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Eastern Partnership 2.0 
is the project of the Center for Liberal Modernity (LibMod) 
that aims to bring innovative ideas and political recom-
mendations for action from the region to the stakeholders 
in political Berlin. It was launched together with the 
Open Society Foundation in October 2019.

The program includes workshops, policy papers, briefings, 
and public discussions in the German capital. The overall 
focus of the project is to promote political debate and 
EU engagement with the Eastern Partnership countries, 
especially Ukraine, Georgia and Moldova. 

The three associated countries are to be provided with 
an opportunity to strengthen their mutual relations and 
establish intensive cooperation with partners and actors 
from politics, think tanks and civil society in Berlin.
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Executive summary
The Covid-19 pandemic and its economic consequences 
are reducing the EU’s already limited capacity to foster 
inclusive and resilient economies in the partner countries. 
This is particularly worrisome with a view to the three 
associated countries Georgia, Moldova and Ukraine, 
as they are a playing field for competing development 
models in the region. The EU must not underestimate the 
likelihood that a failure to promote inclusive economic 
development on its part would increase the appeal of 
integration strategies pursued by Russia or China for 
these countries. 

To avoid this outcome, the EU needs a strategy for 
economic development that matches the development 
needs of the three associated countries with the EU’s 
limited capacities.

The Deep and Comprehensive Free Trade Areas (DCF-
TAs) have contributed to intensified trade relations 
between the EU and the three associated countries. 
Nonetheless, Georgia, Moldova and Ukraine remain 
peripheral economies with regard to their integration in 
European and international markets and value chains. 
The DCFTAs offer a range of opportunities for overcoming 
the status quo, but several obstacles stand in the way 
of their exploitation by the three associated countries.

The EU needs a strategy for 
economic development that 

matches the development needs 
of the three associated countries 
with the EU’s limited capacities.

These include the slow pace of progress towards the 
reduction of non-tariff barriers to trade, low sophistica-
tion of exports, limited transport connectivity, failure to 
address environmental problems, low levels of digital-
isation, skills mismatch in the labour market, and the 
ongoing consolidation of oligarchic structures.

The paper discusses two key remedies that would help 
with breaking through these obstacles: the coming 
about of stronger state capacities for fostering economic 
development and stronger sectoral organisation and 
coordination. Due to the powerful position of rent-seeking 
elites in the three associated countries and the limits to 
external engagement on part of the EU, the application 
of these remedies is a long-term project. Therefore, the 
EU strategy towards the associated countries is in need 
of prioritisation and sequencing.

To this end, the paper advocates a development strat-
egy that relies on creating “pockets of efficiency” at a 
sectoral, regional and/or local level and that may induce 
broader spillover effects over time. To implement such 
a strategy, the paper recommends using existing EU 
programmes to create and/or strengthen public private 
partnerships and clusters in strategic sectors with the 
aim of inserting them into or improving their positioning 
in European value chains.
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Introduction
The Eastern Partnership (EaP) risks falling into oblivion. 
Even before the Covid-19 pandemic, the EU was facing 
many challenges, both internally and externally. The 
pandemic and its economic consequences is likely to fur-
ther reduce the EU’s capacity to achieve its self-defined 
objective of fostering inclusive and resilient economies 
in the EaP countries and to meet the needs of those 
countries in that respect. This may result in a further 
increase of social inequalities in the partner countries. 
That is particularly worrisome with a view to the three 
associated countries Georgia, Moldova and Ukraine, as 
they make up one of the key playing fields for competing 
development models in the region. The EU must not 
underestimate the likelihood that a failure to promote 
inclusive development on its part would increase the 
appeal of integration strategies pursued by Russia and 
China for these countries. 

The EU can avoid this outcome by transforming the Asso-
ciation Agreements, and the Deep and Comprehensive 
Free Trade Areas (DCFTAs) in particular, into genuine 
tools for economic development. Offering short-term 
assistance to facilitate their economic recoveries and 
support their Corona crisis management will not suf-
fice. The EU needs a strategy to help these countries 
become more resilient economically, to enable them to 
better withstand and manage future crises. Success in 
this area would also underline the advantages of close 
cooperation with the EU and send an important signal 
both to the populations of the three associated countries 
and to their neighbours.

It is true that the DCFTAs have already helped the asso-
ciated countries to draw closer to the EU in economic 
terms; the EU is the key trading partner of each of them. 
The liberalisation of trade between the EU and the three 
associated countries under the DCFTAs has contributed 
to an improvement to their trade balances and helped to 
offset the effects of reduced trade with Russia, especially 
since 2014. Also, the number of companies exporting 
to the EU has grown in all three countries. 

The EU must not underestimate 
the likelihood that a failure to 
promote inclusive development 
on its part would increase the 
appeal of integration strategies 
pursued by Russia and China for 
the associated countries.

Nonetheless, the three associated countries are not 
exploiting the full potential that the DCFTAs offer for 
their economic development. Their economies are still 
seen as peripheral in terms of their integration in the 
European and international markets and value chains. 
Many of their domestic industries still suffer from low 
competitiveness, and little progress has been made 
towards creating conditions that would attract much 
needed foreign investment. Consequently, Georgia, 
Moldova and Ukraine risk the marginalisation of a large 
share of their domestic economic actors as they open 
up to the EU market. The Covid-19 pandemic and its 
economic fallout are certain to increase the partners’ 
needs for EU support. 

Against this background, the purpose of this strategy 
paper is to sketch out a way to make better use of 
existing tools for promoting economic development in 
Georgia, Moldova and Ukraine: To do so, it first describes 
the key obstacles preventing the associated countries 
from reaping greater benefit from trade liberalisation 
and regulatory integration with the EU in the context 
of the DCFTAs. These key obstacles are the slow pace 
of progress in reducing non-tariff barriers to trade, low 
sophistication of exports, limited transport connectivity, 
failure to address environmental problems, low level of 
digitalisation, skills mismatch in the labour market, and 
the ongoing consolidation of oligarchic structures. The 
paper then discusses two key remedies that will help 
these countries to break through these obstacles: the 
coming about of stronger state capacities for fostering 
economic development and stronger sectoral organisa-
tion and coordination. As achieving these objectives is 
a long-term project, the paper advances a strategy that 
relies on creating “pockets of efficiency” at a sectoral, 
regional and/or local level. These pockets may induce 
broader spillover effects over time. Thirdly, the paper 
presents concrete policy recommendations for imple-
menting a development strategy for the associated 
countries beyond 2020.
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Key obstacles
The Covid-19 pandemic has once again revealed the 
vulnerability of the peripheral economies of Georgia, 
Moldova and Ukraine. A key to making these economies 
more resilient is to further their economic development 
by building competitive domestic industries and pro-
moting their integration in transnational value chains. 
Capital-intense segments should be a particular focus of 
these efforts in order to generate a higher value added 
for the economy at large. 

The DCFTAs have an important role to play in this regard. 
They are founded on comprehensive trade liberalisation 
and regulatory integration. What is more, the EU made 
a commitment to assist the three associated countries 
in their efforts to become compliant with EU market 
rules and to help them improve the competitiveness 
of their domestic industries. However, a number of 
obstacles prevent the partner countries from exploiting 
the potential of the DCFTAs as a tool for inclusive and 
sustainable economic development.

#1  Slow pace of progress in reducing non-tariff 
barriers to trade; TBT, SPS and customs

The associated countries would be able to reap more 
benefits from the opportunities offered by the removal 
of tariff barriers under the DCFTAs if that removal were 
accompanied by a faster reduction of non-tariff barriers to 
trade. This includes the alignment of customs clearance 
procedures and sanitary and phytosanitary standards 
(SPS) with the EU regulatory framework as well as the 
removal of technical barriers to trade (TBT). Although 
Georgia, Moldova and Ukraine have made some progress 
in this respect over the past years, implementation is 
still patchy. Here are a few examples:

Regarding TBT, the EU and Ukraine began negotia-
tions on an Agreement on Conformity Assessment and 
Acceptance of Industrial Products (ACAA) as early as 
2005. Such an agreement requires that Ukraine should 
adopt technical regulations, standards and procedures 
equivalent to those of the EU, thereby allowing Ukrainian 
industrial products to enter the EU market without 
conformity assessment. As of today, reforms for only 3 
out of 27 product categories are completed. Yet, local 
experts complain that the EU has decreased the level 
of technical assistance it provides for developing legis-
lation and preparing quality infrastructure and market 
surveillance authorities in Ukraine since the conclusion 

of the Association Agreement. Regarding customs, the 
Ukrainian government still tends to see its Customs 
Service’s primary function to be revenue collection 
rather than trade facilitation. Further, while the three 
associated countries have made progress with legal 
harmonisation with SPS, implementation remains a 
challenge for private business. Last but not least, Georgia 
has successfully introduced an Authorised Economic 
Operator (AEO) programme, but Ukraine and Moldova 
are only just about to start negotiations with the EU 
on this. The EU-recognized AEO status would reduce 
the regulatory burden for selected firms in terms of 
security, safety and customs controls. The rather slow 
reduction of non-tariff barriers to trade has its roots in 
weak domestic incentives and capacities to carry out 
the reforms necessary.

Firstly, existing regulatory structures and procedures 
offer plenty of opportunities for corruption, thereby 
reducing the incentives for local regulators to introduce 
EU-conform structures that lead to greater transparency 
and accountability. 

Secondly, ACAAs, which are currently under negotiation 
with Moldova and Ukraine, do not stop at requiring 
exports to the EU to be in line with European standards. 
Products for the home market as well imports from 
non-EU countries must also be in line with European 
standards before the EU will agree to lift the require-
ment that exporters have products undergo conformity 
assessment in the EU. While full compliance with EU 
technical standards is certainly a desirable long-term 
outcome in terms of consumer safety and quality, the 
ACAA requirements may not necessarily be suited to 
the short to medium-term development needs of the 
Ukrainian and Moldovan economies. In fact, they will 
act as a constraining factor for domestic demand and 
for imports of cheaper industrial goods from China or 
the Commonwealth of Independent States (CIS). That 
is why Georgia opted not to include a commitment on 
including an ACAA in its Association Agreement.1 As for 
Ukraine (and to a lesser extent Moldova), the ongoing 
harmonisation process will be particularly burdensome 
for importers as long as the EU does not conclude 
completed parts of the ACAA2.

1  Emerson, M. and Kovziridze, T. (2018) (eds.), Deepening EU-Georgian 
Relations. What, why and how?, Second Edition, Rowman & 
Littlefield International: London, https://www.ceps.eu/download/
publication/?id=10718&pdf=RLI_Georgia2_Master.pdf  
(last access June 15, 2020)

2  Lutsenko, D. and Shulga, D. (2018), ACAA: Integrating in the EU 
industrial products market, https://www.civic-synergy.org.ua/wp-content/
uploads/2018/04/ACAA-integrating-into-the-EU-s-industrial-products-
market_en_2019.pdf (last access June 15, 2020)
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Thirdly, local enterprises often lack the financial means 
and the technical knowhow to comply with European 
standards. Even products from the associated countries 
that do comply with European standards are extremely 
difficult to integrate into European value chains. For 
example, agrifood producers from Georgia, Moldova and 
Ukraine have difficulty out-competing firms from the 
EU or third countries that enjoy long-term relationships 
with processors and/or retailers. Detailed knowledge 
of market niches and successful marketing strategies 
is key to a successful integration in European supply 
chains, even more so because the 27 national markets 
within the EU do not form part of a monolithic bloc. 

#2  Low sophistication of exports in goods
It is also worth noting that, despite the overall positive 
trade balance between the EU and the three associated 
countries, Georgia, Moldova and Ukraine, the exports 
from these countries to the EU are characterised by 
comparatively low diversity and low value-added. Put 
differently, the DCFTA has helped the three partners 
to increase the quantity rather than the quality of their 
exports to the EU. In Moldova, for example, the percen-
tage of agrifood exports that represented a level of 
technological sophistication above that of primary goods 
actually fell following the implementation of the DCFTA, 
from 29 % in 2015 to 25 % in 2018. Almost 100 % of the 
industrial products exported from Moldova to the EU 
have at best a low level of technological sophistication.3  
While the situation in all three associated countries would 
certainly be worse without the DCFTAs, a key problem 
lies in the fact that DCFTA implementation measures 
are largely limited to the formal adoption of legislation 
and standards in line with EU requirements. A lack of 
foreign and domestic investment means that large parts 
of the private sector in all three partner countries are 
poorly equipped to implement EU standards properly. 
To make matters worse, the unfolding economic crisis 
is expected to bring with it a further decrease in foreign 
and domestic investment.

3  Lupusor, A. (2019), DCFTA after 5 years of implementation: estimated 
impact and conclusions for the next 5 years (in Romanian), Expert Grup, 
https://www.expert-grup.org/media/k2/attachments/ZLSAC_dupa_5_ani_
de_implementare_impactul_estimat_si_concluzii_pentru_urmatorii_5_ani__
ajustat.pdf (last access June 15, 2020)

#3  Skills mismatch even in strategic sectors
All three associated countries suffer from skills mis-
match, even in sectors with a high potential for growth 
and for attracting investment. In Ukraine, for example, 
businesses face a significant skill gap in two strategic 
sectors, agribusiness and renewable energy.4 Despite 
a high literacy rate and high enrolment in primary and 
secondary education, Ukrainian employees in these 
sectors often lack knowhow and practical training, 
due to a lack of cooperation between the education 
system and the private sector. The problem of finding 
skilled employees is especially severe for small and 
medium-sized enterprises (SMEs) as many of these 
lack an effective human resources department to help 
them manage their skills needs. Similar problems exist 
in Georgia and Moldova, although their economies tend 
to produce comparatively fewer jobs that require the 
intense use of technologies, thinking and learning.5 The 
stimulation of higher value-added economic activities, 
especially in rural and poor areas, is therefore as im-
portant as a stronger investment in skills development.

Despite the overall positive  
trade balance between the EU and 

the three associated countries, 
the exports from these countries 

to the EU are characterised by 
comparatively low diversity and 

low value-added. Put differently, 
the DCFTA has helped the three 

partners to increase the  
quantity rather than the quality  

 of their exports to the EU.

4  OECD (2015), Identifying and Addressing Skills Gaps in Ukraine, OECD 
Eurasia Competitiveness Programme, https://www.oecd.org/eurasia/
competitiveness-programme/eastern-partners/Skills_Gap_Assessment_
Ukraine_ENG.pdf (last access June 15, 2020)

5  Swiss Agency for Development and Cooperation & World Bank Group 
(2018), Supply of skills in Moldova. Findings from the Moldova Skills 
Measurement Survey (MSMS), http://documents.worldbank.org/curated/
en/846611564728508093/pdf/Supply-of-skills-in-Moldova-Findings-from-
the-Moldova-Skills-Measurement-Survey-MSMS.pdf; European Training 
Foundation (2019), Skills Mismatch Measurement in Georgia, https://www.
etf.europa.eu/sites/default/files/2019-10/skills_mismatch_measurement_
georgia.pdf (last access June 15, 2020)
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#4 Limited transport connectivity 
Limited transport connectivity is another important 
impediment to the reaping of greatest possible bene
fits from trade liberalisation under the DCFTA. The 
integration of the three associated countries into the 
TEN-T network is key to resolving this problem. There 
are also a few concrete actions that should be taken to 
facilitate exports to the EU. In Ukraine, the institutional 
framework needs improvement, especially when it comes 
to providing road carriers with bilateral transport permits. 
As a recent study shows, the situation is especially acute 
with respect to Poland, but problems also exist with 
Hungary, Romania and Austria.6 Overall, these permit 
problems resulted in a loss of 110 million euro worth 
of exports for Ukraine and 254 million euros worth of 
exports for the EU in 2018/2019. To create conditions for 
fair competition, Ukraine needs an agreement on road 
transport with the EU that can improve labour conditions 
for Ukrainian drivers and the road safety of Ukrainian 
trucks while regulating the coherent management of 
transport permits. In Georgia, even simple inputs for 
logistics have to be imported from other countries at 
high costs, as is the case of food-grade pallets from 
Italy. What is more, producers of agrifood products, 
which are among Georgia’s key export commodities to 
the EU, often do not have direct access even to major 
roads, let alone to the country’s only air cargo terminal 
in Tbilisi, which makes their integration in European 
supply chains extremely difficult.7

#5  Failure to address environmental problems
The negative impacts of the continuing deterioration of 
the environment in the associated countries, as indicated, 
for instance, by the growing pollution of rivers and lakes 
or deforestation, are not limited to local ecosystems 
and/or public health: this deterioration is also affecting 
economic development. Access to potable water is 
limited in Moldova, for example. Sporadic precipitation 
and frequent droughts menace the river Dniester, the 
source of 80% of the country’s water supply. The high 
level of groundwater contamination creates an additional 
burden for the local production of agrifood products. 
Protection of the environment is a necessary condition 
for sustainable economic development. Trading envi
ronmental concerns off against economic concerns is 
therefore counterproductive. That said, the agenda in 
the EU’s Green Deal is ambitious even for developed  

6  Saha, D., Movchan, V. & Kravchuk, V. (2019) Reported shortage of EU 
transport permits for Ukrainian trucks: Effect on trade with the EU, German 
Economic Team, Policy Briefing 03/2019, https://www.beratergruppe-
ukraine.de/wordpress/wp-content/uploads/2019/04/PB_03_2019_en.pdf 
(last access June 15, 2020)

7  Gutbrodt, H. & Movchan, V. (2019) Promoting Georgian exports of agro-
food products to the EU – The role of volume, transport and logistics, 
German Economic Team, Policy Briefing 01/2020, https://www.german-
economic-team.com/georgien/wp-content/uploads/sites/3/GET_GEO_
PB_01_2020_en.pdf (last access June 15, 2020)

economies. A realistic assessment of the scope of  
measures the associated countries can feasibly imple
ment is necessary in this respect, one that also takes 
into account their financial constraints, which are bound 
to be exacerbated by the Covid-19 pandemic and the 
unfolding economic crisis. In the short-term, at least, 
special attention should be paid to implementing those 
parts of the EU environmental acquis that are crucial 
for sustainable economic development (e.g. water pro
cessing, air quality and waste management).

#6 Low levels of digitalisation 
The Covid-19 pandemic has underlined the close rela
tionship between digital interconnection and economic 
well-being. More support should be provided for building 
a digital infrastructure in the three associated countries. 
The internet infrastructure, roaming and the development 
of e-commerce for the local and international markets 
are key issues in this context, but so too is the expansion 
of e-services to ensure the availability of public services, 
particularly during public health crises.

#7  Consolidation of oligarchic structures
Recent research has shown that, thus far, the liberali-
sation of trade between the EU and Ukraine has helped to 
consolidate the power position of Ukraine’s rent-seeking 
elites.8 The sectors producing Ukraine’s key exports to 
the EU – agrifood, metals, minerals and machinery – are 
mainly in the hands of big firms owned by Ukrainian 
oligarchs, who misuse their economic power to gain 
access to financial gains and benefits by way of prefe-
rential access to state aid and subsidised loans from 
state-owned banks, for instance. What is more, big firms 
owned by Ukrainian oligarchs have also received huge 
loans from European financial institutions for projects 
aimed at increasing their productivity, as did Myronivsky 
Hliboproduct (MHP), Ukraine’s largest exporter of poultry 
to the EU, which is controlled by Yuriy Kosiuk. SMEs 
have only been able to increase their share in exports 
to the EU in some subsectors of the agrifood and the 
machinery sector in the course of trade liberalisation. 
The same holds true for SME development in Georgia 
and Moldova. SMEs often lack access to technology, 
finance and skilled labour. This lowers their chances to 
reap the benefits of the DCFTA and to contribute toward 
inclusive economic development that includes firms of 
all sizes located in different regions and/or segments 
of the value chain.

8  Langbein, J.; Gazizullin, I. and Naumenko, D. (2020), Trade liberalisation 
and opening in post-Soviet limited access orders, East European Politics, 
https://www.tandfonline.com/doi/full/10.1080/21599165.2020.1747440 
(last access June 15, 2020)
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Key remedies
Georgia, Moldova and Ukraine suffer from weak de- 
velopmental capacities and the pervasive influence of 
rent-seeking groups. In such a context, any efforts to 
improve customs management, invest in the sophisti-
cation of exports, provide for better transport logistics 
or tackle the skills mismatch are doomed to fail or, at 
best, to be implemented only half-heartedly. As seminal  
contributions in development studies have shown, the 
creation of an autonomous state embedded in the society  
it serves and the presence of well-organised and coor-
dinated economic sectors is crucial for ensuring that 
developing economies will play by the rules of integrated 
markets and can benefit from doing so.9 Mainstreaming  
the following aims in the EU strategy towards the three 
associated countries will help them break through the 
previously discussed key obstacles to reaping the bene-
fits of the DCFTAs:

Stronger state capacities to  
promote development
State capacity is a key factor determining whether a 
country’s industrial policy leads to East Asian-style 
globally competitive manufacturing sectors or to the 
capture of the state by private interests. Without an 
autonomous state with close links to society (but one that 
has not been captured by particular groups), countries 
cannot have a functioning market, cannot play by the 
rules and, if they reap gains from market integration, 
will not be capable of distributing them equitably. 

Three sets of state capacities are key for promoting 
development. First, core state capacities set the basis 
for the provision of public goods that are necessary 
for markets to function. These include secure property 
rights, enforcement of contracts, and a predictable 
legal environment.10 The capacity of the state to secure 
economic freedom for all on an equal basis requires an 
independent and capable judiciary and bureaucracy, 
supported by checks and balances within the state. 
The function of these last is to reduce the risk that core 
state institutions can be used for short-term political 
purposes.11

9   Evans, P. (1995) Embedded Autonomy: States and Industrial 
Transformation, Princeton: Princeton UP; Weiss, L. (2004) States in the 
Global Economy, Bringing domestic institutions back in, Cambridge: 
Cambridge UP; Doner, R.F. & Schneider, B.R. (2016), The middle-income 
trap: More politics than economics, World Politics, 68(4), 608-644.

10  Acemoglu, D., Aghion, P., & Zilibotti, F. (2006), Distance to frontier, 
selection, and economic growth, Journal of the European Economic 
Association, 4(1), 37–74; Evans (1995), fn. 9.

11  Bruszt, L., & Campos, N. F. (2017), State capacity and economic 
integration: evidence from the Eastern enlargement, EUI Working Paper 
RSCAS 2017/52, Florence, IT: Robert Schuman.

The presence of these core state capacities is an essen-
tial requirement for building the other two kinds of 
developmental capacities. These concern a) the ability 
of states to promote the insertion of local firms and 
sectors into competitive regional and global markets, and 
b) the ability of states to facilitate a better positioning 
of their economies in these markets. 

In the phase of insertion into transnational markets, the 
critical question for development is whether states have, 
or can acquire the capacity to prepare essential sectors 
of the economy to deal with the potential risks of this 
process. These risks include the marginalisation or, at 
worst, market exclusion of large numbers of domestic 
economic actors. States in this phase of development 
need the ability to identify promising sectors or groups 
of firms and endow them with the capacity to withstand 
competition in transnational markets. Protective tariffs 
and subsidies are standard tools used by less devel-
oped economies to enhance export competitiveness, as 
they can help domestic economic actors to restructure 
and organise during this phase. Under the DCFTAs, 
however, the use of protective tariffs is no longer an 
available option, while it is difficult for partner countries 
to bring the provision of subsidies into alignment with 
their commitments to comply with EU state-aid rules.  
In such a context, it is even more important to focus on 
strengthening key institutions governing market insertion 
in the area of customs, SPS and TBT in order to benefit 
from the abolishment of tariff barriers to trade under 
the DCFTA (cf. obstacle #1).

With DCFTA application increasingly reducing the policy 
space for the states of Georgia, Moldova and Ukraine 
to protect and promote selected sectors, these states 
face the challenge of acquiring the skills to facilitate 
a beneficial positioning of their economies in regional 
and global markets. In a world of transnational markets 
and global value chains, countries no longer need to 
develop vertically integrated industries to participate 
in global trade. They can also develop capacities in 
specific segments of the value chain and create respec-
tive outward linkages to benefit from trade and GVCs.12  
To overcome the previously discussed key obstacles to 
development in the three partner countries (e.g. the low 
sophistication of exports, skills mismatch and limited 
transports connectivity), Georgia, Moldova and Ukraine 
need state capacities in the area of development that 
will allow them to promote the evolution of productive 
alliances between firms, research institutions, universi-
ties, and vocational training institutions. Such alliances 

12  Cattaneo, O./ Gereffi, G. / Miroudot, S. & Taglioni, D. (2013) Joining, 
Upgrading and Being Competitive in Global Value Chains, Policy Research 
Working Paper 6406, The World Bank Group, https://www.ecb.europa.eu/
home/pdf/research/compnet/Cattaneo_Gereffi_Miroudot_Taglioni_2013.pdf 
(last access June 15, 2020)
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will allow these actors to pool their resources, to obtain 
intimate knowledge about sectoral needs with regard to 
skills, environmental concerns, technological knowhow, 
e-commerce, and to build links to logistics and transport 
companies (cf. obstacles #2, 3, 4, 5, 6). 

Moreover, the presence of support agencies, especially 
at the regional/local/sectoral level, is important, as 
they provide consulting services to SMEs, assist them 
in applying for EU funding or other sources of financial 
support, and help them leverage complementary funding. 
Also, Poland’s experience during the pre-accession 
period shows that the creation of technology transfer 
platforms that connect SMEs with large companies 
in need of innovative solutions can help contribute to 
inclusive economic development (cf. obstacle #7).13 

Better organised and coordinated sectors
Greater fragmentation between producers, process-
ing firms, and retailers in a given sector yields a lower  
likeli hood that they will be able to solve complex col-
lective-action problems. Complex organizational activity 
among firms is needed among diverse categories of firms 
in a production chain to facilitate both an alignment 
with transnational market rules and further industrial 
upgrading.14 In particular, regulations that imply risk 
management, like food safety regulations or technical 
regulations applying to industrial products, require 
coordination within close networks between producers, 
processors, retailers and state authorities. A closer 
look into the importance of sectoral organisation for 
managing the alignment with EU food safety regulations 
is helpful here, since agrifood products constitute the 
major export commodities of Georgia, Moldova and 
Ukraine to the EU.

Food quality management systems, such as the EU’s 
“from farm to fork” approach, must perform at least 
two main tasks that go beyond the boundaries of an 
individual firm. The first concerns compliance with 
commitments to ensure the transparency, traceability 
and sustainability of any food item. The instalment of 
tracking systems and labelling technologies across the 
entire food supply chain requires extensive cooperation 
and comprehensive communication systems between the 
individual business partners. The second task concerns 
the creation of a positive reputation, which can only  

13  Medve-Balint, G. and Scepanovic, V. (2019), EU funds, state capacity and 
the development of transnational industrial policies in Europe’s Eastern 
periphery, Review of International Political Economy, Online first: https://
www.tandfonline.com/doi/full/10.1080/09692290.2019.1646669 
(last access June 15, 2020)

14  Gereffi, G. and Lee, J. (2009), A global value chain approach to food 
safety and quality standards, Global health diplomacy for chronic disease 
prevention working paper series, Durham, NC: Duke University; Cafaggi, 
F. (2010), Private regulation, supply chain and contractual networks: The 
case of food safety, Florence: EUI Working Papers, Private Regulation 
Series – 03.

The creation of an autonomous  
state embedded in the society 

it serves and the presence of 
well-organised and coordinated 

economic sectors is crucial 
for ensuring that developing 

economies will play by the rules 
of integrated markets and can 

benefit from doing so.

be realized if all food and feed operators throughout 
the supply chain are able to rely on one another to 
comply with safety and quality requirements. This task 
also involves the public authorities in charge of risk 
management, since these need to communicate any 
upcoming risks in a timely and efficient manner. State 
authorities must therefore have the ability to nurture 
and monitor the reorganisation of production, and they 
need the capacity to oversee and enforce transnational 
regulations. Any food producer who wishes to export 
food products to the EU or become part of European 
value chains must build up networks of this kind in 
order to be competitive, in particular with regard to 
more complex and high value-added segments of the 
value chain (obstacles #1 and 2).

What is more, intermediary organisations like strong 
sectoral business organisation are key to overcoming 
information asymmetries and pooling resources. For 
example, strong farmer cooperatives are more likely 
to meet EU funding criteria, can facilitate access to 
resources and knowhow for their members and are able 
to pay the expensive fees for certification required in 
order for food products to be exported to the EU. Farmers’ 
cooperatives are also in a better position to represent 
small and medium-sized producers’ interests vis-á-vis 
vocational training institutes and public authorities 
(obstacles #1, 2 and 3).15

Another point is that in sectors where economic actors 
are weak and fragmented, funding provided by the EU or 
other financial institutions risks becoming just another 
source of subsidies for large, powerful companies. Diversi-
fying funding activities to include more SMEs would 
facilitate a more broad-based integration into trans-
national production networks. The previously discussed 
strengthening of oligarchic networks in Ukraine’s food 
industry through EBRD and IFC funds is a case in point 
(obstacle #7).

15  Bruszt, L. & Langbein, J. (2014), Strategies of regulatory integration via 
development. The integration of the Polish and Romanian dairy industries 
in the EU single market, in: Bruszt, L. & McDermott, G. (eds): Leveling 
the playing field: Transnational regulatory integration and development. 
Oxford: Oxford University Press, 58-79; Medve-Balint and Scepanovic 
(2019), fn. 13.
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Creating “pockets of efficiency”
It is clear that the proper application of these remedies 
will be a decades-long endeavour in countries like Georgia,  
Moldova and Ukraine that suffer from state capture and 
low societal trust in state institutions. In order to address 
the economic needs of their societies with the limited  
capacities of the EU in a manner that takes into account 
the low incentive for reform on the part of most domes-
tic elites, it will be necessary to define priorities and 
sequence the reform process. To this end, emphasis 
should be put on the creation of “pockets of efficiency” 
that are capable of addressing the obstacles discussed 
and of positioning domestic firms in the European market 
at sector, industry, regional and/or local level. This entails 
concentrating on strategic sectors, like the agrifood 
industry or renewable energies in the case of Ukraine16 ; 
wine production (clustered with tourism), light industry 
(apparel, footwear and fashion accessories manufactur-
ing) and information and communications technology 
(ICT) for Moldova17, and light industries (textiles, some 
machine-building activities) and the agrifood industry 
for Georgia.18 

It should be noted that “pockets of efficiency” are embed-
ded in and not insulated from their political context. 
Commitment on the part of political elites to protecting 
public agencies from the worst excesses of political 
interference is widely acknowledged as a critical condition 
for the success of “pockets of efficiency”. To this end, 
officials working in relevant branches of the customs 
or competition authorities must be in the position to 
reconcile the interests of the elites with the interests 
of the industry at large. Looking at Ukraine’s agrifood 
industry, for example, it will not be possible to further 
its integration in transnational value chains without 
producing benefits for oligarchs who have stakes in the 
sector and who use their economic power for rent-seek-
ing. Nonetheless, the creation of public-private sector 
partner ships including officials from regional and local 
administrations, sectoral associations, agricultural uni-
versities and vocational training institutions and farmers’ 
cooperatives will put the various stakeholders in a better 
position to tackle problems related to skills-mismatch, 
transport logistics, environmental concerns,  standards, 
customs and e-commerce. Sectoral clustering will bring 
benefits to big business, but it will also broaden access 
to trade and entrepreneurial activities for a wider group 
of economic actors, thereby laying the basis for a more 
inclusive development in the long-term.

16  OECD (2012), Competitiveness and Private Sector Development: Ukraine 
Sector Competitiveness Strategy, OECD Publishing, Paris,  
https://read.oecd-ilibrary.org/finance-and-investment/competitiveness-
and-private-sector-development-ukraine-2011_9789264128798-en#page1 
(last access June 15, 2020) 

17  USAID (2018), Moldova competitiveness project, Year Three Annual 
Report FY18, https://upload.openaid.se/document/moldova/55120020-
usaid-competitiveness-enhancement-mcp-moldova-y3-report.pdf 
(last access June 15, 2020)

Key recommendations 
With regard to the general approach towards the EaP and 
the associated countries in particular, the EU should:

•  Prevent the EaP from falling into oblivion. The EaP is 
of strategic importance for the EU. The three associated 
countries Georgia, Moldova and Ukraine, in particu-
lar, are a key playing field for competing (economic) 
integration strategies pursued by Russia and China 
in the region. The EU must send a clear signal to the 
states and societies of the partner countries that it 
cares about the EaP despite the many other internal 
and external challenges it is facing.

•  Underline the need for prioritisation and sequencing. 
The Communication on the EaP beyond 2020 formulates 
a broad scope of priorities for promoting resilient and 
inclusive economies considering the comparatively 
thin financing, the EU’s limited capacities in times of 
Covid-19, and the presence of reform-resistant elites 
in the EaP countries. 

With regard to developing a strategy to foster the for-
mation of resilient and inclusive economies in the three 
associated EaP countries, the EU should

•  Promote a development strategy that focuses on the 
short-term creation of “pockets of efficiency” at the 
level of sectors / regions / industries to induce broader 
spillover effects over time.

  a)  Provide targeted support for integrating promising 
sectors/industries with a competitive edge into 
European value chains. Develop a sectoral approach 
to boosting their growth and development that takes 
ownership structures into account in order to avoid 
strengthening oligarchic structures at the expense 
of SME development.

  b)  Focus on building public-private partnerships at 
the sectoral, regional and/or local level to improve 
a promising sector’s positioning in transnational 
value chains. Involvement of public and private 
actors should help overcome information asym-
metries, encourage knowledge exchange and the 
pooling of resources regarding access to finance 
and the effective response to sectoral needs (e.g. 
with regard to vocational training, environmental 
concerns, e-commerce). 18

  

18  Saha, D. & Giucci, R. (2017): Towards strong and balanced growth: 
Georgia’s economic policy priorities in 2017-2020, German Economic 
Team Georgia & ISET Institute, https://www.get-georgia.de/wp-content/ 
uploads/2017/06/PS_01_2017_en.pdf (last access June 15, 2020)
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c)  Concentrate on public administration reform in bran- 
ches that are of greatest importance for fostering 
economic integration of promising sectors. These 
reforms should address, first and foremost, compe-
tition authorities, food safety authorities, customs 
and technical standards and conformity assessment 
procedures. 

d)  Strengthen the organisation and coordination of 
promising sectors. Build sectoral clusters between 
actors of sectoral value chains to solve complex col-
lective action problems related to risk management, 
such as food safety. Promote the strengthening and/
or creation of farmers’ cooperatives among SMEs in 
the agrifood sector that can pool resources, benefit 
from economies of scale and overcome information 
asymmetries.

e)  Mainstream the creation of “pockets of efficiency” at 
the sectoral, regional and/or local level into existing 
EU programmes and tools (e.g. EU4Business, EU4Cli-
mate, the European External Investment Plan and the 
Structural Reform Facility) and promote the increased 
participation of the three associated countries in EU 
programs, such as COSME, along these lines.

f)  Use sectoral public-private partnerships and sectoral 
clusters to address the key obstacles to exploiting 
the potential of the DCFTA:

   -  Push forward with the abolishment of non-tariff 
barriers to trade: Conclude ACAAs with Moldova 
and Ukraine covering sectors for which legislative 
reforms have already been implemented to reduce 
the burden on importers and export-competitive 
businesses in those sectors. Upgrade assistance 
for preparing quality infrastructure and market 
surveillance authorities, with a special focus on 
export-competitive sectors. Provide targeted financial 
support to upgrade production facilities in line with 
EU TBT and SPS in promising sectors.

   -   Improve the sophistication of exports in goods. 
In view of shrinking foreign direct investments and 
EU capacities following the Covid-19 pandemic and 
the unfolding economic crisis, the EU, in partner-
ship with international financial institutions, must 
streamline the priorities of its financial instruments. 
Put emphasis on building sectoral clusters and public 
private partnerships aimed at overcoming information 
asymmetries and pooling resources in promising, 
export-competitive sectors.

 

  -   Overcome the skills mismatch. Promote greater 
cooperation between the education sector (voca-
tional training institutes, universities) and private 
businesses, in particular with regard to strategic 
sectors of the economy. Bring curricula regarding 
the use of technology and soft skills in sync with 
the needs of local businesses.

   -   Improve transport connectivity where it is a major 
impediment to the integration of Georgian, Moldovan, 
Ukrainian strategic sectors into European supply 
chains and reduces economies of scale. Establish 
logistical hubs within the territory of the EU to provide 
for storage and uninterrupted supply.

   -   Match environmental concerns with developmental 
needs. Mainstream environmental concerns in EU 
financial assistance for private sector development 
where they are a major impediment to sustainable 
economic development and include the notion of 
“environmental conditionality” in the conditionality 
mechanism.

   -   Enhance digital interconnection to encourage eco-
nomic development. Expand support for improving 
the digital infrastructure, such as e-services to pro-
mote public services and e-commerce for local and 
international markets.

   -   Avoid actions leading to the strengthening of oligar-
chic structures. Provide targeted support to SMEs 
in the form of access to finance and to professional 
services in promising sectors. Focus on building 
cooperatives to enable SMEs to benefit from econo-
mies of scale and compete with large businesses. 
Re-consider the eligibility requirements for receiving 
funding from European financial institutions with 
an eye to preventing such funding from supporting 
large companies owned by rent-seeking elites at the 
expense of SMEs.
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With regard to developing a strategy to foster the formation of resilient 
and inclusive economies in the three associated EaP countries,  
the paper recommends using existing EU programmes to create  
and/or strengthen public private partnerships and clusters  
in strategic sectors with the aim of inserting them into or improving 
their positioning in European value chains.


	Button1: 


