


D
N\
INTERNATIONAL X

RENAISSANCE New Europe Center
FOUNDATION Ko, Ukroine

The material was prepared with the support of the International Renaissance
Foundation within the framework of the project "Between association and
membership: what could be the next target in Ukraine's relations with the EU".
The material reflects the position of the authors and does not necessarily coin-
cide with the position of the International Renaissance Foundation.

The paper was prepared under the general coordination of Leonid Litra.



MONEY FROM EU:

HOW TO MAKE THE MOST
OF EUROPEAN FINANCIAL
INSTRUMENTS?

2021

David Stulik



MONEY FROM EU: HOW TO MAKE THE MOST OF EUROPEAN FINANCIAL INSTRUMENTS?

FOREIGN DIRECT
INVESTMENTS (FDI)
VS THE ACCESS TO
EU PROGRAMMES
AND FUNDING
OPPORTUNITIES

Before the presentation and analysis of available
funding opportunities that Ukraine could benefit
from, it is necessary to start with the basic ques-
tion about the ultimate goal of such an analysis:

» Should it just be an objective in itself to get
as much as available EU funding? or

» Should these funding opportunities be
considered as one of several instruments that
stimulate economic growth and the increase
of living standards in the country?

The lesson learned of Central European coun-
tries (CECs) that joined the EU in 2004 shows

that these were not the EU funds that contrib-
uted the most to the growth of the GDP in the
pre-accession period.

These were the foreign direct investments
(FDIs) that played a crucial role in the pre-ac-
cession period as a GDP growth main factor. As
can be seen in the case of the Czech Republic,
the largest inflow of FDIs occurred after 1998
and then around 2002. There is a correlation of
these two waves with important geopolitical
decisions: Czech accession to NATO (1998) and
the accession to the EU (2004).

These two geopolitical events meant for foreign
and multinational companies that CECs would
be a sort of a safe haven with a favourable busi-
ness climate for their investments, because of
reforms and legislation that were adopted and
implemented to meet respective requirements
and standards of both the NATO and the EU. In
that way, foreign companies felt that their in-
vestments are well protected and guaranteed in
CECs because of the similarity of their legal and
institutional affinities that these investors knew
from "old" member states of the EU/NATO.

Table 1: Annual flows of FDIs to the Czech Republic (1993-2000), in CZK min
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https://is.muni.cz/el/1431/podzim2013/Z0138/um/44084665/04_Text_Prime_zahranicni_investice_a_jejich_vliv_na_regionalni_rozvoj.pdf
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This transformative power of Euro-Atlantic inte-
gration thus eventually led to economic growth,
which then had the impact also on the improve-
ment of the social and economic situation of in-
dividual citizens.

Recommendation #1: Ukrainian government
should not focus as its key priority on the
maximisation of future use of various EU funds
that are available to associated countries.
This should not be the objective in itself.
The priority should be given to the prompt
transformation of both legal and institutional
frameworks that would attract foreign
investors. The effective use of respective
EU funds should be directed towards this
objective: a careful and strategic choice and
focus on such EU funds that have the largest
transformative potential for Ukrainian legal
and institutional frameworks.

EXPERIENCE
FROM PREVIOUS
PRE-ACCESSION
PROCESSES

The following presentation of two EU enlarge-
ments and respective pre-accession EU assis-
tance, namely the case of CECs and Western
Balkans EU accession, serve the purpose to il-
lustrate and present both the basic financial in-
struments as well the development and trends
in their further evolution up to today.

CECs pre-accession funding
(1990-2003)

The main funding programme for the CECs
preparations for the EU accession was PHARE
(Poland and Hungary Aid for Restructuring of
the Economies) programme. It was then accom-
panied by two other programmes: SAPARD and
ISPA.

These programmes focused primarily on creat-
ing conditions (institutional, legislative, admin-
istrative capacities) for the future fastest and
most efficient use of EU Structural Funds, to en-
able rapid adaptation of the CECs economies to
the EU standards and procedures, to increase
the competitiveness of CECs companies and re-
form of the public administration.

® PHARE

It can be also argued that the PHARE programme
focused primarily on such projects that serve
the purpose to prepare public administration
institutions for accession to the EU. This pre-ac-
cession assistance was used by the CECs since
1990. Closer to the date of the accession (1 May
2004) a significant part of the annual budgetary
allocation from the PHARE programme was de-
voted to institutional preparation for the future
drawing of funds from the EU Structural Funds
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The PHARE programme, in general, consisted of
three components:

1) The PHARE national programmes for
individual CECs, to reform the state
administration and the smooth adoption
of common European legislative standards
(acquis communautaire). Another very
important part of the National Programmes
(under PHARE) were investment projects in
the field of economic and social cohesion,
which were used to prepare the structures
and institutional framework for subsequent
use in the Structural Funds.

2) Cross-border cooperation programmes
(CBC PHARE) were meant to prepare the
candidate countries for future participation in
the INTERREG Community Initiative (internal
EU CBC projects. Projects under these
programmes were focused on investments
in candidate countries border regions
(infrastructure, transport, tourism) and, as
such, were meant to support cross-border
cooperation, people-to-people exchanges,
removal of barriers and obstacles for local
businesses

3) The PHARE multinational programmes
provided additional support for the mutual
cooperation among the candidate countries
and to prepare them for the future modes of
cooperation with each other within the EU.
Supported projects aimed at the promotion
of joint management and implementation
of cooperation projects between individual
candidate countries.

® SAPARD (Special Accession Program for Agri-
culture and Rural Development)

It was a special programme for agriculture and
rural development. This pre-accession instru-
ment has been used by CECs since 2000, when
the accession date was already determined. Its
main objective was to prepare candidate coun-
tries to administer and benefit from the EU agri-
cultural funds provided under the Common Ag-

ricultural Policy (CAP) - subventions to farmers,
price support, interventions on the market, etc.
The priority was given to the smooth implemen-
tation of financial procedures and control mech-
anisms that the EU required for the CAP.

® [ISPA (Instrument for Structural Policies for
Pre-Accession) Program

This programme mainly focused on financing
large projects in the field of environmental in-
frastructure and trans-European transport net-
works. In the environmental field, assistance
was provided in the areas of water pollution,
air pollution and waste management. In the
area of transport infrastructure, the programme
provided investments in the reconstruction,
renovation, construction and interconnec-
tion of national transport networks in EU TENs
(Trans-European Networks).

ISPA funding was made available to candidate
countries since 2000. After the EU accession,
CECs were then eligible to use the Cohesion
Fund as well as the European Regional Develop-
ment Fund.

Below are the figures how much financial sup-
port was given to the Czech Republic (10 min
inhabitants) from these pre-accession pro-
grammes:

» Through the PHARE programme, the Czech
Republic was receiving annually €60 to 70
min per year during the 1990s. Since 2000,
the annual average of EU assistance has
increased to more than €100 min (in 2002,
€103.8 min were allocated to the Czech
Republic, in 2003 - €114.18 min).

» All in all, during the duration of the PHARE
programme, the Czech Republic thus gained
access to a total of €1.034 billion throughout
1990-2003.

» Until the end of 2003 (the last pre-accession
year), €244.3 min had been allocated under
ISPA programme.
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» As far as the SAPARD programme is
concerned, the Czech Republic was receiving
annually approx. €22.1 min before it acceded
to the EU.

» EU Community programmes, which aim
to boost intra-EU projects and exchanges
in particular areas of cooperation. Since
1997 (7 years before the EU accession)
the Czech Republic, like other candidate
countries, received the gradual access to EU
Community programmes (mainly in the area
of youth, support for SMEs, culture, energy
efficiency).

Candidate countries were at the beginning cov-
ering the costs of the entry tickets (participa-
tion fees) for these EU Community programmes
from national budgets. Gradually, over the time,
when not all PHARE funding was fully used, the
agreement with the EC was made that it could
cover part of the entry ticket costs. Eventually,
in the case of the Czech Republic, it did not ac-
count to more than 50% of these entry costs.

All in all, the Czech Republic contributed to
these EU Community programmes over the
period of 1997-2000 with the total amount of
€24mlin. However, it is very challenging to deter-
mine the level of ,return of these investments”,
since Czech entities could have participated in
the community projects led by partners from
other EU Member States, where these projects
were formally receiving this EU funding from.

All'in all, the total allocation of the pre-accession
assistance for the Czech Republic (a country 4
times smaller than Ukraine) amounted to €60-
70 min prior up to the year 2000 and then in-
creased to €200 min annually.

However, this annual figure (€60-200 min) of
the EU pre-accession assistance to the Czech
Republic cannot be simply compared if ab-
solute numbers and amounts are being com-

pared. The quality, logic and nature of the EU
assistance for Ukraine is different than in the
Czech pre-accession example. The EU has mo-
bilised more than €17bln in grants and loans
since 2014. The prime objective was the sup-
port of the reforms agenda, while in the Czech
case it was the preparation for EU member-
ship. Most of that amount of €17bln has been
provided to Ukraine in forms of loans provided
by the European Investment Bank or Europe-
an Bank for Reconstruction and Development
and in forms of macro-financial assistance (also
low-interest loans).

However, if the EU grants for Ukraine are calcu-
lated separately, then, according to unofficial
estimates', their level amounted in 2014-2019
to €1.5bln, eg. some €250mln annually, and this
figure is already comparable to and even high-
er than the EU level of financial support to the
Czech Republic in the pre-accession period.

Western Balkans

After the EU enlargement by Croatia, the EU has
replaced previous pre-accession programmes
with the single instrument - with the Instrument
for Pre-Accession Assistance (IPA).

The major difference from CECs enlargement
process was that it did not primarily focus on
building necessary institutions, increasing and
improving administrative capacities (for post-ac-
cession administrating EU policies and financial
instrument) as well as the creation of the re-
spective legal framework for the EU member-
ship, but it shifted to the realm of investments
into socio-economic fundaments of candidate
countries, who mainly represented Western Bal-
kans and Turkey.

This shift seems to reflect the decreased politi-
cal will and support among the EUMS for further

1 Yevhen Anhel, Who is aiding Ukraine?, https://3dcftas.eu/op-eds/who-is-aiding-ukraine


https://3dcftas.eu/op-eds/who-is-aiding-ukraine
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EU expansion and enlargement. The enlarge-
ment process as such has been put on a hold.

So far, there were three editions of the IPA re-
flecting three multiannual financial perspec-
tives: IPA (2007-2013), IPA 1l (2014-2020) and
newly prepared IPA Il (2021-2027).

The key areas of IPA support are:

® the rule of law, fundamental rights and de-
mocracy;

® good governance, alignment with the EU
legislation, good neighbourly relations and
strategic communication;

® green agenda and sustainable connectivity;

® competitiveness and inclusive growth;

territorial and cross-border cooperation.

The IPA IIl for Western Balkans candidate countries
consists of the following elements and initia-
tives:

® Fconomic and Investment Plan for the Western
Balkans: with a budget of €14.162 bln its main
aim is to invest in the infrastructure, trans-
port, renewable energy, Green deal-relat-
ed initiatives, private sector (SMEs). These
interventions would be further supported
by the Western Balkans Guarantee facility,
which should unlock additional potential in-
vestments of up to €20 bln in the next de-
cade.

® Support to the Western Balkans in tackling
COVID-19 and the post-pandemic recovery - this
is an emergency package put together by
the European Commission worth €3.3 bin
that were partly relocated from the IPA IlI
and also raised with or through the provision
of EU macro-financial assistance, the sup-
port from international financial institutions
including the European Investment Bank.

Part of this funding also comes from the EU
Solidarity Fund, which was made accessible

to countries that are negotiating their acces-
sion to the EU, as well as from the Instrument
contributing to Peace and Stability (IcPS).

However, it should be stressed here, that the
IPA is accessible only by candidate countries so
Ukraine could use its funding mechanisms and
structure only as a source of inspiration.

On the other hand, the structure of funding pro-
vided to Ukraine under the Neighbourhood, De-
velopment and International Cooperation Instrument
(NDICI) follows similar logic and patterns as the
IPA and, as such, consists of three groups of in-
terventions: geographic (national) programmes,
thematic programmes and rapid response ac-
tions. However, a similar funding operations like
the EU Structural funds is not foreseen under
this mechanism.


https://ec.europa.eu/neighbourhood-enlargement/system/files/2021-10/IPA-factsheet-2021.pdf
https://ec.europa.eu/commission/presscorner/detail/en/IP_20_1811
https://ec.europa.eu/commission/presscorner/detail/en/IP_20_1811
https://ec.europa.eu/neighbourhood-enlargement/document/download/1936ac4c-bc19-477f-85f1-1c9bd931d723_en
https://ec.europa.eu/neighbourhood-enlargement/document/download/1936ac4c-bc19-477f-85f1-1c9bd931d723_en
https://ec.europa.eu/neighbourhood-enlargement/funding-and-technical-assistance/neighbourhood-development-and-international-cooperation-instrument_en
https://ec.europa.eu/neighbourhood-enlargement/funding-and-technical-assistance/neighbourhood-development-and-international-cooperation-instrument_en
https://ec.europa.eu/neighbourhood-enlargement/funding-and-technical-assistance/neighbourhood-development-and-international-cooperation-instrument_en
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EU COMMUNITY
PROGRAMMES AND
OTHER EU FUNDING
INSTRUMENTS

Ukraine has recently joined two important
programmes: Horizon and Creative Europe.
However, there are few other important EU
(community) programmes, to which Ukraine
should try to seek access as long as there is
a window there opened to third (associat-
ed/candidate) countries. Similarly, to those
two Community programmes (Horizon and
Creative Europe) Ukraine should soon re-
join such programmes as Fiscalis (overall
budget €269 min) and Customs (€950mln)
in the new financial perspective (2021-
2027) since Ukraine participated earlier in
the preceding programmes (Fiscalis 20 and
Customs 20).

Ukraine has been already participating in
other EU Community programmes like Eras-
mus+, EU4Health, and few others. It is advis-
able to continue to seek similar participation
in other EU Community programmes, since
such participation would allow Ukrainian en-
tities and individuals to a) establish links and
cooperation with their counterparts in EU
Member States, b) access to new financial
sources and c) to latest information/know-
how/research/solutions and trends in vari-
ous fields.

Above all, in 2021 the EC decided not only to
open these EU Community programmes to EaP
countries, but even to cover 50% of the "entry
ticket", eg, the fee to be paid by participating
countries.

The other EU Community programmes worth
considering for the access by Ukraine are:

® Digital Europe Programme, with the budget of
almost €8bln, with the key objective and fo-
cus on supporting digital transformation and
green transition.

® |nvestEU, this programme is aimed to lever-
age additional private and public funding (at
least €372bln for 2021-2027 with own fund-
ing from the EU budget of €26.2bln) for Inno-
vation and job creation, to provide funding
at least 30% to meeting climate objectives.
The programme is earmarked for EUMS and
EU subjects. However, the EU has recently
presented a similar initiative for EaP coun-
tries, the Economic and Investment Plan,
and some flagship initiatives for Ukraine with
a budget of €6.47 bln, that is supposed to
come from both the EU and other public/
private sources. The idea is to provide such
EU funding (like for banking loan guarantees)
that would unlock and provide access to
such non-EU (private) funding.
The European Commission would then argue
that there is no need for Ukraine to join this
Community programme, since it is being of-
fered a similar alternative.

® Connecting Europe Facility, again, this pro-
gramme (with a budget of €20.73 bin) is
funding projects and initiatives presented by
the EUMS and EU entities. Its objective is to
support more connectivity within the EU in
three key areas: energy, transport and tele-
communications. There is a 60% objective to
support climate objectives.

® Citizens, Equality, Rights and Values pro-
gramme - this programme (budget of
€1.56 bln), as its title suggest, has a goal
of promoting rights and European values
mainly through projects implemented by
civil society organisations. Another focus
is on civic participation, the fight against
violence, discrimination.

® Integrated Border Management Fund - the sup-
port through this fund (€7.39 bin) goes, for
example, to the purchase of necessary equip-
ment, development of IT, software solutions,
trainings. Despite the fact that this fund is
primarily designed for the EUMS, Ukraine
could offer its participation in these activi-
ties, though Ukraine is also receiving signifi-
cant material assistance from the EU through
other financial mechanisms.


https://ec.europa.eu/info/funding-tenders/find-funding/eu-funding-programmes/digital-europe-programme_en
https://ec.europa.eu/info/funding-tenders/find-funding/eu-funding-programmes/investeu_en
https://ec.europa.eu/info/funding-tenders/find-funding/eu-funding-programmes/connecting-europe-facility_en
https://ec.europa.eu/info/funding-tenders/find-funding/eu-funding-programmes/citizens-equality-rights-and-values-programme_en#about-the-programme
https://ec.europa.eu/info/funding-tenders/find-funding/eu-funding-programmes/integrated-border-management-fund_en
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® Furopean Space Programme - this EU pro-

gramme (the total budget of €14.88bln) fo-
cuses on the use of space technologies in
increasing and improving efficiency in other
sectors like agriculture, transport, telecom-
munications. Here,

Ukraine has a large potential (know-how,
technologies, skilled human resources, track
record in the space industry) to contribute to
joint EU efforts in this field.

Internal Security Fund - this programme is
meant to increase the security situation with-
in the EU in such areas as the fight against
terrorism, organised crime, radicalisation,
cybercrime, etc.

Again, Ukraine can significantly contribute
to the achievement of these objectives and
could offer herself as an important partner
in these efforts and, therefore, could use
these arguments in attempts to join this pro-
gramme.

European Defence Fund is a key instrument
(with the budget for 2021-2027 multiannu-
al financial perspective of €7.95 blin) foster-
ing the cooperation between companies
developing defense capacities and tech-
nologies. Though it is opened to the com-
panies from the EUMS, it would be worth
exploring the possibility for Ukrainian com-
panies to participate in these consortia
given the latest boom and achievements of
the Ukrainian defence industry. This knowl-
edge, experience, research and develop-
ment conducted by Ukrainian companies
should be of interest to the European de-
fense sector.

Recommendation #2: Ukrainian government

should look at those EU Community pro-
grammes that it is not participating in yet
and decide whether they represent added

value for Ukraine. If the answer is affirma-
tive, the initial consultations with the EC
should start?. It is also advisable to reserve
respective financial allocations for respec-
tive "entry tickets" fees. A proper calculation
and estimation of both costs and benefits
of participation in such programmes should
be made prior to such a formal request for
joining these programmes. The possible sce-
nario, under which Ukraine contributes more
to such a programme than it gets out of it,
should be avoided.

Many EU funds are, however, restricted
only for the EUMS and, as such, cannot be
accessed by third, non-member countries.
These include European Social Fund+, Cohe-
sion Fund, European Regional Development
Fund, Recovery and Resilience Facility, vari-
ous agricultural funds (like the European Ag-
ricultural Guarantee Fund).

Ukraine will again have the access to vari-
ous Cross-Border Cooperation (CBC) pro-
grammes, whose new editions are to start in
the new financial multiannual financial frame-
work 2021-2027. Namely, there will be again
funding opportunities in the border regions
bordering with both EUMS and EaP coun-
tries: Poland, Hungary, Slovakia, Romania,
Belarus and Moldova.

These CBC programmes should be compli-
mentary co-funded on the other side of the
border (with the EUMS) via INTERREG EU
Community programme.

Next, there are also regional financial instru-
ments funding various regional strategies
supporting the preservation and cooperation
of EUMS as well as neighbouring countries at
the level of EU macro-regions: Danube, Al-
pine, Adriatic lonian and Baltic Sea. Ukraine is

Unfortunately, | do not have the inisght whether some activities in this regard have been done by Ukrainian authorities.
It might be so that similar consultations might be already taking place.


https://ec.europa.eu/info/funding-tenders/find-funding/eu-funding-programmes/european-space-programme_en
https://ec.europa.eu/info/funding-tenders/find-funding/eu-funding-programmes/internal-security-fund_en
https://ec.europa.eu/info/funding-tenders/find-funding/eu-funding-programmes/european-defence-fund_en
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already participating and even presiding this
year in the the first one, EU Strategy for the Dan-
ube Region.

Ukraine has been also partiallyreceiving the
funding from the Instrument contributing to Peace
and Stability (IcPS). Its main focus is on conflict
prevention, peacebuilding, crisis response, cy-
ber security and crisis preparedness.

Last, but not least, Ukraine has been also bene-
fiting from the EU humanitarian assistance provid-
ed by the ECHO.

RECOMMENDATIONS:

The following recommendations are based on
practical experience gained during the EU ser-
vice and are rather of an informal and internal
nature.

1 The EU officials always like to hear that any
requests by third countries regardless of
what they might be are linked to nation-
al strategies, national strategic documents,
needs assessments, etc. Any Ukrainian re-
quests for gaining the access to EU funding
programmes/instruments should be based
on a thorough and factual argumentation
and definition of national strategic interests
(in joining these programmes). There should
be a logical link between national strategies
and the opportunities offered by the respec-
tive EU financial instruments.

2 It is also advisable to define any "Europe-
an added value" of the possible Ukrainian
participation in such EU programmes. This
means that the Ukrainian authorities, when
applying for participation in these pro-
grammes, should be able to present any
previous and/or existing Ukrainian contri-
butions/projects/research/achievements
in areas concerned to the overall "Europe-
an cooperation”. In practical terms, Ukraine
should be able to offer concrete and tangi-
ble examples of its contributions to ongo-
ing European cooperation projects, which
it could share with the other EU Member
States (or other participating countries).
Ukraine indeed can offer a lot of know-how
and expertise in many fields (IT, space in-
dustry, engineering, machinery, agriculture),
which might be of great interest to other Eu-
ropean partners. Therefore, before request-
ing access to new EU financial programmes,
the so-called stock-piling exercise, which
could collect the maximum amount of con-
crete examples of domestic programmes/
projects/initiatives, should be done. The
list of these concrete examples should be
then presented to the EU (and its Member


https://danube-region.eu/projects-and-funding/embedding-2021-2027/
https://danube-region.eu/projects-and-funding/embedding-2021-2027/
https://ec.europa.eu/info/sites/default/files/about_the_european_commission/eu_budget/db_2021_programme_statement_instrument_contributing_to_stability_and_peace.pdf
https://ec.europa.eu/info/sites/default/files/about_the_european_commission/eu_budget/db_2021_programme_statement_instrument_contributing_to_stability_and_peace.pdf
https://ec.europa.eu/echo/where/europe/ukraine_en
https://ec.europa.eu/echo/where/europe/ukraine_en
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States) as a strong and convincing argument
that Ukraine would not only gain financial
support from such funding instruments, but
could share a large number of valuable and
concrete ideas/projects/research/know-
how with the EU. Thus, the principle of reci-
procity (mutual benefits) of Ukrainian access
to that funding would be strongly endorsed.

The potential access to different EU funding
instruments is also increasing other funding
opportunities. This would unlock further eco-
nomic potential, eg. that the participation of
Ukraine in such programmes would have a
multiplication effect for both the Ukrainian
economy and directly/indirectly also for the
EU. In simple words, the small "investment"
(from the EU funding programmes) would
eventually results in larger dividends.

The EU officials would also be more prone
to support the Ukrainian participation in EU
funding instruments if similar equivalents
are existing in Ukraine, eg. if similar fund-
ing schemes and instruments do exist in the
Ukrainian state budget, for example, in the
area of regional development (like the EU
Structural funds), agriculture (similar nation-
al funding mechanisms used in Ukraine like
currently in the EU), energy efficiency, etc.
Thus, adding EU funding would bring bigger
and faster results. This is the argument of the
economy of scale. Similarly, it could be then
also argued that Ukraine has successfully
tested these schemes, prepared necessary
implementing mechanisms and administra-
tive capacities, domestic entities got famil-
iar with these mechanisms, etc.

Mentioning Ukrainian ambitions to get as
close to the EU and its standards as pos-
sible (but without mentioning the ultimate
goal of Ukraine to become the EU mem-
ber) could be another effective move serv-
ing the Ukrainian interests. EU officials and
institutions would find it difficult to de-
cline Ukrainian requests, which are well-ar-
gued, based on facts, previous track re-
cord, the demonstrated and proven added
value of Ukrainian participation in concrete
programmes. Politically, it might be more

feasible for them to allow access to Ukraine
to these instruments rather than to have
public deliberation on possible Ukrainian EU
membership.

When trying to get the EU finding, Ukraine
should be able to confirm its readiness to
pay the "entry ticket" from the national
budget for participation into these EU pro-
grammes.

The example of other non-EU countries (es-
pecially from the Western Balkans) that have
been granted access to EU programmes,
which are still closed for Ukraine, might be
also carefully exploited. Ukraine can cau-
tiously argue that such precedent might be
eventually extended also to Ukraine and oth-
er EaP countries.
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