 regions where more than 2 million people live can not exist without significant government subsidies. A little more than 14 million people live in 7 regions which can be considered as the regions with an average level of development.

As you can see, only 2 regions (Donetsk and Dnepropetrovsk) and Kiev produced more than 40% of the regional gross product, which shows not only their economic via″bility, but also their predominant contribution to production of the gross national product.

And again, we should keep in mind that most of the enterprises are only registered in Kiev, but actually work in the same Donbas, Dnipro and Kharkiv regions.

There are not many changes in the ranking of regions according to the gross regional product per capita of the population. If Kyiv and Kyiv region are not taken into account, because many businesses are only registered there, producing products all over Ukraine, the general trend is as follows.

Among the regions, which have an average rank in the table, only Poltava region could really compete with Donetsk one, as Poltava region produced gross regional product per capita in the amount of 38,9 thousand hryvnas.
Considering this indicator, the ratings of 5 western regions (Zakarpattia, Chernivtsi, Rivne, Ternopil, Volyn regions) and 1 southern (Kherson region) look disappointing.  Taking into account this indicator, they can’t get even a half of the cost made in Donetsk region. This last circumstance makes the list of the self-sufficient regions in Ukraine even more reduced.


The above draws us to a very interesting conclusion: in such an economic condition of Ukraine there could not be any common economic interests between the regions and, quite naturally, between the people of these regions. In this situation, the slightest insinuation organized by one of the political forces was enough to inflame a serious social conflict. And it does not matter which one: the pro-government forces or the opposition. The economic component, of course, adds oil to the fire.


Make the conclusion yourself: Donetsk and Lugansk regions, inhabited by a little over 6.5 million people made 15.7% of the gross national product in 2012, while 8 western regions (Volyn, Zakarpattia, Ivano-Frankivsk, Lviv, Rivne, Ternopil, Khmelnytsky, Chernivtsi), with the population of almost 10.4 million people, made 14.66% of the gross national product. Thus there were the conditions which created the formal grounds for the people of the East to reproach the inhabitants of the western and one south region for dependency. 

This situation objectively contributed to the confrontation between the population of Eastern and Western Ukraine that takes us to the political plane of the confrontation. Let's pay attention to one more detail: it is the impact of the economic component on the political process.

In Kiev Maidan there were few representatives of Donbas in comparison with the other regions. It didn’t matter how hard Maidan would call "Donbas, get up!", it didn’t get a mass support. And this is understandable, because there were different economic interests.

Donbas was not satiated a with good things of life, but many people were satisfied with their life there. The people of Donbas had a stable income and not a bad salary. In Donbas the unemployment rate was the lowest in the country; there was the highest salary as well.

Let’s confirm this statement with the table. Basically, we are continuing to work with the previous table.

In this table I excluded the columns with the population of the regions, Gross regional product per capita and added an average salary in them. I accentuate your attention to the fact that the rating of the gross regional product differs from the size of an average pay. For example, according to the size of an average salary Kiev region takes the third place instead of Dnepropetrovsk.

There are significant changes in the middle of the table and in its lower parts. This fact shouldn’t puzzle you, as it deals not with the total wages paid for the amount of gross product made. It is only on the average level of wages.

Offering this table, we have 2 targets.

Firstly, we want to confirm a little rate, or rather the lack of salaries for the existence, regardless of region. To improve sensory acuity, I have converted it into the dollar equivalent, which has further strengthened its miserable size.

 Secondly, I would like to emphasize that the average pay in Donbas differed appreciably from the average pay in western regions. Simple calculations with the data make it possible to find out that the average pay in Volyn region was only 64.97% of the average pay in Donetsk region.

 In Transcarpathia - 64.84%, in Ivano-Frankivsk - 70.35%, Lviv - 71.44%, Rivne - 72.10%, Ternopil - 60,0%, Khmelnitsky - 67.0%, the Chernivtsi - 63, 73%.

The average pay in Donetsk region amounted to 3485 UAH., that made $ 435.6 in the US dollar equivalent. In Lugansk region it was 3321 UAH. ($ 390.1).

Thus, it was difficult to expect that inhabitants of Donbas having a permanent and well-paid job would actively support Maidan.

Таблица 2.

Тable 2.

The Average Pay in Ukraine

(January 2013)
	Ranking
	Prefecture
	Regional gross product (in % to the national one)
	Ranking
	The average pay 

	1.
	Kyiv (Municipality)
	275 685 (18,86%)
	1.
	4561 грн./570,1$

	2.
	Donetsk Oblast
	170 775 (11,68 %)
	2.
	3485 грн./435,6$

	3.
	Dnipropetrovsk Oblast
	149 775 (10,26 %)
	5.
	3072 грн./384$

	4.
	Kharkiv Oblast
	82 223 (5,62%
	12.
	2717 грн./339,$

	5.
	Kyiv Oblast
	69 663 (4,76%)
	3.
	3180 грн./397,5$

	6.
	Odessa Oblast
	64 743 (4,43%)
	11.
	2746 грн./343,2$

	7.
	Lviv Oblast
	61 962 (4,24%)
	14
	2490 грн./311,2$

	8.
	Luhansk Oblast
	58 767 (4,02%)
	4.
	3121 грн./390,1$

	9.
	Poltava Oblast
	56 580 (3,87%)
	8.
	2820 грн./352,5$

	10.
	Zaporizhia Oblast
	54 828 (3,75)
	6.
	2874 грн./359,2$

	11.
	Crimea (Autonomous Republic)
	44 536 (3,04%)
	9.
	2787 грн./348,4$

	12.
	Vinnytsia Oblast
	33 024 (2,26%)
	18.
	2369 грн./296,2$

	13.
	Ivano-Frankivsk Oblast
	32 286 (2,20%)
	16.
	2452 грн./306,5$

	14.
	Cherkasy Oblast
	31 265 (2,13%)
	17.
	2426 грн./303,2$

	15.
	Mykolaiv Oblast
	29 205 (1,99%)
	7.
	2869 грн./358,6$

	16.
	Khmelnytskyi Oblast
	26 237 (1,79%)
	20.
	2335 грн./291,9$

	17.
	Sumy Oblast
	24 933 (1,70%)
	15.
	2470 грн.308,7$

	18.
	Zhytomyr Oblast
	24 849 (1,70%)
	21.
	2314 грн./289,2$

	19.
	Chernihiv Oblast
	23 934 (1,63%)
	24.
	2221 грн./277,6$

	20.
	Kirovohrad Oblast
	22 056 (1,50%)
	19.
	2349 грн./293,6%

	21.
	Rivne Oblast
	21 795 (1,49%)
	13.
	2513 грн./314,1$

	22.
	Zakarpattia Oblast
	21 404 (1,46%)
	22.
	2260 грн./282,5$

	23.
	Volyn Oblast
	20 005 (1,36%)
	18.
	2369 грн./296,2$

	24
	Kherson Oblast
	19 357 (1,32%)
	23.
	2248 грн./281,0$

	25.
	Ternopil Oblast
	17 957 (1,22%)
	25.
	2091 грн./261,4$

	26.
	Chernivtsi Oblast 
	13 166 (0,90%)
	24.
	2221 грн./277,6$

	27.
	Sevastopol (Municipality)
	9 891(067%)
	10.
	2766 грн./345,$


The situation changed drastically after the signing of the Association of Ukraine with the European Union.  Our northern neighbor, being convinced of Ukraine’s turn toward Europe, immediately cut off all channels of exports from Ukraine. And, of course, I do not mean cheese or candies.  I mean more significant things such as rolled metal, train tracks, construction fittings, large diameter tubing, oil tanks, cables of different sections, etc. In other words, everything that had been exported to the Russian Federation from Donbas. Having blocked the road for exports, Russia has provoked a decline of production in Donbas, unemployment and all the consequences following it.

The economic actions caused the political aftermath.

A significant number of residents of Donbas, losing these, the usual material goods, the responsibility laid for it on the Maidan. These processes concurred with the annexation of the Crimea and took place against the background of Moscow’s growing propaganda activities and some false steps of the Ukrainian authorities.

I mean, for example, the abolition of the "Law on Regional Languages". That law caused an enormous public outrage, fueled by all Russian TV channels.

And if a fortnight ago the overwhelming majority of Donbas residents did not see any language problem at all, but now they "notice" infringement of their ancestral rights. But in any case, all these political activities inherently are derived from the economic, problems. They were taken into account by our northern neighbor and became the cornerstone of his political strategy.

At first, the people of Donbas were made to understand that the situation with their region would be akin to the Crimean one. Many naive people believed in such a prospect.  They could not know that it was just a propagandistic stunt.  I am deeply convinced that Russia even didn’t plan to annex Donbas. Donbas was required just as a means to an end. And not more than.
The goal was the economic destruction of Ukraine, which was to lead to the rejection of the European choice and to return to the political area of Russia. If we take this thesis as a basis, it was difficult for the aggressor to find a better territory to incite the conflict in Ukraine. Indeed, in case Donbas is seized and held for a certain time, Ukraine will lose a significant part of gross domestic product and certainly weaken economically. 

What was the real economic potential of Donbas and what could Ukraine lose? Heavy industry of the group "A" dominated here, amounting to 82.5% of the total production. Let’s examine this statement in details in the following tables.
Тable 4.

Donbas’s Share in the Industrial Structure of Ukraine

	Brunch of industry
	A share of production, % 

	Electric-power industry
	24,7

	Fuel industry
	63,5

	Iron and steel industry
	43,1

	Chemical and petrochemical industry 
	31,3

	Machine-building industry
	13,3

	Building materials industry
	16,6

	Light industry
	13,6

	Food industry
	20,9


The Donbas’s share looks equally compelling in certain types of products, as it is evidenced in the following table.

Таble 5

Donbas’s Share in Production of Certain Types of Products
	Output of products 
	A share of products in %  to general Ukrainian production

	Production of blast and steel furnace equipment
	44%

	Production rolling-mill machinery 
	96%

	Cement  making
	23%

	Coke industry
	54%

	Salt recovery
	75%

	Refrigerators and freezers (industrial) 
	95%

	Reil tank car for transportation of fuel and petroleum 
	98%

	Welded tubing
	94%

	Unique anthracitic ['ænθrəsaɪtic] coals, have no analogs in the world (smokeless, give high temperature) 
	100%


I should also add that Donbas had a great importance for the country's military potential. Before the war there were concentrated 1/3 (one third) of the state’s military production. Different brands of steel, armor, cables and wires, non-ferrous metals for electronics, shipbuilding and civil aviation. In the end, there was sophisticated equipment tracking for flying, ground and sea targets such as "Mail" - the mobile station for long-distance electronic intelligence, which was made at the Donetsk plant "Topaz". This station can simultaneously track up to 200 terrestrials, aquatic and aerial targets at a distance of 600 km., remaining unnoticed.

When Russia began the war in Donbas, it took all the above-listed into account.  It took into account also the fact that Donbas was the main supplier of currency in the country. 

Have a look at the following chart. As the chart shows, Donetsk region alone earned 20.5% of export revenue. If we add Luhask region to it, the share of exports increases to 26.6%.

.

Chart 1.

Ukrainian Regions’ Export Ratio of Marketable Products 
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That is these 2 regions earn as much currency as the other 20 regions of Ukraine together. But the most important thing is that Donetsk and Lugansk regions held the record for the largest foreign trade scruples.

Pay attention to the following table.

Table 6

The foreign trade balance

(2012 г.)
	Prefecture
	Merchandise exports 
(mil.$.)
	Merchandise imports 
(mil.$.)
	Balance of merchandise trade 
(mil.$.)

	Donetsk Oblast
	14 127
	4 168
	+ 9  959

	Luhansk Oblast
	4 192
	1 989
	+2 203

	Kyiv (Municipality)
	12 270
	26 116
	- 13 846

	Ukraine
	
	
	- 15 848


In 2012 exports from Donetsk region was $ 14.127 billion. USD., import made $ 4.168 billion. Dollars. As a result, Donetsk region had earned about 10 bln. Dollars for the country. 

In 2012 Lugansk region exported goods and services to 4.192 billions. USD., And imported to 1.989 billions USD., Bringing Ukraine 2 203 million. Dollars of profit.  For comparison: Kiev at the same period exported to 12.27 billion. USD., While imports amounted to 26.116 billion. Dollars.

Table 6

The foreign trade balance

(2012 г.)
	Название региона
Prefecture
	Merchandise exports 
(mil.$.)
	Merchandise imports 
(mil.$.)
	Balance of merchandise trade 
((mil.$.)

	Donetsk Oblast
	14 127
	4 168
	+ 9  959

	Luhansk Oblast
	4 192
	1 989
	+2 203

	Kyiv (Municipality)
	12 270
	26 116
	- 13 846

	Ukraine
	
	
	- 15 848


At the same time, I draw your attention that the deficit of the trade balance of Ukraine in 2012 was 15 848 million USD. Thus, the trade deficit of Kiev almost exactly corresponds to the total deficit of the country. In other words, if the capital suddenly separated from Ukraine, it would almost equalize the trade balance of the country and stop the depletion of foreign exchange reserves. Summarizing the above, I can say that Russia knew what to do. Having destroyed Donbas, it economically exhausted Ukraine. Moreover, to defend Donbas Ukraine had spent serious money that dramatically exacerbated the economic situation. A year later Donbas, having received terrible wounds, in the economic sense does not play such an important role for the country any longer.

And here the next act of Marlezon ballet begins. The question is who must answer for it and who must restore the region. Russia, of course, is trying to shift the responsibility to Ukraine, forcing our country to invest vast sums of money in Donbas, which even now can not be more or less accurate, calculated. In this way Russia is trying to force Ukraine to pay for Donbas for the third time. For the first through the destruction of Donbas’ economic   potential, then through the funding of military operations and, finally, for restoration of the ruined region. 

Of course, Ukraine will never follow such a scenario.

So, let’s summarize the lecture.

Everything said earlier allows us to arrive at some basic conclusions.

Firstly, the analysis of the gross regional product makes it possible to conclude the economic disparity of regions in Ukraine, which indicates the absence of inter-regional economic interest. Such an economic problem in the state would certainly give rise to centrifugal political forces that are sure to try to exploit the situation for their own purposes. In this case the political component intercepts initiative from the economy and gains certain independence.

In this situation the economic aspect is forgotten by everybody.

Unfortunately, only a political dimension is spoken about, even though economic problems have been the detonator of all the political activity in the community. And the more the economic part of the problem is forgotten about, the more the situation is exacerbated.

Secondly, the analysis of the average pay in regions confirms this thesis.  A large gap[gæp] in average wages indicates quite real threat of inter-regional social disengagement of the population. Ultimately, if we consider the events taking place in the East through the prism of the just heard conclusions, we can see that Maidan and the primary protests in Donbas were caused by economic problems. The principal difference between these two movements is that Maidan saw the solution of economic problems in the European vector while Donbas tended to the Eastern one.

The other thing is that these problems were used by the neighboring state, trying to keep Ukraine in its sphere of political interests. It turned out to be the disaster for both sides of the conflict. But at the heart of this tragedy there were the underlying economic processes that require fundamental reforms. 
In confirmation of this we may note, that the armed conflicts, which arose later in the other regions of Ukraine, had also been caused by economic problems. In  Zakarpattia it showed up through  the large-scale smuggling. In Rivne and Zhytomyr regions the local population illegally extract amber. At the same time we should note that the three regions are outsiders in the terms of average wages.

I doubt that the population of these regions would have broken the law, if they had enough money to exist. Thus, there is no other way out of the political crisis as to develop production.

Therefore we follow the attempts of our Government to reform the economy with hope. If this does not happen, we will have only to count the number of new Maidans.

Thank you for your attention and I will try to answer your questions.
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