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Preface

The European Commission, Directorate general for Trade (DG Trade) awarded the contract to
conduct a trade sustainability impact assessment (TSIA) relating to the negotiations of a deep and
comprehensive Free Trade Area (DCFTA) between the EU and respectively Georgia and the
Republic Moldova to the Ecorys-CASE consortium. The contract was signed in December 2011.
Ecorys is aware of the important role of this study in providing inputs for the negotiation process.
The study takes place in parallel to the negotiation process, and planning, progress and results are
discussed with DG Trade to ensure these inputs for the negotiations are optimal and timely.
This final Draft Interim Technical Report is based on the Terms of Reference, the Ecorys-CASE
proposal that was submitted to DG Trade, and the subsequent Inception report, and on discussions
with the Steering Committee and relevant stakeholders as well as progressing insights as the study
results emerged.
The report presents the results of quantitative and qualitative analysis and stakeholder
consultations carried out in the first phase of the project and outlines the main findings based on the
previously agreed methodological approach. The report also provides recommendations for the
selection of sectors and/or horizontal issues that will be analysed in-depth in the next and final
phase of the study.
The study consists of two separate modules, one for Georgia (A) and one for Moldova (B). Although
this implies that there is some overlap, notably with respect to more general sections (e.g. a large
part of the methodology is shared between the two modules) it allows the reader to read the results
for EU-Georgia and EU-Moldova independently from each other.

The Ecorys-CASE Team
31 July 2012

This report was commissioned and financed but the European Commission. The views expressed
herein are those of the Contractor, and do not represent an official view of the Commission.
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Abbreviation

Meaning

ICT

Information and communications technology

IIASA

International Institute for Applied Systems Analysis

ILO

International Labour Organisation

IPA

Impact Pathway Approach

IPR

Intellectual property rights

ITUC

International Trade Union Confederation

LGBT

Lesbian, gay, bisexual, and transgender people

LUP

Wood & paper

MacMap

Market Access Map

MFN

Most Favoured Nation

MIL

Dairy products

MPN

Mineral products

MPT

Animal products

MSC

Marginal social cost

MT

Metric Tones

MVH

Motor vehicles

NACE

National Classification of Economic Activities

NAMA

Non-agricultural market access

NRF

Nomenclature for Reporting Format

NT

National Treatment

NTM

Non-tariff measures

OBS

Other business services

OCR

Sugar cane

OECD

Organisation for Economic Cooperation and Development

OFD

Rice

OMC

Open Method of Coordination

OME

Other machinery

OMF

Other manufactures

OMN

Minerals

OSC

Public services

OTN

Transport equipment

P_C

Petroleum & coal products

PM

Particulate matter

PPM

Parts per million

PRTP

Pure Rate of Time Preference

ROS

Recreation

ROW

Rest of the World

SC

Steering Committee

SGR

Sugar

SPS

Sanitary and Phyto sanitary

SSC

Social cost of carbon

TBT

Technical Barriers to Trade

TCE

Tariff Costs Equivalents

TRD

Trade

TRQ

Tariff Rate Quota
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In terms of exports a similar picture emerges. For the EU, the bulk of exports are in machinery and
equipment, chemicals, rubber and plastics, motor vehicles and other business services. For
Georgia, the main export sectors are metals, animal products, chemicals, rubber & plastics, other
transport equipment, and other machinery and equipment.
In terms of employment, we differentiate between high- and low-skilled workers. For the EU the
main sectors with low-skilled employment are public services, other business services, trade, and
construction, followed by machinery and equipment. High-skilled employment is highest in public
services, other business services, trade, financial services, and machinery and equipment. For
Georgia the main sectors for low-skilled employment are public services, trade, animal products,
vegetables, fruits and nuts, and other transport. High-skilled employment occurs most in public
services, followed by a margin by trade, utilities, and recreational services.

Expected quantitative effects of the EU-Georgia DCFTA
The impact of the DCFTA in this phase of the study is analysed by comparing one scenario with a
DCFTA in place (based on the above assumptions of the shape of the future DCFTA) with a
baseline scenario without that DCFTA in place. The only difference between the two is hence the
DCFTA. Specifically, and importantly for interpretation of all results presented in this report, no
additional policy measures have been included in the scenarios. Nonetheless, such accompanying
measures are likely to be taken, both on EU and Georgian side, in order to maximise and enhance
gains from trade integration and/or mitigate potential negative effects. Recommendations for such
measures will be made in the Final Report of this study.
Expected economic effects of the EU-Georgia DCFTA
Overall macro-economic effects
In the long run (i.e. after the time that is required for capital reallocation between economic sectors
to materialise), the estimated change in national income for Georgia is expected to be EUR 292
million. For the EU, the long run effects will be negligible, with a 0.00 percent change in EU GDP
(minus EUR47 million). For Georgia, the increase in national income translates to an increase in
GDP of 1.7 in the short run and 4.3 percent in the long run. Thus the DCFTA would have a much
more pronounced impact on Georgia’s economy than on the EU’s. This reflects partly the relative
importance of the EU and Georgia as trading partners for each other. Furthermore, in terms of
economic size, the EU is much larger. Thus a DCFTA between the two parties will have a much
larger impact on Georgia than on the EU. The impact of the DCFTA on European consumer prices,
wages and trade is also expected to be negligible.
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Expected environmental effects of the EU-Georgia DCFTA
Georgia faces several environmental problems related to air and water pollutions, improper waste
management and use of land as well as marine and coastal contaminations. Some of Georgia’s
environmental problems are related to the legacy from Soviet times, e.g. depleting infrastructure..
Agglomerations such as Tbilisi, Kutaisi, Batumi, and certain smaller cities such as Zestaphoni are
characterised by high air pollution due to rising motor transportation and industrial emissions. The
water quality monitoring network covers only a small part of Georgian fresh water bodies and there
is no groundwater monitoring, limiting the information base and potentially creating health hazards.
Untreated municipal wastewater discharges are believed to be among key factors negatively
affecting quality of water resources. Problems with drinking water quality, especially in larger cities
owe to poor condition of water pipelines. Less than 50 percent of the citizens have access to toilets
connected to sewage networks that are almost non-existent in rural areas. Waste is a major
environmental and health challenge for Georgia. Lack of its proper management significantly
contributes to water pollution, but also to land and air pollution.
The Caucasus region belongs to the planet’s 25th most diverse natural regions and hence plays an
important role in the global ecosystem. It is a site of the world’s 221 endemic bird areas. It is also
home for a number of other globally threatened and endemic species. Key risks to biodiversity
include deforestation (due to illegal logging) poaching and overgrazing and other unsustainable
agricultural practices. Lack of broader public awareness and the recognition of environmental
devastation as an important issue also add to problems.
The DCFTA will likely bring a combination of positive and negative environmental effects and the
overall impact is difficult to predict. The situation in agriculture, forestry, and the transport sectors
may be the key for determining overall environmental effects. While higher economic growth due to
the DCFTA will lead to higher environmental burden the important question is to what extent
DCFTA-induced economic growth in Georgia will become greener. One factor that can help in this
process is progress (even if slow) in implementation of international environmental conventions. We
conclude that compared to the current situation the DCFTA is likely to encourage more effective
implementation of such conventions in Georgia that should – in a gradual manner – also contribute
to addressing some of the outstanding environmental challenges facing Georgia. It is important to
realise that environmental effects of the DCFTA may be smaller relative to those stemming from
environmental provisions in the Association Agreement.
The quantitative environmental analysis carried for one specific aspect of environmental burdens,
i.e. air emissions suggest that in the short run the change of Georgia’s emission should not exceed
0.5% in case of all classical pollutants. In the long run, the upper bound of effects is estimated to be
a 3.1% increase. The DCFTA also implies an increase of Georgian CO2 emissions by 91 and 224
thousand tonnes in the short run and the long run, respectively. This corresponds to a change of
1.6% and 4% compared to the baseline level.
It is possible to express the additional air emissions in monetary terms as external costs borne by
society (e.g. through the effects on human health) associated with higher air emissions. In the long
run, the total external costs of DCFTA are estimated at EUR 27.5 million for Georgia.
Expected human rights effects of the EU-Georgia DCFTA
The expected impact of the DCFTA on fundamental rights issues has positive and negative
elements. Clearly, the expected positive effects on HR occur through the fact that the DCFTA is
expected to raise national income by 4.3 percent, exports by 12 percent and also has a positive
effect on wages (3.6 percent), which is likely to affect the general standard of living of the
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3.

Other non-tariff measures

In addition to tariff and service sector liberalisation, additional NTM reduction are of special
importance for all sectors in this DCFTA. Therefore overall NTM reductions for all sectors are
modelled, to account for impacts of regulatory approximation. In doing so, the following
assumptions are made:
•

The focus is mainly on SPS and TBT measures;

•

Approximation is not symmetric – Georgia will mostly approximate towards EU standards.
Modelling is hence done asymmetrically (Georgia double that of EU). Provided that regulatory
approximation also means further access for EU firms, even if EU standards are higher from the
outset, EU reductions are nonetheless larger than zero. It is the difference in standards that
matter, not the level of standards per se.

Other NTM reductions from EU to Georgia:
•

4% point reduction in tariff cost equivalents, TCE (based on literature) for those EU sectors
affected heavily by SPS and TBT differences with Georgia;

•

2% point reduction in TCE (based on literature) for those EU sectors affected more moderately

•

2% point reduction in TCE for all agriculture & manufacturing sectors due to trade facilitation.

by SPS and TBT differences with Georgia;

Other NTM reductions from Georgia to EU:
•

8% point reduction in TCE (based on literature) for those Georgian sectors affected heavily by
SPS and TBT – 50% is already taken off to compensate for higher production costs to meet the
higher standard = de facto 8% point reduction;

•

4% point reduction in TCE (based on literature) for those Georgian sectors affected more
moderately by SPS and TBT – 50% is already taken off to compensate for higher production
costs to meet the higher standard = de facto 4% point reduction;

•

2% point reduction in TCE for all agriculture & manufacturing sectors due to trade facilitation;

Other NTM reductions from spill-over effects:
Similarly as for the services NMTs (see above), an additional NT/MFN spill-over effect is modelled
for general NTM reductions as well. We again assume that Georgian barriers with other trading
nations will be reduced by 25% of the assumed scenario liberalisations at sector level as presented
above.
1.2.5 Short-run versus long run scenarios
In the CGE modelling exercise, we compare the short-run effects to the long-run effects. The shortand long-run does not refer to a specific time period, but to the time it takes for economic effects to
adjust. In the short-run the capital stock is kept constant and fixed. In the long-run, we allow capital
to move freely. This means that the static short-run effect – without a dynamic investment effect – is
purely based on immediate cost and price effects the moment the FTA is signed. In the long run,
capital (that is fixed in investment projects in the short-run) is allowed to reallocate, which implies
that capital will move towards the more competitive sectors. These are the sectors that already
gained in the short-run and as a result of the changes from the FTA will now experience improved
perspectives (e.g. exports and output increases). Capital will flow towards such sectors in the long
run version of the model (like it will in the ‘real’ economy as a result of higher return on investment
prospects) and will in turn make a sector even more competitive (and a declining sector where
capital moves out – less competitive). The long-run effect is generally expected to take place over a
period beyond 5-10 years from the moment of implementation of the FTA.
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losses in tariff revenues, but looks at the economy-wide picture: the effect of removing tariffs for
national income. This effect includes the loss in tariff revenues for government, but also the
more indirect changes in national income due to economic adjustments as a result of tariff
reductions (especially since the relative importance of tariff reductions will differ by sector.
•

Issue 2: If trade flows at present are zero because of some regulatory barrier that is totally
prohibitive, CGE cannot model anything because it does not have a base to start from – this will
have to be added qualitatively (e.g. based on shares in similar markets) after the CGE.

1.3

Social modelling specifications
Existing economic literature suggests that FTAs areas may not always be welfare enhancing.

2

FTAs can influence welfare and the social situation of population in different ways. A direct effect
occurs via changes in prices as a result of the new trade regime. Broader effects can be expected
due to changes in the macroeconomic situation triggered by an FTA, including faster economic
growth, changes in sectoral composition of an economy, wages and employment changes. These
effects are typically captured by CGE models, but they may translate differently to the social
situation of various groups of the population, thus affecting poverty and the distribution of welfare
among individuals and households. These social effects depend both on the aggregate
macroeconomic effects (e.g. changes in relative prices) and the characteristics of the analysed
economies, specifically the distribution of household income and expenditure shares among
economic sectors and particular product groups, which are difficult to incorporate into the CGE
model. Therefore, a closer look at social effects of FTA beyond the CGE framework is needed.
The key social effects that are typically analysed in the literature include the consumption effect and
the labour income effect. The consumption effect arises as a result of changes in relative prices of
the basket of goods and services purchased by households. For instance, higher food prices will –
other things being equal – particularly negatively affect poorer strata of the population that spend a
higher proportion of their total expenditures on food. As an illustration, in Georgia, the share of
expenditures on food and non-alcoholic beverages exceeds 50 percent of household expenditures
for the two lowest quintiles. Income effects arise when relative wages and/or prices of goods sold
by households (e.g. agricultural products) change.
The analysis carried out in this study follows the methodology presented in Chen and Ravallion
3

(2003) that allows estimating changes in welfare caused by changes in relative prices. This is a
two-step analysis. First, the relative price changes induced by the trade policy intervention (here, a
DCFTA) are obtained from the CGE model (see Chapter 2). Then these results are incorporated
into the household level data and changes in the households’ welfare are simulated. Technical
details of this process are presented in Annex A.2. This approach allows for a detailed analysis of
distributional effects among various groups of the population, including vulnerable groups and, in
particular, effects on occurrence and severity of poverty and on inequality. Thus, this method
significantly enriches the information obtained from the results of CGE model.
The modelling relies on the data provided within the household budget surveys. Specifically, we rely
on the 2009 Household Integrated Survey Database. The sample size is around 22,000
2

3
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For a popular exposition see e.g. D. Rodrik, The Globalization Paradox: Democracy and the Future of the World Economy,
W.W. Norton, New York and London, 2011
Shaochua Chen, Martin Ravallion (2003). Household Welfare Impacts of China's Accession to the World Trade
Organization, The World Bank Policy Research Working Paper 3040. For some comments on the methodology see Alain
de Janvry, and Elisabeth Sadoulet (2008). Methodological Note: Estimating the Effects of the Food Price Surge on the
Welfare of the Poor, mimeo, UC Berkeley.
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Due to the asymmetry in size between the EU and Georgian economies, the DCFTA was expected
to have negligible effects on the EU. This was confirmed by the data. For Georgia, there are
potentially significant effects stemming from liberalising trade with the EU. Reducing NTMs is the
key to reaping the positive effects for Georgia – which implies that regulatory approximation in the
fields of SPS and TBT are key.
Third country effects are very small. For the EU-Turkey Customs Unions, the EU-Georgia DCFTA
has a negative effect, but in percentage shares of GDP this effect is very small. Russia and
Azerbaijan are the two countries benefiting most from the DCFTA due to the fact that Georgia
provides an extra ‘trade route’ into the EU for these countries, and the fact that Georgia, if it
manages to approximate its standards to EU-levels (which will create spill-over effects to third
countries) will increase its exports (at low prices) to these third countries as well.
Looking at the effects at a more detailed, sector, level, the most pronounced change would take
place in the chemicals, rubber and plastics, and machinery and equipment sectors. However, since
the share of these sectors in Georgia’s total value added is limited (i.e. the importance of these
sectors for the economy as a whole is very small), the resulting changes will only have a very minor
overall effect.
Georgian wages are expected to increase by approximately 3.6 percent in the long run, while
consumer prices are estimated to decrease by 0.6 percent implying – on average – improved
purchasing power of the population. A more detailed analysis is carried in Chapter 3.
The estimated effects on environmental variables are very small, both in terms of CO2 emissions
and in terms of land use.
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welfare effects due to price changes are through subsistence farming activities and individual
agricultural entrepreneurship. Higher food prices boost income from these kinds of activities.
According to 2009 Household Integrated Survey data, 65.8 percent of households receive this type
of in-kind income. However, overall, low income households cannot be viewed as major
beneficiaries of in-kind income increases. Among households from the lowest quintile 64.2 percent
have some form of income from this source, a share that is only somewhat below the average: Inkind income on average contributes 18.5 percent to disposable income of the first quintile, while for
the whole population the average is 17.9 percent.
The combined welfare effect from relative price changes (i.e. through the first three channels) is
negative. Average and median disposable income decline by 0.4 percent and 0.7 percent in the
13

short- and the long-run, respectively . For the lowest quintile the negative effect related to price
changes is more pronounced with an estimated 1.2 percent reduction of disposable income – this is
explained by higher importance of food products in consumption baskets of least affluent
households.
However, the negative price effects discussed above are more than offset by income growth as a
result of relative wage changes in the economy. Higher wages are estimated to boost average
disposable income by 1.6 percent in the long-run (0.7 percent in the short-run). Effects through the
wage channel are neutral with respect to initial income distribution (e.g. welfare of the lowest
quintile also grows by 1.6 percent in the long-run).
It is a combination of the price and wage effects discussed above that determines the overall
welfare impact of the DCFTA. After doing this we conclude that at the aggregate level the DCFTA is
expected to be associated with small positive changes in the average welfare of the population as a
whole, as price and wage effects cancel each other out, with positive wage effects slightly
dominating negative price effects. Average disposable income grows by 0.3 percent in the shortrun. A long-run DCFTA welfare effect is higher with average disposable income growing by an
estimated 1.2 percent. Median income changes are less pronounced (reduction by 0.1 percent in
the short-run and long-run growth of 0.8 percent). Less affluent households would benefit relatively
less from the DCFTA and only in the long-run. The lowest quintile is expected to see its disposable
income decline by 0.7 percent in the short run before materialisation of long-run gains to the tune of
0.6 percent. This points to the DCFTA contributing to a small increase in inequality.
Table 3.1 provides a snapshot of the results on poverty and inequality indicators in various
14

decompositions . The absolute poverty rate (i.e. the share of the population with income or
expenditure levels below an official poverty line) remains table in the short-run (at 22.6 percent) to
subsequently minimally decrease in the long run (by 0.3 percentage points). The relative poverty
rate is expected to go up, albeit to a limited extent (by 0.3 percentage points). An increase of
relative poverty indicates an unequal distribution of gains from the DCFTA with disposable income
of poor population strata growing slower than income of more affluent groups.

13

14
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This also suggests that using the consumption patterns from the 2009 household budget survey would render different
overall consumer price inflation estimates han those emerging from Georgian data in the GTAP 8.0 database. Such
discrepancies are not unexpected, e.g. given the overall quality of Georgian statistics. This also suggests that the
simulation results should be treated with caution. It is advisable to focus on direction and magnitude of effects rather than
any par icular point estimates that are subject to substantial error margins.
Definitions of indicators are provided in Annex A.2. Methodology of absolute and relative poverty lines estimation is also
provided there. Absolute poverty line was set at GEL 126.2 a month (EUR 54.2). Relative poverty line is set as 50 percent
of median disposable income, which equals to GEL 106.9 (EUR 45.9) in the baseline.
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not a purely theoretical possibility and a few countries have lost their GSP or GSP+ preferences
this way (e.g. Burma, Sri Lanka and Belarus).
Since the onset of its GSP+ status Georgia has had problems with ILO conventions, especially due
to the provisions contained in the labour code adopted in 2006, which has severely limited workers‘
rights and led to criticism from the EU and other sides. The language of EU criticism was quite
strong as illustrated by the following quote:
“As regards labour law and rights at work, no progress can be reported as regards unrestricted
strike rights. The 2006 labour code, which was prepared without prior consultation with trade
unions, is not in line with the ILO standards. In particular, it falls short in addressing the obligations
of the ILO Conventions on freedom of association, and on the right to organize and collective
bargaining. Furthermore, the labour code contradicts both EU standards and the European Social
Charter that the country ratified in July 2005, on a number of fundamental issues such as the
17

duration of overtime work and termination of employment’. ”
Despite some improvements the situation has remained problematic on a number of fronts.

18

This

in particular relates to the following issues:
•

Several elements of the Labour Code are believed to be incompatible with ILO convention no.
87 on the Freedom of Association and Protection of the Right to Organise. Specific
recommendations stipulated in convention-specific monitoring instruments in this respect
include lowering of the minimum trade union membership, establishing functional procedures for
settling disputes, easing limitations to the right to strike, improvement of protection against antiunion dismissals, etc.

•

With regard to ILO convention no. 98 on Application of the Principles of the Right to Organise
and to Bargain Collectively there is a view that the Labour Code did not provide for an adequate
protection against anti-union discrimination and meaningful promotion of collective bargaining.

•

With regard to ILO convention no. 100 on Equal Remuneration of Men and Women Workers for
Work of Equal Value the Labour Code is believed to fall short of giving legislative expression to
the principle of equal remuneration for men and women for work of equal value.

•

With regard to ILO convention no.111 on Discrimination in Respect of Employment and
Occupation recommendation of ILO committees aimed at amending the existing nondiscrimination provisions of the Labour Code to provide for a clear definition of direct and
indirect discrimination; and to clarify that the prohibition of discrimination also applies to
recruitment and selection.

•

There are also some doubts as regards practical aspects of implementation of the ILO
convention no. 138 on Minimum Age for Admission to Employment.

Various elements of the above assessments have also been confirmed by our stakeholder survey
and analysis of recent documents and voices of social partners.

19

At the same time there are

several voices, including from the Georgian economic experts community which point out the
apparent trade-off between a competitive economy and workers’ rights. In this view, a very liberal
labour code provides more room for manoeuvre for the employers to maintain competitiveness.
17
18

19
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The European Commission Staff Working Document (SEC(2008) 393).
The following exposition draws on the analysis carried in Commission Staff Working Paper GSP+ /* SEC /2011/0578 final */, 17 May 2011 as well as more recent documents related to the monitoring system for ILO conventions (available at
http://www.ilo.org/dyn/normlex/en/f?p=1000:11100:1656590393549041::NO:11100:P11100_COUNTRY_ID:102639) and
the most recent Joint Staff Working Document, Implementa ion of he European Neighbourhood Policy in Georgia.
Progress in 2011 and recommenda ions for action. Accompanying the document Joint Communication to the European
Parliament, the Council, the European Economic and Social Committee and the Committee of the Regions Delivering on a
new European Neighbourhood Policy {JOIN(2012) 14 final} 15 May 2012.
E.g. Interview: Irakli Petriashvili (Georgian Trade Union) http://www scoop.co nz/stories/WO1110/S00536/interview-iraklipetriashvili-georgian-trade-union.htm. [accessed 4 April 2012]
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With regard to job creation both the CGE modelling results (rising output and hence likely also
higher total employment) and opinions of stakeholders suggest optimism about potentially positive
net employment effects. However, sectoral reallocations will be needed and this may be
problematic for certain groups of workers, especially those with lower human capital endowment
and those currently discriminated against in the labour market. The quantitative simulations
discussed above confirm a potential for a negative welfare impact for the weakest groups. For
these groups, changing jobs or finding employment will be of primary importance, but at the same
time this may be more difficult than for people with higher skills, a better employment record and
more wealth. However, the overall DCFTA contribution to the job creation aspect of the decent work
agenda is expected to be positive.
The key question concerning the DCFTA effects on guaranteeing the rights at work is whether it will
prove to be a more or less effective pressure and/or encouragement mechanism compared to
GSP+. It is hard to assess whether DCFTA trade preferences, once in place, may be more difficult
to withdraw than GSP+ preferences. Another factor relates to the fact that full implementation of
the DCFTA will take time and much progress could be achieved during this period. Also, even with
the GSP+ it does not seem to be the case that its influence on labour rights works mainly through
the threat of preference withdrawal. The labour unions have not supported withdrawal of tariff
preferences and cooperated with the government at the moments crucial for the EC assessment.

21

The attitude of the general public also matter for progress in labour rights as it can create pressure
on decision makers to modify regulations and/or improve their implementation.
As discussed in more detail below in the section on human rights (also covering the rights related to
employment) the expected positive overall economic effects of the DCFTA can gradually improve
administrative capacity to implement labour rights. These effects may also increase public demand
for stronger protection of rights as is typical when real wages and living standards are on the rise.
On the other hand increased economic competition may continue to exert pressure on limiting
workers’ rights, which may be associated with higher labour costs, although the DCFTA will most
likely contain clauses preventing race to the bottom in labour standards.
Our preliminary conclusion is that while the DCFTA may ignite several forces acting towards either
improving or worsening the labour rights situations, on balance positive forces are likely to be
somewhat stronger compared to the current situation.
The main channel of DCFTA impact on extending the coverage and effectiveness of social security
schemes (pension, health insurance, etc.) is likely to be through higher economic growth. Two
mechanisms may be at play here. First, higher average living standards and hence gradually
increasing public demand for elements of a broader and more efficient social protection system.
Second, some effects may be due to DCFTA-related changes in fiscal revenues (mainly the
balance of tariff revenue losses due to tariff elimination and additional tax collection due to
economic growth) and hence changes in available funds and administrative capacity to implement
social security policies. These will be indirect impacts of the DCFTA unlikely to materialise in the
short- to medium-term. Such a view appears to be confirmed by preliminary results of a stakeholder
survey that indicate very poor assessment of the current social protection system and quite limited
expectations of improvement as a result of the DCFTA. This appears to be a realistic assessment,
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disproportionally affect the weakest groups of the workforce, those with low human capital and
hence groups currently subject to unequal treatment and chances. The aggregate direction and
strength of these forces is difficult to predict, although worsening of the situation relative to trends
currently observed does not appear likely.

3.2

Additional analysis on environmental issues

3.2.1 Environmental profile of Georgia
2

Georgia, while being a relatively small country (69,875 km ), is a residence to one of the richest
natural environments in the world. It is home to an immense variety of ecosystems, climate zones
and natural features like rivers, mountain ranges, alpine meadows, wetlands and strands along the
Black Sea.
The country faces several environmental problems related to air and water pollutions, improper
waste management and use of land as well as marine and coastal contaminations. Some of
Georgia’s environmental problems are related to the legacy from Soviet times, e.g. obsolete
infrastructure.
One proxy measure assessing the performance of a country in terms of the environmental situation
and environmental policies (2012 Environmental Performance Index) ranks Georgia as no. 47 out
of 132 classified countries (among ‘moderate performers’ and better than a few ‘new’ EU member
states such Romania, Estonia and Bulgaria’).
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Based on this measure the country performs

relatively well in areas such as fisheries, climate change, and ecosystem effects of air pollution,
while most problematic areas include risks to biodiversity and habitat, the functioning of the
agricultural sector, effects of air pollution on human health and ecosystem effects related to the use
of water resources.
Air pollution
According to the Ministry of Environment Protection and Natural Resources of Georgia, air quality
problems have become a grave concern during the last decade.
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The main sources of pollution

mostly affect urban areas and include motor transportation (a mobile pollution source) and the
industrial sector (a stationary pollution source). Increased road transport leads to higher fuel
consumption resulting in turn in higher emissions of harmful substances into the air. The most
problematic industrial sectors include facilities of metallurgical, chemical and construction sectors.
Limitations of existing information on air quality may lead to an underestimation of air pollution. The
measurement methodology is outdated and the number of measurement stations is not sufficient.
This impedes the government planning of necessary actions in order to reduce the environmental
risks related to human health.
Agglomerations such as Tbilisi, Kutaisi, Batumi, and certain smaller cities such as Zestaphoni are
characterised by high air pollution. A number of factors explain the increasing vehicle emissions in
Georgia. First, the number of private cars has been rising over the last few years. Given the
generally old vehicle fleet (several cars are older than 15 years) their emission levels per kilometre
travelled are high. There are substantial used car imports from the EU (partly then re-exported).
Fuel quality standards are below levels seen in the EU countries. Furthermore, major cities (Tbilisi
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Drinking water

Urban

Rural

Total

Toilet connected to sewage network

78%

4%

43%

Other improved sanitation

18%

89%

52%

Unimproved sanitation including toilet facilities

4%

7%

5%

0%

2%

1%

shared by households
of which: Open defecation

Source: Source: WHO/UNICEF quoted in Van Breusegem, W. and Abramia, G. 2011. Analysis for European Neighbourhood
Policy (ENP) Countries and the Russian Federation of social and economic benefits of enhanced environmental protection –
Georgia Country Report.

Several initiatives are under way that should over time improve the quality of surface waters. These
include projects aiming at sewage networks renovation, construction of wastewater treatment
plants, and modern landfills.
Waste
Waste is a major environmental and health challenge for Georgia. Lack of its proper management
significantly contributes to water pollution, but also to land and air pollution. While current domestic
waste production per capita is below EU levels, it has been rising fast in recent years. The bad
situation negatively influences the livelihood and living standards of the population, significantly
detracting public health. Besides, it negatively affects the tourism sector, which is an important
source of income for the Georgian economy. There is no government strategy for waste
management, no comprehensive law on waste treatment and the effectiveness of enforcement of
existing regulations is low.
Only 30 percent of the population was provided with a regular waste collection services in Shida
Kartli and Mtskheta-Mtianeti in 2009.
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The situation looks very similar in the other parts of the

country and regular household waste collection service only covers larger cities. The rural
population is forced to solve their waste management problems themselves.
Very few of existing official landfills used for waste disposal meet environmental standards, while
the other ones contribute to environmental hazards, polluting water and land and endangering
biodiversity. Another problem relates to the lack of a system for disposal of hazardous waste,
including medical waste that often ends at municipal landfills, with the exception of Batumi and
Kobuleti that have developed systems for collection, transportation the neutralisation of medical
waste.
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There are also local/regional problems related to substantial quantities of industrial waste remaining
at the sites of former Soviet factories.
Biodiversity, deforestation and land degradation
The Caucasus region belongs to the planet’s 25th most diverse natural regions and hence plays an
important role in the global ecosystem. It is a site of 221 of the world’s endemic bird areas.
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It is

also home to a number of other globally threatened and endemic species.
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Convention, and CITES. At the same time they indicate gradual progress in implementation, e.g.
concerning POPs, where Georgia submitted its National Reports pursuant to Article 15 of the
Convention in November 2011.
Effective implementation of environmental conventions can be a costly and lengthy process
requiring the building of institutional capacity, raising public awareness of certain issues, etc. As
such EA offer no easy solution to environmental challenges. Rather, they provide an opportunity to
gradually upgrade environmental management and policies, also as a result of peer learning and
support available within EAs. In the Georgian context there are reasons to believe that international
commitment and external pressure, e.g. in the form of EAs and possibly other elements that may be
incorporated in the DCFTA are the main incentives for developing environmental protection
policies.
One interesting observation stemming from the mid-term evaluation of the GSP in 2010 was that in
Georgia implementation of EAs has come to be perceived as an element of ‘meeting EU
standards’, rather than standards of EAs per se or international standards.
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This association that

was found also among several experts likely owes to GSP+ conditionality. In our assessment this
should make it easier to bring in elements of environmental protection to the DCFTA negotiations.
On the other hand, ultimately it is up to Georgian authorities, businesses and civil society
institutions to make Georgian development greener. Such things can be encouraged or supported
by external actors but cannot be forced or implemented from outside the country.
Overall, we conclude that DCFTA is likely to have a weak but positive effect encouraging more
effective implementation of EAs in Georgia that should – in a gradual manner – also contribute to
solving some of the outstanding environmental challenges facing Georgia. This mechanism may
prove important in greening economic growth in Georgia in general and limiting the environmental
burden from faster economic development due to a DCFTA.
Sectoral channels of transmission of environmental effects
Sectors differ in their impact on the environment. The following sectors are considered as exerting
substantial effects on the environment and in which the DCFTA may lead to significant changes:
agriculture and forestry, transport, industry and energy. The DCFTA environmental effects through
changes in these sectors will be a combination of effects on sectors’ growth, and technological and
other transformations influencing environmental burdens. Below we briefly discuss the sectoral
channels of DCFTA environmental influences.
The CGE modelling exercise predicts an increase in output of most agricultural and forestry
subsectors. The history of changes in agricultural practices and technologies in the last years and
decades shows that improving practice and applied technology can have a major impact limiting the
environmental burdens from the sector. The use of high volumes of pesticides and fertilizers in
decades before 1990 resulted in pollution of both the surface and groundwater with nitrates and
pesticides. The subsequent fall in the use of chemicals led to a significant improvement in the
situation during the last 20 years. A boost to agricultural output from the DCFTA may provide
incentives for more intensive farming and heavier use of fertilisers and other chemicals. The
application of standards and/or good agricultural practice use will largely determine the
environmental impact. As regards livestock where the CGE model suggests a substantial decrease
in output it should be noted that this may have some positive impact on the conditions of pastures.
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environmental effects stemming from DCFTA and channelled through changes in industrial sectors.
A general point to make here is that among factors that matter for these effects one can mention:
•

The degree to which the DCFTA will encourage technological change limiting environmental
burden.

•

The degree to which DCFTA will lead to effective implementation of higher standards
concerning various forms of pollution.

•

The degree to which DCFTA will prevent relocation of particularly polluting businesses from
other countries (EU and non-EU) to Georgia.

•

The pace of changes in social preferences towards greener growth as the living standards
improve thanks to the DCFTA and associated changes in business practices in certain sectors
(towards higher corporate social responsibility) as well as changes in public policies (e.g. in
supporting green investments in some sectors).

3.3

Human rights issues
In carrying out the Human Rights (HR) impact assessment of the DCFTA with Georgia, we base
ourselves on our experience in conducting other sustainability pillars of FTAs in previous studies,
the HRIA approach developed methodologically by Walker (2009), and experience in the analysis
of Human Rights issues. Our HRIA approach consists of three steps that are closely aligned with
the TSIA approach of the DG Trade Handbook (2006). First, we describe the current overall and
DCFTA related status of Human Rights in Georgia (i.e. the human rights baseline). Second, we
screen for main (overall) potential HR impacts that could occur when this DCFTA would come into
effect. Third, we look at the importance of these effects.
In this Interim Technical Report we look at the HR effects at the macro-economic level only (since
no specific sectors have yet been chosen). In interpreting the analysis of this section, it should be
noted that many of the issues relating to the HR situation in Georgia are related to domestic policy
and direct impacts from the DCFTA on the situation at large are expected to be limited only. The
effects described in this chapter should be interpreted in this context.

3.3.1 The Human Rights landscape in Georgia – the baseline
Georgia is a state situated in the Caucasus region of Eurasia with a population of 4.7 million, almost
1.2 million of whom live in Tbilisi, the capital.
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Approximately 84 per cent of the total population is

of Georgian origin, while there are also minorities like Azerbaijanis, Armenians, Ukrainians,
Russians, Ossetians, Abkhazians and some others. Georgia has ratified most of the core UN
human rights treaties. Out of the nine core human rights treaties, Georgia has not signed the
Migrant Workers Convention, and the International Convention for the Protection of All Persons
from Enforced Disappearance. Georgia also ratified many of the regional human rights treaties, like
the European Convention for the Protection of Human Rights and Fundamental Freedoms and a
number of its protocols, as well as the European Convention for the Prevention of Torture and
Inhuman or Degrading Treatment or Punishment as well as its Protocol No. 1. Since the DCFTA is
specifically relevant for social economic and cultural rights, it is important to note that the Optional
Protocol to the International Covenant on Social, Economic and Cultural rights has not been ratified
or signed yet.
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Human Rights issue

Status Georgia (2010-2011)

Protection of personal

Draft Law of Georgia on Personal Data Protection fails to ensure inviolability of

data

private life as well as it fails to reach a balance between the right of private life and
freedom of information. 66

Gender equality

A new package for elimination of domestic violence was adopted in December
2009. A draft law on gender equality was developed together with NGOs, IGOs
and national government, but a gender pay gap still exists (43% in early 2009).

Sources: Own compilation based mainly on US Department of State (2010) and European Commission (2010)

Various of the issues stipulated here, defining the HR landscape, have been noted and put forward
by the EU in its Neighbourhood or Eastern Partnership programmes and remain open for further
discussion/negotiation and development. Since 2010, the EU is negotiating with Georgia also about
an Association Agreement in a broader sense. Insofar the mentioned HR issues are not covered
within the DCFTA, they may be covered in these broader negotiations.

3.3.2 Screening for main HR impacts from the EU-Georgia DCFTA
Ex-ante screening for the main potential HR effects of the EU-Georgia DCFTA implies comparing
the current HR situation before signing the DCFTA (see previous section) to the likely situation
afterwards based on predicted DCFTA impacts. The information sources we use for this screening
are the following:
•

Information provided above in the HR landscape for Georgia – HR treaties that Georgia has or
has not signed, status of implementation, and specific HR issues relevant for Georgia;

•

The outcomes of the Computable General Equilibrium (CGE) model that provide information on
the main macro-economic changes that stem from the EU-Georgia DCFTA. These macroeconomic changes serve as the basis for potential HR effects;

•

An online survey conducted among key stakeholders. Key stakeholders are asked to comment
on the current HR situation in Georgia (main challenges), and expected effects for HR in
Georgia from the DCFTA (ongoing also into the Final Report phase);

•

Discussions with local HR experts and HR-related NGOs in Georgia on specific issues (ongoing
also into the Final Report phase and during the TSIA Workshop).

The main HR impacts found to stem from trade agreements are summarized by Walker (2009).
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These impacts are used and adapted in Table 3.6 below to give an overall assessment of the
potential HR impact of the EU-Georgia DCFTA. Table 3.6 combines the information from the above
sources with the impacts and specifies the expected significance, expressed in terms of:
•

The extent of HR effects (i.e. HR stress) for each of these expected impacts;

•

The direction of changes compared to the baseline of each of these expected impacts;

•

The nature, magnitude, geographic extent, duration and reversibility of changes per impact.

3.3.3 Analysis of the results
The expected impact of the DCFTA on fundamental rights issues has positive and negative
elements. The expected positive effects on HR occur through the fact that the DCFTA is expected
to raise national income by 3.6 percent, exports by 12.4 percent and is also expected to have a
positive effect on wages (3.6 percent for both high and low skilled workers), which in turn is likely to
66
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5) Personal interviews with individual representatives and/or targeted surveys
A last crucial element of the consultation plan is the organisation of in-depth face-to-face interviews
on specific topics of the study and/or with specific key stakeholders. The targeted approach of the
interviews, as well as of small surveys, serves to complement results and findings that require
particular attention. Individual meetings in Georgia will mainly (but not exclusively) take place in
phase 2 of the study, e.g. in the margins of the local TSIA workshops.

4.2

Implementation of stakeholder consultation plan and overview of consultation
inputs received
The consultation plan as outlined in the previous section has been followed during the project
implementation so far. The first public meeting in Brussels has taken place, the workshop dates
have been set and the team has started all preparations for the workshops, a small web survey has
been launched, a first electronic newsletter was sent and the website was kept up-to-date.
Some more information of the main activities so far -with a focus on the main inputs received from
different stakeholders- are summarised below. More extensive audit trails can be found in Annex C.
Public meeting Brussels
A combined Public Meeting within the TSIA for DCFTA EU-Georgia an EU-Moldova simultaneously
th

was held in Brussels on the 16 of February 2012. During the meeting the team presented the draft
inception reports, followed by a discussion with the stakeholders present. The meeting focused on
the methodology and on identifying main concerns from civil society. During the meeting the main
inputs from stakeholders included the following issues:
•

Suggestions have been provided to give special attention to certain sectors and subsectors

•

With regard to the role of SPS issues concerns were expressed on the ability of the two

when examining the potential impact of DCFTA – e.g. infrastructural services, meat products.
countries (Georgia and Moldova) to meet standards, as well as the extent to which EcorysCASE is addressing the related concerns with respect to 1) food safety ,and 2) illegal imports
(re-exports via these “new” entrances at EU external borders, i.e. substandard products
entering through the ‘backdoor’ of Europe).
•

An opinion was expressed that the additional quantitative analysis should have a broader focus,
rather than only air pollution (environmental) and income (social) aspects. A suggestion was
made to cover a broader range of aspects in the analysis.

•

Attention was drawn to the fact that statistics only capture the formal economy, while there is

•

The involvement of and cooperation with the European Economic and Social Committee has

also a large informal economy in both countries (Georgia and Moldova).
been encouraged, e.g. regarding possibilities to participate in relevant events organised by
EESC, as well as information/contacts sharing.
•

The importance of conducting face-to-face interviews and providing translated texts for local
stakeholders was emphasised.

TSIA website and mailbox
The TSIA website has been actively used as a channel of communication with stakeholders. The
actual number of hits has reached 1361 (as of Mid-April), according to the web-site statistics.
The major issues raised by the stakeholders through the channel of the TSIA website and
mailboxes are as follows:
•

A range of organisations have expressed their interest to contribute to the consultation process
by sharing information sources and relevant contacts.
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•

Opinions on potential environmental impact of a DCFTA vary from somewhat positive to
somewhat negative.

•

The DCFTA is seen as having a slightly positive or neutral effect on implementation of
international environmental agreements and in this way as contributing to addressing Georgia’s
environmental challenges.
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5.2.3 Cr. 3: Social/environmental importance/impact
The analysis of key issues in social and environmental spheres as well as of key channels of
potential social and environmental impacts of a DCFTA suggest several issues and sectors of
importance.
•

Agriculture sector. This currently constitutes a significant environmental burden. It is expected to
grow as a result of a DCFTA and hence changes in agricultural practices (that can be driven by
various mechanisms) will largely contribute to the overall environmental impact of a DCFTA.
Furthermore, the sector plays a very important social role providing income to the poorest strata
of the population. It should also be noted that poverty rate among farmers and those employed
in agriculture is very high. It is a combination of productivity improvement in the agricultural
sectors, job creation in the sector as well as employment outflows out of the agricultural sector
to sectors offering higher wages that will play an important role in determining overall social
impact of a DCFTA.

•

Transportation. First, easier access to transport services (or possessing own mode of transport
such as a car) could improve labour force mobility and hence ease the necessary labour force
adjustment following a DCFTA. Transportation infrastructure including the quality of road and
rail racks is also important from this perspective. Second, the transport sector exerts a
substantial environmental burden, in particular affecting air quality in cities. Given still low
number of personal vehicles relative to the population size, the transport-related environmental
burden is bound to increase in the coming years.

•

Implementation of specific environmental standards. A degree of regulatory approximation and
ensuing costs of implementing certain environmental standards and other rules concerning
environmental performance (e.g. issues related to the Industrial Emissions Directive, policy on
chemicals) can affect both environmental implications of a DCFTA and also social ones given
the impact on competitiveness of Georgian industry and hence employment.

5.2.4 Cr. 4: Stakeholders issues of special importance
During the first two phases of this study, a large number of key stakeholders have participated or
have been invited to participate in the consultation process in various ways and through various
channels as outlined in Chapter 4.
Up to now, the input of civil society has been limited to a public meeting in Brussels and ad hoc
comments and suggestions on a bilateral basis, a web/based survey and feedback through the
website. More consultation with civil society based on the findings of this draft is likely to generate
more specific suggestions for sectors to look at.
Up to now, some Georgian stakeholders suggested to study the sectors other processed food and
chemicals, plastics and rubber. In the public meeting in Brussels, specific attention was asked for
meat products and infrastructure services.

5.3

Selection of sectors or horizontal issues
For Georgia, in total two or three sectors and/or horizontal issues will be selected for the in-depth
analysis in phase 2 of the study (the other two or three sectors and/or horizontal issues come from
the EU-Moldova analysis). We propose to select two sectors and one horizontal issue for Moldova
and two sectors for Georgia.
68
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Abbreviation

Meaning

ICT

Information and communications technology

IIASA

International Institute for Applied Systems Analysis

ILO

International Labour Organisation

IPA

Impact Pathway Approach

IPR

Intellectual property rights

ITUC

International Trade Union Confederation

LGBT

Lesbian, gay, bisexual, and transgender people

LUP

Wood & paper

MacMap

Market Access Map

MFN

Most Favoured Nation

MIL

Dairy products

MPN

Mineral products

MPT

Animal products

MSC

Marginal social cost

MT

Metric Tones

MVH

Motor vehicles

NACE

National Classification of Economic Activities

NAMA

Non-agricultural market access

NRF

Nomenclature for Reporting Format

NT

National Treatment

NTM

Non-tariff measures

OBS

Other business services

OCR

Sugar cane

OECD

Organisation for Economic Cooperation and Development

OFD

Rice

OMC

Open Method of Coordination

OME

Other machinery

OMF

Other manufactures

OMN

Minerals

OSC

Public services

OTN

Transport equipment

P_C

Petroleum & coal products

PM

Particulate matter

PPM

Parts per million

PRTP

Pure Rate of Time Preference

ROS

Recreation

ROW

Rest of the World

SC

Steering Committee

SGR

Sugar

SPS

Sanitary and Phyto sanitary

SSC

Social cost of carbon

TBT

Technical Barriers to Trade

TCE

Tariff Costs Equivalents

TRD

Trade

TRQ

Tariff Rate Quota
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EU-Moldova trade baseline
The most important sectors in the EU economy in terms of output are other business services,
public services, construction, trade, machinery and equipment, and chemicals, rubber and plastics.
For Moldova the main sectors in terms of output are public services, trade, construction, rail and
road transport, animal products, and utilities.
In terms of exports a similar picture emerges. For the EU, the bulk of exports are in machinery and
equipment, chemicals, rubber and plastics, motor vehicles and other business services. For
Moldova, the main export sectors are textiles and clothing, metals, vegetables, fruits and nuts, and
beverages and tobacco.
In terms of employment, we differentiate between high- and low-skilled workers. For the EU the
main sectors with low-skilled employment are public services, other business services, trade, and
construction, followed by machinery and equipment. High-skilled employment is highest in public
services, other business services, trade, financial services, and machinery and equipment. For
Moldova the main sectors for low-skilled employment are public services, vegetables, fruits and
nuts, animal products, utilities, trade, construction, and grains. High-skilled employment occurs
most in public services, other business services, and utilities.

Expected quantitative effects of the EU-Moldova DCFTA
The impact of the DCFTA in this phase of the study is analysed by comparing one scenario with a
DCFTA in place (based on the above assumptions of the shape of the future DCFTA) with a
baseline scenario without that DCFTA in place. The only difference between the two is hence the
DCFTA. Specifically, and importantly for interpretation of all results presented in this report, no
additional policy measures have been included in the scenarios. Nonetheless, such accompanying
measures are likely to be taken, both on EU and Moldovan side, in order to maximise and enhance
gains from trade integration and/or mitigate potential negative effects. Recommendations for such
measures will be made in the Final Report of this study.
Expected economic effects of the EU-Moldova DCFTA
Overall macro-economic effects
In the long run (i.e. after the time that is required for capital reallocation between economic sectors
to materialise), the estimated change in national income for Moldova is expected to be EUR 142
million. For the EU, the change in national income is expected to be EUR 240 million (see long-run
totals in the figure below). In relative terms, for the EU these changes in national income translate
into a negligible 0.0 percent change, while for Moldova, relative changes are much more profound
as the increase in national income translates to an increase in GDP of 5.4 percent. Thus the
DCFTA is expected to have a more pronounced impact on Moldova’s economy than on the EU’s
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Sector-specific changes in output
The modelling results show that output in all sectors in Moldova will be affected by liberalising trade
with the EU. For the first experiment at sector-level (without TRQs), the biggest effect is the 187
percent increase in the output of sugar, which is due to the reduction of the high tariffs in this
sector. While this sector specific expansion is big in relative terms (percentage change), the overall
effect on the economy from this increase is still very limited. Other sectors, which are expected to
increase more than 10 percent, are other crops, textiles and clothing, and air transport. Livestock
and meat products, motor vehicles, electronics and computers and other manufacturing are all
expected to contract by 8-22 percent in terms of output.
For the second experiment at sector-level, hence now including a TRQ on sugar, the effects for
most sectors are comparable to the first experiment, except for the sugar sector itself and some
related sectors. Because the sugar sector in this experiment does not pull so many resources
towards its production in Moldova, the effects for the remaining sectors are slightly more
pronounced. In this scenario, output in the sugar sector is expected to increase by only 9 percent
(and other crops also does not expand as much anymore, now only by 2 percent). Sectors that are
expected to increase their output by more than 10 percent are air transport, other machinery &
equipment, textiles & clothing and primary metals. Livestock and meat products, beverages &
tobacco and other manufacturing, motor vehicles and electronics & computers are still expected to
contract, between 5-24 percent.
Sector-specific changes in trade
Considering the estimated DCFTA effects on total Moldovan exports, the sectors that are likely to
experience the largest % increases are similar in experiment 1 and 2. These include: grains &
crops, other machinery & equipment, livestock & meat products, sugar, other transport, chemicals
and other processed food. The increase of export value (%) in these sectors ranges between 22-42
percent. These figures represent total export figures (so not only bilateral).

These numbers can be translated as well into the contribution of each sector to the total export
expansion for Moldova, and the EU, respectively. Figure 2 depict the sector share of total gains in
export value for the EU. Figure 3 depicts the sector share of total gains in export value for Moldova.
Both these graphs show the values for experiment 2 (with a TRQ on sugar) only. As is clear from
these graphs, the expansion of total EU exports is fairly diversified with several sectors showing
expansion. This in particular applies to machinery, chemicals and motor vehicles.. Expansion of
total Moldovan exports is also pretty diversified, but mainly attributable to textiles & clothing,
primary metals, vegetable, fruits & nuts.
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Expected social effects of the EU-Moldova DCFTA
In Moldova, most of the channels are related to DCFTA-induced changes in relative prices and
wages. While overall consumer price index in the economy is projected to fall, food prices increase
slightly. Higher food prices negatively affect consumers and this effect is stronger for less affluent
households that spend a higher share of their total expenditures on food products. For instance
households from the lowest quintile (in the income distribution)spend as much as 57.6% of their
disposable income on food products. This negative welfare effect is partly compensated for by a
reduction of non-food prices.
Positive wage effects on welfare generally dominate negative impact of price changes. Taking into
account all analysed effects together we conclude that at the aggregate level the DCFTA is
expected to be associated with small positive changes in the average welfare of the population. In
the long run the DCFTA is expected to lead to average disposable income growth by 1.2%.
The absolute poverty rate (i.e. the share of people below a certain (officially used)
income/consumption level) increases minimally in the short run, to subsequently decline by 0.6%
points in the long-run (down to 25.7%). The extreme poverty rate (i.e. a rate calculated against a
low poverty line taking into account the monetary value of food that delivers certain daily calories
intake) increases in the short run, although long run negative effects are small. We also expect the
DCFTA to have a very small inequality-increasing effect with the relative poverty rate increasing in
the short run, and (minimally) also in the long run. An increase in relative poverty means that
income of poor population strata grows slower than income of non-poor. In addition there is a
significant increase in the poverty gap indicator calculated for the extreme poverty line. This
suggests particularly unfavourable DCFTA consequences for the very poor people (depth of
poverty is increasing). On the positive side, the group at risk of becoming poorer due to the DCFTA
(breadth of poverty) is not expected to grow.
The social analysis points to inhabitants of rural areas, including farmers, agricultural sector
employees, people with low levels of education (primary and basic education), pensioners, and
children as the most vulnerable population groups in Moldova.
Expected environmental effects of the EU-Moldova DCFTA
Moldova faces several environmental problems related to air, water and soil pollution. Inadequate
urban waste management, unsustainable agricultural practices and improper forest management
induce significance land degradation and damages of biodiversity. Illegal waste dumping and
agricultural run-off contribute to the pollution of rivers and drinking water wells in rural areas. The
worsening social situation and high poverty have contributed to environmentally damaging activities
such as illegal cutting of forests, use of obsolete technologies, poor energy efficiency and
underinvestment in basic infrastructure such as water, roads, and energy.
Air pollution is primarily caused by mobile pollution sources such as cars, buses, and trucks and
mostly affects urban areas. An old vehicle fleet is an important factor contributing to the problem.
The burden due to industrial sources of air pollution have decreased somewhat in line with the
energy sector replacing the solid (coal) and liquid fuels (oil) with natural gas especially in large
combustion units. Low water quality and the poor access to clean water are mainly due to the
scanty water supply and treatment infrastructure in the country. Small rivers and lakes are polluted,
mainly due to domestic waste water discharges, lack of proper waste water treatment, agricultural
run-off and waste dumping, washout of chemicals from dumps and stored agro-chemicals
(including DDT) and agricultural activity in water protection areas. Access to drinkable water is
poorly developed especially in villages (no piped water supply) where people use water from
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The issue of Transnistria is an important one from the HR perspective to the extent that it is as yet
unclear to what extent DCFTA-related changes and economic gains will also accrue to the citizens
living there.

Consultations and stakeholder engagement
The input from civil society is a crucial element of the study. We are employing five main
consultation activities to gather important inputs: electronic consultation and documentation
(discussion forum, websites, feedback forms), public meetings with civil society in the EU, two TSIA
workshops in Moldova (5 June 2012 in Tiraspol and 7 June 2012 in Chisinau), visiting other
relevant conferences and workshops, and personal interviews with individual representatives and/or
targeted surveys. The website for the TSIA of Moldova can be found at:
http://tsia.ecorys.com/moldova. The dedicated email address is: tsiamoldova@ecorys.com.
Some of the feedback received is the following:
•

Give special attention to certain sectors and subsectors when examining the potential impact of
DCFTA – e.g. infrastructural services, and meat products;

•

With regard to the role of SPS issues concerns were expressed on the ability of Moldova to
meet standards, and how aspects of 1) food safety ,and 2) illegal imports are covered;

•

Attention was drawn to the fact that statistics only capture the formal economy, while there is
also a large informal economy in Moldova;

•

The involvement of and cooperation with the European Economic and Social Committee has
been encouraged;

•

The importance of conducting face-to-face interviews and providing translated texts for local
stakeholders was emphasised;

•

A range of organisations have expressed their interest to contribute to the consultation process
by sharing information sources and relevant contacts;

•

Certain adaptations to the list of stakeholders were suggested, organising them in more
appropriate categories (e.g. economic organisation, environmental organisations, etc.);

•

Requests were expressed to include certain new organisations into the stakeholders’ as well as
the mailing list.

From a survey – preliminary responses – we got the following feedback:
•

The DCFTA is generally seen as providing a chance for some improvement in most human
rights issues, such as discrimination against persons with disabilities, and human trafficking or
at least unlikely to worsen the current situation;

•

The impact on workers’ rights is also typically seen as positive or neutral;

•

There appears to be quite broad optimism on net effect of the DCFTA on job creation;

•

With a social protection area the DCFTA is seen as having a potential to promote decent

•

The DCFTA is also seen as likely to have some positive impact on social dialogue as well as

•

With respect to environment-related issues, voices expecting a positive DCFTA impact also

conditions of work, including wages, working time and occupational safety and health;
gender equality at work;
dominate, although there are also opinions that it can have a quite negative impact on water
pollution, soil degradation and biodiversity;
•

The DCFTA is also seen as having a positive or neutral effect on implementation of international
environmental agreements and in this way contributing to solving some of Moldova’s
environmental challenges.
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This leads to an overall services NTM liberalisation of around 15% vis-à-vis the EU (un-weighted);
weighted values differ somewhat depending on sector shares.
For other trading partners of Moldova (exports and imports) – due to services NTM and other NTM
alignment – we also model MFN spill-overs worth 25% of the liberalisation level with the EU. Rising
standards in Moldova due to the regulatory approximation towards EU standards are likely to
increase market access for Moldovan firms to other third countries as well.
6.

Other non-tariff measures

In addition to tariff and service sector liberalisation, additional NTM reductions are of special
importance for all sectors in this DCFTA. Therefore overall NTM reductions for all sectors are
modelled to account for impacts of regulatory approximation. In doing so, the following assumptions
are made:
•

the focus is mainly on SPS and TBT measures;

•

approximation is not symmetric – Moldova will mostly approximate towards EU standards.
Modelling is hence done asymmetrically (Moldova reductions double that of EU). Provided that
regulatory approximation also means further access for EU firms, even if EU standards are
higher from the outset, EU reductions are nonetheless larger than zero. It is the difference in
standards that matter, not the level of standards per se.

Other NTM reductions from EU to Moldova:
•

4% point reduction in tariff costs equivalents (TCE) (based on literature) for those EU sectors

•

2% point reduction in TCE (based on literature) for those EU sectors affected more moderately

affected heavily by SPS and TBT differences with Moldova;
by SPS and TBT differences with Moldova;
•

2% point reduction in TCE for all agriculture & manufacturing sectors due to trade facilitation.

Other NTM reductions from Moldova to EU:
•

8% point reduction in TCE (based on literature) for those Moldovan sectors affected heavily by
SPS and TBT – 50% is already taken off to compensate for higher production costs to meet the
higher standard = de facto 8% point reduction;

•

4% point reduction in TCE (based on literature) for those Moldovan sectors affected more
moderately by SPS and TBT – 50% is already taken off to compensate for higher production
costs to meet the higher standard = de facto 4% point reduction;

•

2% point reduction in TCE for all agriculture & manufacturing sectors due to trade facilitation.

Other NTM reductions from spill-over effects:
Similarly as for the services NMTs (see above), an additional NT/MFN spill-over effect is modelled
for general NTM reductions as well. We again assume that Moldovan barriers with other trading
nations will be reduced by 25% of the assumed scenario liberalisations at sector level as presented
above.
1.2.5 Short-run versus long run scenarios
In the CGE modelling exercise, we compare the short-run effects to the long-run effects. The shortand long-run does not refer to a specific time period, but to the time it takes for economic effects to
adjust. In the short-run the capital stock is kept constant and fixed. In the long-run, we allow capital
to move freely. This means that the static short-run effect – without a dynamic investment effect – is
purely based on immediate cost and price effects the moment the FTA is signed. In the long run,
capital (that is fixed in investment projects in the short-run) is allowed to reallocate, which implies
that capital will move towards the more competitive sectors. These are the sectors that already
gained in the short-run and as a result of the changes from the FTA will now experience improved
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•

Assumption 3: The CGE model employed here uses an average firm and therefore does not
include the latest insights on firm heterogeneity (i.e. differences in productivity between
domestic firms, exporters and multinationals). This is a challenging data and modelling issue.

Issues
•

Issue 1: Tariff revenue changes affect the budget of the government in case tariff levels are
reduced. The CGE model does not explicitly generate separate estimates on the potential
losses in tariff revenues, but looks at the economy-wide picture: the effect of removing tariffs for
national income. This effect includes the loss in tariff revenues for government, but also. the
more indirect changes in national income due to economic adjustments as a result of tariff
reductions (especially since the relative importance of tariff reductions will differ by sector..

•

Issue 2: If trade flows at present are zero because of some regulatory barrier that is totally
prohibitive, CGE cannot model anything because it does not have a base to start from – this will
have to be added qualitatively (e.g. based on shares in similar markets) after the CGE.

1.3

Social modelling specifications
70

Existing economic literature suggests that FTAs may not always be welfare enhancing . FTAs can
influence welfare and social situation of the population in different ways. A direct effect occurs via
changes in prices as a result of the new trade regime. Broader effects can be expected due to
changes in the macroeconomic situation triggered by an FTA, including faster economic growth,
changes in sectoral composition of an economy, wages and employment changes. These effects
are typically captured by CGE models, but they may translate differently to the social situation of
various groups of the population, thus affecting poverty and the distribution of welfare among
individuals and households. These social effects depend both on the aggregate macroeconomic
effects (e.g. changes in relative prices) and the characteristics of the analysed economies,
specifically the distribution of household income and expenditure shares among economic sectors
and particular product groups, which are difficult to incorporate into the CGE model. Therefore, a
closer look at social effects of FTA beyond the CGE framework is needed.
The key social effects that are typically analysed in the literature include the consumption effect and
the labour income effect. The consumption effect arises as a result of changes in relative prices of
the basket of goods and services purchased by households. For instance, higher food prices will –
other things being equal – particularly negatively affect poorer strata of the population that tend to
spend a higher proportion of their total income on food. As an illustration, in Moldova, the share of
expenditures on food and non-alcoholic beverages exceeded 50% of household expenditures for
the two lowest quintiles.
Income effects arise when relative wages and/or prices of goods sold by households (e.g.
agricultural products) change.
The analysis carried out in this study follows the methodology presented in Chen and Ravallion
(2003) that allows estimating changes in welfare caused by changes in relative prices.
70

71

B 116

71

This is a

For a popular exposition see e.g. D. Rodrik, The Globalization Paradox: Democracy and the Future of the World Economy,
W.W. Norton, New York and London, 2011
Shaochua Chen, Martin Ravallion (2003). Household Welfare Impacts of China's Accession to the World Trade
Organization, The World Bank Policy Research Working Paper 3040. For some comments on the methodology see Alain
de Janvry, and Elisabeth Sadoulet (2008). Methodological Note: Estimating the Effects of the Food Price Surge on the
Welfare of the Poor, mimeo, UC Berkeley.

TSIA in support of negotiations of a DCFTA between the EU and Georgia and the Republic of Moldova

damaging inputs, for instance using low sulphur coal or natural gas instead of dirty lignite – or by
changes in the state of technology when innovations in process or product result in less resource
use or pollutant released per unit of production keeping the input mix constant. This used to be
called the intensity effect. An analyse of the intensity effect state would require incorporating the
environmental variables properly into, ideally, a dynamic-type model. One possible solution would
be attributing emission intensities for each factor (i.e. fuel type) in each sector for each country in
the model and then adequately extend the model. Such an exercise, however, would require
environmental data at a very detailed level of disaggregation, which are not usually available in
standard data sources, Moreover, the effect of induced technological change or innovation transfer
would require using a very specific and dynamic type model. This type of modelling is beyond the
scope of this project. Therefore we can assess any possible effects on the environment due to
technology change and/or improvements in product quality only qualitatively.
Changes to the burden on the environment do not necessarily need to have an impact on utility or
welfare of humans. However, if we attach an economic value to it, changes in the quality of
environment will be reflected in welfare or utility. In principle, one can distinguish two ways of
assessing the environmental effects. The first – ecologic perspective – considers any changes in
environmental burden that are measured mostly in physical terms and that we have presented
above. Although change in, for instance, certain pollutant is a useful proxy indicator of potential
damage, it does not provide any information about welfare impact. The second – economic – one
tries to link the changes in burden to the effects on welfare. While the former approach can provide
a clear picture about changes in each measured state or pressure, it cannot be compared to other
results measured in terms of income or utility. On the other hand, results from the latter approach
might be linked and thus add up to the estimates from other approaches such as macro modelling,
allowing in such a way to draw a more integrated picture. A detailed look at each element of the
measured environmental state and pressures might be hidden in the final aggregate generated by
the later approach. We consider the advantage of the latter approach in our study and thus use the
approach that allows us to link the estimates from CGE modelling with environmental impact
assessment.
This study therefore goes beyond a standard evaluation of environmental “impacts”, which usually
assesses the effect on state or pressures on the environmental quality. Benefiting from the results
from ExternE project series, namely from EU funded projects NEEEDS and CASES, we quantify
impacts of changes in airborne pollution on welfare. This approach has several advantages: first, it
allows considering several changes in state simultaneously by expressing damage in terms of
money that reflects corresponding welfare changes. Secondly, expressing the impacts in monetary
terms allows us to directly compare involved changes on the environment with other welfare
changes coming from CGE modelling results of chapter 2.
Our quantitative environmental analysis thus complements the macro analyses preformed in the
general equilibrium framework of the CGE model. Evaluation of environmental impacts is based on
the results from the CGE model, which are exogenous to our exercise. On the other hand, the
effects due to changes in environmental quality do not affect the endogenous variables in the CGE
model. Technical details on the calculations are presented in detail in Annex A3.
Data
Base economic output values are taken from the GTAP database and results of CGE modelling
(see Chapter 2). Emission of SOx, NOx and particulate matters for the European Union and
Moldova are taken from UNECE/EMEP database in sectoral disaggregation according to NRF
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2.6

Synthesis and implications of the quantitative analysis
The purpose of this chapter was to present and discuss the estimated effects of liberalising trade
between the EU and Moldova, using a CGE model. We incorporated trade liberalisation
assumptions with regards to tariffs, SPS and TBT type NTMs and barriers to services trade in the
CGE model and analysed the estimated effects in a short and long run setting. Whereas in the
short-run capital is assumed fixed, in the long run dynamic investment effects due to capital mobility
further enhances comparative advantages, leading to more pronounced long-run outcomes.
Due to the asymmetry in size between the European and Moldovan economies, the DCFTA was
expected to have negligible effects on the EU. This was confirmed by the data. For Moldova, there
are potentially significant effects stemming from liberalising trade with the EU. Reducing SPS and
TBT types of NTMs is the key to reaping the positive effects for Moldova, while tariff liberalisations
have a negative national income effect in the long run and the limited reduction in services barriers
have a limited effect only.
Third country effects are very small. For the EU-Turkey Customs Unions, the EU-Moldova DCFTA
has very limited effects. Russia and Ukraine are the two countries benefiting most from the DCFTA
in that Moldova provides an extra ‘trade route’ into the EU for these countries, and in that Moldova
(if it ups its standards to EU-level with spill-over effects to Ukraine and Russia) will increase its
exports (at low prices) to these economies also.
Looking at the effects at a more detailed sectoral level, the most pronounced change would take
place in the Moldovan sugar sector, although, the importance of the sector for the economy as a
whole is very small, thus the resulting changes will only have a very minor overall effect. Relative
changes in output and exports due to the DCFTA are smaller in sectors like grains and textiles, but
their economic base is much larger, leading to much larger impacts for the economy of Moldova as
a whole.
Moldovan wages are expected to increase by about 4.8 percent in the long run, while consumer
prices are estimated to decrease by 1.3 percent implying – on average – improved purchasing
power of the population. A more detailed analysis is carried in Chapter 3.
The estimated environmental effects in terms of CO2 emissions and land use intensity in Moldova
are expected to be very small. Further social, environmental and human rights analysis is needed
to detail these findings further (see Chapter 3).
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Implementation of ILO conventions is voluntary and a decision whether to do it or not rests with
authorities of a respective ILO Member State. Once a country ratifies a convention, it is obliged to
report at regular intervals on its implementation and undergoes scrutiny of the ILO monitoring
mechanism. Still, these ILO monitoring mechanisms per se do not constitute a strong mechanisms
that could mobilise a country to effective implementation. On the other hand unilateral GSP+
preferences provide such a layer of incentives given the possibility of preference withdrawal. This is
not a purely theoretical possibility and a few countries have lost their GSP or GSP+ preferences
this way (e.g. Burma, Sri Lanka and Belarus).
Since March 2008, Moldova has benefitted from autonomous trade preferences (ATP) by the EU
and hence has been removed from the list of GSP beneficiaries. The Council Regulation on the
ATP explicitly acknowledged the progress in labour-related agenda under the GSP+ and
conditioned the new more generous preferences on maintenance of the previous achievements:
‘to benefit from the additional tariff preferences under the GSP+ regime, Moldova has fulfilled the
conditions of ratifying and effectively implementing core international conventions on human and
labour rights, environmental protection and good governance. To ensure Moldova maintains the
level of progress it has achieved, the granting of additional autonomous trade preferences will be
subject to continued implementation of, and compliance with, the priorities and conditions set in the
ENP Action Plan and the GSP+.’

84

While the ILO monitoring schemes of the core labour rights conventions indicated certain areas of
non-compliance or uncertain compliance and suggested improvements in certain fields, the overall
assessment was broadly satisfactory.

85

Clearly, several areas require improvement. This in particular relates to ILO convention no. 105
(Abolition of Forced Labour Convention) where a relevant ILO committee raised points related to
the 2002 Law on the requisitioning of goods and services in the public interest.

86

On the other

hand, the same ILO Committee noted progress in limiting the application of sanctions of
imprisonment involving compulsory labour.
From the trade unions perspective the following issues are key with respect to implementation of
the core ILO conventions in Moldova:
•

The creation of new unions is claimed to remain difficult due to employers’ resistance. Collective
agreements are mainly signed at enterprise level having a long history of collective bargaining
and conclusion of collective agreements.

•

Enforcement of relevant laws remains weak. Neither labour inspectorates nor prosecutors’
offices have been effective in monitoring and enforcing labour standards, especially the right to
organise.

84
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We discuss the potential impact of the DCFTA on the decent work agenda following the ILO’s
approach that distinguishes four dimensions that crucially matter for the agenda as a whole with
gender equality as a crosscutting objective:
1.

Creating jobs.

2.

Guaranteeing rights at work.

3.

Extending social protection.

4.

Promoting social dialogue.

With regard to job creation both the CGE modelling results (rising output and hence likely also
higher total employment) and opinions of stakeholders suggest optimism on positive net
employment effects. However, sectoral reallocations will be needed and this may be problematic for
certain groups of workers, especially those with lower human capital endowment and those
currently discriminated against in the labour market. This is an important issue that should be taken
into account in the DCFTA negotiations and in planning other policy measures. The quantitative
simulations discussed above confirm a potential for negative welfare impact of the weakest groups.
For them, changing jobs or finding employment will be of primary importance, but at the same time
this may be more difficult than for people with higher skills, a better employment record and more
wealth.
The key question concerning the DCFTA effects on guaranteeing the rights at work is whether it will
prove to be a more or less effective pressure and/or encouragement mechanism compared to ATP.
Once in place DCFTA trade preferences may be more difficult to withdraw than ATP preferences.
On the other hand, full implementation of the DCFTA will take time and much progress could be
achieved during this period. Also, even with the ATP and earlier GSP+, the experience of other
countries (e.g. Georgia) suggests that these preference schemes’ influence on labour rights do not
seem to work primarily through the threat of preference withdrawal. They rather act as a positive
incentive. The attitudes of the general public also matter substantially for progress in labour rights
as it can create pressure on decision makers to modify regulations and/or improve their
implementation.
As discussed in more detail below in the section on human rights (also covering the rights related to
employment) the expected positive overall economic effects of the DCFTA can gradually improve
administrative capacity to implement labour rights. They may also increase public demand for
stronger protection of rights as is typical when real wages and living standards are on the rise. On
the other hand, increased economic competition may continue to exert pressure on limiting worker’s
rights that may be associated with higher labour costs, although the DCFTA will likely contain
clauses preventing race to the bottom in labour standards.
Our preliminary conclusion is that, while the DCFTA may ignite several forces acting towards either
improving or worsening the labour rights situations, on balance positive forces are likely to be
somewhat stronger compared to the current situation.
The main channel of DCFTA impact on extending the coverage and effectiveness of social security
schemes (pension, health insurance, etc.) is likely to be through higher economic growth. Two
mechanisms may be at play here. First, higher average living standards and hence gradually
increasing public demand for elements of a broader and more efficient social protection system.
Second, some effects may be due to DCFTA-related changes in fiscal revenues (mainly the
balance of tariff revenue losses due to tariff elimination and additional tax collection due to
economic growth) and hence changes in available funds and administrative capacity to implement
social security policies. These will be indirect impacts and unlikely to lead to strong effects in the
short- to medium-term perspective. Such a view appears to be confirmed by preliminary results of a
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highest point. The central part of Moldova is densely forested, while the north and the south are
mainly covered by farmlands. The climate is continental, influenced by the Black Sea from the
south. It is characterised by warm summers with an average temperature of 24 degrees Celsius.
Winters are mild with January daily temperatures averaging between -5 and -3 degrees Celsius.
The rainfall is feeble and irregular. Droughts are frequent, especially in the south due to weak
precipitation (350 mm per year). The precipitation may exceed 600 mm in the more elevated
regions of the country.

94

The country faces several environmental problems related to air, water and soil pollution.
Inadequate urban waste management, unsustainable agricultural practices and improper forest
management induce significance land degradation and damages of biodiversity. Illegal waste
dumping and agricultural run-off contribute to the pollution of rivers and drinking water wells in rural
areas. Difficult economic conditions during the 1990s and early 2000s with industrial closures and
cut-downs of agricultural subsidies have reduced pollution emissions to water, soil and air. The
worsening social situation and high poverty have contributed to environmentally damaging activities
such as illegal cutting of forests, use of obsolete technologies, poor energy efficiency and
underinvestment in basic infrastructure such as water, roads, and energy.

95

One proxy measure assessing the performance of a country in terms of the environmental situation
and environmental policies (2012 Environmental Performance Index) ranks Moldova as no. 108 out
of 132 classified countries.
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Based on this measure the country performs relatively well in areas

such as ecosystem effects of air pollution, regulation pertaining to the agricultural sector, and
climate change, while problematic areas include risks to biodiversity and habitat, and effects of
water pollution on human health.
Air pollution
Air pollution is primarily caused by mobile pollution sources such as cars, buses, and trucks and
mostly affects urban areas. An old vehicle fleet is an important factor contributing to the problem
and data of the Ministry of Transport suggest that more than 90 percent of the vehicles in Moldova
is older than 10 years, although there are substantial discrepancies in different sources on the
number of vehicles as such.
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Imports of cars above 10 years old is prohibited (the threshold was

increased from 7 years). Euro 2 and Euro 3 standards on emissions from motor vehicles and their
specific replacement parts do not apply in Moldova, while for the EU Euro 4 and Euro 5 standards
are minimum requirements.
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The burden due to industrial sources of air pollution have decreased somewhat in line with the
energy sector replacing the solid (coal) and liquid fuels (oil) with natural gas especially in large
combustion units. There is no data on emissions from the Transnistria region which is home to the
largest power station in the country (located in Dnestrovsk).
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limits on emissions. Some other former Soviet Union countries (Armenia, Georgia, Kazakhstan, Russia) have switched to
EU Euro-X standards to control vehicle emissions (Ketevan Samadashvili, Regional Overview – Eastern Europe,
Caucasus and Central Asia, presentation delivered on 28 April 2009, Szentendre, Hungary, available at
http://www.unep.org/transport/pcfv/PDF/7GPMRegionalOverviews_Keti.pdf (accessed 11 April 2012)).
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From the perspective of the TSIA the key question is therefore whether and under what conditions
the DCFTA may create more conducive environment to effectively implementing already ratified
EAs and/or promote ratification and implementation of additional EAs not yet ratified by Moldova
relative to the current situation. One aspect of this question is on costs of implementing conventions
and the extent to which the EU will be willing to support implementation by bearing some of these
costs as part of the DCFTA/AA process or the extent to which Moldovan authorities will be willing to
use general budget support from donors to this end. EU funding in this sphere is more likely to be
related to the Association Agreement process than specifically the DCFTA.
While the EC regularly publishes monitoring reports on effective implementation of conventions by
GSP+ beneficiaries (as required by the GSP+ Regulation) there is no such formal mechanism for
the ATP beneficiaries and Moldova in particular. In any case the monitoring primarily relies on
reporting and monitoring schemes foreseen within individual EAs. We have reviewed these
sources, updating the most recent available – but outdated – EC monitoring.
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Our analysis

suggests a continuation of positive trends in conventions’ implementation and does not highlight
any significant problems. It should be remembered, however, that this evidence may provide only a
partial picture. This is because conventions differ in their mechanisms for monitoring progress
made and typically the primary focus is on supporting countries in implementation efforts and not
highlighting non-compliance cases.
Based on the above, we do not identify any evidence that could suggest that moving from the
GSP+ status to ATP has reduced the effectiveness of EAs implementation in Moldova.
Effective implementation of environmental conventions can be a costly and lengthy process
requiring building institutional capacity, raising public awareness of certain issues, etc. As such EAs
offer no easy solution to environmental challenges. Rather, they provide an opportunity to gradually
upgrade environmental management and policies, also thanks to peer learning and support
available within EAs. There is some indirect evidence (e.g. in comments received through the online stakeholders survey) suggesting that in the case of Moldova international commitment and
external pressure, e.g. in the form of EAs and possibly other elements that may be incorporated in
the DCFTA play an important role in developing environmental protection policies and building
capacity of relevant domestic institutions. On the other hand, ultimately it is up to Moldovan
authorities, businesses and civil society institutions to make Moldovan development greener. Such
things can be encouraged or supported by external actors but cannot be forced or implemented
from outside the country.
Overall, we conclude that DCFTA is likely to have a weak but positive effect encouraging more
effective implementation of EAs in Moldova that should – in a gradual manner – also contribute to
solving some of the outstanding environmental challenges facing Moldova. This mechanism may
prove important in greening economic growth in Moldova in general and limiting the environmental
burden from faster economic development due to a DCFTA.
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Regulation (EC) No 55/2008 of 21 January 2008)
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December 2005 {COM(2008) 656}. This document covers the period up till mid-2008.
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demand for water (and intensification of problems with supply-withdrawal balance), technological
changes in certain industries may minimise this problem. It is thus not possible to assess the
direction of environmental effects stemming from DCFTA and channelled through changes in
industrial sectors. A general point to make here is that among factors that matter for these effects
one can mention:
•

The degree to which the DCFTA will encourage technological change limiting environmental
burden.

•

The degree to which DCFTA will lead to effective implementation of higher standards

•

The degree to which DCFTA will prevent relocation of particularly polluting businesses from

•

The pace of changes in social preferences towards greener growth as the living standards

concerning various forms of pollution.
other countries (EU and non-EU) to Moldova.
improve thanks to the DCFTA and associated changes in business practices in certain sectors
(towards higher corporate social responsibility) as well as changes in public policies (e.g. in
supporting green investments in some sectors).

3.3

Human rights issues
Introduction
In carrying out the Human Rights (HR) impact assessment of the DCFTA with Moldova, we base
ourselves on our experience in conducting other sustainability pillars of FTAs in previous studies,
the HRIA approach developed methodologically by Walker (2009), and experience in the analysis
of Human Rights studies. Our HRIA approach consists of three steps that are closely aligned with
the TSIA approach of the DG Trade Handbook (2006). First, we describe the current overall and
DCFTA related status of Human Rights in Moldova (i.e. the human rights baseline). Second, we
screen for main (overall) potential HR impacts that could occur when this DCFTA would come into
effect. Third, we look at the importance of these effects. In this Interim Technical Report we look at
the HR effects at the macro-economic level only (since no specific sectors have yet been chosen).
In this Interim Technical Report we look at the HR effects at the macro-economic level only (since
no specific sectors have yet been chosen). In interpreting the analysis of this section, it should be
noted that many of the issues relating to the HR situation in Moldova are related to domestic policy
and direct impacts from the DCFTA on the situation at large are expected to be limited only. The
effects described in this chapter should be interpreted in this context.
The Human Rights landscape in Moldova – the baseline
Moldova borders directly on the European Union (Romania) and has a population of 3.6 million
people living in the territory of the country controlled by the recognised government while
approximately 600,000 people live in the ‘Transdniester Moldovan Republic’ (Transnistria) on the
Eastern border with Ukraine (see Figure 3.5 below). Transnistria was and is governed through
parallel administrative structures.
Moldova has complied with ratification of almost all of the core UN Human Rights Treaties and its
Optional Protocols, except the International Convention on the Rights of All Migrant Workers and
Members of their Families.
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Moldova did sign the International Convention on the Rights of

Persons with Disabilities but not its Optional Protocol, and also not the Optional Protocol to the
International Covenant on Economic, Social and Cultural Rights, which is particularly important in
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See full list of ratifications to all the human rights treaties at:
http://treaties.un.org/Pages/Treaties aspx?id=4&subid=A&lang=en Accessed on 26 March 2012.
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in Moldova (3.4 percent), exports (16.2 percent) and has a positive effect on wages (4.8 percent)
which in turn may increase government capacity to ensure HR. Moreover, wages are expected to
go up by 4.8 percent on average, implying that – with dropping overall price levels – disposable
incomes to Moldovan citizens increase, which is a positive HR impact. A challenge here is that also
income inequality is expected to increase and that the poorest parts of the population may see a
loss in disposable income. Positive is the EU-Moldova approach to make the FTA an
encompassing DCFTA (promoting broader HR values also), and the fact that market access to third
countries also increases with positive economic impacts on people’s livelihoods in Moldova.
Potential negative effects are also expected to materialise, but depend on the degree to which
mitigating social and HR policies are taken, mostly by the Moldovan authorities in context of the AA
and in general the degree to which Moldova has ratified the core HR treaties. In the latter respect,
much remains to be done for Moldova, especially in the field of ratifying and implementing the
Optional Protocols on the International Convention on the Rights of Persons with Disabilities and
the Optional Protocol to the International Covenant on Economic, Social and Cultural Rights. A
race-to-the-bottom regarding labour standards is also possible, especially since Moldova has not
(yet) ratified the abovementioned Optional Protocol. So if no flanking measures are implemented
parallel to this DCFTA, labour standards could come under pressure. The issue of Transnistria is an
important one from the HR perspective: do the projected gains of a DCFTA also accrue to the
citizens living in Transnistria or not (e.g. lower barriers to trade) – given the internal barriers, this
might not be the case.
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round table discussion in Moldova on the DCFTA, and activities of the European Economic and
Social Committee (EESC).
10) Personal interviews with individual representatives and/or targeted surveys
A last crucial element of the consultation plan is the organisation of in-depth face-to-face interviews
on specific topics of the study and/or with specific key stakeholders. The targeted approach of the
interviews, as well as of small surveys, serves to complement results and findings that require
particular attention. Individual meetings in Moldova will mainly (but not exclusively) take place in
phase 2 (in-depth analysis) of the study, e.g. in the margins of the local TSIA workshops.

4.2

Implementation of stakeholder consultation plan and overview of consultation
inputs received
The consultation plan as outlined in the previous section has been followed during the project
implementation so far. The first public meeting in Brussels has taken place, the workshop dates
have been set and the team has started all preparations for the workshops, a conference of the
EESC has been attended, a small web survey has been launched, a first electronic newsletter was
sent and the website was kept up-to-date.
Some more information of the main activities so far – with a focus on the main inputs received from
different stakeholders – are summarised below. More extensive audit trails can be found in Annex
C.
Public meeting Brussels
A combined Public Meeting for the TSIA for DCFTA EU-Moldova and the DCFTA EU-Georgia was
th

held in Brussels on the 16 of February 2012. During the meeting the team presented the draft
inception reports, followed by a discussion with the stakeholders present. The meeting focused on
the methodology and on identifying main concerns from civil society. During the meeting the main
inputs from stakeholders included the following issues:
•

Suggestions have been provided to give special attention to certain sectors and subsectors
when examining the potential impact of DCFTA – e.g. infrastructural services, and meat
products.

•

With regard to the role of SPS issues concerns were expressed on the ability of the two
countries to meet standards, as well as the extent to which Ecorys-CASE is addressing the
related concerns with respect to 1) food safety ,and 2) illegal imports (re-exports via these “new”
entrances at EU external borders, i.e. substandard products entering through the ‘backdoor’ of
Europe).

•

An opinion was expressed that the additional quantitative analysis should have a broader focus,
rather than only air pollution (environmental) and income (social) aspects. A suggestion was
made to cover a broader range of aspects in the analysis.

•

Attention was drawn to the fact that statistics only capture the formal economy, while there is
also a large informal economy in both countries.

•

The involvement of and cooperation with the European Economic and Social Committee has
been encouraged, e.g. regarding possibilities to participate in relevant events organized by
EESC, as well as information/contacts sharing.

•

The importance of conducting face-to-face interviews and providing translated texts for local
stakeholders was emphasized.
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•

With a social protection area the DCFTA is seen as having a potential to promote decent
conditions of work, including wages, working time and occupational safety and health.

•

The DCFTA is also seen as likely to have some positive impact on social dialogue as well as
gender equality at work.

•

With respect to environment-related issues, voices expecting a positive DCFTA impact also
dominate, although there are also opinions that it can have a quite negative impact on water
pollution, soil degradation and biodiversity.

•

The DCFTA is also seen as having a positive or neutral effect on implementation of international
environmental agreements and in this way contributing to solving some of Moldova’s
environmental challenges.
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The table shows that the sector sugar experiences the most significant expansion in percentage
terms, with almost a doubling of value added in the long run as a results of the DCFTA. Other
sectors that are expected to increase by more than 10 percent are other crops, air transport, and
textiles and clothing. The sectors that are expected to decrease most are other manufacturing and
livestock and meat products.

5.2.3 Cr. 3: Social/Environmental Importance/Impact
The analysis of key issues in social and environmental spheres as well as of key channels of
potential social and environmental impacts of a DCFTA suggest several issues and sectors of
importance.
•

Agriculture sector. This currently constitutes a significant environmental burden. It is expected to
grow as a result of a DCFTA and hence changes in agricultural practices (that can be driven by
various mechanisms) will largely contribute to the overall environmental impact of a DCFTA.
Furthermore, the sector plays a very important social role providing income to the poorest strata
of the population. It should also be noted that poverty rate among farmers and those employed
in agriculture is very high. It is a combination of productivity improvement in the agricultural
sectors, job creation in the sector as well as employment outflows out of the agricultural sector
to sectors offering higher wages that will play an important role in determining overall social
impact of a DCFTA.

•

Transportation. First, easier access to transport services (or possessing own mode of transport
such as a car) could improve labour force mobility and hence ease the necessary labour force
adjustment following a DCFTA. Transportation infrastructure including the quality of road and
rail racks is also important from this perspective. Second, the transport sector exerts a
substantial environmental burden, in particular affecting air quality in cities. Given still low
number of personal vehicles relative to the population size, the transport-related environmental
burden is bound to increase in the coming years.

•

Implementation of specific environmental standards. A degree of regulatory approximation and
ensuing costs of implementing certain environmental standards and other rules concerning
environmental performance (e.g. issues related to the Industrial Emissions Directive, policy on
chemicals) can affect both environmental implications of a DCFTA and also social ones given
the impact on competitiveness of Moldovan industry and hence employment.

5.2.4 Cr. 4: Stakeholders issues of special importance
During the first two phases of this study, a large number of key stakeholders have participated or
have been invited to participate in the consultation process in various ways and through various
channels as outlined in Chapter 4.
Up to now, the input of civil society has been limited to a public meeting in Brussels and ad-hoc
comments and suggestions on a bilateral basis, a web/based survey and feedback through the
website. More consultation with civil society based on the findings of this draft is likely to generate
more specific suggestions for sectors to look at.
Up to now, some Moldovan stakeholders suggested to study the sectors other processed food and
chemicals, plastics and rubber. In the public meeting in Brussels, specific attention was asked for
meat products and infrastructure services.
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