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Workshop report
Introduction

The chair Mr Iuliu Winkler MEP and Standing Rapporteur for Moldova introduced the topic by
summarizing the developments since the launch of the Eastern Partnership negotiations in 2009. He
set out how the INTA Monitoring group has been carefully following developments and how it
intends to continue to play an active role in assessing implementation.  The Workshop is of course
timely given the preparations for the Vilnius Summit later in November.

Mr Peter Balas, Deputy Director General, DG Trade then summarized the relative economic
importance of the EU's Eastern partners and stressed that liberalisation, rule of law and good
governance were all important if these economies were to grow and integrate into the international
economy.  The DCFTAs with the EU would provide open trade in goods and in most services, capital
and - within limits - people, with the EU offering asymmetric opening of its market faster and further
than in the case of the Eastern partners without the DCFTA.

The agreements also entail deep harmonisation of regulation, bringing the Eastern Partners towards
the EU regime. This was necessary in the field of technical barriers to trade and sanitary and
phytosanitary measures and important in the services sector.  Liberalisation of capital flows was
important to ensure the flow of capital and knowhow and to facilitate access to markets.

The EU was negotiating free trade agreements (FTAs) that do not limit the partners' trade policy
sovereignty. The Eastern partners can maintain their position in CIS Free Trade Zone and their
relations with Russia.  In seeking a customs union Russia is seeking an exclusive relationship with the
countries concerned that would be incompatible with the DCFTAs with the EU.

With regard to the specific countries, the discussions on Ukraine signing are still ongoing in the
Council and essentially of a political nature.  The application of the agreement with Ukraine could be
fast once the political issues have been resolved.

For Moldova the EU would initially expand its autonomous measures as it would for Georgia by
extended the GSP+ scheme. This would effectively open the EU market for these partners.

Armenia has opted for a customs union with Russia so other means of maintaining trade relations
with Armenia will need to be found.  The EU hoped that an open and positive trade relationship could
be maintained with Russia and with the EU's Eastern neighbours.

Belarus is still not a WTO member and there are other factors limiting progress in its relations with the
EU.

H.E. R. Kaoblis representative of the Lithuanian Presidency of the Council said that the Vilnius
summit is a flagship event for the Lithuanian presidency. It represented the culmination of work that
began back in 2004 after the Eastern enlargement and has progressed through the Trade Policy
Committee and the Council over the years.  From its own experience Lithuanian has understood the
benefits of developing trade and investment relations with the EU.  But the agreements are not about
membership. Reform must come first.

H.E. E. Caras, Ambassador of Moldova to the EU said he was optimistic that Vilnius would see an
initially of the DCFTA between the EU and Moldova and thus enable the signing of a full Association
Agreement and DCFTA in September 2014.  Thanks to help from DG Trade of the Commission
Moldova has been able to make advances in it preparations.  For Moldova the DCFTA is about
modernisation, reform and a better future for its population not about choosing between east and
west.  According to estimates the DCFTA would bring gains of between 3.2% and 5.4% in GDP in the
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short and long term respectively.  Moldova is working to implement some 300 directives and
regulations from the acquis.

The Moldovan government has invited the Transnistria Region to participate in work on the DCFTA.
According to estimates Transnistria would benefit from involvement to the tune of 3.6% of GDP but
would suffer a loss of some 5% of GDP if it does not participate.

Moldova is looking to the European Parliament for a strong resolution in support of the arrangements
on wine imports from Moldova and other actions.

Mr V. Simonyan, Trade Representative of the Republic of Armenia to the EU apologised for the
absence of his ambassador who was attending another meeting.  Mr Simonyan explained that
Armenia had decided to join the customs union with Russia but will continue to maintain trade
relations with the EU.  He said that Armenia will continue with its programme of reforms and will
continue to adopt European standards and provisions in line with its WTO commitments and hoped
that the European Parliament would vote for the delegated act on the GSP+ scheme that includes
Armenia.

Mr M. Janelidze, Deputy Minister of Economy and Sustainable Development of Georgia said
that Georgia had concluded the trade negotiations in 18 months thanks to political will and
determination on both sides. The country had already gone through a process of reform and in the
past year provision on sanitary and phytosanitary issues, competition, labour law, participation in the
International Labour Organisation and a social dialogue, chaired by the Prime Minister. Georgia
remains committed to the reform process and will continue with those in the pipeline covering
property rights, the financial system, capital markets, pensions and small and medium sized
enterprises.

Georgia envisages increased trade with the EU and hopes that INTA will support the renewal of GPS+
scheme for Georgia. Georgia hopes to sign and provisionally apply the DCFTA by the end of 2014.

In the question and answer session it was asked whether the EU would be willing to ease its
requirements in order to get an agreement and what might be done to provide an incentive for the
non-WTO countries? Mr Balas responded that the conditions were essentially political and were being
discussed in the Council.  The EU would like to see a more forthcoming attitude from the other
countries, but WTO membership was a starting point. Any country that cannot fulfil WTO
membership requirements would not be able to conclude an agreement with the EU.

A second panel session under the chair of Ms Laima Andrikiene, Standing rapporteur for the
South Caucasus, INTA was introduced by Hrant Kostanyan, CEPS, who spoke to the paper prepared
by Michael Emerson.

The discussion was initiated by Ms Andrikiene who asked about implementation and public support
for the agreement. In particular whether enough had been done to explain the impact of the DCFTAs
in the countries concerned.

For Moldova H.E. E Caras explained that an association agenda was being worked out that would be
followed between Vilnius and signature of the agreement. On public opinion, he said that the
decision in favour of close relations with the EU had been taken a long time ago. This was not a choice
between East and West.  In terms of implementation a Comprehensive Institution Building
programme (CIB) of Euro 41 million provided support for the requisite institutional capacity in
Moldova.
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For Georgia Mr Janelidze explained that a communication strategy had been put in place to make
the public aware of the benefits of the DCFTA and that the Commission had provided support for this.
For Georgia also the association agenda provided the road map for transformation of the agreement
and CIBs had provided invaluable support including for twinning programmes.

For Armenia Mr Simonyan thought that was a difference of opinion among the public.

Ms Andrikiene summed up the discussion and closed by stressing that INTA gave its full support for
the process and that the INTA monitoring group would continue to follow developments closely.
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Study

Countdown to the Vilnius Summit:
The EU´s trade relations with Moldova and the South Caucasus
Michael Emerson

1. EXECUTIVE SUMMARY

Three countries, Armenia, Georgia and Moldova, completed negotiations in the course of 2013 with
the EU for Association Agreements incorporating Deep and Comprehensive Free Trade Agreements
(AA, DCFTA), following Ukraine whose agreement had been initialled already in 2012.

The three new texts were set to be initialled at Vilnius Summit on 28-29 November 2013, with the
Ukrainian AA due to be signed. However Armenia sprung a surprise in September, deciding to drop
out in favour of the Russian-led customs union with Belarus and Kazakhstan.

Neither of the other two Easter Partnership countries, Azerbaijan and Belarus, have interest in
negotiating DCFTAs with the EU - neither are even WTO members.

The DCFTA material occupies the largest part of the AA, since indeed it is deep and comprehensive in
content. While the draft texts for Georgia and Moldova have not been made available to us, we have
the Ukrainian text, which can be taken as template for Georgia and Moldova, subject to some
adjustment to lighten the amount of regulatory approximation on the EU acquis (less for example in
the financial services field).

The trade liberalising impact of the two DCFTAs here studied, those of Georgia and Moldova, will be
radically different even though the agreements themselves follow the same model. This is because
the Georgian government chose already soon after the Rose Revolution of 2004-5 to scrap all tariffs
erga omnes, i.e. unilateral free trade with the whole of the world, a policy seen only in a few other
countries such as Estonia (in its early post-Soviet years) and Singapore. This means the Georgian
DCFTA innovates mainly through the EU’s delayed reciprocity in scrapping its tariffs towards Georgia,
as well introducing a lot of EU acquis compliance into Georgia. By comparison in the case of Moldova
the economy is about to see real trade liberalisation for the first time, and so there will be
adjustments required of various Moldovan industries of a kind that Georgia has already gone
through.

The Ukrainian text gives some insight into how substantial the extent of the commitments is likely to
be. The spectrum of the EU’s free trade agreements ranges from the extreme case of the European
Economic Area (EEA, e.g. Norway) with complete adoption of the EU acquis, through to agreements
with countries in other continents (e.g. Chile and South Korea) where the main focus aside from tariff
cuts is convergence on international technical and regulatory standards.  In this spectrum the DCFTAs
are closer to the EEA case, and seem also to be more demanding in terms of EU acquis compliance
than the Stabilisation and Association Agreements with Balkan states (e.g. Serbia).

The extent of EU acquis compliance means that implementation at the level of legislation and
enforcement is going to be a very substantial challenge. Whether the agreements for Georgia and
Moldova are in this respect overloaded is hard to say, not having been able to study the texts. The
burdens will surely be heavy, but it has also to be remembered that EU standards, if not regulatory
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requirements, are often the same as international standards, so the challenge is unavoidable if these
economies are to become modern and internationally competitive.

Russia is currently intervening aggressively to deter the Eastern Partner states from going ahead with
the AA/DCFTAs, pressing them instead to join the Russian-led customs union, which President Putin
wants to upgrade in 2015 into a Eurasian Union. Russia is thus currently imposing trade restrictions
on Moldova, Georgia, Ukraine and even Lithuania with the aim of undermining the Vilnius summit in
November. Armenia’s decision to withdraw from its draft AA/DCFTA presumably reflected security
aspects of its relationship with Russia. The DCFTAs for Georgia and Moldova have legal and political
implications for their regions of unresolved secessionist conflicts, respectively Abkhazia and South
Ossetia, and Transnistria, where Russia exerts major influence in all cases.

The first-best resolution of these tensions between Russia, the Eastern Partnership states and the EU,
would be (i) for Russia to offer to the Eastern neighbours the option of either joining its customs
union or making high-quality free trade agreements with it, which would defuse problems of
inconsistency with the EU’s DCFTA policy (the EU is not pushing these countries into its customs
union), and (ii) for Russia and the EU to open up the perspective of free trade between the two
customs unions. However to go deeper into this important topic would fall outside the terms of
reference of the present study.
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2. INTRODUCTION

This paper reviews the Association Agreements (AA), incorporating Deep and Comprehensive Free
Trade Agreements (DCFTA), which have been under negotiation with the Eastern Partnership states
in the South Caucasus and Moldova. However of the three South Caucasus states Azerbaijan is not
interested, given its very different economic and political situation. Both Armenia and Georgia had
with Moldova completed negotiations in the course of 2013, and all the texts were due to be initialled
at the Eastern Partnership summit on 28-29 November. But as explained below Armenia has dropped
out, in favour of the Russian-led customs union.

Sections 2 and 3 of the paper give background on the economies of the four states, and of their
evolving trade structures.

There follow in sections 4 and 5 a presentation of the strategic ideas behind the AA/DCFTA process
first from the EU’s standpoint, and then from a political economy perspective in the partner states.

Section 6 then goes into the content of the DCFTA. This is somewhat limited since the texts for
Georgia and Moldova have not been made available to us. However we have the already initialled
text of the AA/DCFTA with Ukraine, and this is understood to have served as the template for
negotiation of the other agreements, albeit with some differences. For this reason the content of the
Ukrainian agreement is set out in some detail, together with comments on likely variations in the
cases of Georgia and Moldova. This indicates the very substantial commitments to EU acquis
compliance that the partner states are making, which raises some questions about their
implementation. The overall nature of the DCFTAs in relation to the wide spectrum of the EU’s free
trade agreements world-wide is sketched in section 7.

Given that Russia has been aggressively trying to undermine the AA/DCFTA process, and has had one
‘success’ in deterring Armenia from proceeding with the EU, some account of Russia’s tactics and
intentions is presented in section 7. This leads in turn (in section 8) to some implications of the
AA/DCFTAs of Georgia and Moldova for their relations with Abkhazia and South Ossetia, and
Transnistria respectively, where Russia is of course a dominant influence.

Finally some conclusions are drawn in section 9.

3. THE ECONOMIC CONTEXT IN MOLDOVA AND THE SOUTH
CAUCASUS

The three countries, Armenia, Georgia and Moldova, are very small in population size (3.2. to 4.5
million) and are low income economies (2,218 to 3,689 euro per capita) by European standards.
However the third South Caucasus state, Azerbaijan, is considerably bigger by population and
notably richer due to its oil and gas resources.

Small size is not in itself a hindrance to achieving good economic performance. On the contrary, of
the world’s top 10 countries by GDP per capita are almost all small economies, ranging from
Luxembourg to Singapore. However achievement of advanced economic status for small countries
absolutely requires the most complete economic openness to the rest of the world, and development
of specialised high performance niche sectors. Of the countries under study only Georgia has fully
adopted this strategy, even before the DCFTA was beginning to be negotiated. For Georgia therefore
the DCFTA consolidates its existing policy, whereas for the others it introduces radical change.



Countdown to the Vilnius Summit: The EU's trade relations with Moldova and the South Caucasus

13

Table 1: Population and GDP per capita in Eastern Partner states, 2013

Population, millions GDP per capita, euro

Armenia 3.2 3,355

Georgia 4.5 3,689

Moldova 3.6 2,218

Azerbaijan 9.4 7,930

Ukraine 45.2 4,015

(Source: European Commission estimates)

The economic context in all these states was seriously and negatively affected by  the global financial
crisis of 2008-9 and the subsequent economic downturn, although there are now signs of recovery.
The more precise circumstances differ from country to country, and may be summarised as follows.

Armenia

Armenia was hit hard by the global financial crisis in 2009, but has since then bounced back with an
impressive 7.2 % growth in 2012, which however seems to be slowing down again under the impact
of weak economic performance in both the EU and Russia. The external position remains fragile with
a very large trade deficit of 20% of GDP mainly financed by migrant remittances. While Armenia was
slow to engage seriously in economic liberalisation and reform, its improved performance of late has
been recognised in various international indicators. The DCFTA would have been a fresh and
substantial stimulus, and as already implied denial of openness to the world economy, in this case by
joining the Russia-led customs union, looks likely to become a strategic mistake.

Georgia

Georgia also suffered from the global crisis in 2009, and this compounded the damage inflicted upon
it by the war with Russia in 2008. However a creditable return to fast growth was achieved in 2010 to
2012, but again here the global downturn has caused a renewed slowdown in 2013.

Georgia has over recent years become a leading case study in liberalising reforms and de-corruption,
and should be poised to make good economic progress, with the DCFTA pointing the way towards
diversification of exports. Georgia is one of the few countries in the world that has chosen a radical
unilateral free trade opening of its economy to the whole of the world (Estonia in the early post-
Soviet years before its EU accession, and Singapore are other examples). Georgia did this already in
2005, years ahead of the opening of negotiations with the EU. The paradoxical situation therefore
arose that the big and strong EU economy remained relatively closed to the small and weak Georgian
economy that was already completely open.

The current political situation however is unsettling, with the past year having seen co-habitation
between president and prime ministers in opposition to each other. This has  been resolved with the
presidential elections held in 27 October 2013.

Moldova

The Moldovan economy was hit especially hard in 2012, with a small decline inoutput due to the
combination of the weak economic in the EU and Russia, and very harsh climatic conditions that
damaged agricultural output. While there have been reform efforts Moldova remains very low in the
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ranking of countries by ease of doing business and competiveness. The very large trade deficit (40%
of GDP), is as in the case of Armenia largely funded by migrant remittances. The political situation has
been unsettled, but the commitment to European integration has been sustained, and will be
boosted by the DCFTA.

Azerbaijan

In the last decade Azerbaijan has seen huge advances in economic growth and wealth, due entirely to
the development of oil and gas exports. Its GDP per capita as a result now outstrips that of the other
three countries here studied. The economy stopped growing in 2011 as oil/gas production stalled,
but by 2014 production is expected to be growing again. The economy has become a typical rentier
case, in which an authoritarian regime controls the main economic assets and presides over
distribution of the huge state revenues from the oil/gas sector. The external current account is in
huge surplus (21.7% of GDP in 2012).

4. EVOLVING TRADE STRUCTURES

Of the four countries here studied, three – Armenia, Georgia and Moldova – have remarkably similar
trade structures, contrasting totally with that of Azerbaijan. As Table 2 shows the first three countries
export rather little and import much more, to the point of having huge structural trade deficits. These
are financed to a substantial degree by remittances of their diasporas, first of all residing in Russia. By
contrast Azerbaijan, due to its oil and gas resources, exports massively. With imports at only half that
of exports Azerbaijan in building up substantial international reserves.

Table 2: Trade balances of Armenia, Georgia, Moldova, and Azerbaijan 2012, million of euro

Exports Imports Balance

Armenia 1,426 4,262 -2,838

Georgia 2,377 7,842 -5,465

Moldova 2,066 5,135 -3,069

Azerbaijan 24,695 12,545 +12,150

In the early years after the end of the Soviet period all four countries had trade volumes of the
roughly comparable orders of magnitude. While Azerbaijan had been an oil exporting country during
all the 20th century, its volume of production increased massively in recent years, with exports of fuels
multiplying five times from $4,347 million of exports in 2005 to $30,823 million in 2012. The other
three countries have experienced substantial trade growth, but on a much more modest scale: their
total exports rose 1.5 times in the case of Armenia, twice in the case of Moldova and three times in the
case of Georgia (see Annex A for data).

The faster Georgian trade growth reflects its decision in2004/5 to open its economy radically, and this
growth is more remarkable for the fact that its sales to the Russian market were drastically cut back
because of the 1998 war and political tensions before and after.  In recent years Georgia has
developed a regional commercial hub function, with Toyota for example making its regional base
there, and hence the large growth of both imports and exports of these products.
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The EU’s share in these trade structures has risen substantially from 1995 to 2012 in all cases
substantially for both exports and imports, as the data in Table 3 shows. On the other hand Russia’s
shares over the same period have declined in almost all instances, as shown in Table 4 (only
Armenia’s imports from Russia have increased a little as a share of its total trade). The approximate
model therefore is that the evolutions of the trade structures of the EU and Russia and these four
countries with have been mirror images of each other.

However this is a simplification, and there are further more precise qualifications to be noted.
Interestingly in the light of Armenia’s decision to switch from the EU’s DCFTA to Russia’s customs
union, Russia’s trade shares with this country has been overall stable since 1995 (some decrease in
Armenia’s export share going to Russia, but some increase in its import share from Russia). This
compares with the very heavy declines in Russia’s trade shares with Azerbaijan, Georgia and Moldova.

Table 3: EU’s share in the exports and imports of Armenia, Georgia, Moldova, and Azerbaijan,
1995 and 2012, %

Exports Imports

1995 2012 1995 2012

Armenia 22.3 39.3 17.2 26.4

Georgia 8.7 14.9 31.8 31.0

Moldova 32.0 52.9 27.2 55.1

Azerbaijan 19.2 56.5 17.7 28.0

Table 4: Russia’s share in the exports and imports of Armenia, Georgia, Moldova, and
Azerbaijan, 1995 and 2012, %

Exports Imports

1995 2012 1995 2012

Armenia 25.4 19.6 19.4 24.8

Georgia 31.0 1.9 12.4 6.0

Moldova 48.3 20.8 33.1 8.2

Azerbaijan 18.1 2.7 18.1 2.7
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5. THE POLITICAL ECONOMY OF THE DCFTA PROPOSITION WITH THE
EU

Azerbaijan is not interested in a DCFTA with the EU for two reasons. The first is that it feels itself to be
in a position of great economic strength with its oil and gas exports, and no economic need to
undertake a DCFTA. Secondly, the ‘deep and comprehensive’ aspects of the DCFTA proposition is
unattractive to its leadership, since its authoritarian leadership might be undermined by transparent
governance respecting the rule of law and introducing competition internally in virtually all sectors.
In addition the democracy and human rights clause, always introduced by the EU as an essential
aspect of its Association Agreements, would be unacceptable to the present leadership of Azerbaijan.
In its foreign policy orientation it adheres to the multi-vector school, of wishing to have constructive
relations with all its big neighbours, including both Russia and the EU, but being in no-one’s sphere of
influence.

Georgia is at the other extreme on all accounts. Georgia has a one-vector foreign policy – Europe,
NATO and the West. The priority in other words is to keep free from Russian hegemony. It would like
to have good and workable relations with Russia on a basis of clear sovereign independence. The
Association Agreement and DCFTA is seen as a strategic move to consolidate its European and
western orientation, even though as already mentioned Georgia decided on a policy of radical
opening of the economy and de-corruption internally well before the DCFTA was negotiated.
Georgia’s internal deregulation policy since 2005 has meant a considerable reluctance to embrace all
the EU acquis put into the DCFTA at the insistence of Commission. But this was largely accepted
because of the overarching political-strategic value of the agreement.

Because Georgia has already completely liberalised its economy externally for goods, services, capital
and labour it will not now be subject to new adjustment impacts, but will have greater opportunities
to export to the EU.

Moldova’s strategic interest in the Association Agreement and DCFTA is basically explained by its
physical contiguity with the EU, amplified by the commonality of language and history with Romania.
Moldovans from ethnic-Romanian families can easily acquire Romanian citizenship, doubling with
their Moldovan passports.  This means that a large part of the Moldovan population and especially
the younger elite members are or can easily become EU citizens. Moldovan aspirations of EU
membership are alive, without having received much encouragement so far from the EU.  This means
a general willingness to accept Commission demands to include large amounts of EU acquis
compliance in the DCFTA, given also the very weak capacity of Moldova to undertake radical
unilateral reforms (Georgian style). At the strategic level Moldova has remained exposed to Russian
pressures that come from support for the secessionist regime in Transnistria and until recently also
Russia’s position as monopoly supplier of gas. However the EU is now co-financing ($7 million out of
$28 million) a gas pipeline link from Romania to Moldova currently under construction, which would
have a capacity of 1.5 bcm per year. By comparison Moldova imported 3.1 bcm in 2012, but this
reduced to 1.12 bcm in the first half of 2013.

The Russian special representative to Moldova, Dmitri Rogozin, openly adopts aggressive arguments,
setting out an extravagant set of conditions for reunifying Moldova. Recently in the context of
Moldova’s planned signing of the AA/DCFTA, Rogozin expressed the hope “that Moldova would not
freeze this next winter”, implying a cut in gas supplies. He has since said his remarks were
misinterpreted, but his performance serves to polarise Moldovan public opinion between those
favouring European versus Russian orientations.
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Armenia has wanted to develop its European aspirations, while keeping good and indeed
strategically essential relations with Russia. The DCFTA package of reform measures would have been
timely for Armenia, since it has not like Georgia chosen unilateral market opening or de-corruption
actions. On the contrary the level of state capture and political corruption in Armenia is generally
seen to be very serious. Armenian interests in the DCFTA are quite divided between those who have
seen it as an instrument of political reform, versus those concerned to defend positions of privilege
and power. Meanwhile Russian interests have been advanced with major private investments in
strategic enterprises, and the Armenian interest in good relations with Russia has additionally been
sustained by its very large diaspora in Russia, whose remittances are vital to support basic living
standards in many Armenian households. On top of this is the strategic security argument, with
Russian (and its military base) seen as guarantor in relation to the serious perceived threat of renews
war with Azerbaijan. For these reasons one can speculate why President Sargysian capitulated to
President Putin’s pressures, apparently understanding a need to join the Russian-led customs union
instead of the EU’s AA/DCFTA in order to be assured of continuation of Russia’s security guarantee.

6. THE IDEA OF THE DCFTA

The idea of ‘deep and comprehensive’ free trade agreements emerged in 2004-2005 when the
European Neighbourhood Policy (ENP) was being conceived, with the Commission initiating a study
of the concepts as applied to Ukraine at that time1. The ENP was a reaction to the enlargement of the
EU into Central and Eastern Europe. As soon as this ‘big bang’ enlargement of 2005 became imminent
thinking turned to the future new neighbours, with concerns that they should not be disadvantaged,
and that those with EU membership aspirations should not feel abandoned. The EU at that time had
been observing the real transformative power of the enlargement process, which translated into a
‘Europeanisation’ doctrine. Thoughts then turned to how these processes could be extended further
to the east, and especially in the aftermath of the Rose and Orange Revolutions in Georgia and
Ukraine that happened also in 2004-2005.

The enlargement process had demonstrated in particular that the mere suppression of customs tariffs
was only a small part of the transformation process. In addition there was a huge landscape of further
internal measures that would determine whether a states could fully profit from opening its economy
externally to free trade. This landscape starts with trade-related technical barriers to trade, but goes
on into the regulation of service sectors and infrastructure networks for communications, transport
and energy, and further still into matters of domestic corporate governance and de-corruption of
public administration. Meanwhile international organisations such as the World Bank and EBRD were
producing strong evidence that ‘good governance’, including the rule of law, was crucial to economic
performance. All this led into the EU’s doctrine that the transformation of eastern Europe could be
accelerated by programmes of convergence and approximation to EU standards and regulatory
practices, even without that forming part of  an accession process.

Some EU member states, notably Poland and Sweden, would in fact like to extend ‘membership
perspectives’ to Ukraine, Moldova and the South Caucasus states, but there has been no agreement
within the EU Council of Foreign Ministers to this. On the other hand it was suggested that as much as
possible of the accession process should be offered to east European states, with the former
Commission President Prodi coining the phrase ‘everything but the institutions’. Other short-hand
expressions for similar ideas gained currency, including ‘enlargement-lite’.

1 Michael Emerson et al., ‘The Prospect of Deep free Trade between the European Union and Ukraine’, CEPS, 2006.
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7. CONTENT OF THE DCFTA

The texts of the draft agreements for Armenia, Georgia and Moldova have not been made available to
us for preparation of this study. However we do have a copy of the Ukraine agreement, which was the
first to be completed and has been initialled.

It is understood that the Ukrainian agreement has served as the template for the newer agreements,
with the same structure and only selective differences. In the absence therefore of the Moldovan and
Georgian texts it is still instructive to take stock of the content of the Ukrainian agreement, which is
summarised in Box 1.

The overall structures of the AA/DCFTAs are similar to those widely used in many EU association or
partnership and cooperation agreements. The comprehensive listing of sectors and chapters is
usually much the same. The crucial differences lie in which sectors remain at the level of vague best
intentions to cooperate or converge on international standards, versus those that entail binding
obligations to approximate and implement EU legislation. Here the content of the DCFTA is, at least in
the Ukrainian case, exceptionally strong.

The most crucial political issue for Ukraine was how far the EU would be willing to go towards with
language implying future accession candidate status. The EU has refused the “membership
perspectives” expression used for the Balkans, and instead limited itself to saying that “the EU
acknowledges the European aspirations of Ukraine and welcomes its European choice”. It seems likely
that similar language is used in the Georgian and Moldovan draft agreements, and that there is no
greater commitment to future accession to the EU for these states, although their political demands
for “membership perspectives” have been loud and clear.

Title IV on Trade is the starting point for the DCFTA. On the first classic issue for any free trade
agreement, tariffs and quotas, the Ukrainian text indicates a ten year maximum delay for their
implementation. But this is little guide notably for the Georgian case, which already several years ago
scrapped almost all tariffs unilaterally for the whole of the world. Therefore there will be no need for
delayed application on the Georgian side, and we would hope that the EU would also scrap all its
tariffs for Georgia immediately, since this country is such a minor exporter. In the case of Moldova
there will probably be a phased reduction of tariffs for Moldovan imports, maybe for example in five
to ten equal steps according to product (as in the case of some Mediterranean agreements). EU tariffs
on Moldovan exports should also be scrapped immediately, but we are not informed whether this is
the case.

Quotas will presumably be scrapped on both sides. This would be a difference compared to the
Ukrainian case, where the EU retains tariff quotas for a number of commodities, given Ukraine’s large
potential especially in agriculture. However retention of such tariff quotas has not been considered
necessary  for Georgia or Moldova, given their small export capacities.

On technical barriers to trade (TBT) the Ukrainian text goes well beyond the terms of FTAs with non-
European countries, the latter promoting the use of international standards. For Ukraine the draft
agreement commits to the progressive adoption of EU acquis and full participation in European
standards bodies as well as the International Standards Organisation (ISO). Adoption of EU-compliant
standards and regulation would go alongside repeal of existing standards, many of which derive from
the Soviet period, Implementation delays range from 6 months to 6 years, with many instances of a
two year delay. There is a further commitment to negotiate a Conformity Assessment Agreement
(ACAA). These commitments amount to a heavy and relatively rapid effort for Ukraine. It is assumed



Countdown to the Vilnius Summit: The EU's trade relations with Moldova and the South Caucasus

19

that Moldova and Georgia will be making similar commitments, but on a smaller scale given their
more limited industrial sectors.

In the agricultural and agri-food sectors there are heavy commitments to alignment of sanitary and
phyto-sanitary standards (SPS) on the EU acquis, although in the Ukrainian case there is still no
timetable for their adoption (a time schedule has to be presented by Ukraine within three months).
For Georgia commitments on SPS were included in the pre-conditions for the opening of
negotiations, so for it and Moldova commitments to adopt the EU acquis are to be expected.

As for customs procedures and standards the Ukrainian text is similar to most other FTAs with
commitments to the standards of the World Customs Organisation (WCO), and the same can be
expected for Georgia and Moldova.

In two domains, public procurement and intellectual property rights, the Ukrainian agreement is very
long and detailed, with adoption of many EU directives. Given that these are highly formalised legal
texts, the same or similar may be expected for Georgia and Moldova.

The overall extent of commitments by Ukraine to adopt the EU acquis is very substantial, as the
following examples from Box 1 show:

 financial services, 60 Directives/Regulations

 telecommunications 10 EU Directives

 transport, 50 EU Directives

 agriculture, 50 EU Directives/Regulations

 environment 33 Directives/Regulations

 consumer protection, 18 EU Directives, Regulations

 energy, 32 Directives

 employment, social policy, 42 EU Directives

Obligations by Ukraine to implement these provisions have medium-term transition periods before
full compliance, ranging from 2 to 10 years, with many instances of 3 years.  One may expect similar
schedules for Georgia and Moldova.

There is said to be a difference in the financial services sector, where Ukraine takes on a very large
mass of EU acquis. Georgia and Moldova have, and will surely continue to have, only very limited
financial markets, and so the burden of implementing the EU acquis at all fully would be
disproportionate; the number of directives for their adoption is therefore less.

As the figures above for Ukraine show, the environmental and transport sectors also see heavy doses
of EU acquis obligations, but in these and other sectors it is understood that the Georgian and
Moldovan texts are not much different.
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Box 1: The Ukraine Association Agreement and DCFTA as template for Armenia, Georgia and
Moldova
The DCFTA is the largest part of the Association Agreement, a massive document of 880 pages, 260
pages of main text and 620 pages of annexes.
Title I – General principles
Standard democracy and human rights clause as ‘essential elements’.

Title II – Political dialogue, foreign & security policy
Aims of political dialogue and various security objectives.

Title III – Justice, Freedom and Security
Mostly non-binding intentions to cooperate. Reference to Readmission and Visa Facilitation
Agreements of 2007; “gradual steps towards visa-free regime in due course”.

Title IV – Trade
This is the heart of the DCFTA, together with related annexes.

Chapter 1 – Market access for goods
.. free trade area to be established over 10 year transition period
.. schedules for reducing/eliminating customs duties in annex
.. standstill excluding new customs duties
.. no customs unions with third countries that conflict with Agreement
.. 4 EU Directives in 2 to 8 years

Chapter 2 – Trade remedies
.. GATT/WTO provisions, including anti-dumping
.. Safeguard measures for Ukraine car imports

Chapter 3 – Technical barriers to trade
.. Ukraine to “gradually achieve conformity with EU technical standards”
.. Ukraine to withdraw conflicting national standards (pre-1992)
.. Agreement on Conformity Assessment and Acceptance (ACAA) as Protocol

Chapter 4 – Sanitary and Phytosanitary Measures (SPS)
.. approximation of Ukraine SPS system to that of EU
.. aim at common understanding on animal welfare
.. safeguard measures

Chapter 5 – Customs and trade facilitation
.. assure good practice, including WCO & WTO instruments
.. customs valuation per GATT/WTO
.. gradual approximation to EU legislation (4 Regulations in 1 to 3 years)
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Chapter 6 – Establishment, services
.. national treatment for subsidiaries, branches, legal persons
.. national treatment for services (subject to exceptions) & GATS rules
.. gradual approximation of Ukraine to EU acquis
.. details on electronic communications, , road, rail, sea & air transport (Ukraine to join European
Common Aviation Area), electronic commerce
.. financial services, 60 EU Directives/Regulations, mostly in 4 years
.. telecommunications, 10 EU Directives
.. international maritime transport, 18 EU Directives/Regulations

Chapter 7 – Current payments and movement of capital
.. no restrictions on current payments, freely convertible currency
.. free movement of direct & portfolio investment, & commercial credits
.. but enabling safeguard capital controls in times of economic crisis

Chapter 8 – Public procurement
.. mutual access and progressive approximation of Ukraine on EU acquis

Chapter 9 – Intellectual property
.. WTO/TRIPS commitments, complemented by many further provisions
.. geographic (brand) indications agreed in great detail (196 pages of annexes)

Chapter 10 – Competition
.. Ukraine shall approximate to EU acquis, 4 key Regulations within 3 years
.. state aids that distort completion incompatible with Agreement

Chapter 11 – Trade-related energy
.. provisions on Energy Charter and Energy Community Treaty
.. 32 EU Directives/Regulations, mostly in 2 to 11 years

Chapter 12 – Transparency
.. good practice advocated, WTO commitments

Chapter 13 – Trade and sustainable development
.. international standards & multilateral agreements
.. ILO labour conventions

Chapter 14 – Dispute settlement
.. arbitration procedures

Chapter 15 – Mediation mechanism
.. procedures established
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Title V – Economic and sector cooperation
This has 28 chapters covering virtually every sector of EU competence except trade policy, and many
of which consists of good intentions to cooperate and exchange information, with no precise content
or binding effect. However several include commitments to binding legislative action, as below:

Chapter 4 – Taxation, 8 EU Directives in 2 to 5 years
Chapter 6 - Environment, 33 EU Directives/Regulations in 2 to 9 years
Chapter 7 – Transport 50 EU Directives in 3 to 8 years
Chapter 13 – Corporate governance, 14 EU Directives/Regulation in 2 to 3 years
Chapter 17 – Agriculture, 59 EU Directives/Regulations
Chapter 20 – Consumer protection, 18 EU Directives/ Regulations in 3 to 5 years
Chapter 21 – Employment & social policy, 42 EU Directives in 3 to 10 years
Chapter 22 – Public health, 14 EU Directives in 2-3 years
Title VI – Financial cooperation and anti-fraud

Title VII – Institutional and final provisions
Provisions for Summit meetings and Association Council

Annexes
There are 42 annexes totalling 600 pages, which set out much of the legally binding content,
including lists of EU directives and regulations with which Ukraine will become compliant within
various time limits, often 3 years.

8. COMPARISON WITH OTHER FTAs AND IMPLEMENTATION ISSUES

Overall, in the spectrum of the EU’s preferential trade agreements the DCFTAs rank high in their
degree of integration with the EU acquis. The spectrum ranges between at one extreme the European
Economic Area system for Norway and Liechstenstein, which involve full compliance with the entire
EU single market acquis, exactly as if a member state. On the other hand for partner states of  from
continents, such as Chile or South Korea, the agreements look forward to a gradual convergence of
regulatory systems on high international standards without obligatory adoption of the EU acquis. The
Ukraine DCFTA would therefore be much closer to the EEA model than those for Chile or South Korea.
The Moldovan and Georgian DCFTAs would then be only a little further removed from the EEA model
than the Ukrainian case, but by precisely how much is not yet publicly known.

The DCFTAs may be compared also with the Stabilisation and Association Agreements (SAA) between
the EU and Balkan non-member states. For example the Serbian SAA contains a broad commitment
to adopting progressively the EU acquis for the internal market. However  the timetable does not
appear to be as precisely or strictly laid out as in the DCFTAs. On the other hand the SAAs do contain
a reference of ‘potential candidate’ status, and numerous political declarations by the EU commit to
the full membership of all the Balkans in due course. The balance of incentives and commitments is
thus more favourable to the Balkans than to the Eastern Partner states.

If the extent of EU acquis compliance in the case of Georgia and Moldova is going to be anywhere
near what is included in the Ukrainian agreement the implementation issues are going to be
extremely challenging. During the early stages of the negotiations with Georgia there were sharp
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differences between the Georgian administration wishing to complete a radical deregulation reform
and the Commission seeking commitments to the EU acquis imposing new and heavy burdens for
both public and private sectors2.

During the process of the DCFTAs negotiations over the last two years it seems that the partner states
became willing to accept much of what the Commission was proposing. However the Commission’s
proposals, being based on simple approximation to EU law, left little room for manoeuvre. Moreover
the Commission’s many departments involved in various sectoral topics seem not to have been much
concerned by impact assessments, leaving that to the judgement of  the partner states. In practice
much of the acquis is very burdensome, notably so in agriculture and food processing, financial
market regulation and environmental standards. The burdens cut right across the economy, from the
small farmer to larger enterprises and public administration, which will need strong legal professions.

9. ENTER RUSSIAN COMPETITION AND GEO-POLITICS

Since the beginning of his renewed presidency Putin has set as his highest foreign policy objective
the establishment of a customs union with former Soviet republics, aiming further at an upgrading of
this initiative into a Eurasian Union in 2015. The customs union presently includes only Kazakhstan
and Belarus, and since neither of these two states are yet WTO members, the customs union cannot
get recognition from the WTO. While President Putin drives hard to extend and deepen the customs
union, the process is not proving to be an easy one even with Belarus and Kazakhstan. In particular
Kazakhstan resents having had to raise its external tariff to the Russian level as part of its own WTO
accession process now under way, and resists ideas of political integration that would involve losses
of sovereignty. In addition Kyrgyzstan, which is said to be close to joining the customs union, is
already a WTO member, but as a result is concerned that it would have to pay compensation to other
WTO member states since it would have to raise its WTO-bound tariffs. Already for these reasons the
European Commission (DG Trade) indicates that it cannot have official relations with the customs
union until all its members accede to the WTO.

However President Putin has been also pushing Ukraine, Moldova and Armenia into joining his
customs union, which would be technically incompatible with the EU’s DCFTAs, for the very basic
reason that the customs union means in practice accepting the Russian external tariff. The only way
the DCFTAs and customs union could be reconciled would be if Russia agreed with its customs union
partners to make a free trade agreement with the EU, which is not at present on the horizon3.

Russian tactics have included overtly coercive measures in order to reinforce the pressures to join the
customs union, such as banning the import of Moldovan and Georgian wines and Ukrainian
chocolates, and introducing new customs delays for imports from Ukraine. The import bans, on
alleged health and safety grounds, must under WTO rules be transparently justified on scientific
grounds, which has not been done. Russia takes its WTO obligations very lightly, when they are

2 Patrick Messerlin, Michael Emerson et al., ‘An Appraisal of the EU’s Trade Policy towards its Eastern Neighbours:
The case of Georgia’, CEPS/GEM, 2011
3 While there are no estimates of the economic impact of Armenia, Georgia or Moldova joining the Russian-led
customs union, one German-Ukrainian study published estimates for Ukraine. In the long-run Ukraine would
lose 3.7% in economic welfare for joining the customs union, whereas with a DCFTA with the EU it would gain
11.8%. Veronika Movchan and Ricardo Giucci, ‘Quantitative Assessment of Ukraine’s Regional Integration Options:
DCFTA with the EU vs. Customs Union with Russia, Belarus and Kazakhstan’, German Advisory Group and Institute
for Economic Research and Policy Consulting, Kyiv, November 2011.
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counter to its geo-political objectives. Indeed, the director of Russia’s consumer protection agency,
which has been imposing these restrictions, makes ardent speeches to the Russian public advocating
‘food patriotism’4.

However the most spectacular case has been that of Armenia, whose President Sargysian suddenly
announced on 3 September at the end of a meeting in Moscow with President Putin that he had
agreed to join the customs union. This came as a total surprise to the EU, whose long and complex
negotiations with Armenia over a DCFTA had reached a positive conclusion, with initialling of the text
scheduled for the Vilnius Eastern Partnership summit in November. This volte face has not been
explained officially, except with vague remarks that it was in Armenia’s interests. However what is
commonly understood by independent observers of the Armenian scene is that President Putin had
brought strategic security factors into the equation. Russia has a military base in Armenia and stands
as its guarantor in relation to the perceived threat of renewed war with Azerbaijan over Nagorno
Karabakh. Putin actually enhanced these threat perceptions in a vivid manner, preceding the meeting
with Sargysian in Moscow by a trip to Baku a few days earlier at which he announced the sale of $4
billion of military hardware to Azerbaijan. A further element in the equation is the very large
Armenian diaspora living and working in Russia. It is not forgotten that, at the time of acute Russian-
Georgian political tensions before the 2008 war, Russia introduced discriminatory measures of
harassment against the Georgian diaspora in Moscow. Overall it seems clear that Russia linked
security issues to that of the customs union with such intensity that the Armenian president caved in.

Looking at the broader picture, the Russian policy-maker of course understands that an extension of
the customs union into countries preparing DCFTAs with the EU would effectively torpedo the EU’s
Eastern Partnership. It is thus an act of  geo-political competition and confrontation with the EU,
which disregards commitments to develop a common economic space, which President Putin has
himself referred to in some speeches under the heading a ‘Lisbon to Vladivostok’.  The official Russian
diplomatic discourse is that there could be a staged process, with first of all completion of the
customs union and its transformation into a Eurasian Union, and then a negotiation between the two
blocs, from ‘Lisbon to Vladivostok’.

Could there be a better scenario? Certainly yes. There is no need for the common neighbours of the
EU and Russia to be forced into a zero-sum choice between ‘them’ and ‘us’. It is entirely possible for a
country to have two or several high quality free trade areas without conflict between them, and it is
entirely possible to have deep economic integration without membership of a common customs
union (as the examples of Norway and Switzerland in their trade relations with the EU show). The EU
has a customs union with Turkey, and this has thrown up sufficient tensions over Turkey having to
follow the EU’s external tariff that the EU itself has no desire to push other trade partners into its
customs union.

Finally, the first-best solution would be the EU to enter already now into a free  trade dialogue with
both Russia and its customs union partners, but formal  negotiations would have to await accession
to the WTO of Kazakhstan and Belarus. In the meantime however Russia could offer to its neighbours
the option of either free trade or customs union, and to allow them to choose without pressurisation
in favour of the customs union. This would be consistent with the declared intention for there to be a
common economic space across the wider Europe. Liberal reformist people in Russia are aware that a
move along these lines would be most helpful for Russia’s economic modernisation and
competitiveness, but these people are not currently in power.

4 K. Fosset, ‘This Man Decides Whether Russians Consume Moldovan Wine, Lithuanian Cheese and Ukrainian
Chocolates’, Foreign Policy’, October 11, 2013.
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10. IMPLICATIONS FOR THE UNRESOLVED CONFLICT ZONES5

There are inescapable questions over how the conflict zones should be treated by the DCFTAs, which
have to apply to a well-identified territory. Where certain regions have disputed status the EU has to
take a position on whether they should be included in the field of application of the DCFTA or not,
which involves both technical and diplomatic-political issues.

Moldova and Transnistria

While the Transnistria conflict seems still far away from resolution, over the last years at the economic
level Transnistrian enterprises have effectively profited from access to the EU market. Their
companies that registered with the Chisinau authorities have been treated as producing goods of
‘Moldovan origin’. This allowed considerable exports from Transnistria to flow into the EU market.

However the DCFTA introduces now more precise customs procedures for rules of origin, and for
inspections, which the Transnistrian authorities apparently do not like. Moldova invited Transnistria
to take part in DCFTA talks (in 3 working groups) to help shape the Moldovan negotiating position.
However Transnistria said they were not interested, and only sent a junior diplomat to observe and
take notes. It therefore lost the opportunity to set out their concerns, which might have been met for
example through various transition arrangements. The new DCFTA regime may therefore have a
disruptive effect on Transnistrian businesses seeking to export to the EU, but it has been their choice
not to participate properly in the process, even though both the EU and Moldova were encouraging
them to do so since almost two years.

The Transnistrian narrative on this issue is set out in the attached press release by President
Shevchuk, in which he complains that the text of the draft DCFTA has been kept secret. In spite of not
having seen the draft agreement Shevchuk estimates that it will cost Transnistria 30% of its external
trade and 28% of its budget revenues (how these calculations are possible without seeing the text is
not explained). In conclusion he appeals to Russia for assistance, and the Kremlin’s special
representative for Transnistria, Dmitri Rogozin, pledges all manner of assistance. Overall this press
release would seem to be aimed at winning support for Transnistria in the Russian political circles
including the  Duma, and at furthering the Russian attempt to undermine support for the AA/DCFTA
in Moldova. At the same time it is seeking to build up a case for increased Russian assistance.

5 Thanks to Nicu Popescu, Hrant Kostanyan and Tamara Kovziridse for help in assembling information for this
section on Moldova, Armenia and Georgia respectively.
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Box 2: Press release by Evgeny Shevchuk,

President of the Transnistrian Moldovan Republic

“Signature by the Republic of Moldova of the agreement with the EU will inflict damage on
Transnistria”

“The unilateral signature by Moldova at the Vilnius summit of an association agreement with the EU
will inflict economic damage on Transnistria,” said Transnistria’s President Evgenij Shevchuk on 11
October in Moscow during a working visit.

“According to our preliminary estimate, this document in its present format comes laden with risks
and threats for the economy of Transnistria, which for the population means the threat of lower
budget revenues. We estimate that if Moldova signs this agreement unilaterally, we will lose up to 30
% of our external trade, which translates into around 28% of budget revenues,” said Shevchuk at the
meeting with the Russian President’s special envoy on Transnistria Dmitry Rogozin.

According to Transnistria’s President, this would mean a significant loss for the republic, first and
foremost for the citizens who may lose jobs.

We appeal to you for assistance in minimizing the negative consequences for Transnistria of these, in
our view, irresponsible actions by the Moldovan authorities, namely taking a decision to sign the
agreement without taking into account Transnistria’s position,” said Evgenij Shevchuk.

Our partners in Chisinau are forcing the signature of this agreement. The agreement itself and the
situation around it cause our concern. First, because this process is non-transparent, the agreement is
up to a point kept secret,” the President pointed out. He said that his request to the Moldovan leaders
to share the text of the agreement with him was left unanswered.

In his turn, Dmitry Rogozin pledged to provide the Transnistrian President with the methodological,
logistical, financial and humanitarian assistance.

Source: RIA Novosti, 11-10-2013 (unofficial translation)

Georgia, Abkhazia and South Ossetia

Since the 2008 Georgian-Russian war, there has been an uneasy peace over the borders between
Abkhazia and South Ossetia and (the rest of) Georgia. In the case of South Ossetia renewed tensions
have been building up, since Russian forces have been installing a barbed wire barrier across the
border. It is further reported that the precise location of these barriers has been slightly moving the
border in favour of South Ossetia, which some observers interpret as a resumption of a policy of ‘pin-
prick’ provocations by Russia, intended to provoke excessive Georgia reactions, as happened in 2008.

In addition Russia has been continuing with its ‘on and off and on’ trade sanctions against Georgia,
generally done in the name of health standards. The senior Russian official concerned with health
standards announced in mid-October that some of Georgian wines will be banned again. The lifting
of the earlier embargo has partially applied so far only to wine and mineral waters, not other
agricultural products. Maintaining an all-encompassing embargo for unlimited time is counter the
WTO SPS rules. The Georgian government has been trying to negotiate on this with Russia with no
success, and so these cases may have to be sent for resolution by a WTO panel, but these procedures
can take a long time.
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Formally the DCFTA applies to Georgia as a whole. The text of the agreement is understood to says
approximately that trade with Abkhazia and South Ossetia under DCFTA conditions will take place
‘when conditions permit’. The Georgian position has been that the populations of Abkhazia and
South Ossetia should benefit from the DCFTA. The EU for its part wants to be sure that counterfeit
goods are not imported from these two territories, which is a matter for customs to control, and that
safety and technical compliance checks are conducted by authorized Georgian institutions for
products destined for export from Georgia to the EU. But technically this is impossible to do under
present conditions, which is why the DCFTA can only state that this will be addressed when
conditions permit. Currently there is only very limited, informal trade between bordering regions
of Abkhazia and South Ossetia and the rest of Georgia. This is done on the individual level, i.e. people
selling agricultural produce.

Armenia, Azerbaijan and Nagorno Karabakh

Nagorno Karabakh is functionally completely integrated with Armenia. However it is understood that
if Armenia had chosen to go ahead with the draft DCFTA, the terms of the agreement would have not
applied to Nagorno Karabakh, since the EU does not recognise it as a formal part of Armenia, pending
the search for a solution with Azerbaijan.

11. CONCLUSIONS

The Vilnius summit on 28-29 November is planned to be the most important event in the history of
the EU’s Eastern Partnership since the inception of the European Neighbourhood Policy in 2005. At
the time of writing Georgia and Moldova are expected to initial the AA/DCFTAs that they have
negotiated to the point of agreement on the texts. At the same time it is expected that the Ukraine
AA/DCFTA, already initialled in 2012, will be signed. While the texts of the Georgian and Moldovan
agreements have not been made available to us, it is understood that the Ukrainian text served as
template, with only selected reductions in the number of commitments to comply with the EU acquis.

Of the three South Causasus states only Georgia is now expected to complete the AA/DCFTA.
Armenia, which had also concluded its draft agreement, withdrew in September in favour of the
Russian-led customs union. Azerbaijan for its part has showed no interest in a DCFTA, given its very
comfortable economic situation based on oil and gas, and considerable political distance from
European democratic values.

The contents of the DCFTAs are certainly most ambitious, assuming those for Georgia and Moldova
are not much weaker than in the case of Ukraine. The EU’s partner states are thus undertaking a major
strategic challenge, which if successful will serve to modernise their economies and progressively
develop their own competitive niches for trade with the EU and the rest of the world. While the
burden of adjustment to EU standards and regulations will be severe, this is to a considerable degree
inevitable for any modernisation strategy, since EU standards are largely the same as international
standards. However the impact on the Georgian and Moldovan economies will significantly differ.
The Georgian economy has already been unilaterally liberalised towards the whole world for several
years and has therefore already adjusted to conditions of international competitivity. The Moldovan
economy on the other hand faces a real challenge of adjustment to competitive conditions.

By comparison, to join the Russian-led customs union will hold out no such prospect of leading to an
internationally competitive economy. The EU is justifiably concerned at the pressures being exerted
on all Eastern Partner states not to make AA/DCFTAs with the EU. Russia is currently applying punitive
trade sanctions against Moldova and Ukraine to warn them against proceeding with the AA/DCFTAs.
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These measures are of dubious legality under WTO rules and procedures, and politically they are
coercive in nature.

The EU for its part does not seek to add a customs union dimension to its DCFTAs, precisely because
this would commit to the EU’s external tariff and make a free trade agreement with other states, and
notably Russia, impossible. The first best resolution of these serious tensions would be for Russia to
offer to the Eastern Partnership states the option of high-quality free trade agreements with its
customs union, in place of the current largely defective agreements made at the CIS level.
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Annex A – Evolution of trade structures of Armenia, Azerbaijan, Georgia and
Moldova
Source: IMF data base

Geographic Distribution of Armenia's Foreign Trade, 1995 – 2012

1995 2005 2012 1995 2005 2012

Export Value (US $ Million) Export Share (%)

Russia 90.8 119.0 280.0 25.4 12.2 19.6

CIS (excl. Russia) 78.8 68.0 123.7 22.1 7.0 8.7

EU 27 79.7 454.3 560.3 22.3 46.6 39.3

USA 0.6 109.5 87.5 0.2 11.2 6.1

Others 107.0 223.2 374.6 30.0 22.9 26.3

World 356.9 973.9 1,426.1 100.0 100.0 100.0

Import Values (US $ Million) Import Share (%)

Russia 135.1 242.6 1,059.1 19.4 13.5 24.8

CIS (excl. Russia) 198.9 279.1 326.1 28.6 15.5 7.6

EU 27 119.6 609.1 1,125.2 17.2 33.8 26.4

USA 114.4 111.5 144.0 16.4 6.2 3.4

Others 127.9 559.4 1609.5 18.4 31.0 37.7

World 696.0 1,801.7 4,264.0 100.0 100.0 100.0
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Sectoral Decomposition of Armenia's Foreign Trade

Year 1995 2005 2012 2012/2005 1995 2005 2012

Product group Export Values (US $ Million) Ratio Export Shares (%)

Food, anim. veg., oils 4.4 30.3 103.8 3.4 1.6 3.2 7.3

Beverages and tobacco 30.3 85.6 239.7 2.8 11.2 9.1 16.8

Crude materials, fuels 74.9 79.5 336.7 4.2 27.6 8.5 23.6

Chemicals 8.9 4.0 22.2 5.6 3.3 0.4 1.6

Manufactured goods 143.6 708.0 634.3 0.9 53.0 75.6 44.4

Other 8.9 29.5 91.4 3.1 3.3 3.2 6.4

Total 271.0 937.0 1,428.1 1.5 100.0 100.0 100.0

Import Values (US $ Million) Import Shares (%)

Food, anim., veg., oils, 189.0 214.6 723.5 3.4 28.0 12.7 17.0

Beverages and tobacco 22.2 67.4 159.0 2.4 3.3 4.0 3.7

Crude materials, fuels 225.2 262.2 776.5 3.0 33.4 15.5 18.2

Chemicals 59.4 132.4 434.4 3.3 8.8 7.8 10.2

Manufactured goods 154.4 958.6 2,085.2 2.2 22.9 56.7 48.9

Other . 23.7 56.3 88.3 1.6 3.5 3.3 2.1

Total 674.0 1691.5 4,266.9 2.5 100.0 100.0 100.0
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Geographic Distribution of Azerbaijan's Foreign Trade, 1995 – 2012

1995 2005 2012 1995 2005 2012

Export Value (US $ Million) Export Share (%)

Russia 98.9 285.4 665.6 18.1 6.6 2.7

CIS (excl. Russia) 116.5 620.0 856.6 21.3 14.3 3.5

EU 27 104.9 2,249.1 13,943.6 19.2 51.7 56.5

USA 1.1 43.2 1031.0 0.2 1.0 4.2

Others 225.7 1,149.5 8,198.8 41.3 26.4 33.2

World 547.1 4,347.2 24,695.5 100.0 100.0 100.0

Import Values (US $ Million) Import Share (%)

Russia 88.3 717.2 1,723.8 13.2 17.0 13.7

CIS (excl. Russia) 139.1 732.3 1,685.5 20.8 17.4 13.4

EU 27 118.3 1,258.2 3,510.4 17.7 29.9 28.0

USA 13.3 141.3 615.8 2.0 3.4 4.9

Others 308.5 1,362.2 5,010.3 46.2 32.3 39.9

World 667.6 4,211.2 12,545.9 100.0 100.0 100.0

Sectoral Decomposition of Azerbaijan's Foreign Trade

Year 1995 2005 2012 2012/2005 1995 2005 2012

Product group Export Values (US $ Million) Ratio Export Shares (%)

Food, animals, veg., oils, fats 39.5 411.5 882.5 2.1 6.2 5.4 2.7

Beverages and tobacco 25.0 59.9 29.5 0.5 3.9 0.8 0.1

Crude materials, fuels 396.2 6,187.1 30,823.4 5.0 62.2 80.9 94.5

Chemicals 33.3 174.9 296.2 1.7 5.2 2.3 0.9

Manufactured goods 141.5 807.8 584.7 0.7 22.2 10.6 1.8

Other 1.0 7.8 17.7 2.3 0.2 0.1 0.1

Total 636.6 7,649.0 32,634.0 4.3 100.0 100.0 100.0

Import Values (US $ Million) Import Shares (%)

Food, animals, veg., oils, fats 220.2 341.8 1,045.8 3.1 33.0 8.1 10.8

Beverages and tobacco 27.7 95.8 353.2 3.7 4.2 2.3 3.7

Crude materials, fuels 54.0 632.2 418.6 0.7 8.1 15.0 4.3

Chemicals 68.0 233.5 963.7 4.1 10.2 5.5 10.0

Manufactured goods 294.4 2,901.2 6,826.0 2.4 44.1 68.9 70.8

Other 3.4 6.8 34.4 5.1 0.5 0.2 0.4

Total 667.7 4;211.2 9,641.7 2.3 100.0 100.0 100.0
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Geographic Distribution of Georgia's Foreign Trade, 1995 – 2012

1995 2005 2012 1995 2005 2012

Export Value (US $ Million) Export Share (%)

Russia 46.8 153.9 45.8 31.0 18.1 1.9

CIS (excl. Russia) 47.5 254.0 1,200.0 31.5 29.9 50.5

EU 27 13.2 216.8 353.1 8.7 25.5 14.9

USA 0.6 26.7 226.2 0.4 3.1 9.5

Others 42.7 199.5 552.4 28.3 23.4 23.2

World 150.9 851.0 2,377.5 100.0 100.0 100.0

Import Values (US $ Million) Import Share (%)

Russia 48.4 384.3 473.8 12.4 15.4 6.0

CIS (excl. Russia) 110.2 613.3 1,522.8 28.1 24.6 19.4

EU 27 124.5 784.5 2,427.2 31.8 31.5 31.0

USA 15.1 148.3 213.2 3.8 6.0 2.7

Others 93.5 560.2 3205.1 23.9 22.5 40.9

World 391.6 2,490.7 7,842.1 100.0 100.0 100.0

Sectoral Decomposition of Georgia’s Foreign Trade

Year 1995 2005 2012 2012/2005 1995 2005 2012

Product group Export Values (US $ Million) Ratio Export Shares (%)

Food, anim., veg., oils, fats 32.2 134.5 275.4 2.0 20.4 15.5 11.6

Beverages and tobacco 14.0 165.7 229.8 1.4 8.9 19.1 9.7

Crude materials,  fuels 47.1 195.2 230.4 1.2 29.8 22.5 9.7

Chemicals 17.6 58.5 268.8 4.6 11.1 6.8 11.3

Manufactured goods 47.1 275.8 1,248.6 4.5 29.8 31.9 52.5

Other - 35.9 124.5 3.5 - 4.1 5.2

Total 158.0 865.5 2,377.5 2.9 100.0 100.0 100.0

Import Values (US $ Million) Import Shares (%)

Food, anim., veg., oils, fats 120.6 388.6 1068.1 2.7 29.3 15.6 13.6

Beverages and tobacco 27.9 42.0 170.1 4.0 6.8 1.7 2.2

Crude materials, fuels 162.3 516.7 1514.8 2.9 39.4 20.8 19.3

Chemicals 19.8 238.2 745.1 3.1 4.8 9.6 9.5

Manufactured goods 81.3 1,261.3 4,306.6 3.4 19.7 50.7 54.9

Other / 43.1 35.0 0.8 / 1.7 0.4

Total 412.0 2,490.0 7,839.6 3.1 100.0 100.0 100.0
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Geographic Distribution of Moldova's Foreign Trade, 1995 – 2012

1995 2005 2012 1995 2005 2012

Export Value (US $ Million) Export Share (%)

Russia 360.1 347.5 430.3 48.3 31.8 20.8

CIS (excl. Russia) 106.8 203.9 251.7 14.3 18.7 12.2

EU 27 238.2 443.4 1,092.9 32.0 40.6 52.9

USA 7.9 38.2 24.6 1.1 3.5 1.2

Others 32.5 58.3 267.2 4.4 5.3 12.9

World 745.5 1091.3 2,066.6 100.0 100.0 100.0

Import Values (US $ Million) Import Share (%)

Russia 278.0 267.8 419.7 33.1 11.7 8.2

CIS (excl. Russia) 290.9 637.4 1,259.5 34.6 27.8 24.5

EU 27 228.5 1,038.8 2,827.9 27.2 45.3 55.1

USA 10.7 40.8 42.0 1.3 1.8 0.8

Others 32.5 307.5 586.8 3.9 13.4 11.4

World 840.6 2,292.3 5,135.8 100.0 100.0 100.0

Sectoral Decomposition of the Republic of Moldova's Foreign Trade

Year 1995 2005 2012 2012/2005 1995 2005 2012

Product group Export Values (US $ Million) Ratio Export Shares (%)

Food, anim., veg.,oils,fats 282.0 206.1 484.6 2.4 37.8 18.9 22.4

Beverages and tobacco 212.5 280.4 207.5 0.7 28.5 25.7 9.6

Crude materials, fuels 40.8 71.3 233.8 3.3 5.5 6.5 10.8

Chemicals 11.6 18.6 91.0 4.9 1.6 1.7 4.2

Manufactured goods 198.0 513.1 1,142.2 2.2 26.6 47.0 52.8

Other 0.6 1.8 2.8 1.5 0.1 0.2 0.1

Total 745.5 1,091.3 2,161.9 2.0 100.0 100.0 100.0

Import Values (US $ Million) Import Shares (%)

Food, anim., veg.,oils,fats 65.8 216.3 595.9 2.8 7.8 9.4 11.4

Beverages and tobacco 21.9 64.2 203.4 3.2 2.6 2.8 3.9

Crude materials, fuels 393.0 642.0 927.1 1.4 46.7 28.0 17.8

Chemicals 71.2 261.0 695.1 2.7 8.5 11.4 13.3

Manufactured goods 283.5 1,050.9 2,553.8 2.4 33.7 45.8 49.0

Other 5.4 57.7 237.6 4.1 0.6 2.5 4.6

Total 840.7 2,292.3 5,212.9 2.3 100.0 100.0 100.0
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Annex B – Main economic indicators for Armenia, Azerbaijan, Georgia and
Moldova
Source: European Commission, Occasional Paper, August 2013

http://ec.europa.eu/economy_finance/publications/occasional_paper/2013/pdf/ocp160_en.pdf
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