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Editorial

Dear readers

In the last issue 2/2014 we opened the content with the EU Arctic pétisytime we introduce

a new abbreviation: OCT, which means Overseas Countried andories, a number of small
call ouw-type territoriesall over the oceangelonging to EU Member States and therefore also
part of the EU- somehow. They have a special relation grithwihe EU, and this is whafelya
Sargsyan writes about.

Two othercontributions on Ukraine, both on different aspects and from different angles, open
theaccent in this issuethe Eastern Partnership. Here there are also interesting developments
and assessments on the Nagorno Karabakh question, which we include, atmchgthe
guestion of European regions and their foreign policy capacity may be an issue we will have to
explore further in the future.

Furthermore, we are happy to publish an important aspect on one of the most interesting BRICS
countries: India. Sourafi Aiyer from Mumbai/lndia contributed a mufticet article on
interesting economic sectors which should be considered by domestic and international
investors.In this context, we hope to contribute to concrete economic discussions about India's
future andthe European Union, where India is met with a lot of sympathy. The largest
democracy of the world with more than a billion citizens merits this.

With best regards,

HansJurgen Zahorka
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Overseas Countries and Territories (OCTs) Their
Current Positione and Relationship with theEU

Ofelya Sargsyan
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Introduction

Several member states of the European Union have overseas countries and territories (OCT).
Overall, trere are 8 OCTs that constitutionally belong to the following EWB& Denmark,

France, the Netherlandsd the United KingdomThe OCTs areAnguilla (UK), Aruba (NL),
Bermuda (UK) , Bonaire (NL), British Antarctic Territory (UK), British Indian Ocean Territory
(UK), British Virgin Islands (UK), Cayman Islands (UKJuracéo (NL), Falkland Islands (UK),
French Polynesia (FR), French Southern and Antarctic Territories (FR), Greenland (DK),
Montserrat (UK), New Caledonia and Dependencies (FR), Pitcairn (UK), Saba (NL), Saint
Barthelemy, Sint Eustatius (NL), Sint Maart@fL), South Georgia and South Sandwich Islands
(UK), Saint Helena, Ascension Island, Tristan da Cunha (UK), St. Pierre and Miquelon (FR),
Turks and Caicos Islands (UK), Wallis and Futuna Islands'(FR)

According to the European Cowrft Justice (ECJ), hile the citizens of the OCTs are considered
to be also EU citizeAse x c e p t t h e then Briasbh O€Ta bdcaise offthe imational
constitutional principle of equality between citizédnthe OCTs themselves are considered
neither members of the EU ndrird parties but rather they arsubject to special association
arrangements encoded in ishes 198204 of the Treaty on the Functioning of the European
Union (TFEUY. Consequently, given theirdal status and specifies an integrated EU
approachedowards them becomes inevitable.

I n this vein, the current paper aims at enl at
OCTs, the challenges and the difficulties they have to undergo, the potential and capacity they
possess and/or should develop dchieving sustainable development. To meet the objective the
EU6s engagement and role can by no means be
overviews the EU strategies and policies implemented over the areas, observe the cooperation
scope andts efficiency.

! European Commission, EU Relations with Overseas Countries and Territories, retrieved: June, 2014,
http://ec.europa.eu/europeaid/where/octs_and_greenland/index_en.htm

2 European Union External ActiorEU Relations with its Associated Overseas Territories and Countries,
http://eeas.europa.eu/oct/index_en.htm

3 Ziller, JacquesThe European Union and the Territorial Scope of European Territafies, p. 57,
http://www.victoria.ac.nz/law/nzacl/pdfs/vol_12 2006/ziller.pdf

“*Kochenov,Dimitry, The Applica i on of EU Law in the EUds Overseas Regi o
Entry into Force of the Treaty of Lisbollichigan State International Law Review, Vol.20, N&B812,pp. 710

735, http://digitalcommons.law.msu.edu/cgi/viewcontent.cgi?article=1095&context=ilr
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Source: Online Mapsttp://onlinemaps.blogspot.de/2012/12/europeesrseagerritories.html

OCTs: the Current Situation and Challenges

While the OCTshave certain discrepancies: they differ from each oth#r the level of their
autonomy they have from the MSs they are related to, their economic and social stance as well as
the geographical locatigthey also haveommonalities They are all parhmentary democracies

but none is sovereign, they are all islands with small size of population and unique ecosystems,
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sensitive to external shocks and dependent on limited economic base which mainly derives from
services’ Moreover, they heavily, dependhomports of goods and energy. As for the exports of
goods from the OCTs to the EU or within their respective geographicabtisitthey are rather
limited.

The OCTs welcome regional integration projects and seek to be integrated in them, ackngwledgin
social economic, political as well as cultural benefits stemming from them, asstiehCaribbegn

the OCTs are associate members to CARIC@#M, OCTsin the Pacific cooperate with ACP
countriesvia bilateral relationship as weds via associate memitship with the Pacific Island
Forum. They are also members of the South Pacific Programme for the Environment (SPREP).
In the Indian Ocean, they cooperate with the Indian Ocean Commission (I0C).

In the Arctic Greenland has autonomous position in variateynational organizations and
entities. Howeverthere are also isolated OCT$-alkland Islands, St Helena, Ascension Island,
Trista da Cunha and SaiRterre and Miquelon, which are not included in any regional
integration project. The OCTs also edistied the Association of Overseas Countries and
Territories of the European Union (OCTA) to promote inter OCT cooperation as well as
represent their interests to the EU.

To address their economic, social as well as environmental difficulties the Kev€sratified
development or sector policiddamely, The OCT in the Caribbean have put the focus on human
and economic development, namely education, SME development, business services, etc. in the
OCTs in the Pacific have prioritized the management dirak resources, economic
development, environment protection, transport infrastructures, etc.

In the Indian Ocean, the only island with permanent inhabitants being Mayotte, the agenda
concentrates on the environment and management of natural resdardege with this,
subsequently some of the OCTs that have permanent inhabitants and get EU financial aid will be
detailed to observe their current stance, difficulties they face, their development strategies and
the EUG6s role and position towards them.

® EU Commission, EDF 10, Single Programme Document, Regional Cooperation Strategy for Overseas Countries
and Territories, 2011, pp. 419,

http://ec.europa.eu/europeaid/where/octs_and_greenland/documents/20120123 scan_originalcopy regional
spd_signed_en.pdf

® Eurgpean Commission, Overseas Countries and Territories (OCT), Region level evaluation, Final Report, Volume
II, October 2011, pp. 390, http://www.cvce.eu/content/publication/2013/11/15/6f7c06B@24c47-83da
05d2ce024c45/publishable en.pdf
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The OCTs of the UK
Anguilla

Anguilla is an Overseas Territory belonging to the United Kingdom (UK) with an associate
status to the European Union (EUbased on the 2001 the Overseas Association Decision
(OAD). Additionally, it is an associate member to the Organization of Eastern CariSihas
(OECS) and the Caribbean Community (CARICOM). While its econofmy was prospering

quite steadilyuntil 2008 after the economic crisis litas acquiredertain economic difficulés.

The situation looks even complicated due to the climate challenges of the dohnotmycanes,
tsunamis, earthquakes and droughts. Hence, its development strategy seeks to ensure
macroeconomic stability and promote sustainable economic growth. Thesamice Anguilla

gets financial aid is from the European Development Fund. Through its EU Response Strategy
the union aims to curb the poverty, as well as promote development and economic strategies of
Anguilla. Within the period of 2062013 te EU alloted to the country 11,7 million EuroBhe

EU Medium Term Economic Strategy 202014 (MTES) of the Government of Anguilla is
based on 4 aspects: Restoring Macroeconomic Stability, Stimulating Sustainable and Diversified
Economic Growth, Providing Suppary Social Develoment and Social Protection and
Reducing Environmental Vulnerabilify.

Source: CIA Factbook

" European Commission, Single Programming Document of AnguilfzEl@opean Development Fund, 05 March
2012, pp. 93, http://ec.europa.eu/europeaid/where/octs_and_greenland/documents/spd_anguilla_10th_en.pdf.pdf
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Falkland Islands

The Falkland Islands are located in the South Atlantic. The archipelago includes two major
islandsi East and West Falklandn@ 778 smaller islands, covering 12 000 sqk#icenetres in
total.

The Falkland Islandare overseas territories, belonging to the WKthis connection it is to be
mentioned thabn 2 April 1982, Argentina invadezhd occupiedhe Islands, claiminghat it had
inherited them from Spain still in the T@entury and that the Islands were close to South
America.In response, the UK which had possessed the Islands foyeEs§ launched military
actions to reclaim the territories, with Prime MinisRime Minister Margaret Thatchetating
thatthe 1,800 Falklanders were "of British tradition and stodkie 74day war ended with the
Argentine surrender on 14 June 1982ere are about 1000 British troops on the Islands to
ensure the security as web aoad building and supervising minefields thefexcept for the
defense the Islands are ssifstaining.They have open economy, high level of social and
educational servicehe main fields of industry are fishing and farming. Additionally, tourism
is growing’.

In its relationship with the EU two fields argrioritized. To begin with its European
Development FundBEDF) Programme seeks to contribute to the sustainable growth of the
region by diversifying economyjncreasing public participation in thexisting industries,
developing new fields, especially tourism. Additionally, reforming the economic and social
difficulties of the rural regions of the Islands, mostly because of the internal migration from
Camp to Stanleyare on the agendd@hese sphas are of significant importance as they will
promote export developmennd capacity building whichare the key spheres for ensuring
sustainable economic growtim the islands.

The Fal k| a20122017 ®laneempghasizeghe necessity of sustainabtgowth and
diversification of the economy. Thicus is on tourism development onshore fisheries and
seafood connected industries as welbasundings to promote business skills and staps. The
Plan also prioritizes Rural Development. In this conoacthe EUwill assist in reforming the

8 BBC News Key facts: The Falklands WaRetrieved: September 2014,
http://news.bbc.co.uk/2/shared/spl/hi/guides/457000/457033/html/
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returns from agricultural productidn The money allotted to the Islands for the perfimoin mid-
2013 to early2016 amounto 4.13 million Euro¥.

Montserrat

Montserrat is an OT, belongingto the United Kingdomlt is situated in the Caribbean,
approximately 50 miles southwest of Antiglts.economy highly depends on financial aid from

the United Kingdom. There are several challenges, the country faces. One of them is of the
economic nature. The country is siill the process of tackling away the 2008 financial and
economic crisis effects. It needs 4 to 7% G@Bwth so ago implement such projects as the
Little Bay Town Centre, the port expansion and the new tourism development project. Another
challenge thecountry faces is related to the population growth. The country hasra
population natural growth rate and because it hasnmall populabni 5000, the country nesd
labour load to achieve its development objectives. One issueis to reduce thannual budget
deficit andits dependencen the UK financial aid Additiondly, Montserratis to reform its

public financial managemenit

Another problematic aspect is the volcano Soufriére Hills While previously dormant, it
erupted in 1995 and thevo-thirds of the population fled frorthere The 1997 eruptiocaused
further destructions and alkoman losse<Currently, half othe island is abandon¥d

Under such coditions, h e ¢ o uobjéctivg &s$0 meet the policies determined in its
Sustainable Development Plan (SD#®)20082020 and in its Sustainable Roadmap. TS
definesthe policy framework of the country, mentioning the national development priorities and
presenting the scope of resources allocation for the island. It highlights five key Hfields
economic management, population growth, human development, environmemadement

° European Commission, Single Programming Document of Falkland Islafid&ut@pean Development Fund , 03
July 2013, pp. 8,
http://ec.europa.eu/europeaid/where/octs_and_greenland/documents/spd_falkland_islands_10th_edf signed.pdf
European Commission, Presslié@seF a| k|l ands | sl ands Receives G4.13 Mil i
through Economic DiversificatiofBrussels, 03 July 2013,
http//ec.europa.eu/europeaid/where/octs_and_greenland/documents/falkland_islands_web_release_en.pdf

™ EU Commission, Single Programming Document of Montserrat 10th European Development Fund, 2012, pp 6
28, http://ec.europa.eu/europeaid/where/octs_and_greenland/documentsisis@rrassigned.pdf

12 Montserrat, Island Partially Abandoned After Volcano Eruption, Is Slowly Being Consumed By Nature
10.08.2013accessed: September 20h#p://www.huffingtonpost.com/2013/10/08/montsetvatcanc
eruption_n_4059709.html
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and Disaster management as well as good governance. As for the Sustainability Roadmap, it is in
compl ement to SDP and seeks to promote the e
budgetary assistance.

On the way Montserrat also counts tire EU andits financial support. The EU has been
providing support to Montserrat since 1976. In the framework of tHeEIF the country
received 15.66 million Euros to promote the
Development PlafSDP) and he Sustainability Roadmalpy fosteringeconomic welfare, its
development, diversification, employment opportunities as well as reforming the public sector
infrastructures and administratfdnThe assistance allotted to it through thd' EDF is 18,4

million Euros.

Pitcairn

Located in the PacificPitcairn isan Overseas Territory under the United Kingddimwas
named Pitcairn itmonourof the British midshipman Robert Pitcairn, who discovered it on July 2,
1767. The island is weknown for being the home of the descendants of the Bounty mutineers
and the Tahitians who joined them.

The Bounty left England on 23 December 23, 1787Tfdmiti for breadfruit saplings, which was

to be transported tdamaica During their second round for the cargo, in 1789, the crew, led by
Fletche Christian, had a mutiny against Captain William Bligh and set him and his loyalists
adrift in a 23foot open boat. Miraculously, the captain survived and managed to reach Timor
Island As for Christian and his soldierthey eventually came and settledRitcairn in 1790.

The mutineers could stay invisible to the world for eighteen years with the last mutineer leader,
John Adams, managing to provide prosperity on the isfand

Today Pitcairrhas a population of 54. It the smallest overseas territory that gets EU Funding.

It has no natural harlbo and has no air routes. The only way to the island is by sea. The
geography of the islands has encouraged barter economy based on the fish, agriculture,
gardening complementda; sale of handicraft to the passing ships. The revenue of the territory

is very restricted. The territory is highly dependent on the UK financial assistance which
covered e.g. the annual deficit reaching 98% of the expenditures ir2PQQ9Its Single

13 EU Commission, Single Programming Document of Montserrat 10th European Development Fund, 2012, pp 6
28, http://ec.europa.eu/europeaid/where/octs_gnekenland/documents/spabntserrasigned.pdf

“Brunner Borgna, The Bounty, Pitcairn Island, and Fletcher Christian's Descendants April 28 marks the anniversary
of the world's most famous mutiny, accessed: September Bip4/www.infoplease.com/spot/pitcairn.html
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Programming Document (SPD) calls for investment to raise the economic development,
especially tourist sector as well as transport infrastructures. The EU support for the SPD
comprised 2.4 million Euros under the™BDF *°, the same amount will also beated to it

under the 11 EDF.

St. Helena, Ascension and Tristan da Cunha

The three are small isolated islands in the South Atlantic Ocean. With the 2009 St. Helena,
Ascension and Tristan da Cunha Constitution Order, Ascension and Tristan da Cunha are no

| onger St . Hel enads dependenci es. The isl and:
United Kingdom. The populatioof t he i sl ands is around 5500 ¢
relies on the public sector as well as financial aid from the UK anBUhtnrough the EDF. As

for Ascension and Tristan da Cunha are mostly-fesdincing, yet, acquire external financial

subsidies for capital investments.

The islands have several challenges. One of them is the economic difficulties, connected with its
isolated positionand scarcenatural resources. The islands heavilyefep on imports and few
exports. Alditionally, they are vulnerable towards extreme natural disasters. The economic
growth is related to the development of tourism and fisheries.

To promotethe establishment of a prosperous and peaceful society the islands have set
Sustainable Development Programmes., prioritizing the rehabilitation of major roads as well as
their maintenance, establishment of a sean@ihg infrastructures, improved seefehses in St.
Helena, improvement of roads on Ascension as well as reforms ofunambavater supply as

well as waste management and electricistriddution infrastructures anchpacity building for
lobsterfishery on Tristan da Cunha.

Hence, he 10" EDF with the budget of 16.63 millioBuroswas devoted to the implementation
of the targetedields™. Within the framework of the fLEDF the financial assistance will be
21,5 million Euros.

!> European Commission, Pitcairn Single Programming DocuméhEfbpean Development Fund, 2012, pp- 11
33, http://ec.europa.eu/europeaid/where/octs_and_greenland/documents/gitcEifredf-signed_en.pdf
®*European Commission, $EDF Single Programming Document St. Helena, Ascension and Tristan da Cunha,
2012, pp 1688,

http://ec.europa.eu/europeaid/where/octs_and_greenland/documents/spd_st helena_10th_edf signed_en.pdf
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The Turks and Caicos Islands (TCI)

The islands are Oversederritories of the UK. They consistf two island groups and are
situated at the soutast of the Bahamas and the north of Hispaniola. Oyéhnelle are eight
islands with 31 500 population. Until 2009 the territory was largelyiggif/erning. However
because of the maladministration and corruption the UK deferred the status. The current
constitution of the territory was ratified in 2011 and put into force in 2012. The economies of
the islands are quite open. The main economic drivers are tourism @stducton. While the
economy of the territory declined from 200012, afterwards it experienced a quick recovery.

As such, the GDP rose for 4.7%, the budget 4amillion Euros surplus in 20032013, the

public sector and its administration reformedarudy.

The key prioritiesfor the developmenof the islands have remained budgetary control and
appropriate financial management, promotainsustainable economic growtm this context

the EU has been supportive towards the TCI since the 18@%sd b reform the infrastructures.

As such the § EDF was allotted for the development and realization of transport policy, as well
as technical assistance was provided for a Revenue Study and a Legislative Review. Within the
framework of the 10 EDF 28.46million Euros were providedo the islands for reforming the
business and investment environment, capacities and infrastructures, developing modern IT
services’

The OCTs of the Kingdom of the Netherlands
Aruba

Situatedin the southernCaribbean Sealocated about 1,600 kilometres west of thesser
Antilles and 29 kilometres north of the coasMaiezuelaAruba has 10211 population. Ihas
undergone steady tourisralated increase since it received the status of an autonomous country
within the Kingdom of the Netherlands in 1986.idtone of the most developed Caribbean
islands, the economy of which is highly dependent on touiN&t) because of the 2008 financial
crisis the countrjhassuffered decline in tourism which led to the reduction of the GDP by 7.6%
in 2009. Constructions the tourism sector as well as refining action in the Valero refinery were
temporarily stopped, with the unemployment rate growing from 6.9% of 2008 to 11.3% in 2010.

" European Commission, 1EDF Single Programming Document: The Tuaksl Caicos Island€012, pp. 26,
http://ec.europa.eu/europeaid/where/octs_and_greenland/documespdAined211113 en.pdf
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However, the economy is currently recovering. The country seeks to diversify itsvgchiyo
establishing favarable investment conditions and a knowledge economy. To meet the objective
the government emphasizes the importance of high level edudsititwaover, alreadyn 2006

the country launched National Educati®lan for 20072017 whichprioritized societal support

for education, quality of teaching personnel, as well as access to edu€atitw point in the
framework of the 10 EDF the EU has allotted 8.8 million Euros to support the Aruban National
Education Plalf. T h e E WhbBagl fof the islanmd éoi 2012020 will be 13.0 million Euras

East shre nea udi, Aruba
Source: CIA Factbook

18 European CommissioBingle Programming Document of Aruba 10th European Development Fund2pp. 6
http://ec.europa.eu/enpeaid/where/octs_and_greenland/documents/spd_final _aruba text en.pdf
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Netherlands Antilles

The former Netherland&ntilles (NEA) incorporated two island groupk) the Leeward Islands

I Curacao ad Bonaire2) the northern Caribbean Windward IslafidSt. Martin, St. Eustatius

and Saba.The population of the islandseaches 190 100taken all together. The former
Netherlands Antilles hththe status of an autonomous Caribbean country under the Kingdom of
the Netherlandsbefore ceasing to exist in October, 2010. Since then Curacao and St. Maarten
have received the status of an autonomoustty under theKingdom of the Netherlands and
Bonaire, St. Eustatius disaba have become overseas public entities witieitNetherlands.

The economy of the former Netherlands Antilles is relatively ppath the key setors being
tourism, trade, oil storage and bunkering @i as financial services. Eiformer Netherlands
Antilles have had a relatively high GDP per ¢apn comparison to many Caribbean countries.

However, noticeable level of poverty is still existetite poverty assessment survey of 2004
2005revealedhat the percentage of households with \ewy income amounted to averat}4%

for the five islandsjointly taken. All the islands have scarcity of drinking water. The cooperation
with the EU has had a centrale for the islands. The Union initially conductes¥enueraising
activities, such as tourism, promotion of small and mediunrges in the scope of thesto
7"EDFS. The 8" and 9" EDFsincluded also youth development projects, projects for reforming
the infrastructures, drinking water distribution as well as reforming sewerage andwateste
treatment. Hencahe EU promoted the resation of Queen EmalFloaing Bridge in Curacao.
The Youth Development Programme in its turn opened upaaeeropportunities. Under the

9" EDF Urban Infrastructure project the EU focused on the development of social infrastructure
and services ithedeprived areas

The 18" EDF also aimed to reduce the poverty level. The EU dedicated the1® resources

for the of basic social infrastructures in Curacao and Saba, contribute to solving environmental
and health problems in Bonaire and St. Maadaoh as sewerage and sanitation, as well as
improving maritime infrastructures in St. Eustatius. Another objective was mainstreaming of
Disaster Risk Reduction strategies. The total amount of the financial aid to the islands amounted
to 24 million Euros®®

1% European Commission, 1@DF SPD (former) Nimerlands Antilles, 2012, pp. 180,
http://ec.europa.eu/europeaid/where/octs_and_greenland/documentssudiéa?012. pdf
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7

The Queen Emma Floating Bridge at Willemst@dracao
Source: CIA Factbook

The OCT of Denmark
Greenland

Greenland is situated between tAectic and Atlantic Oceans east of theCanadian Arctic
Archipelago It has the statusf an autonomous country under tesgdom of Denmark. The
country accededthe European Community in 1973However, concerned that the EU
membership could threaten its lifestyle and economy, especially in the fields of fishing and sea
mammals hunting, withthe 1982 referendum Greenlanders showed will to leave the EC
Officially it left the Community in 1988. Since then the association of the country with the E

has been as an Overseas Country and Territory (OCT) through the prism of the Overseas
Associaton Decision.

The relationshibetween the Union and Greantl was via a FisherieaRnership Agreement
(FPA) from 1985 to 2006 through whichet EU allotted the country 42.8 million Euros on

2Wegge, Njord, The EU and the Arctic: European foreign policy in the making, Arctic Review on Law and
Politics, vol. 3, 1.2012, p.ig, http://site.uit.no/arcticreview/files/2013/04/Ti#J-andthe-Arctic-European
foreign-policy-in-the-making.pdf
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annual basisDue to the FPA, th&U had theight to enter thevaters of Greenlantbr fishery.

In 2006 the Council revised the cooperatistcope The Programming Document for the
Sustainable Development dBreenland (PDSD) for the period 200Z013 enlarged the
collaboration fields including education and vocation training as the central sphere for
collaboration for the given periodlo promote the realization of the project the EU provided the
country 25 million Euros annuallyThe external studies show that the EUGreenlad

coqperation regarding the implementation of the Greenland Education Programme (GEP)
positively impacted on the Greefl anddéds econom

Source: CIA Factbook

The cooperation scope for the 262@20 was defined witthe 14 March 2014 Council De@s.
It aims at promotingGr e e n |dewersdiéatson of the sustainable economic development,
education, knowhow as well agpublic administration. The focal cooperation fields include:

L EU Commission, Migerm Review of the EWGreenland Partnership 20@D13, (2006/526/EC), 08 May 2012,
pp. 530, http://ec.ewopa.eu/europeaid/where/octs_and_greenland/documentgmidjreenlane
eu_partnership 2062013_en.pdf
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fi(a) education and training, tourisamd culture; (b) natural resources, including raw materials;

(c) energy, climate, environment and biodiversity; (d) Arctic issues; (e) the social sector,
mobility of the workforce, social protection systems, food safety and food security issues; and (f)
research and innovation in areas such as energy, climate change, disaster resilience, natural
resources, including raw materffals, and susta

The OCTs of France
Mayotte

With about 176 000 population (2005 census) MayotteReeach oversees territory. It includes
around 30 islands situated &nlagoon between Mozambique and Madagascar. Its economy is
heavily dependent on external suppedpecially due to the outdated infrastructures. The EU
development aid for the period @B2007 amounted to 24.15 million Euros. For the period
20082013 it was 22.92 million Eurbto pronote economy, livelihoods, improve sanitation as
well as the protection of the environments. The fields concerned haneurakelectrification,
introducton of public transport infrastructure, improvement of roads, marine conservatits. In
turn Mayotte has been committed for reforms. As the President Zaidani highlighted the financial
aid would help the country to solve buelgry hardhips and reform thénfrastructure of the
county?”,

New Caledonia

New Caledonia is a French overseas territory. It is composed of several islands and is located in
the southwest Pacific. The population on the islands is about 244 600 accordieg2@08
censu$’. Thecountry is quite rich in comparison to other overseas countries and territhrées

to thesubsidesstemming from France and also the nickel resoumsghl which it is the third

2 Official Journal of the European Union, Council Decisiifi4/137/EU of 14 March 2014 on Relations between
the European Union on the one Hand, ande@lend and the Kingdom of Denmark on the Other, gi.rétrieved:
June, 2014http://www.italiaue.esteri.it/NR/rdonlyres/ODFACDA®RLFC-4FD3-83DG
4233B6697341/78923/GROENLANDIA.pdf

% EU Commission, EU Relations with Mayotte, retrieved: June, 2014,
http://ec.europa.eu/europeaid/where/octs_and_greenland/countries/mayotte en.htm

2 European Commission, Budget support for Mayotte to boost the economy and livelihoods from 09 December
2013, retrieved: June 20Http://ec.europa.eu/europeaid/where/acp/news/20130307_en.htm

% EU Commission, Documeniique Deprogrammation de la Nouvel€akdonie pour le 10eme Fonds Bpeen

de Development, p.@itp://ec.europa.eu/development/icenter/repository/scanned_spd_10edf nc_fr.pdf
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| argest in the worl d. Hence, t lkleTheexpontstgoty 6 s ma
Japan, South Korea, Europe as well as China. To the point, in 2006 nickel amounted about 96%

of the overall New Cal edoni abds expoBetasseoft hus,
the dependence on nickel as the main expaety ICaledonia is vulnerable towards fluctuating
commaodity prices.

Hence, diversifying the economy becomes a precondition. Developudp areas as
manufacturing, agriculture and tourism can improve the economic stance and options of the
territory. It acqured the status of an overseas territory by the 1998 Nouméa Accord. Since then it

has had various working groups with the European Commissiomegional integration
programmesnd had a central role in forming the EU policy towards the Pacific, dhitifi2006.

The record recognized Franceds role in the Pa
have in their regional integratidf.From 20002007 the EU provided 30.2 millioRuros as
development aidThe financial aid for the period 20@®13made up 19.81 million Eurdsand

for 20142020 it will be 29.8nillion Euros.

Saint Pierre and Miquelon

Situated inthe north-western Atlantic Ocean ne@anad, Saint Piere and Miquelon is &rench
territory and has a population of 7036 accordingthe 2007 census. The economy of the
territory relies on fishing ahservicing the fishing fleet3However because of theonflicts with
Canada regarding fishing quotas the economy has ba#aring. Promoting tourisms is
considered an economic opportunity for the area. Additionally, to diversify the ecpfismy
farming as well as agriculture are being developed. Yet, the territory is rather isolated, not being
part of the ACP region. Torpmote deelopment in the region the EU providé@.8 million

Euros within the framework of the 20@D07 EDF. The money was allotted for the
rehabilitation of the transport and environment infrastructbexsauseacilitated entry to the
islands as well sthe provision of the basic maintenance infrastructures can contribute both to
the overall wellbeing of the inhabitants and also promote tourism. For the perio@2D®&he

EU financial assistance to the territory made up 16 million Euros which wasialsd for the

*Bradley, Sarah, New Zeland Fr ance and New Cal edonia: Changing Rel at
Independence, School of History, Philosophy, Political Science and International Relations Victoria University of
Wellington, 2011 pp. 36 46,

http://researcharchive.vuw.ac.nz/xmlui/bitstream/handle/10063/2566/thesis.pdf?sequence=2

2T EU Commission, EU Relations with New Caledonia, June 2014

http://ec.europa.eu/europeaid/where/octs _and_greenland/countriesleglonia_en.htm
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establishment and development of infrastructifre&/ithin the present EDF, it will get 26,3
million Euros.

Wallis and Futuna

Located in the South Pacifiché French overseas teortes Wallis and Futuna have 445
population(according to 2008 census) and are situated in the Padifibile the islands refer to
French law in the governance, at the secondary order it is ruled by three traditional
kingdoms/clans who execute customary law and there is a magistrate in the-ddptaUtu; a

court of appeal is located in Noumea, New Caled8nia

The economyof the islands depesan agriculture, fishing as well as on traditional craftse Th

islands still need to develdjpurism infrastructures. The islands are a mentbahe Paific
Community, the South Pacific Regional Environment Programme and the Pacific Islands
Development Programme, via which it gets technical assistance. Frdd2@00 it received

16.8 million Euros from the EUOGs o orabdRaprimary r ef or
school. To promote further development of the islands 16.5 million Euros were allotted8er 200

2013 for maritimeand transport infrastructurésThe financial aid for 2012020 reaches 19.6

million Euros.

The EUOGS posi t itowards then @CT dHe iDevielepsnent and the Legal
Framework of the OCT-EU Relations

The former chapters have covered the current position of the OCTSs, their difficulties and
challenges as well as their development strategies. Taken their limited finamtiahpacity
resources, it is evident that ieet the objectives the cooperation with the EU can have a focal
position. The EU can increase their competitiveness, strengthen theirittegaestrain their

% EU Commission, EU Relations with Saint Pierre and Miquelon, June, 2014
http://ec.europa.eu/europeaid/where/octs_and_greenland/countriegisaimandmiquelon_en.htm

% European Commission, Document Unique de Programmation De Wallis et Futund pemie Fonds Suropeen
de Developmentp. 7,http://ec.europa.eu/europeaid/where/octs_and_greenland/documentsssidmeell Oth
edf_en.pdf

\allis & Futuna Governance Informatidmitp://www.governance.usp.ac.fi/tepenu29/countriesandterritories
175/wallisandfutunafrance215/?no_cache=1

31 EU Commission, EU Relations with Wallis and Futuna, retrieved: June 2014
http://ec.europa.eu/europeaid/where/octs_and_greenland/countriesandifisuna_en.htm
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economicand environmental limitations, and enlwan partnerships between them and other
parties.

The OCTs have been related to the EU since 198t date when the Treaty establishing the
European Economic Community was put into force. When producing the EEC, TRemtge,

the country with most overas territories refused to accede the Common special accommodation
for its territories abroad, especially the African territories. Hence, it was decided to enhance the
Common Market to includehé¢ overseas territories o0o€Tsthe M
emerged. While initially the EUOCT relations werebased on providing developmenhet
strategy has changed sincéhés becomaeither efficient nor reflects the economic and social
stance of the OCTs. Moreover, some of the OCTs have higher per capita than the average EU
MSs. The trade between the two seems to bieeceficial. Furthermore, the OCTs can serve as
strategically sigificant outposts for e EU, in advocating the EU values and interests.
Moreover, taken into account thlehallenges of the globalizatipincreased level of regional
integration is fairly the cry of the dayhese all factors resulted in the developmeafgrmation

and intensification of the EXOCT relationshif?.

The scope of the relations between the EU and OCT are enshrined in the Treaty on the
Functioning of he European Union inhe Arti cl es 198 to 20He. As /
purpose of associ@n shall be to promote the economic and social development of the countries
and territories and to establish close econom
Association shall serve primarily to further the interests and prosperity of ttabitahts of

these countries and territories in order to lead them to the economic, social and cultural
development to which they aspité And while the OCTs are not considered as full EU MSs,

they arein fact, highly interlinked. As such, the inhabitardisf t he OCTSsd® are co
citizens- Art. 9 of the TFEU states that the citizens of a Member States are also the citizens of

the Union. The agreements betweenHwkeand OCTare mainly on creating a preferehtiaade

climate. Additionally,the OCTgets EU funds for development via the European Development

Fund®.

% Vestergaard, Cindy, The European Union, its Overseas Territories arBrliiferation: The Case of Arctic
Yellowcake, EU Mn-Proliferation ConsortiumNo. 25 January 2013, pp-43
http://www.sipri.org/research/disarmamentfansortium/publications/EUNPC_no%2025.pdf

% Official Journal of the European Uniabpnsolidate Version of the Treaty on the Functioning of the European
Union, 2012 http://eurlex.europa.eu/legal
content/EN/TXT/?uri=uriserv:0J.C_.2012.326.01.0001.01.ENG#C_2012326EN.01004701

34 John A. & Quinterd/., The Legitimacy of the EMDCT Association; the European Union Institute in Japan,
Waseda University, 2012, pp.-2B http://www.euifwaseda.jp/common/pdf/EUlJpaperJohnQuintero.pdf
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With regard to the OCTs it is important to differentiate betwtbe association of the OCTs with

the EU and the association agreements that the EU establishes with the third countries. The
OCTs06 association is related to the EU second
does not imply any negotiations or ratification of agreements with the OCTs per se. The every

day procedures of the association are enshrined in a Decisiorom#ue basis of Article 203 of

TFEU which states that with the Commissionds
without any negotiations, diplomatic tak&The EU and the OCT hold dialogues through annual
OCT-EU forums, where all the OGTMSs as wi as the Commission are present, via regular
threeparty meetingswith the Commissionthe OCT and the MSs related to the OChsa

Partnership working partiesith the Commission, individual OGland the linked MSas well as

through bilateral meetingsf technical and political natuf®

The EUO6s position and policies towards the OC
EU-OCT Relations

The current relations are guided by regulations and procedures identified by the Council
Decision known as the Overseas Association Decision (OAD) adopted on 23 November, 2013.
The record was produced as a result of negotiations between the Commissia,a@LCT

Member States. n 2008 the European Commi ssion produc
bet ween the EU and the Overseas Countries and
policy makings. The paper briefed individual OCTs, -BQT ties, the legal basis of the
relationship as well as the trade regulations between the parties. It identified the challenges and
the potential of the OCTs which would enable the European Council to come up with a policy
between the EU and the OCTs which will &kicient and beneficial. In their turn the OCTs
presented the @nmission their communicationsAmong them Anguilla highlighted the
importance of the European funding programmes for overcoming the vulnerabilities as well as
preserving the environment. TBegitish Virgin Islands called for special status for trade as well

as pointed to the mutual interest in the environment related issues. The Caymds Islan
prioritized offshore finance andisaster managemeas well as referred ttheir small sizefor

the EU to consider in shaping its policies towards the islands. Aruba also mentioned the

% KochenovDimitry, The Application of EU Law in the EUb6s Oversea
Entry into Force of the Treaty of LisboMichigan State International Law Review, Vol.20, N&812,pp. 710

735, http://digitalcommons.law.msu.edu/cgi/viewcontent.agiitle=1095&context=ilr

38 EU Commission, OCTEU Forum, retrieved: June, 2014,

http://ec.europa.eu/europeaid/where/octs _and_greenland/forum_en.htm
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necessity of development policies and regulations for overcoming vulnerabilities. Similar
provisions are also included in the comments of the other stakeholders.

In November 2009 the commission presented its conclusegarding the consultations. It
supported the idea of conducting policy changes in th€ET relations setting out three layer

policy. The first focus wasn increasing the OGT 6ompetitiveness in edation and training,

information and communication technologies, macroeconomic stability, small and medium sized
enterprises and good economic and political governance. Secondly, the communication
underlined the importance of enhancing resilience of the OB reducing their economic,
environmental as well as energy vulnerabiliti€sirdly, it promoted cooperation on economic,
environment al and cul tural I ssues. The commi ¢
European Council in December, 2009 and@menmission was assigned by it to prepare a draft

for the newOverseas Association DecisicBAD) by July 2013’

This document replaced the Council Decision 2001/822/EC which foouadly on 3 aspects
poverty reduction, sustainable development andntiegration of the OCTSs into the regional and
world economies, by ensuring development funding via the European Development Fund (EDF),
as well as platform for economic and trade partnerships enabling the OCT to export to the EU
duty free the products oi¢ OCT origin. While the 2001 OAD was to expire until December 31,
2011, the deadline was expanded to December 31, 30b3equent to the technical reforms
performed in 2007s0 as to correspond to the interval of th& Eiiropean Development Fdin
(EDF)which encompassdtie 20082013 timeframe as well as the multinational funding project

of 20072013%,

Generally, the OCTs get financial resources from the EU through European Development Fund
(EDF), European Investment Bank (EIB) Investment Facility aadg as well as from financial
resources generated from overall EU budget and thematic prograthAreswhile for 200207

OCTs were allocateil53 million Euros an fothe period 2002013 the union provided the OCTs

37 Sutton, PaylThe Europan Union and the Caribbean Region: Situating the Caribbean Overseas Countries and
Territories,European Review of Latin American and Caribbean StiiBe©ctober 2012, pp. 884
http://www.cedla.uva.nl/50 publications/pdf/revista/93RevistaEuropea@®nrERLACSISSN-09240608.pdf

3 Commission of the European Communities, Green P&péure Relations between the EU and the Overseas
Counties and Territorie§SEC(2008) 2067}, Brussels, 25.6.2008, p. 4,
http://naalakkersuisut.gl/~/media/Nanoqg/Files/Attache@Ft2s/Bruxelles/Overseas%20Countries%20and%20Terr
itories/Green%20Paper%20between%20the%20EU%20and%200CTcountries/Green%20Paper.pdf

% Lorincz, Andras, The Importance of the Outermost Regions for strengthening EU Foreign and Regional Relations,
Conference gper submitted to International Conference on The EU as a Global-Astom the Inside Out: The

Internal Development of the European Union and its Future, Role in an Interdependent World, Berlin July, 2011, p,
9, http://www.culturaldiplomacy.org/academy/content/pdf/particigaaypers/eu/Andrakorincz-The-Importance
of-The-OutermostRegionsfor-Strengtheninge U-Foreignand RegionalRelations. pdf
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286 million Euros via tha0" EDF. For the 20142020 period the amount reaches 364.5 million
Euros. It is to be noted that Greamdais not included in the EDFygt, it get financial aid from

the EU through Partnership Agreement between the EU, Denmark and Gré&nraednew

OAD renewvs and enlargs the scope of the EU engagement with the region as well as eshance
cooperation fieldslt targets such fields as sustainable development, overcoming climate change
related issues, promotion of education, increased access to research innpvatmtion of EU
values, standards and interests, entry to the EU nfarket

The agreement goes beyond the objective of development cooperation between the, partners
highlighting the mutual interests resulted in the cooperation, acknowle@gihd@ s 6 iggand e n t
showing the EUOGs willingness to promote in th
social and environmental fields. It includes three key pillars: increasing competitiveness,
strengthening competitiveness and prtimgcooperation betvem the OCTand the EU as well

as third parties. It states that that the relationship will be based on their belonging to éhe sam
AEuropean familyo. o bheemutmalyoberesficial tand @fficiew itheyl will s e e k
aim to promote the EU standas as wel | as the OCTs can becon
regiorf?>. The OAD also acknowledges the role of the association of the overseas countries and
territories (OCTAJ?,

In line with this significant was the EOCT 12th forum which was held on& December,
2013, after the ratification of the new OAD. And as AndrigbBlgs,EU Commissioner for
Developmenthi ghl i ght ed #Apartnership i Bloreowrthawong!l v wo

“0 European Commission, EU Relations with Overseas Countries and Territories, retrieved: June, 2014,
http://ec.europa.eu/europeaid/where/octs_and_greenland/index_en.htm

“I Nanoq homepage, Overseas Countries and Territories, retrieved: June, 2014,
http://naalakkersuisut.gl/en/Naalakkersuisut/GreenlRadresentatiotn-the- EU/Overseafountriesand

Territories

“2 Official Journal of the European Union, Decision, Council Decigidh3/55/EU of 25 November 2018n the
Association of the Overseas Countries and Territories with the European Union, 25 Novembpp2818,
http://eurlex.europa.eu/LexUriServ/LexUrév.do?uri=0J:L:2013:344:0001:0118:EN:PDF

“3The OCTA is a nowprofit organization in Brussels. Its partners are the EU, OCTs and the MSs of the related
OCTs. I t a consslidateandXejnforfieTsolidarity between OCTs and EU stakeholders, 2) &0 mak
recommendations and carry out various projects/programmes to enhance opportunities, comparative advantage and
natural assets in order to strengthen the position of OCTs at regional and global levels 3) To promote cooperation
and develop a knowledge cemtind thematic networks in order to consolidate ownership and provide a point of
reference for creating and disseminating valuable information on the relationship between the EU and the OCTs, 4)
To create a framework to engage the private sector, acadanhi@vil society 5) To enhance the profile, the
reputation and pAssocidtionofrihe OverseathCount@es ansl derritolfes of the European Union
(OCTA), Structure and Mission, retrieved: June, 20it#h://www.octassociation.org/structua@d mission
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http://ec.europa.eu/europeaid/where/octs_and_greenland/index_en.htm
http://naalakkersuisut.gl/en/Naalakkersuisut/Greenland-Representation-to-the-EU/Overseas-Countries-and-Territories
http://naalakkersuisut.gl/en/Naalakkersuisut/Greenland-Representation-to-the-EU/Overseas-Countries-and-Territories
http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=OJ:L:2013:344:0001:0118:EN:PDF
http://www.octassociation.org/structure-and-mission

all the parties engage@nthusiasticabout the intensified cperation and relationship
opportunities enabled by the new OX[it seems that the partnership will further flourish.

Conclusion

Europeds overseas countries and territories a
the Indian aswellastieaci f i ¢ Ocean. Traditionally, the E
in the form of development assistance. However, this kind of policy has ceased to be efficient or
effecivegi ven t he OCTso6 pot en*taswdlastakiaginto@dohtthe and ¢
international context. Hence, in the age of globalization, constant liberalization of trade, ongoing
regionalization processes, the renewal of the partnership has grown to be inevitable. The
relationships have devel onefeidcifaroyno trhaed ane,r es did
contribute to the poverty reduction and development of the OCTs but also to form reciprocally
beneficial environment which would promote sustainable development of the OCTSs, taking into
account the EU values and norms.

Theframework endorsed by the 2013 OAD seems indeed promising, hence for the coming years
the task of the OCTs is show will and capacity for reforms as well as test for them to prove
themselves as fauoable and reliable partners. Moreover, itisdlshe EUGO6s task to
hand on the pulse arehsure the implementation and realization of the provisions enshrined by

the OAD.
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Ukraine: Can Meaningful Reform Come out of
Conflict?

Marek Dabrowski

Marek Dabrowski is a Fellow at CASE Centre for Social and Economic Research in Warsaw,
Chairman of the Supervisory Board of the Centre for Social and Economic Researchi CASE
Ukraine in Kyiv and Pofessor at the Higher School of Economics in Moscow. The current article
was originally published aBruegef®. (see underhttp://www.bruegel.org/about/person/view/430
marekdabrowski)

Highlights

A Apart from threats to its national security and territorial integrity, Ukraine faces serious economic
challenges. These result from the slow pace of economic and institutional reform in the previous two
decades, the populist policies of the Yanukovych ernd the consequences of the conflict with Russia.

A The new Ukrainian authorities have made prereform declarations, but these do not seem to be supported
sufficiently by concrete policy measures, especially in the efical areas of fiscal, balanceof-payment and
structural adjustment. Also, the interna-tional financial aid package granted to Ukraine has not been
accompanied by sufficiently strong policy conditionality.

A Ukraine urgently needs a complex programme of fareaching economic and institutional reform, which
will include both short-term fiscal and macroeconomic adjustment measures and mediumto long-term
structural and institutional changes.

A Energy subsidies and the low retirement age are the two critical policy areas that require adjustmerm t
avoid sovereign default and a balancef-payments crisis.

“°Bruegel is a European think tank specializing in economics. Established in 2005, it is independent and non
doctrinal. Its mission is to improve the quality of economic policy with open and&setd research, analysis and
debate. Itsnembershipncludes EU Member State governments, international corporations and instit8gens.
under:http://www.bruegel.org/about/
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Since the end of 2013kraine has faced series of dramatic geopolitical, domestic political and
economic challenges. First, there was mass p
presdent Viktor Yanukovych after he declined to sign an association agreement with the
European Union. After collapse of Yanukovycho
internationalised with the il 1 eg adctivearglenreax at i on
O6proxy6 war in the Donetsk and Lukhansk regio

For this reason, international attention is concentrated on geopolitical threats and the violation of
Ukraineds territorial i ntegrity. Thewpagte pol it
agenda for the new president and government of Ukraine. As ithguéconomic situation and
ecanomic reform are less prioritized, domestically and internationally. However, pressing
economic questions mualso be addressed. The undati®ory results of previous reform rounds

were very much responsible for the recent political crisis and the fragility of the Ukrainian state.
Most importantly, successful economic and institutional reforms are criticahtfempts to
consoldate both statenal society and to prevent any new authoritarian drift.

The new Ukrainian authorities have made generatg@iarm declarations, but these do not seem

to be supported sufficiently by concrete policy measures, especially in the critical areas of fiscal,
balance of-payment and structural adjustment. The same must be said about the international
financial aid package granted to Ukraine in April and May 2014, which has not been
accompanied by sufficiently strong policy conditionality.

History of Half -Hearted Reform

The recent developments in Ukraine are not the first time since independence in 1991 that the
country has found itself at a critical juncture. In 1892 | under Leonid Kravch
and on a wave of independence enthusiasm, Ukraine had the=diesbuild new democratic and

market institutions as was done, for example, by the Baltic countries. Unfortunately, all the
political energy went t o gi ving ol d Sovi et
macroeconomic and social populism of that pktem to hyperinflation at the end of 1993.

After Leonid Kubhma és vi ct or y dential electioa, sdm@ ndrketprefoenss iwere
finally enacted: most prices were liberalized, the exchange rate system was unified, subsidies and
the fiscal deficit wera@educed (but not eliminated), the issuing of money was brought under
control and, finally, a new currency, theyvna (UAH), was introduced in September 1996. This
half-hearted reform process was stalled by a coalition of emerging oligatblesearly winners

European Uron Foregn Affairs Journal N° 37 2014
www.eufaj.eu eufaj@libertas-institut.com IRBINNTAS 31




from partial liberalization and the macroeconomic disequilibria of early the 1990s, and the
beneficiaries of vaous rents created by themand oldst yl e 6red6é directors
agriculture.

The next reform push came after the financial crisis of % a n d K uetettiomardo s r e
1999 alongside Prime Minister Viktor Yushchenko, the former governor dddakienal Bank of

Ukraine. There was some fiscal adjustment, reform of the management of public finance and
attempts were made to restructure the -los&ing and heavily corrupted energy sector.
However, the political | i f at (1@ Mmonthig) and it vkas so&no 6 s g
replaced by a government that was again domin

After the Orange Revolution at the end of 200
of Ukraine, there was a political windavf opportunity to start serious political, institutional and
economic reform. Unfortunately, this was prev
in particular, the permanent political infighting between Yushchenko and twice Prime Minister
Yulia TymoshenkoZ005 and 200-40). The only sucess of the period were entering the World

Trade Organization (WTO) in 2008 and starting negotiations with the EU on the association
agreement.

The economic boom of 20d07 did not create pressure for serionggorm either. The
macroeconomic situation improved: after 10 years (43®)0of steep output decline and thanks

to reforms that were partially completed at the beginning of the new millennium (especially
privatization of the larger part of the manufaatgrindustry), a rapid recovery started. This was
also fuelled by the 20637 global boom (high prices of metals and agriculture commodities,
Ukraineds main exports) and an oil boom i n RI
the dollar, inflation @ninished for a while, and the fiscal deficit and public debt to GDP ratio
declined as result of rapid GDP growth. On the institutional front, the economic system could be
considered largely a market system, but heavily distorted by pervasive corrutiopgtism,

poor governance (which made implementation of mienddated legislation and dettion of the

rules of the game a permanent problem) and state capture by oligarchic groups, similar to most
other postSoviet countries.

The era of relative progpity came to the abrupt end with the global financial crisis in 2008.
Ukraine was particularly heavily hit, recording in 2009 a decline in GDP of 14.8 percent (Table
1), one of the steepest falls of all emergmgrket economies. Despite a low puldiebtto-GDP

level (12.3 percent of GDP in 2007), Ukraine was cut off from international markets because of a
current account deficit-7.1 percent of GDP in 2008), external debt exceeding 50 percent of
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gross national income, external debt service costs equ2d percent of export proceeds, and
expectations of devaluation. Between September 2008 and January 2009, the UAH depreciated
by almost 60 percent, from 4.85 to 7.70 UAH to the dollar, and then further down to 8 UAH to
the dollar in 2009 (see Figure 1)ktainian authorities had to ask for the International Monetary
Fund Stanéby Arrangement (SBA) in the second half of 2008.

Figure 1: Average officiadxchange rate, UAH per $1, January 20ine 2014
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11 %

10 »
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Source: Bruegel based on IMF InternatioRadancial Statistics, National Bank of Ukraine.
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Table 1: Ukraine, basic macroeconomic indicators, 2806

Indicator 2006 2007 2008 2009 2010 2011 2012 2013
Real GDP, % change 74 76 23 -148 41 52 02 01
Inflation, % 116 166 223 123 91 46 02 035
Unemployment rate, % total labour force 68 64 64 88 81 79 75 74
General govt. revenue, % of GDP 432 413 443 4213 432 429 #5437
General govt. expenditure, % of GDP 46 438 474 486 49 456 49 482
General govt. net lendingborrowing, % of GDP -14 -2 -3 63 58 28 45 45
General govt. structural balance, % of potential GDP 270 43 -4 23 -39 31 45 42
General govt. gross debt, % of GDP 148 123 205 354 405 368 374 41
Total investment, % of GDP 248 282 279 171 185 207 183 151
Gross national savings, % of GDP 233 245 209 156 163 145 101 ]
Current account balance, % of GDP 15 37 71 -15 -22 463 81 92
External debt stocks, % of GNI 495 562 551 909 93 838 7719

Source: IMF WEO database, April 2014, data on external debt from the World Bank WDI

Legacy of the Yanukovych Era

After the victory of Viktor Yanukovych (who had been prime minister in 2002nd 2006)7)

in the February 2010 presidential election, and the formation of the government of Mykola
Azarov, a new reform effort was declared. Legislation was adopted redatedg other issues,

to social policy (a gradual increase in the retirement age of women from 55 to 60, lengthening
the service period needed to obtain a minimum pension and, for various privileged groups,
limiting the maximum pension to 10 times the sidbence mirimu m) Ukraineos
membership commitments, and preparing the legal ground for the forihgoBU-Ukraine
association agreement (including the Deep and Comprehensive Free Trade Agreement, DCFTA).
However, corruption and predatory pressuremfrthe narrow oligarchic elite around the
president and his family led to deterioration in the already poor business climate and further
declining confidence in state institutions. The continuously deteriorating total investment rate,
and the declining grasnational savings rate (see Table 1) illustrate well the macroeconomic
consequences of dysfunctional governance.
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Governance failings and authoritarian drift created fertile social ground for the wave of civil
unrest that erupted as the EdMaidan protesinovement in November 2013, after it became
clear that the government would not sign the association agreement with the EU (see the next
section).Another source of social disappointment was the deteriorating economic situation. After
the 200809 crisis, Wraine failed to return to its pierisis GDP level (Table 1). In 2010 and
2011, GDP grew by 4.1 and 5.2 percent, respectively (not enough to compensate for the 2009
output decline), followed by stagnation in 2012 Stagnation was a result of weak exaérn
demand (a consequence of the European debt and financial crisis), increasing domestic
imbalances, a deteriorating business and investment climate and increasing Russian import
restrictionsi Russia wanted to discourage the government of Ukraine fromingigthe
association agreement withthe Eh e Az ar ov governmentdés popul i s
domestic energy prices low and generous Wagad pension increases, led to deteriorating
fiscal and current account balances, a typical manifestatidimectfwin deficits. These policies

also effectively derailed the two subsequent IMF SBAs (of 2008 and 2010), both backed by the
EUG6s MiaangiabAssistance (MFA). As a result, from summer 2013, Ukraine started to

face the growing danger of the subsejubalancef-payments crisis (the two previous balance
of-payments crises happened in 1838and 20089).

Relations with the EU

I n 1990s and early 2000s, the EUG6s relationsh
than the Baltic states weebased on the bilateral Partnersmp &€ooperation Agreements (PCA)

which included, in the economic sphere, the Memtored Nation clause, and technical, legal

and institutional cooperation in such sectors as transportation, energy, competitiongalicy,

some legal approximation in the areas such as customs law, corporatbalaing law,
intellectual proprty rights, technical standards and certification. Ukraine signed the PCA in June
1994 and the agreement entered into force on 1 March 1998.

The next steps, after the start of the European Neighbourhood Policy in May 2004 and the
Orange Revolution in Ukraine at the end of 2004, were the signing the of thikiEEuhe Action

7 According to IMF Country Report No. 14/106 (Table 1, p. 35), average nominal monthly wages in toengcon
increased by 17.5 peent in 2011, 14.9 percent in 2012 and 8.0 percent in 2013 and real wages by 8.8 percent, 14.2
percent and 8.3 percent, respectively. In 2013 the average nominal wages in the public sector increased by 7.1
percent (IMF Country Report No. 14/145, p.84).

“8 Since obtaining independence, Ukraine had nine IMF programmes (1994, 1995, 1996, 1997, Y928(&)0

2010 and 2014), six of which went d@ffick prematurely.
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Plan and the granting of market economy status to Ukraine (both in 20@5actibn plan was
updated and upgraded into the EEldraine Association Agendain 2009 and then, once again,
updated in June 2013 with the focus on implementation of the forthcoming association
agreemeni.

In March 2007, the EU and Ukraine started negotigton a new enhanced agreement to replace
the PCA. At the Paris EUkraine Summit in September 2008, the negotiated agreement was
upgraded to the association agreement and included the D@BTAn integral part. The
negotation was concluded in Decemb2011, and the text of the association agreement was
initialled on 30 March 2012 and signed on 27 June 2014 after a series of dramatic political
events in 2013 and first half of 2014. These included the failuoveamh uk ovy ch és admi n
to meet the pdical preconditions for signing the association agreement stipulated by the EU
(related to fair elections, judicial reform and-aalled elective justice against opposition
leaders’), the subsequent lastinute refusal to sign the association agreemeringlthe Third
Eastern Partnership Summit in Vilnius on-28 November 2013, the resulting Edviaidan

mass protests in Kyiv and regime change (November RGFEbruary 2014), Russian annexation

of Crimea and war in eastern Ukraine (since March 2014).

The association agreement, in particular, its DCFTA component, will offer Ukrainian companies
partial access to the European single market. At the same time, it might stimulate regulatory and
institutional reforms in trade and investmeelated spheres, andse the business climate for
domestic and foreign firms. |t can also hel
administration and infrastructure services closer to EU standardadtiue, depending on the

political will and determination to refor on the Ukrainian side.

Economic Challenges Posed by the Current Crisis

The combination of recent dramatic political developments and the deteriorating economic
situation has made the current crisis particularly serious and severe. Ukraine faces an existential
threat to its independence and territorial integrity caused by Russs aggr essi ve pol

49Seehttp://eeas.europa.eu/sitemapl/index_en.htm
*0 Seehttp://eeas.europa.aitemap/index_en.htm
51 Seehttp://www.consilium.europa.eu/
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also overcome the adverse consequences of its past failures in economic and institutional reform
to secure its survival and rebuild domestic and international confidence.

As aresult of the violent conflict in eastern Ukmai and the related political uncertainty, real
GDP will decline in 2014. According to the IMF estimate built into the SBA assumptions, the
decline could reach 5 percent; according to the European Bank for Reconstruction and
Development May 2014 forecastituld even reach 7 percent.

Decline in GDP and political turmoil, including war in the east, have undermined seriously the
revenue flow to Ukrainebs budget and have cr ¢
the area of national defense and siguhumanitarian assistance and infrastructure repair. The

same IMF estimates of April 2014 predicted an increase in the general government deficit to 5.2
percent of GDP in 2014 from 4.8 percent in 2013, despite the recommended fiscal adjustment.

If the quastfiscal deficit of Naftogaz (the statevned monopoly in charge of natural gas imports
and distribution) is added, the combined deficit will increase from 6.7 percent of GDP in 2013 to
8.5 percent of GDP in 2014. Generally, the IMF projections aredb@s optimistic assumptions.
They might underestimate the downside risks in the national security sphere, potential further
disruption to trade relations with Russia and bank recapitalization needs.

In the first half of 2014, the hryvna depreciated frold8H to more than 11.5 UAH to the

dollar, i.e. more than 45 percent. In the face of a looming balafiggyments crisis, such an
adjustment was both unavoidable and necessary to improve trade and current account balances.
However, it has also put an atidhal burden on the balance sheets of unhedged banks,
companies (including Naftogaz) and households. The ratio ofppadorming loangNPL) to

total loans in the banking sector amounted to 23.5 percent at the end of 20&8fore.the

UAH depreciation

Overcoming these negative tendencies requires not only political stabilisation but also far
reaching fiscal adjustment and structural and institutional reforms to help eliminate
macroeconomic disequi |l i derm giowth potentiglas we detall inUk r ai n
the next section.
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International Aid Package

The international community supported the new Ukrainian authorities with a generous financial
aid package. At the core of this package is thendith $17.1 billion IMF SBA, i.e. 800 percent
of Ukr ai neds gpuovidecundensoalled exceptionaldiccess

The first tranche, which was disbursed immediately after theGS8A ap pr ov a l (on 30
amounted to about $3.2 billion, of which $2 billion could be used as bddgeit financing.In

April 2014, the | MF SBA was backed by an EU
instal ments and the EUOG6s grant of 0355 millio
Contract.

Recently, the World Bank approved two msato Ukrainei the District Heating Energy
Efficiency Project of $382 million and the Social Safety Nets Modernization Project of $300
million. The US Government provided loan guarantees amounting to $1 billion. Investment loans
can be provided by the Eapean Bank for Reconstruction and Development and the European
Investment Bank.

Weak Conditionality

Even the most generous international aid package can provide only temporary respite to
Ukraineds balance of paymentrsustbelsapplemerstad byea t h e
domestic adjustment and reform package which aims at removing the roots of domestic and
external imbalances. This is why the conditionality attached to financial aid should require
reform of policies and institutions. However, Bumonditions are not obvious in the content of

the IMF SBA and EU assistanc&he IMF SBA said the following reforms should be
implemented:

A Changes to the monetary policy regime, i.e. replacingléffacto fixed but adjustable peg of
the UAH to the dollaby a flexible exchange rate and inflation targeting, with the targeting of

2I'f implementation of the SBA follows the original ass:

Ukraine will exceed 10 percent GDP in 2015 and 2016

%3 Ukraine: Request for Stadsy Arrangement Staff Report; Supplement; Staff Statement; Press Release; and
Statement by the Executive Director for Ukraine, IMF Country Report No. 146/ www.imf.org/exter
nal/pubs/ft/scr/2014/cr141 06.pdf.
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monetary aggregates as the intermediate solution in 2014;

A Financial sector stability, i.e. 4depth diagnosisf Ukrainian banks and their recapitalization
needs (if necessarypnd bringing banking regulations into line with best international
practices;

A Gradual reduction of the structural fiscal deficit;

A Modernization and restructuring of the energy sector, gradual adjustment-o$@&ndnergy
prices accompanied by developmehthe respective social safety net;

A Structural and governance reforms, improving the business climate.

At first glance, this looks like a comprehensive approach that aims to address key challenges
faced by the economy of Ukraine. However, detailed gsafs raise some doubts.

In fact, structural and governance reforms which are essential for improving the business climate
and investorso6 confidence have not been- det ai
marksi they are to be the subjenfta separate diagnostic study.

The memoranda signed between the Government of Ukraine and the European Commission on
the occasion of both the MFA and the State Building Contract are a bit more concrete in this
respect. They set out some detailed condition fighting corruption, avoiding conflicts of
interest for public servants, government transparency, changes in public procurement legislation
and practices, public access to information, civil service reform, constitutional reform, election
law and finacing for political parties. However, very important areas such as deregulation of
business activity, simplifying public administration structures and procedures, reform of the
judiciary and law enforcement agencies and decentralization (building geocahehd regional
selfgovernment) are virtually absent.

As we have noted, exchangge adjustment was crucial in avoiding a -&dhle and
uncontrolled currency crisis earlier this year. Similarly, attempts to make the exchtngeore
flexible, togettrer with the abandoning of existing restrictions on current account convertibility,
should be welcomed. However, moving to inflation targeting in ayeae period does not d&
feasible, espmally in a time of political and security turmoil and continudissal pressure on
monetary policy, and consideringethimited legal and actual indendence of the National Bank

of Ukraine.

In order to create room for more indepernd@oretary policy and amflation-targeting regime,
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serpbus fiscal adjustment iseeded, but on this the IMF progrme looks rather weak and
uncorvincing. The fiscal adjustment target of 2 pereagé points of GDP annually plus another

1 percentage point of GDP of qudisical adjustment by Naftogaz cannot prevent further rapid
increeses i n Ukraineodos fiscal deficit and public
government deficit will stay at the level of 4.2 ymemt of GDP (without Naftogaz) and 6.1

percent of GDP (including Naftogaz) in 2015. Furthermore, several resks lbeen evidently
underestimated in this projection, as we have noted.

As result of lax fiscal policy, the public detat-GDP ratio will jump from 40.9 percent in 2013

to 56.5 percent in 2014 and further up to 62.1 percent in 2015. Then it will redwtetsl®1.9

percent in 2018, under the assumption that the economy will grow by at least 4 percent annually
from 2016. So far, the government of Ukraine faced problems accessing private financial
markets even at a much lower level of public debt. Similddip-debt funding constraints have

been experienced by other p&iviet and developing countries with similar characteristics to
Ukraine. In practical terms, this meahst despite the IMF pgyamme, Ukraine will remain cut

off from private debt market®r several years, and will be totally dependent on official financial
aid.

Furthermore, without bolder fiscal adjustment there is no chance to increase substantially the
very low rate of gross national savings (6 percent of GDP in 2013), because wetst $avings

are absorbed by the public sector borrowing requirements, or to improve the current account
balance. In turn, this will mean continuous balaotpayments vulnerability and a limited pool

of resources to finance investment.

Some of the propesl fiscal adjustment measures go in the right direction, such as abandoning
the previous populist decision to replace the 20ceet VAT rate with two much lower rates.
However, the fiscal effects of some eoié steps, for example, fighting tax fraud, ght be
overestimated. Wage and hiring freezes in the public sector might complicate thedweaiby

reform of the civil service and public services such as education and healthcare. The Ukrainian
public sector suffers from an excessive number of employdesare poorly paid and managed.

In such a situation, targeting the pukdiector wage bill would be a better strategy to create both
financial room and incentives for deep restructuring of both public administration and major
public-service sectors.

In two areas of fiscal adjustment, the SBA looks particularly disappointing: elimination of
energy subsidies and social welfare reform.
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Energy Subsidies

According to the IMF estimatéposttax energy subsidies in Ukraine amounted to 7.6 percent of
GDP in 2012. They are much higher than in other countries of central and eastern Europe and the
former Soviet Union, apart from Turkmenistan, Uzbekistan and Kyrgyzstan. Most subsidies have
the quasifiscal form (periodical recapitalization of Naftogaz) and are aimed to support low
household tariffs for natural gas and districeating services (which use natural gas as an input).
The price paid by Ukrainian households for natural gas covdysabout 20 percent of the cest
recovery level, and is ten times or more lower than the price paid by Lithuanian and Estonian
households.

Low domestic energy prices are not only responsible for high fiscal andftpeasideficits and

the deteriorating wrent account balance. They do not help to reduce excessive energy
consumption and increase energy efficiency, which in Ukraine is among the lowest in the world
and has hardly improved since 1990 (Table 2 on the next page).

Furthermore, low energy price® not create incentives to increase domestic energy production
and invest in energgaving technologies. They do not allow the elimination of one of the most
obvious sources of corruptidntrading in, and distribution of, subsidized energy imporénd

they prevent the reorientation of the energy sector towards a competitive market environment. As
long as Naftogaz is obliged to deliver gas at price below the-reostery level, its
reorganization, deoncentration and privatization will not be possible

Low energy prices are also counterproductive
Russia. In this context, the discussion on economic sanctions against Russia has limited merit as
long as the international community is ready to support finandibkyr ai ned6s over con:
of Russian gadJnfortunately, despite a correct diagnosis, the IMF SBA sets only a very gradual
price adjustment schedule with the aim of eli

The first round of tariff increases, for gag 56 percent (from May 2014) and for district heating

by 40 percent (from July 2014) looks drastic, but only if one disregards their very low initial
level. In fact, the 2014 increase only compensates for the effect of UAH depreciation earlier this
year.The next planned rounds of tariffs increases (by 40 percent in 2015 and by 20 percent in
2016 and 2017) might bring them closer to the -cesbvery level, but only if the UAH

*4 Ukraine: 2013 Article IV Consultation and First P&bgramme Monitoringstaff Report; Press Release; and
Statement by the Executive Director for Ukraine, IMF Country Report No. 14/145, p.87
http://www.imf.org/external/error.htm?URL=http://www.imf.org/%20external/pubs/ft/scr/2014/%20cr14145.pdf

European Uron Foregn Affairs Journal N° 37 2014

www.eufaj.eu eufaj@libertas-institut.com IRBINNTAS 41



http://www.imf.org/external/error.htm?URL=http://www.imf.org/%20external/pubs/ft/scr/2014/%20cr14145.pdf

exchange rate and other cost components remain unchanged. And there isimy teatathe
tariffs will reach the costecovery level even in 2017.

Table 2: GDP per unit of energy use, 2011 PPP USD per kilogramme of oil equivalent

Country/ region 1980 2011
Albania 54 13.2
Armenia 17 74
Azerbaijan 2.7 115
Belarus 18 53
Bulgaria 3 59
Czech Republic 38 6.5
Georgia 31 8
Hungary 6.1 9
Kazakhstan 2.8 4.4
Kyrgyzstan 2 5.2
Latvia 4.6 94
Lithuania 36 93
Macedonia B.2 79
Moldova 2.4 45
Poland 3.7 8.3
Romania 4.2 9.6
Russia 33 414
Serbia 54 53
Slovakia 38 /8
Slovenia 6.4 8
Tajikistan 36 7.2
Turkey 11 11.7
Turkmenistan 17 2.3
Ukraine 2.2 3
Uzbekistan 13 2.7
Europe & Central Asia 34 6.3
World 54 73

Source: World Bank World Development Indicators.

European Uron Foregn Affairs Journal N° 37 2014

www.eufaj.eu eufaj@libertas-institut.com IRBINNTAS 42




Oversized and inefficient welfare state

The gerral government total expenditure in Ukraine is close to the level of 50 percent of GDP,
one of the highest in Europe and among emerging market economies. In 2014, it might even
exceed 50 percent of GDP. The biggest expenditure item is various sociatisb@3t percent

in 2013), of which public pensions account for 17.2 percent of GDP, again one of the highest
shares in Europe and the world. The limited pension reform of 2011 (discussed previously) has
stopped the growth in pension expenditure, buhable to ensure system sustainability over the
long term in the context of one of the least faable demographic trends in Europe. The
retirement age, both statutory and effective, remains low by international standards and taking
into consideration theapid ageing of Ukrainian society. Numerous group privileges and special
pension schemes offer opportunities for earlier retirement and generous benefits. As result, 13.6
million pensioners account for about one third of the Ukrainian population. Thigsegmpl
dependency ratio of 1 or higher. Both the public pension system and other components of social
welfare provide most benefits to bettdf groups instead of lower income groups. According to
the World Banko6és Atl as of ntSfotatdl sotiaprBtection endt i on,
labourprogramme benefits went to the poorest 20 percent of the Ukrainian population in 2006

What Should be Doné

Our analysis suggests there is an urgent necessity for the new Ukrainian authorities with the help
and support of international community to elaborate a complex programme -gfoifay
economic and institutional reforms. These should include both-&rortmeasures of fiscal and
macraeconomic adjustment (much bolder than currently planned) and metbulongterm
structural and institutional changes. These are closely interlinked. For example, without
removing energy subsidies, fiscal and balanepayments adjustment looks unrealistic and
deeper reform of the energy sector (especially Naftogaz) caramptistiving serious distortions

and sources of rents and corruption intact. Public pensions are a similar case: without increase in
both the statutory and actual retirement age, the fiscal cost of the pension system will further
expand, and labor markeistbrtions and widespread informal employment will not be reduced.

Fiscal adjustment must play a central role in skenrh policies, i.e. in 20245 because of deep
disequilibria and sovereign insolvency risk. The concern that-gattioal fiscal adjustment can
hurt growth prospects through the demand channel mighbegustified in the Ukrainian
ecoromy in which eliminating distortions (for example, in the energy sector) and uncertainties
(related to macroeconomic imbatas), and returning bumess confidence, can boost both
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investment and consumption.ohgterm grovth will be imposdble without increasing the
national savings rate, which requires, in first instance, the elimination of fiscal imbalances.

Discussion on the speed of reform must take into account both politics and economics.
Obviously, fiscal adjustmenwhich is crucial for rebuilding macroeconomic equilibrium and
business confidence will ihale politically unpopular meases, especially in relation to energy
prices and the pension system. There will be social costs and various special interests will be
threatened. Hovever, the unfavorable social consequences for the poor can be mitigated by
well-targeted social safety nets. In turn, overcoming the resistanspecfal interest groups
requires political mobilization around the reform programme.

A time o geopolitical confrontation with a powerful neighbor might be considered to be an
unlikely opportunity for difficult economic and political reform. However, Ukraine does not

have any more time to waste. It must quickly rebuild confidence in its statiitioes and

economy. Perhaps the current patriotic mobilization of Ukrainian society in the face of a threat to

t he countryos independence and atf windaw ofp ol i t i
opportunity for dificult reforms.

Past experience tends illustrate that such a window of opporiiynis usually shorived.
Rewlutionary mobilization does not last long. People who do not see visible positive changes
become disappointed, and enthusiasm is replaced by apathy aatéeimop. This opens dotw
populism and authoritarianism as experienced by Ukraine itself after the failure of the Orange
revolution, or recently in Egypt. Easing social pain over longer period does not necessarily make
life easier compared to a more radical and upfront refockauge.

The resignation of Prime Ministé&rseniy Yats enyuk é6s government on 24
objective of facilitating early parliaméary eletion in October 2014 might help build a stable
pro-reform majority. However, it also means a further defaymplementation of reforms, and
additional instability and uncertainty, which will accompany the forthcoming election campaign

in the environment of the unresolved conflict in the east.

For international donors, the best strategy is to offer a substaitipackage to Ukraine (which

has partly happened) but with more stringent conditions on reform compared to the current pack
age, and immediate technical assistance. This means upgrading the existing aid package built
around the IMF SBA, EU and World Banirogrammes to ense faster macroeconomic
adjustnent in shorterm and deeper institutional and structural reform in the metbulong

term, backed by more international resources.
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NATO Secretary Gener al Anders Fogh Rasmussen
il 1l egitimate aggression against Ukraine is t
generation. So we have rightly reinforcech e def ense of our (MATO i es, i
2014) In other words: to balant® against the Russian aggression and threat, NATO is

considering permanently deploying troops in t

%5 An extended version of this analysis will appear in the next isseitsichrift fiir AuRenund Sicherheitspolitik
(ZfAS). | thank Professor Dr. Thomas Jager and Professor Dr. Reinhard C-\Maiser for their valuable

comments and suggestions, whichngfigantly contributed to improving the quality of my analysis.

*¢ Balancing is not limited to joining a powerful alliance (like NATO) or building up arms, which are two classical
forms of balancingWaltz 1979, 168)but rather refers to all strategies of a state that aim reduce a pertbedatd

by improving the security situation of the threatened state(s) compared with the state(s) perceived dBactkireat
und Henneberg 20137 85). For example, by imposing sanctions against Russia or by planning to reinforce troops
in Eastern European NATO memistates the US and EU are balancing against Russia using strategies aiming to
improve the US and European power and security position compared to that of Moscow (part of these strategies may
also be described as deterrence). In short, balancing refdrstite strategies intended to weaken the power
position of the state(s) perceived as a threat.
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And how should Rasmussen have read##rently? Moscow annexed Crimea from Ukraine.
Russian President Vladimir Putin used the annual military parades commemorating the victory
over Nazi Germany as a show of force not only in Moscow, but also in Crimea. Moreover,
Russia stationed an estiredt 40,000 troops near the Ukrainian eastern border, which was
undoubtedly a threat to Ukrainian security and territorial integrity.

From a Western perspective, the Ukraine Crisis seems easy to judge: Russia is the aggressor and
poses a threat to peace as®turity. Consequently, the reactions of the US and NATO are only
defensive. As US Gener al Philip Breedlove sai
easily discerned as being defensive in nature. This is about assuring our allies, not provoking
Rus s i(Reutérs 2014)

The problem is that Russia caasily misperceive these measures as provocative. The statement

of John Foster Dulles, former US Secretary of State, projects a dilemma of perception that is still
applicabl e: AKhrushchev does not need teo be c
not aggressors and do not t hr(kais N6, 68fkseve secur i
know taday, Khrushchev saw the US as a severe threat to the Soviet Union, which was one of the
reasons for his decision to deploy nuclear missiles to Cuba. Although the US and NATO may not
have offensive or aggressive motivations for their deployment strateyiesds the western

border of Russia, Moscow may perceive otherwBeck 2013, 8B87; Bock and Henneberg

2013, 2128).

The crucial point here is not that the perception of the Ukraine Crisis or the Cuban Missile Crisis
lies in the eyef the beholder, but that we are too blind to see how far we threatened Russia and
drove Moscow into that crisis, just as Kennedy was too blind to see how much the US nuclear
missiles in Turkey threatened Khrushchev. The crucial question is: How couled§efail to

see how provoking and threaing his policy was to Khrushchev?

| believe that the psychological phenomenon of inattentional blindness offers an explanation for

the escalation of both the Cuban Missile Crisis and the Ukraine Crisis. Inatsriomdness

means the failure to perceive and notice an
range of perceptioMack und Rock 1998; Mack 2003; Most u. a. 2005; Simons 2000)

My argument thesfore goes beyond the scope of the research done on perception and
misperception by authors such as Robert Jéd@svis 1976; Jervis, Lebow, and Stein 1980)
Richad Ned Lebow(Lebow and Stein 1994; Lebow 1984; Lebow 2Q10)that | am not only
concerned with the problem bdbw the Soviet deployment of missiles to Cuba or the Russian
annexation of Crimea is perceived, i.e. as a threat to US security or asSavitoaggressive
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Russian policy, but that | focus especiallywhy decision makers are too blind to see that their
decisions are provoking and threatenindespite obvious consequences.

Kennedy Fails to See the Gorilla

As we know today, Kennedy knew onlgot well about the impact th&upiter missiles would

have on Khrushchev. Only three weeks after his inauguration, Kennedy was presented with a
congressional report that was highly critical of the European missile deployment. Consequently,

in April 1961 Kenredy asked for an internal review of the missile deployment, which revealed

that theJupiter missiles were militarily useless for anything but a first strike, i.e. that they would

be provoking to the KremliNLebow and Stein 1994, 44Khrushchev also complained
repeatedly about the deployment of these missiles (e.g. three times during their private talks at
the Vienna summit in Jung&961) (Lebow and Stein 1994, 445). In September of the same

year, Khrushchev even told tiNewYork Timeshow unhappy he felt about the nuclear weapons

in Turkey: A Suh but yios have stationadeyoug date® there and threaten us from

t hos e b a(gqueted.in LEbéw and Stein 1994, 4&nd on 27 October 1962, during the

Crisis, Khrushchev wrote a letter to Kennedy in which he defended the missiles in Cuba as a
justifiable response to thdupitermi ssi |l es i n Tur key: AYou are di
that this disturbs you because it is 90 miles by sea from the coast of the United States of
America. But Turkey adjoins us; our sentries patrol back and forth and seetleachDm you

consider, then, that you have the right to demand security for your own country and the removal
of the weapons you call off ens i(Khreshchdyva32bdo not

Obviously, the effect of thdupitermi ssi | es on Khrushchev was in
of perception. That notwithstanding, neither Kennedy nor the ExCorasmwe know from the
Kennedy Tapes, the secret recordings of the discussions that took place during the 13 days of the
crisisi ewver seriously considered that the Soviet missiles in Cuba might be a response to the
Jupiter missiles, i.e. not an offensive measure, but rather a defensive measure to reduce the
strategic vulnerability felt by the Soviet Union.

An exception may be Adlait&venson, then US Ambassador to the United Nations, who had
always been skeptical of the air attacks against Cuba. On 19 October 1962, the fourth day of the
crisis, he was the only one to proposead pro quo After the Soviet had withdrawn the
missilesfrom Cuba, the US would withdraw the nuclear missiles from Turkey. Stevenson faced
strong, even shrill opposition and outrage in the ExComm; his recommendation to Kennedy was
regarded as a clear sign of weakness to Khrushchev. As Stevenson later refndrkekk n ow t h a
most of those fellows will consider me a coward for the rest of my life for what | said today, but
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perhaps we need a coward i n the rgoatechinBakegn we
1996, 420)

Inattentional blindness always comes into play when our attention is captured by something else
(e.g., the perceived threat of a Soviet nuclear attack), or if we have certaita¢iops (e.g., that

the USSR is waprone, as the Berlin Crisis indicated). We are then likely to be blind to obvious
stimuli/information, like the impact théupiter missiles had on the Cuban Missile Crisis or the
eastern expansion of NATO on the Ukraf@asis. This insight dates back to late 1970s, when
the psychologist Ulric Neisser was one of the first to systematically research the link between
attention and perception. However, it was Daniel J. Simons and Christopher F. Chabris who
attracted broad teention with their gorilla experiment in 199%imons and Chabris 1999)
Approximately half of the people who watched two groups of students playing ball failed to
notice a person dressed in a gorilla suit crossing their field of perception. The clue to this puzzle
is that the obervers had the cognitively demanding task of counting the passes of only one of the
two student groups, which made 50 per cent of them too blind to see the Rinilans and
Chabris 1999, 1069)

The same is true for decision processes in a citsiation; which are beyond doubt extremely
cognitively demanding for all participants. Given that the analysis of international relations and
foreign policy decisions cannot rely on langexperiments, as psychologists normally do, | used

a qualitative aproach to identify the reasons why Kennedy failed to see the connection between
the Jupiter missiles and Soviet missile deployment to Cuba. As a content analysis of the
Kennedy Tapes reveals, Kennedy suffered from inattentional blindin@sd he could nosee

either the effect thdupiter missiles had on Khrushchev, or how they affected the deployment of
nuclear missiles to Cuba.

And as inattentionally blind as Kennedy was to the effect Jhpiter missiles had on
Khrushchev, US and NATO policymakers seém have been even more blind for years
regarding the eastern expansion of NATO.

Ri chards J. Heuer offers an explanation for t
as fAan active rather than a passrieel (Htugodcoe s s ;
1999, 7) The active process of perception means that we construct meaning out of the
abundance of perceived stimuland thusde factocreate our own social reality. This process of
constructing meaning and social reality depends on internal and external factors. As Heuer

expl ains: A Wh at people in gener al and anal ys
perceive it, are stronglynfluenced by their past experience, education, cultural values, and role
requirements, as wel | as by t he (Heuenl989,I7) reco
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Together, these factors constitute an expectation with which we respond to stimuli and interpret
them.

For precisely this reason, the US and Israel were surprised on 6 October 1973 by the Egyptian
Syrian attack: The US and Israel thought thatastack by two Arab states was completely

unlikely due to the massive military superiority of Israel. This image was very difficult to
change, even after the war has started. As Robert Jervis Wiiledhe pr edi sposi ti
deeply ingrained that the age of the Arabs as weak and incompetent was not shattered on
October 6, at | e as t(JervisolB85,i19)n addiien, Whshindgtom dscrifeda t e s .
to Egypt an understanding of rationality which corresponded to that of the US: that Egyptian
President Anwar Sadat would only start a war if he could win it. Given that a war against Israel

was perceivedn Washington as unwinnable for both Egypt and Syria, the policymakers never
seriously considered such an option and therefore failed to see the signs(déwa.1985, 10

20They obviously were too blind to see such ir

A Threat T To Russial

At the end of the Cold War, then Soviet Presiddikhail Gorbachev developed an idea that

would facilitate peaceful reconciliation between the conflicne spheres of influence in the

East and Weurtop etahr@®aldmantl®89)’’ During a visit to Czechoslovakia in
April 1987 he explained his idea in greater ¢
European course of our foreign policy. [...] We are resolutely against the division of the
continent into military blocs facing each other, against the accumulation of military arsenals in
Europe, against everything that is the source of the threat of wae &pirit of the new thinking

we i ntroduced t Reeur bdean ohousheed Olawhli c h] si g
acknowledgment of a certain integral whole, although the states in question belong to different
social systems and are members of opposiriganytpolitical blocs standing against each other.
This term includes both current pr ¢(otedims and
Svec 1988, 990)

I n other words: the topos of the ACommon Eurao
that the Iron Curtain had left between Eastern and Western Europe during the Cold War.

*Gorbachev | ater transformed this idea into the concept
6Common Eur opean Ho me dabditg of aneanmed clash hne the very possibilityeof the use of

force or threat of force alliance against alliance, inside the alliances, wherever. This philosophy suggests that a

doctrine of restraint should take the place of the doctrine of deterr&his is not just a play on words but the logic

of European devel op me@abaghevaddhied by | ife itself. o
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But i n retrospect and from the Russian pers
transformed into the exact oppositan exclusive Western European home with former Warsaw

Pact and Soviet Union member states changing sides. In 1999, Poland, Handahg Czech

Republic, former member states of the Warsaw Pact, joined NATO. With the second large
expansion in 2004, seven Central and Eastern European countries joined NATO: Slovenia,
Slovakia, Bulgaria, and Romania, as well as three former SoviealSodRepublics: Estonia,

Latvia, and Lithuania. In 2009, Albania and Croatia joined the defensive alliance. Moreover,
future expansion is still planned; Cyprus and Macedonia are interested in joining NATO, as are
Bosnia and Herzegovina, Montenegro, KosdBeorgia, and Ukraine.

Of course, this extension policy was not implemented exclusively by the US or the West, since
all membership ambitions to NATO of the former satellite states of the Soviet Union or the
former Soviet republics (the Baltic States) &venade voluntarily or were even made on the
initiative of these states.

As proven by declassified documents and interviews, the eastern expansion of NATO was a
serious security concern that had already been haunting the Soviet Union on the eve of German

reunificationT and iits own decline. In a 2009 interyv
Western Ger many, t he Uni t ed St at es and ot h,
reunification in 1990 thatreOoNATOQ (R Nohakit 0 0t n
2009) He continued, that Athe Americans had f ai

also turned a blindyee @RIA Novosti 2009) And as sorrow investigations of the German
newsmagazine HADer Spi e 89, the thennGeomare forgign mimisteF e b r u
HansDietrich Genscher tried to silence scruples of his then Soviet ministerial colleague Eduard
Shevardnadze by saying: AWe are aware that N/
complicated questions. Forushe ver , one thing is certain: NAT
(quoted in Klussmann, Schepp, and Wiegrefe 2@08)d Genscher addead expl i
thenore x pansi on of NATO is conce(@umedinKlusdmam, al s o
Schepp, und Wiegrefe 2009hevardnadze replied tha he bel i eved MfAeveryth
s a i(Kugsmann, Schepp, and Wiegrefe 2009)

And although Gorbachev is often considered as the gravedigger of the Soviet Union (especially
by Putin), e may nevertheless serve as an early witness of the longstanding Russian fear of the
eastern enlargement of NATO.

Not surprisingly, Putin tried to delay the eastern expansion of NATO. In 2007, during the
Munich Security Conference (MSC), he made his securi concerns publ i c: A
NATO has put its frontline forces on our bord
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| think it is obvious that NATO expansion does not have any relation with the modernization of

the Alliance itself owith ensuring security in, it represents a serious provocation that reduces

the level of mutual trust. And we have the right to ask: against whom is this expansion

i nt e n(Buind2D@)He quoted the then NATO Secretary General Manfred Woerner, who,
according to Putin, declared that #fAthe fact t
German territory gives t he gPRutni2e07)Subsequenly, a f i r
these security guarantees diminished with the eastern expansion of NATO. As stated by Putin
and repeated and reinforced by Gorbachev, the
with its post Cold War relationsith the Wes{RIA Novosti 2009)

Putinbs speech was neither perceivePddtasnoas watt
are now taken seriously, but are wrongly perceived as undeniable indicators of an aggressive,
neoSoviet Russian foreign policy. It is reminiscent of the Cuban Missile Crisis, in which
Khrushchev warned Kennedy about Soviet security aosceegarding the USupiter missiles

in Turkey, which he perceived as offensiiebow and Stein 1994141 48). Kennedy had never

taken these complaints seriously. He then wrongly perceived the Soviet missile deployment to
Cuba as aggressive. Such mistakes led the world to the brink of nucle@relvaw and Stein

1994, 5)

Seeing Things Comeé

The Russian reaction shouldndt come as no sur
shortly after the U.S. Senate approved the first round of NATO exparntie former U.S.

diplomat George Kennan articulated his harsh critique in an interview in the New York Times,
predicting a new Cold WafFriedman 1998)An interview that surely id not go unnoticed,;
Kennan was present at the creation of NATO a
Af fairso, signed A Xwarconthianientpadioy forMényears. cads col d

Asked by Thomas Friedman what the Russian reaction to the edgEansion of NATO will

be, Kennan answered: Al think it is the begin
gradually react quite adversely and it will affect their policies. | think it is a tragic mistake. There

was no reason for this whatver. No one was threatening anybody else. Of course there is

going to be a bad reaction from Russia, and then [the NATO expanders] will say that we always

told you that is how the Russians ard u t this i s j(Briedmanwi@98)rhg . 0 [ é
current escalation proved his analysis to be remarkably prescient.
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Still, the puzzling thing is: How could Western policymakers fail to see the extent to which their
course of action threated Russia and how much it checkmated Moscow over the years? One
may object that the eastward expansion of both the EU and NATO was executed regardless of
Russian objections because the US and NATO felt no need to consider Russian sensitivities, and
not kecause they were inattentionally blind. Even then it remains puzzling why Russian security
concerns are not taken seriouslgt least now

An analysis of the latest speeches of NATO Secretary General Rasmussen as well as US and
European policymakers reals that they too suffer from inattentional blindness; they fail to see
that the eastern expansion of NATO is part of the escalation dynamic that tentatively ended in
the annexation of Crimédaregardless of the Russian breach of international law.

The reently leaked draft of the NATO Defence Planning Committee (DPC) reads like a literal
confirmation: ARussiads ability and intent to
warning, represents a faeaching threat to the maintenance of secuanity stability in the Euro

Atlantic zone. Russia is able to build a military threat from local or regional size at short notice
and at an(Spiehe®ulimet20ldc)n.other words: Russia is the threat, not us!

Time to see the gorillal

On 26 October 1962, shortly before the climax of the Cuban Missile Crisis, Khrushchev wrote an
emotional appeal to Kennedy: i Mrmull onlPtheersds af e n t
the rope in which you have tied the knot of war, because the more the two of us pull, the tighter

that knot will be tied. And a moment may come when that knot will be tied so tight that even he

who tied it will not have the strength untie it, and then it will be necessary to cut that knot, and

what that would mean is not for me to explain to you, because you yourself understand perfectly

of what terribl e f o(Kheuehshevd@6Ralhisavasnatcallitoeastiondto s p o s €
take the security concerns of the Soviet Union seriously, which Kennedy fortunately did on the

13" day of the crisis.

Putin may not be as impulsive as Khrushchev was, but on Tuesday, 18 March, the day he

annomced the annexation of Cri mea, he used a m
action in |ight of the eastern expansion of N
the spring al/l t he way t ¢Putin 2044)This ismalso acallto wi | |

action, a wakaup call to the US and the EU. Russia is no longer willing to tolenateaccept
the Western expansion of both political and military tools, i.e. the entry of Eastern European
states especially into NATO. Stephen M. Walt reminds us of something Moscow has been doing

European Uron Foregn Affairs Journal N° 37 2014

www.eufaj.eu eufaj@libertas-institut.com TAS 52




forthe last2@p | us year s, Awat c hiite Burogpedneallies expance MATCS t at e
eastward and deploy ballistic missile defenses there, to boot, withtat@ladisregard for
Russian intere@alts20ld9)nd compl ai nt so

From the Russin perspective, the prospect of Ukraine becoming a member of NATO is a clear

and immediate threat to its vital interests and security; no matter what intentions the Western
states may have, as John J. Me ar s hotthemdest, r i ght
who wultimately get to deci(Mearsheihea2014bjbetefore,s as
the prospect of Ukraine becoming a member of NATO was inacceptable to Russia. This should
come as no surprise, at least notda s hi ngt on: AOne might expect
understand Russiabds concerns about Ukraine |
States is deeply committed to the Monroe Doctrine, which warns other great powers to stay out

of the Wester He mi s (Mbaesheanero2014aJhe same argument is made by Walt:

Al magine how Washington woerd ahe dagta cultivate tlosea p o w
security ties with Canada or Mexico, (#altd youbod
2014)

A sustainable descalation of the Ukraine Crisis, which would benefit the EU, the US, and
Ukraine, can only be achieved if the vital security concerns of Russia are considered. As
indicated by the current escalation dynamic in which both sides are lbgjagainst what they
perceive as a threat, the sole focus of improving security is counterproditicle Henneberg,

und Plank forthcomingHere again, the Cuban Missile Crisis may serve as evidence. Ths effor

of Khrushchev and Kennedy to balance against the threats perceived from the opposing side led
the world to the brink of nuclear war.

But what can be done? To break the vicious circle of escalation, a bargaining chip isineeded
one that is valuable tone side and acceptable to the other. In the case of the Cuban Missile
Crisis, the withdrawal of the Jupiter missiles from Turkey fulfilled both conditions; it was
valuable to the USSR and acceptable to the US.

At the moment, the credible termination oéteastward expansion of NATO may serve as such

a bargaining chip. Given that for many years,
borders has been an issue of great concern for the Kremlin, it is most valuable to Moscow.
FrankWalter SteinmeietGer man Forei gn Minister, was theref

no pending NATO me mkSeiegsl Onlipe 2014k Spiddelr Canlinen 20144)
Although some may think otherwise, this is acceptable not only to the US and Europe but also to
Ukraine. The security of Ukraine does not dependent on membership in NATO; multilateral
security gueantees (with NATO and also with Russia) may even better serve this plirpose
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without provoking or threatening Russia. The key concept here is neutrality; something that
worked e.g. for Austria since decadese

Honestly speaking, could anything better settve security needs of Ukraine and the Baltic
states than a Russia that is not balancing against a perceived threat at its western borders?

But if Western policymakers stay blind to vital Russian security concerns, the crisis will surely
run the risk of et ati ng even further. Why havenodét we
Crisis?

As proven by the example of Adlai Stevenson, in times of crisis we need someone who thinks
the unthinkabl e, s omeonewewl posecadhneatd®essia.t he gor i

References
Baker, Jean H. 199@he Stevensons: a biography of an American farhdyed. New York: W.W. Norton & Co.

Bock, Andreas2 01 3. Al rans Sicherheit un ddWhhreehmungonmdéro mb e . ' ber
Nu k | e a Zzditschrift fariuBerund SicherheitspolitiB (1): 774 100.

Bock, Andreas, und Ingo Hennebe?gd 1 3. A Why B aWokkingdaperg onfeeindtiendl Politics and
Foreign Policy2.

Bock, Andreas, Ingo Henneberg, wund Friedrich Plank. f o
haridiohe Ukr ai ni an Cri si s andntemdianalBarhabhnce of Threat Theo

Friedman, Thomas L. 1998 .r cArF dedNéewgYork AineMai 2, Alsschn. Now a Wor d
Opinion. http://www.nytimes.com/1998/05/02/opinion/foreigffairsnow-a-word-from-x.html.

Gor bachev, Mi khail . 1989. AAddress given by Mikhail Go |
Council of Europe Parliamentary Assembly.-82 May and 37 July. Volume |. Strasbourg: Council of Europe. P.

197-205. http://www.cvce.eu/obj/address_given_by mikhail_gorbachev_to_the council_of europe 6 july 1989
en4c02168798f9-47279e8k836e0bc1f6fb.html.

Heuer, R.J. 199%sychology of intelligence analysldS Government Printing Office.
Jervis, R., R.N. Lebow, und J.G. Stel®89.Psychology and deterrencédohns Hopkins University Press.
Jervis, Robert. 197®erception and misperception in international politisinceton University Press.

3dd. 1985. APercei vi nBsychaiody acdaigdrrengg3.wi t h t hr eat f.

European Uron Foregn Affairs Journal N° 37 2014

www.eufaj.eu eufaj@libertas-institut.com TAS 54




Khrushchev, Ni ki t a Foreig® ReRtions ofAhD Oritad Statest 19863, Volume VI,
KennedyKhrushchev Exchangedistorical Documets-Of f i ce of t he Historianif.
https://history.state.gov/historicaldocuments/frus:88%06/d65.

300. 1962b. ALetter From Chairman Khrushchev to Presid
http://microsites.jfklibrary.org/cmc/oct27/doc4.html.

Klussmann, Uwe, Mihias Schepp, und Klaus Wiegree0 0 9. ANATO6s Eastward Expansio
I 't s Pr omi s eSpiegel OhineNovembér 26. http://www.spiegel.de/international/world/reaeastwared
expansiordid-the-westbreakits-promiseto-moscowa-663315.html.

Lebow, Richard Ned. 1988etween Peace and War: The Nature of International Criggprint. The Johns
Hopkins University Press.

0 0 6 . 2010.Why Nations Fight: Past and Future Motives for Waambridge University Press.

Lebow, Richard Ned, undadice Gross Stein. 199%/e all lost the Cold WaPrinceton studies in international
history and politics. Princeton, N.J.: Princeton University Press.

Mack, Arien. 2003. Al natt ent i Gurent Dir&fionsrinPayehslsgitdcermdk i ng Wi |
12 (5): 18084.

Mack, Arien, und Irvin Rock. 1998nattentional blindness.

Mal col m, Neil. 1989. AThe6Common E intemgieal Affaib¢Rov@lo and Sov i
Institute of International Affairs 1941 659 76.

Mearsheimer,dhn J. 2014a. AGeThdNewYorkTikngdtiriz i3e Wr ong i .
http://www.nytimes.com/2014/03/14/opinion/gettingrainewrong.html.

d38d. 2014b. AWhy t he Ukr aiForegn &faiis Augsst 18.s t he West 6s Faul
http://www.foreignaffairs.com/print/138884.

Mo st , Steven B, Brian J Scholl, Erin R Clifford, und D:q
sustained inattentional b | PsycHologicalsevieai2i(1)t2h7e capt ure of a\

NATO.2014. ANMITA® justified in reinforcing defence of Al
NATQ http://www.nato.int/cps/en/natolive/news_109562.htm.

Putin, Vliadimir. 2007. ASpeech and t heecFurliltoywiPnogl iDciysfic.u :
President of Russia
http://archive.kremlin.ru/eng/speeches/2007/02/10/0138_type82912type82914type82917type84779_118123.shtml.

d308. 2014. AAddress by President of the Russian Feder af
Reuters. TO0@ddmmaANAer says must consider permanent tr oo|]

http://mobile.reuters.com/article/topNews/idUSBREA450J820140506?irpc=932.

European Uron Foregn Affairs Journal N° 37 2014

www.eufaj.eu eufaj@libertas-institut.com TAS 55




RI'A Novosti. 2009. AGorbacheRIANDVostist s NATO eastward exp:
http://en.ria.ru/russia/20090402/12@8.53.html.

Si mons, Daniel J. 2000. AAt t en Trendsrnecognitvasgienods(4:14ind i nat t
55.

Si mons, Daniel J, und Christopher F Chabris. 1999. AGo]
dynamic evet sHerception28: 1059 74.

Spiegel Online. 2014a. RBEk1t Spiege¢CilinsAprdi. nmei er gegen Nat o
http://www.spiegel.de/politik/deutschland/ukraisiinmeiergegennatobeitritt-a-961900.html.

308. 2014b. AUkrainBeCweshnsBE&K b BpegehOnkBeANA7TT Of .
http://www.spiegel.de/international/germany/ukragnsis-exposesgjapsbetweenberlinrandnatca-962978.html.

d88d. 2014c. ARussl and: -KNraitsoe breur Amegd iiSgighel @Enk, MigktBrald enree i t f .
http://lwww.spiegel.de/politik/ausland/russlandtobeiangriff-in-ukrainekrise-nur-bedingtabwehrbereit-
969997.html.

Svec, Mi | an. 1988. AT h eForBignaifainsed81isl@ot.i n g : 20 years | aterfi.

Walt, Stephen M. FogignPslicy Mak® Cont est f.
http://www.foreignpolicy.com/articles/2014/03/03/no_contest_ukraine_obama_putin.

Waltz, Kenneth N. 1979 heory of International Politicsl. Aufl. Reading, Mass: AddiseWesley.

European Uron Foregn Affairs Journal N° 37 2014

www.eufaj.eu eufaj@libertas-institut.com TAS 56




The Latest 2014 Standard Eurobarometer:
The European Elections Made a Difference

End of July 2014, the latest Standard Eurobarometer survey

results were publishedthe first EUwide opinion poll conducted
Xk since the European Parliament elections in N&g4which were
organisedunder the sloganThis time it's different. The latest
Eurobarometer survey shows that this time it was different with
positive developmenia several areasThis survey is also of interest for all Eastétartnership
countries and beyond, as the citizémsre are sometimes confronted with negative feelings of their
countrymen or of their governments, or parts of it, towards the EU. They should know the mental
situation of the EU citizens which is at pretseot so terrible.

* %
* o

* oy K

1. A 10 year record high in the number of citizens who feel their voice counts

After the European Elections, the number of citizens whotlfesl voice counts in the EUhas

risen from 29% in November 2013 to 42%. This is the highest level since this question was first
put into the Standard Eurobarometer a decade ago (see Annexes 1 and 2). In addition, 65% of
Europeans fedike an EU citizen, up from 59% in the last Auton Eurobarometer.

Vice-Pr esi dent Mar og Ge f-ingtitutional relatiors sl administiatioresaid: o r
"We have been through challenging times but Europe is now turning the corner. Joint efforts at
European level to set Europe on the patieconomic recovery are starting to pay off. Not only are
the economic indicators improving but so too is the attitude of citizens towards the economic
situation.And, of course, the many debates around the European Elechoh¢east the Citizens'
Dialogues and the 'Spitzenkandidaten' proecdssve brought Europe closer to its citizéns.

2. Growing Optimism about the Economic Situation and the Future of the EU

For the first time since the beginning of the financial crisis seven yearsnage, Europeans
think the economic situation will improve in the next 12 months(see Annex 3) and almost
three out of four people do not expect a negative trend. And for the first time in years, the
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http://www.europarl.europa.eu/news/en/news-room/content/20140210BKG35568/html/THE-2014-EUROPEAN-ELECTIONS-THIS-TIME-IT%E2%80%99S-DIFFERENT

percentage of Europeans who believe tihat impact of the crisis onthe job market has
reached its peakis larger than that of those who think that the worst is still to come (see Annex 4).

Support for the Euro is on the rise And whilst Lithuania is getting ready to adopt Europe's
single currency, we see a 10 percentpgmt increase (since last autumn) in the number of
Lithuanians who say they are in favour of the euro (see Annex 5). We also see similar trends across
Europe: + 10 percentage points in Latvia and Cyprus; + 5 ppercentage points in Portugal and
Greece.

Findly, people are more optimistic about the future of the EUSince November 2013, there has
been a rise of five percentage points in those sdkigygare optimistic while the number of those
saying they are pessimistic has fallen by five percentage [{ee#sAnnex 6). More than half of

the people now have an optimistic outlook whilst only two out of five do not entirely share this
sentiment.

Background

The Spring 2014 Standard Eurobarometer was conducted througfo-face interviews between
31 May anl 14 June 2014. A total of 32,689 people were interviewed across the EU Member
States and in the candidate countries.

Further information

The First results report published on 25th July, 2014 outlines EU citizens' perception of the current
economicsituation, their main concerns and trust in political institutions. The First results report is
available athttp://ec.europa.eu/public_opinion/archives/eb/eb81/eb81 en.htm
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Annexes

1. "My voice countsin the EU" T A 10 year high

D72a.2 Please tell me to what extent you agree or disagree
with each of the following statements.
My voice counts in the EU - % EU

=p==Total 'Agree’  ==pe=Total 'Disagres’ Dion't know
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2. "My voice countsin the EU" T National Results
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