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Minsk IlI: fragile, but still an open opportunity before a new
deterrence strategy

Alvaro Ortiz and Tomasa Rodrigo BBVA Cross Emerging Markets Unit

The Minsk Il agreement signed last week became effective last Sunday thanks to the efforts of
European countries. The initial signs are not promising and the deal is still fragile. However, the
opportunity window is still open to move to a new equilibrium in which the two big players (Russia and
the USA) will extend discussions. If not successful, Minsk Il will lead to a new strategy by the US
administration with increasing “deterrence” and a potential escalation to a more serious situation.

The situation in Ukraine: Conflict Index The Minsk Il Agreement: still fragile
Source: www.gdelt.org and BBVA Research

The leaders of Russia, Ukraine, Germany and France
reached an agreement over the crisis in Eastern Ukraine in
Minsk. The agreement was the result of a big push by
the US administration, which opened the possibility of
increasing deterrence (by a tougher tone from Vice-
president Biden in Munich, but also through several think
tank reports in Washington considering a change in
strategy) and of providing lethal weapon support to Ukraine.
This led Germany and France to increase their
diplomatic efforts to mediate between Ukraine and
Russia. While Ukraine accepted “the new reality” (helped
by the IMF's new USD17.5bn financial support line, bringing
the total financing package of around USD40bn), Russia
- relaxed its position as the new terms and promises were

relatwely favourable The technical details of the agreement are similar to the first one (Minsk 1) and
include:

A call for a full-scale cease-fire which began at midnight on 15 February and the withdrawal of heavy

weaponry thereafter.

Calls for a withdrawal of all foreign armed forces and mercenaries from territories in

Eastern Ukraine (monitored by OSCE with the support of the Trilateral Contact Group).

It will provide certain political rights for the separatist-controlled territories (ability to hold local

elections, local self-governance, special status of the Donetsk and Luhansk provinces and changes to

the Ukrainian Constitution to enshrine these measures into law).

If successful, Minsk Il should lead to further negotiations with an increased involvement of the two
big players in the game: Russia and the US Administration. The absence of details in the plan will
leave the success of the agreement dependent on the goodwill of both Russia and Ukraine: Russian
control over the rebels is not total (and therefore is subject to accidents), Russia could decide on its own
not to fulfill the deal and last, but not least, the political cost of the agreement for Ukraine is high as they will
have to change the Constitution.

In fact, the beginning of the truce has not been promising. Fighting between pro-Kiev forces and pro-
Russian separatists continues today around the disputed transport hub of Debaltseve, despite the ceasefire
that went into effect on Sunday. US Vice-president Joe Biden accused Russia of violating the accord, agreed
in Minsk last week, while the Russian Foreign Minister Sergei Lavrov said Ukrainian forces had been
encircled and were forced to battle their way out and. Ukrainian President Petro Poroshenko said that 80%
of Ukraine's troops left on Wednesday morning, with more to follow.

Summing Up

The Minsk Il agreement has opened a small opportunity window for all sides to move towards a
better equilibrium. If successful, it could lead to further negotiations which a greater involvement of
the big players: the US and Russia. The initial steps are not promising and if uncorrected will lead to
the next stage in the conflict: the US will increase “deterrence” strategy with the lethal military
support to the Ukrainian and potential escalation of the conflict with Russia.


http://www.thechicagocouncil.org/sites/default/files/UkraineReport_February2015_FINAL.pdf
http://www.thechicagocouncil.org/sites/default/files/UkraineReport_February2015_FINAL.pdf
https://www.stratfor.com/regions/former-soviet-union/ukraine
http://bbva-research.cartodb.com/u/bbvageoworld/viz/dfb676d0-b784-11e4-bc18-0e4fddd5de28/embed_map
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DISCLAIMER

This document has been prepared by BBVA Research Department, it is provided for information purposes only and expresses
data, opinions or estimations regarding the date of issue of the report, prepared by BBVA or obtained from or based on
sources we consider to be reliable, and have not been independently verified by BBVA. Therefore, BBVA offers no warranty,
either express or implicit, regarding its accuracy, integrity or correctness.

Estimations this document may contain have been undertaken according to generally accepted methodologies and should be
considered as forecasts or projections. Results obtained in the past, either positive or negative, are no guarantee of future
performance.

This document and its contents are subject to changes without prior notice depending on variables such as the economic
context or market fluctuations. BBVA is not responsible for updating these contents or for giving notice of such changes.
BBVA accepts no liability for any loss, direct or indirect, that may result from the use of this document or its contents.

This document and its contents do not constitute an offer, invitation or solicitation to purchase, divest or enter into any
interest in financial assets or instruments. Neither shall this document nor its contents form the basis of any contract,
commitment or decision of any kind.

In regard to investment in financial assets related to economic variables this document may cover, readers should be aware
that under no circumstances should they base their investment decisions in the information contained in this document.
Those persons or entities offering investment products to these potential investors are legally required to provide the
information needed for them to take an appropriate investment decision.

The content of this document is protected by intellectual property laws. It is forbidden its reproduction, transformation,
distribution, public communication, making available, extraction, reuse, forwarding or use of any nature by any means or
process, except in cases where it is legally permitted or expressly authorized by BBVA.



