Publicat pe (http://www.bnm.md)

Politica monetara Educatia financiara Extinde Ascunde

06.11.2014

The impact of sanctions on the economy of the Republic of
Moldova

Technical box extracted from:

Inflation Report no.4, November 2014

The year 2014 was marked by a series of economic sanctions between West and East that have reinforced the uncertainty
and risks in the region. Therefore, the revival prospects announced by the international institutions forecasts for the

European economy and Russian economy were effaced by mutual sanctions imposed during the year.

In addition to external environment deterioration, which means a negative influence on exports and remittances, the
prospects of the Republic of Moldova economic activity were revised downwardly following the embargoes on exports of
some products as of autumn 2013, which have been extended during this year in the context of preparation and signing of
the Association Agreement with EU. These sanctions came as a response of the Russian Federation to the signing of the
Association and Free Trade Agreement of the Republic of Moldova with the European Union as to protect the Russian
market from the European products that might come into the market through the Republic of Moldova, given that the
Russian sanitary service ,Rospotrebnadzor” declared that Moldovan products do not comply with Russian quality
standards. The impact of these sanctions has already been felt partially at the end of the previous year and during the first
half of this year, which will also represent an impediment in the economic activity in the coming up periods. However,
the degree of their intensity will be largely determined by the efforts of producers and authorities to shift toward

alternative markets.

Chart no. 1. Wine export contribution to the annual growth of total export (p.p.)

210 4
L
15.0
LD O A S
9.0
60 1 RN RN
30 1SN

00 A

= | -
113 11413 13 %13 114 14

= Grapewine === Other products eewTotal exports

Source; NBM

Thus, the series of sanctions started in September 2013 when the Russian Federation imposed a ban on wine import from
the Republic of Moldova, accusing its poor quality. This ban came shortly after the officials from Moscow said that the
association of the Republic of Moldova with the EU will affect the trade between the two countries. (It should be
mentioned that Russia imposed a similar ban in 2006 and then the Moldovan wines returned gradually on the Russian
market). The effect of this measure could be felt in the foreign trade and, therefore, in the GDP growth at the end of the
previous year, so that the annual growth rate of exports of wines, which were mostly oriented towards Russia, began to

turn negative. In the fourth quarter of 2013, the wine exports declined by 21.9 percent, generating a negative contribution
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of minus 1.7 percentage points in total exports dynamicsExpressed in U.S.dollar according to the balance of payments of

registered a strong decline (minus 38.0 percent) and their negative contribution was so significant that turned negative
the annual rate of total exports (minus 2.8 percent). The decline of wine exports also continued in the second quarter of
2014 (minus 36.9 percent). However, their significant negative contribution (minus 2.9 percentage points) was offset by
the exports of other products, so that the total exports increased by 9.7 percent, being a determinant factor of the economic
growth of this period. It should be mentioned that, in consequence of this embargo, the exported wine production

decreased by USD 40.72 million during nine months, which represents about 0.5 percent of GDP..

In the first part of 2014, the Russian Federation threatened to take more measures to protect the Russian economy in case

of signing the Association Agreement between the European Union and the Republic of Moldova.

Next embargo was imposed in April 2014. Thus, the Federal Service for Veterinary and Phytosanitary Supervision of the
Russian Federation interdicted the import of processed meat from the Republic of Moldova for the non-compliance with
the Customs Union norms. However, its impact was limited, taking into account the relative low volume of exports of cold

meats and meat on the Russian market.

In July, after signing the Association Agreement, the Russian sanitary service ,Rospotrebnadzor” decided to interdict the
import of canned fruits and vegetables from the Republic of Moldova. The administration of ,Rospotrebnadzor” argued its
decision referring to the violation of the Russian legislation on consumers’ rights protection, without providing specific

details.

Chart no. 2. The structure of the export from the Republic of Moldova in 2013
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At the same time, on August 1, 2014, the Prime Minister of the Russian Federation signed a decision on imposing new
economic barriers on imports of goods from the Republic of Moldova. The decision (which entered into force on
September 1, 2014) provides customs duties for 19 categories of products, including fruits, vegetables, wine, meat, cereals,

sugar and furniture. These duties are equal to those applied on countries that are not part of the Customs Union.

The effect of embargo on canned fruits and vegetables and that of customs duties on imports of some products from the
Republic of Moldova will be felt in the second half of 2014 and in the next year. According to the structure of exports of the
Republic of Moldova, the goods exported to the Russian Federation, which are affected by the interdictions and customs
duties, represented about 10.0 percent of the total export of the Republic of Moldova in 2013. This fact outlines, with some

approximation, the maximum potential impact of these embargoes (Chart no.2).

This impact is to be mitigated by the decision of the European Union to double the export quotas for Moldovan fruits. At

the same time, the European Commission proposed that the provisional application of the Free Trade Agreement with the



European Union to enter into force on September 1, and doubled the export quotas for three types of Moldovan fruits, as an

exceptional measure, since August 1, until the end of 2015.
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