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Frequently asked questions about Ukraine, the EU's Eastern
Partnership and the EU-Ukraine Association Agreement

1. Questions about the crisis in Ukraine

"Have the European Union and the West been destabilising Ukraine?"

e The EU has been deeply engaged in seeking a solution to the crisis in Ukraine, which
developed following months of peaceful protests on the central 'Maidan' in Kyiv.
These began on 21 November 2013 with the sudden decision of then President
Yanukovych to suspend preparations for the signature of the EU-Ukraine Association
Agreement at the Eastern Partnership Summit in Vilnius.

e The EU - having taken note of the demonstrations of public support for closer
association and integration with Europe — condemned unequivocally the violence
that has cost so many innocent lives since the beginning of this crisis. The EU and
Russia share responsibility for peace and security on the European continent. Both
have a responsibility to support a democratic Ukraine in order for it to regain political
stability.
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The illegal annexation of Crimea is unacceptable and has been condemned by the
international community. The EU's imposition of sanctions on those responsible for
actions threatening Ukraine's territorial integrity, sovereignty and independence or
its stability and security — as well as the measures imposed on those responsible for
the misappropriation of Ukrainian state funds — are intended to dissuade from
further actions against Ukraine's interests and to help bring about a negotiated
solution.

The EU strongly supported the holding of free and fair Presidential elections on 25
May and called on all parties to join in this support, to help overcome the crisis and
allow the Ukrainian people to choose their own future.

Europe stands ready to facilitate and engage in meaningful dialogue involving
Ukraine and Russia. The EU has actively supported multilateral initiatives towards
that aim and it continues to do so.

For more information see the regularly updated factsheet on EU-Ukraine relations:
http://www.eeas.europa.eu/statements/docs/2014/140514 02 en.pdf.

"Has the Ukrainian government respected the Geneva agreement?"

The EU has welcomed the steps taken by the Ukrainian government so far to
implement the Geneva agreement of 17 April, notably the pledge to strengthen the

powers of the regions and give a prominent status to the Russian language, the
drafting of a law giving amnesty to those who have left occupied buildings and other
public places and freely surrendered arms, along with the continued collection of
illegal weapons.

The holding of presidential elections with the participation of candidates from all
parties and from different parts of Ukraine should allow for further political
stabilisation and sustainable de-escalation, while the government's readiness to
implement far-reaching economic reforms, in cooperation with the IMF, will help
ensure economic stabilisation.

Ukraine as any sovereign country has the right to take legitimate actions to defend its
sovereignty, territorial integrity and its citizens, in full respect of its international
obligations. We join the Chief Monitor of OSCE Special Monitoring Mission's call upon
all sides to exercise maximum restraint and to avoid bloodshed and solve their
differences peacefully. The Government of Ukraine has acted with restraint in dealing
with the armed bands illegally occupying government buildings and forming illegal
checkpoints.
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All need to do their utmost to implement the Geneva agreement with a view to de-
escalating tensions and to restore security for all citizens. The EU is fully committed
and will continue to do its utmost in this regard.

"Was the (so-called) referendum in Crimea legitimate?"

The Ukrainian Constitution reads "The issues of change of territory of Ukraine can
only be decided by an all-Ukrainian referendum" (Article 73); "The Autonomous
Republic of Crimea is an indivisible part of Ukraine and decides on its policies within
the limits determined by the Constitution of Ukraine." (Article 134). Available in
Ukrainian, Russian and English.

Furthermore, any decision relating to Ukraine's sovereignty or sovereign choices can
only be taken without undue external pressure. This so-called referendum was
organised in a matter of weeks by a self-proclaimed Crimean leadership installed by
armed Russian military personnel following the seizure of public buildings.

All regional "referenda" on the territorial configuration of Ukraine are in breach of
the Ukrainian constitution. The recent so-called referenda in parts of Luhansk and
Donetsk regions were illegal and their outcomes will not be recognised.

Any such so-called referenda organised by self-proclaimed authorities, who lack
democratic legitimacy, are obviously illegal and illegitimate. The EU will obviously not
recognise them nor their alleged outcomes.

"Are extremists the biggest danger for Ukraine?"

Extremists and provocateurs, to whom Russian media devote much attention, are
indeed one of the threats faced across the country but we know they constitute a
very small minority. The vast majority of Ukrainians want peace, stability
and democracy, as witnessed by the democratic and inclusive Presidential elections
held on 25 May.

The authorities are addressing illegal arms possession and violence. All acts of illegal
violence and especially those leading to tragic loss of life must be investigated in an
independent and transparent manner and those guilty brought to justice.

The principal danger for Ukraine at the moment is destabilisation by external forces.
Ukraine's neighbours should disavow illegal separatist actions such as the seizures of
public buildings and prevent the crossing of separatists and weapons into Ukraine
This would send a strong signal for stabilisation, allowing Kyiv to focus on economic
and constitutional reforms.
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"Was power in Kyiv seized undemocratically in a Western-backed coup? Was

the 21 February agreement respected?"

There has been no "coup" in Kyiv but a democratic vote in parliament in a crisis
situation: the government was approved by constitutional majority in the Ukrainian
Parliament (the Verkhovna Rada) showing its inclusive character, whereas a simple
majority would have been sufficient.

Following his flight from Kyiv and Ukraine, then President Yanukovych was dismissed
by a constitutional majority and the void left by his departure filled to restore normal
functioning of the state and implementation of the 21 February agreement.

The agreement signed on 21 February in Kyiv is also being implemented, step by
step. Violence in the capital ceased and protesters withdrew from public buildings; a
Law reinstating the 2004 constitution has been adopted; a comprehensive
constitutional reform envisaged along with new electoral laws and a balanced
Central Electoral Commission; democratic and inclusive Presidential elections have
now taken place. Investigations into acts of violence have been ordered by the new
Prosecutor General, with expert advice of the Council of Europe's International
Advisory Panel, inaugurated on 9 April.

- To read more click here —

"Are Ukraine’s authorities legitimate and representative?"

The government was approved by the Verkhovna Rada with 371 votes, an
overwhelming majority of Ukraine’s parliament and the support of all parties except
the Communists. Many MPs from former President Yanukovych's own Party of
Regions also voted in favour of the new government just days after he disappeared.

While the Party of the Regions is not represented in the current government, this
was a political decision and does not indicate lack of support for the policies of the
government. In fact, a substantial part of the legislation passed by parliament since
his departure has enjoyed majority support from the Party of the Regions.

An Acting President was appointed to replace Viktor Yanukovych, who had effectively
refused to perform his duties, including those prescribed by the 21 February
agreement, by fleeing Kyiv.

The Presidential elections held in Ukraine on 25 May were characterised by a high
turnout and the clear resolve of the Ukrainian authorities to hold a genuine
democratic exercise in line with international commitments and respecting
fundamental freedoms, despite a hostile security environment in two eastern
regions, according to the preliminary assessment of the OSCE/ODIHR.
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"Is the Rada controlled by extremists?"

e The Rada is the most representative institution in Ukraine, and recent legislation has
passed with large majorities, including from representatives of eastern Ukraine.

e The Rada was elected on 28 October 2012. The Russian Foreign Ministry at the time
declared that the elections were held “peacefully, without any excesses and in line
with generally-accepted standards” and “confirmed Ukraine’s commitment to
democracy and the rule of law.” See statement in Russian here.

"Are Ethnic Russians in Ukraine under threat?"

e There are no confirmed reports of any ethnic Russians being threatened; only
allegations perpetuated by certain media. The new Ukrainian government has placed
a priority on peace and reconciliation from the outset.

e The OSCE High Commissioner for National Minorities in her statement’ of 4 April
"was pleased to hear that the interim Government does not intend to make any hasty
decisions regarding language policy”. At the same time, she reminded "the
authorities in effective control of Crimea that they remain responsible for the human
rights, including minority rights, of all persons residing on the peninsula. The people in
Crimea, in particular the Crimean Tatars and the Ukrainian community, are in a
precarious position."

e Acting President Turchynov refused to sign legislation repealing the language law of
2002, which allows for the use of the Russian language for official purposes at
regional level. The EU and international partners including the US have welcomed the
Ukrainian government’s inclusive approach.

"What has the EU offered Ukraine in real support, beyond intentions and
promises?"

e The EU is both currently and historically the biggest international donor to Ukraine.
Since its independence the EU has given Ukraine € 3.3 billion in grants, with other
substantial amounts given by individual EU Member States as bilateral assistance and
Ukraine has received from €10bn in loans from the EU under beneficial terms. In
recent years Ukraine has received annually on average € 150m in grants in the
framework of the European Neighbourhood Policy.

e At the beginning of March this year, the European Commission proposed a support
package for Ukraine worth at least €11 billion over the next couple of years.

! http://www.osce.org/hcnm/117175
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Some of the measures included in that package, such as the proposal of a Macro
Financial Assistance programme or the unilateral removal of custom duties for
Ukrainian exports, are already being rolled out bringing direct benefits to Ukrainian
producers and exporters (half a billion euro within one year).

The provision of €1 billion in_macro-financial assistance to Ukraine in the form of

medium-term loans (maximum maturity of 15 years) to support its economic
stabilisation and structural reform agenda was approved on 14 April. A first
disbursement of €100 million from a combined € 1.61 billion Macro Financial
Assistance loan programme approved for Ukraine was made on 20 May.

On 9 April the Commission also decided to create a Support Group to ensure that the
Ukrainian authorities have all the assistance they need in undertaking the political

and economic reforms that are necessary to stabilise the country.

For more information: http://europa.eu/rapid/press-release MEMO-14-159 en.htm

2. Questions about the Eastern Partnership

"Are Eastern Partnership and the EU-Ukraine Association Agreement meant to

force Ukraine to choose between east and west?"

Leaving aside for a moment Russia's recent actions, which have clearly violated
Ukraine's sovereignty and territorial integrity, the EU has underlined time and time
again that Eastern Partnership is not about spheres of influence or a choice between
the EU and Russia; that Russia's strong economic and social links with its neighbours
are not under any threat, or at least not from the EU.

At the EU-Russia summit in January 2014 President Putin stressed Russia’s
commitment to promoting stability and prosperity in our common neighbourhood
and recognised that the EU's Eastern Partnership shared these very aims. The joint
pursuit of these aims is only possible, however, if based on respect for the
independence of our neighbours and their freedom to pursue their own paths.

Russia enjoys free trade agreements with most of the Eastern Partners, including
Ukraine. Like Russia, the EU is an important trading partner in the region — the first
for most of these countries. So it is only natural for the EU to offer free trade
agreements. But no one is being forced to choose; these countries can perfectly well
have free trade agreements with Russia and the EU at the same time.
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"If the EU had consulted Russia on the Eastern Partnership or the EU-Ukraine

Association Agreement could we have avoided this crisis?"

Eastern Partnership is a transparent process. Since its joint inception by the EU, its
Member States and Eastern Partners at the Prague Summit in 2009, all initiatives
undertaken in this framework by the EU and the respective partner countries have
been widely publicised. Action Plans, annual country and regional progress reports
are all public documents. Moreover, Russia participates, at Senior Officials level, in
the “Eastern Partnership Information and Communication Group”.

Eastern Partnership is also the Eastern dimension of European Neighbourhood Policy,
which Russia was invited to join in 2003. Russia has long been aware of the initiative
and, until 2013, did not manifest any concern. There have been two EU-Russia
summits per year since before Eastern Partnership was launched, during which
Russia requested no further information on its development.

The EU believes it is important to underline that Ukraine is a sovereign state and is
free today as it has been in the past to engage in trade relations with other partners,
as it considers best for its economy and people.

- To read more click here —

3. Questions about the EU-Ukraine Association Agreement
including a Deep and Comprehensive Free Trade Area

"Could signature of the Agreement lead to immediate economic difficulties?"

In fact, thanks both to tariff liberalisation and above all to regulatory approximation,
Ukraine will actually take advantage of new trading opportunities and easier access
to the largest market in the world. It can expect to reap the benefits of a choice that
flags its firm commitment to a path of much-needed institutional and economic
reforms. Looking at the series of trade restrictive measures adopted by the Russian
Federation recently, ranging from suspiciously-timed introduction of bans on exports
of dairy and confectionary products, to the intensification of border controls, the
only negative short-term consequences for Ukraine's external trade and the overall
economy can be traced to adverse policy choices that cannot be attributed to the
Agreement.

- To read more click here —
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"Will the Agreement with the EU prevent Ukraine from establishing or

maintaining closer links with the Customs Union between the Russian

Federation, Belarus and Kazakhstan?"

No. The Agreement with the European Union leaves Ukraine free to determine its
own trade policy. For example, if Ukraine wanted to maintain independent
preferential trade relations with both the EU and the Customs Union, this would still
be possible, through the establishment of a Free Trade Area between Ukraine and
the Customs Union.

- To read more click here -

"Will Ukrainian companies be able to cope with the introduction of EU

standards and requlations or will they lose out to EU companies"

Although the Agreement will require producers based in Ukraine aiming to export to
the EU to adopt certain EU standards, such changes will be phased in over time and
should be manageable. While this will be a major shift in practices for many
companies, the long term results will be positive: Ukrainian companies will be
rewarded with easier access to the EU market and become more competitive
globally. Modernisation of Ukrainian industry is urgently needed in any case: the
requirement to introduce international production standards is an essential part of
that modernisation process. A combination of targeted assistance, investment and
advice will help the process of adjustment.

- To read more click here —

"Will Ukraine's traditional exports to Russia, as well as cooperation with

Russia companies, be disrupted because of the adoption of European

standards?"

EU standards are not a burden for EU companies when exporting to Russia or
cooperating with Russian companies. So why should they cause a problem for
Ukrainian companies? Ukrainian companies that are already exporting to the Russian
/ Customs Union market and cooperate with companies there can continue to do so,
even after the Association Agreement is implemented (unless blocked artificially by
politically motivated bans and restrictions).

- To read more click here —
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"What benefits for Ukrainian citizens can be anticipated from the
Agreement?"

e Independent studies suggest that the simple implementation of the agreement
would bring benefits of +6% of additional GDP over the medium run and +12% in
terms of increased welfare for the Ukrainian people.

- To read more click here -

"Will signature of the Agreement lead to a flood of EU goods entering
Ukraine, threatening Ukrainian producers?"

e No. The Ukrainian negotiators of the Agreement made sure that this would not
happen by building in protection for the more sensitive sectors. The Agreement is
"asymmetrical" in favour of Ukraine: while Ukrainian exporters will have almost
immediate access to the European markets, Ukraine will open its border much more
progressively.

- To read more click here -

"Will Ukrainian companies be able to comply with EU standards so they can
export to the EU?"

e About 25% of Ukrainian exports are already sent to the European Union. This
demonstrates that Ukrainian companies are already able to adapt to EU standards
and export there.

- To read more click here -

"Have countries from the former soviet bloc that have developed closer
economic links with the EU over the past decades benefited from this?"

o All countries that developed closer economic links with the EU in the early 90s
(through association agreements) have benefited from this, through strong economic
development, with the result materialising many years before their accession to the
European Union..

- To read more click here -
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"Does the signature of the Agreement represent a first step towards EU
membership for Ukraine?"

e The Agreement is not about EU membership for Ukraine. Whether or not to apply to
join the EU is a decision for each individual country to make. Association is one step
in the process, and allows each country to weigh up whether or not to take things
further. We take note of recent opinion polls which show that a majority of
Ukrainians supports future EU membership.

- To read more click here -

"Will the Association Agreement force Ukraine to allow same sex marriages"

e There is nothing at all in the Association Agreement that would force Ukraine to
adopt regulations related to same sex marriage.
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"Was power in Kyiv seized undemocratically by a Western-backed coup? Was the 21
February agreement respected"” [continued]

e President Yanukovych's departure has meant that elections are needed earlier than foreseen
in the agreement. Instead of signing and promulgating the legislation passed by the Rada to
return Ukraine to the 2004 Constitution as per the agreement he left Kyiv and Ukraine,
thereby failing to abide by its terms.

e The EU fully supports the inclusive political process currently underway in Kyiv involving main
political parties represented in the parliament as well as civil society stakeholders.

e The EU reiterates its call for all human rights violations and acts of violence to be properly
investigated. We recall that this is the task for the judiciary and the competent courts, and
that investigations and court procedures need to be independent and fully in line with
international standards.

- go back -
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"If the EU had consulted Russia on the Eastern Partnership or the EU-Ukraine Association

Agreement could we have avoided this crisis?" [continued]

e Russia did not express any concern when Association Agreement/Deep and Comprehensive
Free Trade Area (AA/DCFTA) negotiations with Ukraine were launched in 2007. Moreover,
informal discussions had already taken place between the EU and Russia at the time about a
future bilateral Free Trade Agreement following the completion of Russia WTO accession.
The objective of such an FTA is included in the Partnership and Cooperation Agreement of
1994, which is still in force. A joint report by the then European Commissioner for Trade and
the Russian Minister of Economy was made in 2008 concerning informal negotiations
concerning an FTA. EU-Ukraine AA/DCFTA negotiations were completed by the end of 2011.
They were led and supported on the Ukraine side since 2010 by the office of former
President Yanukovych.

e Since Russia expressed concerns, we have been engaged in dialogue with them. We had a
first political dialogue on regional integration on 16 October 2013, followed by more
economic discussions on 14 November. At the EU-Russia Summit on 28 January 2014, it was
agreed to pursue bilateral discussions on the impact of the Eastern Partnership on the
Russian economy. A first round of discussions at experts' level was held on 12 and 13 March.
The Russian side could not demonstrate any significant negative impact of Eastern
Partnership on their economy. The EU side dispelled a number of myths propagated in
partner countries. We also clarified that the Eastern Partnership does not impede industrial
cooperation with Russia. Since then, our dialogue with Russia has continued. We had another
political dialogue with Russia on 24 March, and we are working on a joint understanding on
impact on Russia's economy.

e Russia decided in 2009, two years after the launching of the EU-Ukraine AA/DCFTA
negotiations, to establish its own Customs Union with Kazakhstan and Belarus. The EU of
course did not (and does not) question the right of Russia or other countries in the region to
go ahead with their own integration processes and even welcomes in general such
economic integration efforts as long as they are based on WTO principles and international
law. At the same time it was clear that the Customs Union because of its fundamental nature
would not be compatible with the stated intent of some Eastern Partners, including Ukraine,
to conclude AA/DCFTA negotiations with the EU.

e Russia did not inform or consult the EU in advance about the establishment of the Customs
Union in spite of its mentioned impacts on the perspective of bilateral relations, nor did it

consult the EU about going into FTA negotiations with EFTA countries which are longstanding
integration partners with the EU.

- go back -

12| Page



"Could signature of the Agreement lead to immediate economic difficulties?"

[continued]

From 23 April 2014, date of entry into force of the Autonomous Trade Measure, the Ukrainian
exporters enjoy access to the EU market as import tariffs have been reduced unilaterally by the
EU according to the calendar of dismantlement foreseen in the DCFTA.

Following the Presidential elections in Ukraine, the signature of the remaining parts of the
AA/DCFTA, and the conclusion of the ratification process in Ukraine, the AA/DCFTA will be
provisionally applied and the AA/DCFTA will take over the process of tariff liberalisation started
with the ATM and make it reciprocal. In practice, some Ukrainian import tariffs will be lowered,
but for the more sensitive good Ukrainian negotiators ensured that there would be time to allow
domestic producers to adjust, so many tariffs will fall only 2, 3 or 5 years later.

Virtually all the provisions of the DCFTA will enter into force and will mark the start of the process
of economic convergence between Ukraine and European standards for a deeper integration to
the European economy.

That is why the signature of the Agreement is expected to have a positive impact on the attitude
of investors and international markets towards Ukraine, as it would establish a clear path for
future economic reform.

On the other hand, there is nothing in the Agreement which will affect trade with any other trade
partner of Ukraine, including Russia. Therefore no negative economic effects regarding trade with
other trade partners of Ukraine can be expected as a result of the Agreement itself. Threats by
Russia to raise its tariffs if Ukraine signs the Agreement are indeed rather arbitrary.

The tariff cuts foreseen in the Agreement amount to approximately € 500 million every year. The
estimates from the European Commission, based on an economy-wide modelling framework,
suggest that implementation of the tariff dismantlement foreseen in the DCFTA should boost
Ukraine's income by approximately €1.2 billion per year. Even Russia is expected to benefit
indirectly from this deal with a slight increase of its GDP to the tune of €76 million per year.

Similarly, the Ukrainian exports to the EU are expected to increase by €1 billion per year. Sectors
that would benefit the most are wearing apparel and textiles, food products, vegetable oil and
non-ferrous metals.

More in general, the available evidence shows that all trade partners with a preferential
agreement with the EU (South Africa, Mexico, Chile, Morocco, etc) have benefitted from access to
the large EU market and have seen their trade expand at a two-digit percentage point level in the
medium/long run, above the rate of growth of total EU trade.
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Asymmetry in implementation of tariffs liberalisation

General considerations

The asymmetry in the liberalisation and the more favourable treatment offered to Ukraine is
evident in the fact that:

a) The transitional period until full liberalisation spans over 7 years only for the EU while up
to 10 years for Ukraine (de facto 15 years for cars);

b) The tariff dismantling granted by the EU to Ukraine is front-loaded (most of the
liberalisation will occur in the first years after entry into force), while Ukraine will only
have to liberalise most of its tariffs later in the transitional period.

Note that both the EU and Ukraine restrict the liberalisation in some sensitive sectors via the
introduction of Tariff Rate Quotas and commitment to partial tariff liberalisation within 5, 7 or 10
years. In this case too, the Ukrainian offer is generally more conservative than the EU's.

Sector-specific considerations

e Ukraine will grant immediate preferential treatment to only 52,6% of the EU exports of
agricultural products while the EU will grant immediate preferences to 82.2% of UA exports
of agricultural products. The products covered by Tariff Rate Quotas (TRQs) represented
17.8% of the value of Ukraine's exports to the EU during the reference period, and only 4% of
the EU exports to Ukraine. Additionally, Ukraine has offered only partial liberalisation on
10.6% of the value of EU exports to Ukraine.

e Ukraine will grant immediate preferential treatment to only 49,2% of EU exports of
processed food products while the EU will grant immediate preferences to 83.4 % of UA
export of these products. Moreover, the EU has offered TRQs to Ukraine representing 15,9%
of the value of Ukraine's exports to the EU during the reference period. Additionally, Ukraine
has offered only partial liberalisation on 6.1% of the value of EU exports to Ukraine.

e At the time of entry into force, Ukraine will grant immediate preferential treatment to only
49,2% of EU exports of industrial products. After 7 years of transitional period, the share of
EU exports benefitting from preferential access in Ukraine will increase to 96%._The
automotive sector (cars), representing 4% of EU exports to Ukraine, will enjoy a particularly
long transitional period of 10 years, and will benefit from additional specific safeguards over
a period of 5 extra years. Compared to the calendar of tariff dismantling granted by the EU,
where 94.7% of the products will be immediately liberalised, Ukraine benefits from a
considerable advantage.

- go back -
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"Will the Agreement with the EU prevent Ukraine from establishing or maintaining
closer links with the Customs Union between the Russian Federation, Belarus and
Kazakhstan?" [continued]

From both economic and legal point of views, there is nothing in the Association Agreement that
will affect other trade partners of Ukraine, including Russia.

All countries which have signed Free Trade Agreements with the EU are free to sign further Free
Trade Agreements with whatever trading partners they choose to. Free trade agreements can
easily exist side by side as each participant remains free to continue implementing their
independent trade policy. The EU itself, as most other countries in the world, has a wide network
of free trade agreements with its partners.

In addition, it is currently negotiating trade agreements with the US, Japan, India, etc. In fact the
EU encourages Ukraine to maintain and develop its trade partnership with Russia and the
Customs Union, as these economic links are important for Ukraine and do not hurt EU-Ukraine
trade relations.

However, if Ukraine were to join the Customs Union it would have no choice but to terminate all
its existing Free Trade Agreements with other countries, as Customs Union rules prevent member
countries from establishing independent trade agreements with third parties.

All members of a customs union agree to apply the same external import tariff when importing
goods from outside the customs union. For instance, this is the case of the member states of the
EU, who are not free to change their external tariff as this is managed at EU level.

If Ukraine were to join the Customs Union with Russia, Belarus and Kazakhstan, it would be forced
to revise the entire structure of its external tariff, currently significant more open than that of the
Customs Union. The existing free trade areas would need to be nullified, and so would the terms
under which Ukraine joined the WTO. Moreover Ukraine would need to grant compensation to
other WTO members negatively affected by the changes, as they would face higher tariffs when
exporting to Ukraine.

- go back —
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"Will Ukrainian companies be able to cope with the introduction of EU standards and
requlations or will they lose out to EU companies?" [continued]

With the implementation of the Association Agreement, Ukraine will adopt EU standards for key
industrial sectors, and firms will be required to undertake the necessary changes and investments
that will result in the production of better and higher quality goods. The Agreement identifies
several industrial sectors where the approximation to the EU regulations and standards is already
foreseen, to be phased in over a number of years. For other sectors, including the agricultural
sector, the Agreement foresees that the EU and Ukraine will agree a timetable for movement to
EU standards.

To make sure that the adoption of new standards results from a managed and controlled process,
the Agreement gives Ukraine a certain amount of power to decide which sectors to prioritise, and
the period of time required to make the changes.

This process will certainly not be achievable without cost. Modernisation Ukrainian industry
cannot be done without investments that have unfortunately been lacking over the past 20 years.
A considerable amount of investment will be needed by the companies themselves, by foreign
investors and by assistance from government and the international financial institutions. But such
investments will ultimately benefit the domestic and international competitiveness of Ukraine-
based industries, and will benefit consumers by providing better quality goods. The EU is
committed to provide its assistance, advice and experience in this important area.

- go back -
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"Will Ukraine's traditional exports to Russia, as well as cooperation with Russian
companies, be disrupted because of the adoption of European standards?" [continued]

EU standards are not a burden for EU companies when exporting to Russia, so why should they
cause a problem for Ukrainian companies? EU standards make it easier to comply with CU
standards. The investments required to upgrade the production process of currently obsolete
Ukrainian industries will not be lost.

e In 2012, the EU as a whole exported close to 9 times more to Russia than Ukraine did (S
152.4 bn in exports from EU to Russia vs $ 17.6 bn from Ukraine to Russia).

e Given that the population of Ukraine is roughly 11 times smaller than the population of the
EU, this implies that exports per capita from the EU or Ukraine to Russia were about the
same scale, in spite of the facts that (i) Ukraine and Russia have privileged trade relations
(duty free trade) and (ii) Ukraine and Russia share close standards, which should normally
make it easier for Ukraine to export to Russia.

e This shows that adopting EU standards (which all EU industries have to comply with) does
not represent a significant burden when exporting to Russia.

e In any case, Ukrainian companies that are producing products for the Russian / CU market
will be able to continue to do so, even after the Association Agreement is implemented. The
main change will be domestic production, where Ukrainian companies will need to invest in
modernising their production where necessary to bring products up to EU standards. This
investment will pay off through easier access to the much larger EU market. But this does not
affect products that are produced solely for export to Russia / CU.

e Adoption of EU standards would not only improve the quality of domestic goods available for
Ukrainian consumers, and give access to the EU market, but also boost the competitiveness
of such Ukrainian goods in other international markets (e.g. US, China, Middle East, Far East).

In addition, industrial cooperation between the EU and Russia is very significant, even on very
technical products which require a great level of compatibility (for instance the Sukhoi Superjet
100's engines are designed and produced by the French-Russian Powerlet joint venture). There is
therefore no reason why adopting European standards would prevent Ukrainian companies from
cooperating with Russian ones.

- go back —
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"What benefits for Ukrainian citizens can be anticipated from the Agreement?"

[continued]

In addition to the straightforward economic benefits stemming from lower tariffs and a free trade
zone between the EU and Ukraine (i.e. lower prices for goods), the Agreement could also be the
basis for a dramatic improvement in the business climate, in the rule of law, in the protection of
property rights, etc.

By improving the business climate, Ukraine would attract substantial private investment from the
EU and the rest of the world, which would help to modernise the economy and boost GDP
growth.

This will create the conditions for the convergence to European standards of living, as the Eastern
European countries which have joined the EU in 2004 have experienced over the past two
decades.

- go back —
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"Will signature of the Association Agreement lead to a flood of EU goods entering
Ukraine, threatening Ukrainian producers?" [continued]

The transitional period until full liberalisation of import tariffs is 7 years only for the EU but up to
10 years for Ukraine (even 15 years for cars); the EU will dismantle its tariffs before Ukraine is
required to do so and it has actually started to do so since 23 April 2014.

The EU's obligations to cut tariffs are front-loaded (most of the liberalisation will occur in the first
years after entry into force), while Ukraine does not need to liberalise most of its tariffs until later
in the transitional period. This gives time for Ukrainian producers to adjust.

In those sensitive sectors where only partial liberalisation will be achieved, the Ukrainian tariff
reductions are more conservative than the EU's.

Note that both the EU and Ukraine restrict the liberalisation in some sensitive sectors via the
introduction of Tariff Rate Quotas and commitment to partial tariff liberalisation within 5, 7 or 10
years. In this case too, the Ukrainian obligations are less than the EU's.

- go back —
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"Will Ukrainian companies be able to comply with EU standards, so they can export to the
EU? " [continued]

Approximately a quarter of Ukrainian exports are already sent to the EU market, so many
companies already comply with EU standards, and these companies will therefore benefit
immediately from the implementation of the Agreement.

The EU represents a market which is almost 100 times larger than the Ukrainian market: in other
words Ukraine has much more to gain from this agreement than the EU.

Finally, while the Agreement will grant immediate access to the EU market, delays are foreseen
for exports from the EU to Ukraine, precisely to allow Ukrainian companies to adapt progressively.

- go back —
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"Have countries from the former soviet bloc that have developed closer economic links
with the EU over the past decades benefited from this?" [continued]

Countries of Central and Eastern Europe (including former countries of the USSR) which have
joined the EU represent a relatively good benchmark for Ukraine, notably during the period when
they had already signed FTAs with the EU, but were not yet candidates for EU membership.
Poland for instance signed an FTA with the EU in 1992, applied in 1994 and joined ten years later,
in 2004. The economic benefits which can be observed before they became candidates for EU
membership are therefore not linked to the latter but to the closer trade and economic links
which had been established. The dismantling of trade barriers and economic reforms undertaken
by these countries were very similar to what is proposed in the AA/DCFTA for Ukraine today. In
that sense, it makes sense to compare the respective evolution of these 10 countries and Ukraine
(in fact the AA/DCFTA is more ambitious in its level of liberalisation and reform than the FTAs
signed by the countries of Central and Eastern Europe in the 1990s, so the impact on Ukraine
should be even greater).

They benefited very much from this process:

e Higher GDP per capita: in 1990, just before the COMECON collapsed, Polish GDP per
capita was 8% higher than in Ukraine. 5 years later it was almost 4 times higher;

e Higher exports: in 1990, Ukrainian exports per capita were almost exactly identical to
those of Poland and 50% above those of Romania. In 1995, they were two times smaller
than those of Poland and identical to those of Romania;

¢ Higher investment: over 5 years (1990-1995), total investment in Ukraine fell by 42%,
while it rose by 64% in Poland;

The most striking figure is probably the evolution of GDP. In 1990, among Eastern Europe / CIS
members, two had GDP per capita very similar to Ukraine: Romania and Poland (only Moldova
had a lower GDP per capita, and all others had higher or even much higher GDP per capita). Since
then, the situation has evolved along very different scenarios, as Poland is now 3 times richer and
Romania 2 times richer than Ukraine:

Graph.: nominal GDP, US dollars, 1990-2012 (Source World Bank)
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If we focus on the early 90s, the picture is not different (here rebased on Ukraine's GDP), also
because Ukraine GDP sharply declined in these early years:

1991 1992
Poland 108 147 174 184 278 383
Fomania 103 84 18 a2 131 167
Ulraine 104 100 104 104 104 104

This is also reflected in real GDP growth statistics, as among Ukraine and the EU10 countries, only
Ukraine had a negative average real growth over the last two decades. EU10 countries benefited
from dynamic or very dynamic GDP growth, from 1.6% (Lithuania) to 4.9% (Estonia) on average. It
should also be noted that in spite of booming energy prices, the Russian Federation only
registered a limited average growth of 1.2% over the period.

Graph.: real GDP growth, US dollars, 1990-2012 (Source World Bank)
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Obviously, correlation does not mean causality: there is no undisputable evidence that this strong
growth came directly from the trade agreements signed with the EU. However, the sharp rise in
export in EU10 countries suggests that external trade was a key factor in this evolution, while on
the contrary in Ukraine exports stalled in real terms:
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Graph: Exports per capita, US dollars, 1990-2011 (Source World Bank)
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Finally, these sound growth rates undoubtedly stemmed from high investments, both from
foreign and domestic origin. In this area, EU10 Member States benefited from much higher
investments than Ukraine, probably boosted both by return rates prospects and also by a much
better business climate:

Graph: Investment per capita, US dollars, 1990-1995 (Source World Bank):
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"Does the signature of the Association Agreement represent a first step towards EU
membership for Ukraine?" [continued]

According to Article 49 of the Treaty on European Union, any European state which respects the
principles on which the EU is based may apply for membership. Membership requires that the
candidate country has institutions which guarantee democracy, the rule of law, human rights and
respect for and protection of minorities, and has a functioning market economy as well as the
capacity to cope with competitive pressure and market forces within the Union.

Whether or not to apply to join the EU is a decision for each individual country to make.
Association is one step in the process, and allows each country to weigh up whether or not to
take things further. We take note of recent opinion polls which show that a majority of Ukrainians
supports future EU membership.
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