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ABSTRACT:

Mutual trade between member states is one of the core indicators of integration
processes. Using the case of the Eurasian Economic Union (EAEU), the paper analyses
the dynamics of interregional trade and outlines the factors exerting a significant
influence on the indicators. The article assesses the integration of the EAEU member
states on the basis of intra-regional trade significance index. The study demonstrates
that the deepening integration within the EAEU and the growing mutual trade served
as an impetus for economic recovery of the member states after the 2008/2009 and
2014/2015 crises.
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RESUMEN:

El comercio bilateral entre paises es un de los indicadores principales de los procesos
de integracion. En este articulo se analiza la dindmica del comercio intrarregional de la
Unidén Econdmica Euroasiatica (UEEA), como ejemplo, se demuestran los factores que
impactan significativamente los indicadores. En este articulo se evalla la integracion
de los paises participantes de la UEEA en términos del indicador de importancia del
comercio intrarregional. El estudio demuestra que la profundizacién de la integracién
de los paises de la UEEA y el crecimiento del comercio bilateral sirvieron como impulso
para recuperacion de las economias de los paises de la unién de integracion después
de las crisis de los afios 2008-2009 y 2014-2015.

Palabras clave: integracién, UEEA, comercio bilateral, complejo agrario-industrial,
proteccionismo

1. Introduction

Today’s global economic order is rather contradictory. On the one hand, globalization transforms the global economy into a single holistic
mechanism; on the other hand, the crisis shocks of the last decade result in the creation of new regional associations and the strengthening of
the existing ones. The growing economic power of several nations, such as China and Russia, has launched a tough competition between key
global players for sales markets and limited resources (Andronova 2016), which further aggravates contradictions between countries and regions
instead of trying to resolve them (Babanov and Zunde 2016).

The fact that clear and uniform operational guidelines for implementing sustainable development policy on the global scale are impossible to
establish proves the necessity to look at the regional level as the key one in terms of development and introduction of modern sustainable
development models (Mishenin et al. 2018). In the context of forming Russia’s effective economy in the new geopolitical reality, it is of growing
importance to find mutually beneficial ways to initiate foreign contacts. One of the solutions to this problem is to deepen integration within the
EAEU, whose main objective is to create favorable conditions for developing the member countries’ economies and enhancing their
competitiveness. The main provisions of the Treaty on the EAEU are aimed at encouraging positive macroeconomic and political effects. In
reality, due to a number of reasons the effects of integration may not always be manifested to the full extent.

Despite the potentially positive impact of the latest impulses (the trade and economic cooperation between the EAEU and the PRC, the creation
of a free trade zone with the Republic of Iran) on restoring economic growth of the EAEU nations, the rates of the intra-union integration are
rather slow. For example, mutual trade growth rates of the EAEU member countries in January-October 2018 were significantly lower than those
in 2017: Armenia - 122.6% in 2018 and 145.0% in 2017, Belarus - 101.8% and 119.0%, Kazakhstan - 111,1% and 133,9%, Kyrgyzstan -
101,2% and 121,1%, Russia - 114,9% and 129,4% respectively. At the same time, in all the states participating in the EAEU, the growth rate of
trade with third countries exceeds the growth rate of trade within the EAEU. The growth rate of foreign trade with third countries in January-
October 2018 in comparison with the same period of the previous year has increased in Belarus — by 121.0%, Kazakhstan - by 127.2%,
Kyrgyzstan — by 133.7% and Russia — by 120.9%. At that, the foreign trade growth in Belarus, Kazakhstan and Russia was mainly due to
exports.

Geopolitical interests are the major driving force for Russia when building partnering relationships with the CIS and the EAEU countries. However,
new trends in the development of the global economy require nations to be more active in participating in integration unions. The purpose of the
study, therefore, is to evaluate the integration level of the EAEU member states and identify the influence of macroeconomic and political factors.

2. Literature review

Integration of the member countries within the EAEU has been growing in popularity in scientific literature. The ideas about regional integration
being able to counteract adverse economic conditions and belonging to the anti-crisis strategy were under discussion at an early stage of
research (Libman and Vinokurov 2012; Glazyev, Chyshkin and Tkachuk 2013; Libman and Vinokurov 2014; Vinokurov 2014), which was
confirmed in the economic recovery of the participating countries after the financial crisis in 2014 (the Eurasian Development Bank 2018). At the
same time, macroeconomic and political factors exert an immediate impact on the intensity of integration processes. Alpysbaeva and Shuneev
(2018) distinguish between two groups of factors: external (a changing trend in the global economy development, positive and negative changes
in its growth rate, dynamics of forecast prices for oil and metals) and internal (demographic factors, a reducing share of working age population,
implementation of import substitution policy, consumer reorientation to competitive products of the EAEU member countries, barriers,
exemptions and restrictions in mutual trade).
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According to Kondratyeva (2018), Western sanctions have significantly influenced the integration process: they improved the potential of import
substitution but reduced other expected benefits from the integration. The regime of sanctions has also sowed some sort of a discord between
the EAEU nations and Russia (Irishev and Kovalev 2014). According to Libman (2015), the political crisis, on the one hand, caused a stir among
the EAEU countries about Russia’s tremendous influence, but, on the other hand, made Russia more oriented towards compromising with the
EAEU countries.

The contradictory nature of today’s global order and severe competition among the key world players for markets and limited resources, in
particular, also influence the integration between the EAEU states (Andronova 2016). The global policy becoming more and more aggressive
allows us to talk about the development of hew protectionism (Bremmer and Kupchan 2018), which became one of the substantial risks of the
world trade in 2018. The EAEU nations, therefore, need to upgrade their foreign policies and build them with due regard to this global trend
(Sarkisyan 2018).

Eurasia Group analysts argue that new protectionism is characterized by the fact that countries now apply protective measures not only in
relation to traditional industries (such as agriculture, metal production, car industry, chemical and arms industry), but also use protectionist
measures in the digital economy and innovation-intensive industries with a view to protecting intellectual property and related technologies as
the most important components of national competitiveness (Bremmer and Kupchan 2018). According to Travkina (2015), export-based
economic growth consists of (1) direct growth in exports, (2) growth in managed exports, (3) development of feedback relationships and

(4) maintaining a ratio balance. Development of ideas on dynamic security has led to a defined “floating” balance, when the market due to its
movement inertia crosses an equilibrium point, from a condition of relative deficit to an account surplus of supply and demand, and vice versa
(Kuzmin 2015, 2016).

The distinguishing feature of new protectionism is that its measures are often aimed at political opponents, which is especially obvious in foreign
investment regulation (Bremmer and Kupchan 2018). Moreover, now the USA-initiated global protectionism has reached such a level, at which it
has turned into one of the major risks to global economic growth. In addition to the direct effect on the dynamics of the world economy, it can
exercise a significant impact on the development of regional integration unions boosting their attractiveness as an alternative to cooperation
within global associations and forming a network (Lisovolik and Uzan 2018). A spatial network is a new normality of innovation systems that
demonstrate a heterogeneous set of interorganizational relationships and the constant dissemination of information, knowledge, practices and
other resources of actors involved in regional integration (Mikhaylov 2018). Network structures form a specific cluster with single conditions for
performing economic activity (Kantemirova et al., 2018).

3. Materials and Methods

Regional integration is among the processes of integrated transformation and is characterized by intensification of intergovernmental
relationships. The strengthening or weakening interrelations between economies determine if there is, or not, a positive integration dynamics. To
assess the regional integration dynamics and its effects, a specialized system of indicators is applied (the EDB Centre for Integration Studies
2014). Most of the current indicators systems that are focused on the assessment of cross-border market integration use mutual trade dynamics
indicators (including total trade) and intra-regional trade intensity indices.

The share of intra-regional trade in total foreign trade is a traditional indicator for assessing cross-country integration. The central drawback of
the method is the fact that the number of countries in the region under consideration influences the indicator’s value. In addition, as the total
share of the countries in the integration union in GDP grows, the share of intra-regional trade increases as well, regardless of the fact whether
there is a real progress in integration or not. Nevertheless, its time-related dynamics, ceteris paribus, indicates positive effects in trade.

To evaluate the integration between the EAEU member states, we apply the indicator of the
importance of mutual flows (T1):

TI =
Tw, (1)
where T, is the volume of exports and imports between the EAEU member state and other
participating nations of the EAEU; T,, is the volume of exports and imports between the EAEU
member state and all countries of the world.

An increase in TI means an increase in the share of mutual flows of the union’s member state with
other countries, which indicates the improvement of integration ties within the association (the
Eurasian Economic Commission 2015).

The analysis of vertical intra-industry trade is of growing importance when analyzing the prospects of
integration processes. To assess the dynamics of mutual trade and identify commodity groups
(industries) that show the potential to improve mutual intra-industry trade, the Grubel-Lloyd index
is used, which is calculated using the formula (Grubel and Lloyd 1975):

|x — M|

X+M, (2)
where | is the Grubel-Lloyd index; X denotes the export volume of a particular product; M denotes
the import volume of a particular product.
The Grubel-Lloyd index values range from 0 to 1: if / = 0, there are no mutual trade flows; if / = 1,
then the volumes of mutual trade flows are completely the same. If / > 0.33, there is intra-industry
trade. If 0.10 < / £ 0.33, there is a potential for the development of intra-industry trade. If /1 <0.10,
there is almost no intra-industry trade. The Grubel-Lloyd index’s significant drawback is that it does
not respond to changes in absolute trade volumes.
The index of intra-industry margin trade helps to identify the presence and prospects for the
development of vertical cooperation:

I=1-

AX— AM

AX+ M, (3)
where IMT is the index of intra-industry margin trade; AX denotes a change in the export volume of a
product; AM denotes a change in the import volume of a product.

IMT =

The index can vary from =1 to 1. The closer its value to zero, the higher the intra-industry margin
trade. If IMT > 0, there is an increase in exports and a fall in imports; conversely, if IMT < 0, there is
an increase in imports and a fall in exports (Brilhart and McAleese 1995).

4. Results

4.1. Economic trends in the EAEU

Since 2015, the EAEU member states have been experiencing a gradual recovery of economic growth after the 2014/2015 crisis. In 2017, there
were positive shifts in GDP volume index of in all the union’s economies. The Republic of Belarus, the Republic of Armenia and Kazakhstan
displayed the highest rates of economic growth (Fig. 1).

Figure 1
GDP volume indices of
the EAEU nations in 2017
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Source: Compiled by the author using
(the Eurasian Economic Commission, 2018b).

In 2017, GDP volume in Russia was 1.8%. In the first half of 2018, the Republic of Belarus and Armenia demonstrated high growth rates; in
Russia and Kazakhstan, the volume index slightly increased. At the same time, only Armenia and Belarus succeeded in achieving the maximum
growth rate since 2013.

During this period, the key source of economic growth in the EAEU countries was manufacturing industries. However, in some countries the
industrial development was due to extraction of mineral resources. Except for Kazakhstan and Kyrgyzstan, which demonstrated a decline and a
significant decline in 2018 respectively, the manufacturing industries of all the other member countries grew considerably, with the strongest
increase in the Republic of Belarus and the Russian Federation (Fig. 2).

Figure 2
Manufacturing volume indices in
the EAEU member nations in 2017
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The import substitution policy being implemented does not produce a significant increase in agriculture: the agriculture volume index has been
decreasing in all the countries since 2016, with the exception of the Republic of Armenia, where in the first half of 2018 there was observed an
increase of almost 6% (Fig. 3).

Figure 3
Agriculture volume indices in the
EAEU member nations in 2017
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The recovery of domestic demand, which stemmed from the growing final consumption expenditure, accelerated economic growth in the EAEU
countries. This is associated with an increase in real wage in all the EAEU member states, except for Kazakhstan, where earned income has been
falling over the past three years. The maximum increase in earned income was established in Belarus (6.2%), which increased real disposable
income of the population of Belarus by 1.5%. The details of labor migration exert an immediate effect on earned income redistribution. At the
same time, there is an inverse relationship between GDP per capita, consumer price index, minimum wage, unemployment rate and population
migration rate (Todorov, Kalinina and Rybakova 2018).

The EAEU countries also witnessed a rise in fixed capital investment. In 2017, the fixed capital investment rate in Russia was 4.4%, in
Kazakhstan - 5.5% and in Kyrgyzstan - 7.1%. The share of foreign capital in the EAEU member states’ fixed capital is still limited. For example,
the share of foreign investment in the financing of fixed capital is below 1%.

The growth of exports and imports of the EAEU countries in foreign markets in nominal and real terms is attributed to a number of factors: a
more favorable price situation in foreign markets; a rise in economic activity and demand within the EAEU and its trading partners; increasing
production in export-oriented industries; an increase in consumer and investment activity, which, according to the EEC experts, is associated
with the implementation of pent-up demand during the economic recession and high inflation (the Eurasian Economic Commission, 2018a).

4.2. Integration effects in the EAEU

Mutual trade within the EAEU is one of the key indicators of integration processes within the union. In 2015 and early 2016, the member states
experienced a decline in the intraregional trade, which was due to falling commodity prices and a slowdown in the world economy and domestic
demand. As for Russia, economic sanctions resulted in a decline in its export volumes. The sharpest decrease in trade turnover within the EAEU
occurred in the first half of 2015 with a fall in the indicator by 26.1%. However, as early as in 2016, physical trade volume grew by 0.4%, with

its reduction in monetary terms by 6.7%. In 2017, in all the EAEU participating countries, with the exception of Armenia, there was a marked



increase in both exports and imports. At that, in Kazakhstan, Kyrgyzstan and Russia, the export growth rate exceeded the import growth rate.

A decline in trade volume was also typical of both domestic trade within the EAEU and trade with third countries. Nevertheless, the decline in
trade with third countries in 2015-2016 was more dramatic than that in mutual trade. As compared to 2015, the volume of foreign trade of the
EAEU nations with third countries in 2016 reduced by 12%, or 69.6 billion US dollars. At that, exports fell by 17.5% (65.4 billion US dollars) and
import — by 2% (4.2 billion US dollars). At the end of 2017, exports exceeded the volume of all mutual trade of the EAEU member countries by
3.6 times, and mutual exports - by 7.1 times.

The financial crisis in Russia — the country with the strongest economy among all the participating states and having the largest share in trade
turnover since export and import operations of the EAEU states are virtually completely concentrated on Russia’s market — produced a significant
fall in mutual trade in 2014-2016. Russia is a principal trade partner for the EAEU nations, as evidenced by the intraregional trade significance
index (Table 1).

Table 1
Intraregional trade significance index for the
EAEU member states (according to 2017 data)

Region Armenia Belarus Kazakhstan Kyrgyzstan Russia
EAEU 29.76 52.56 22.77 38.43 9.02
Armenia 0.14 0.02 0.05 0.33
Belarus 1.02 1.04 2.92 5.68
Kazakhstan 0.24 2.24 17.00 3.16
Kyrgyzstan 0.04 0.43 1.25 0.30
Russia 29.11 51.91 21.35 28.00

Source: Calculated by the author using
(the Eurasian Economic Commission, 2018c)

A decline in trade with third countries amid the economic downfall resulted in the fact that the significance of the domestic trade within the EAEU
started growing. Belarus is the most active participant of intra-union trade; its share in export and import accounts for about 45% and 57%
respectively. At that, 95% of Belarus exports and approximately 99.5% of the country’s imports are accrued to Russia. Kyrgyzstan is another
EAEU member state with close trade ties with the other participants of the association. Unlike exports from Armenia, Belarus and Kazakhstan
that are primarily focused on the Russian market, Kyrgyzstan, due to its geographical position, is equally concentrated on both the markets of
Russia and Kazakhstan.

In the export structure of Armenia within the EAEU, Russia accounts for roughly 97% of the trade volume. Mutual trade between Kazakhstan and
the other EAEU countries is developing less dynamically. Exports of Kazakhstan are mainly focused on third countries; however, intra-union trade
is also quite important for the country (Table 2). For Russia, intra-union trade is of secondary importance. An increase in the mutual trade
significance index, therefore, is attributed to a falling trade with third countries.

Table 2
The dynamics of the mutual trade significance index within the EAEU

Factors in the index’s changes

Mutual trade

significance Export to the Import from Export to third Import from
index EAEU the EAEU countries third countries

Armenia

2017 29.76 2.1 3.0 -1.2 -2.8

2016 28.43 1.9 0.6 0.4 3.0

2015 22.42 n/a n/a n/a n/a

Belarus

2017 52.56 2.2 2.9 -2.7 -2.2

2016 52.41 0 -1.8 3.6 1.1

2015 49.62 n/a n/a n/a n/a

Kazakhstan

2017 22.77 1.6 3.0 -3.7 -0.4

2016 22.13 -1.5 -2.6 2.9 1.6

2015 21.74

Kyrgyzstan

2017 38.43 1.4 0.6 -0.4 -1.6

2016 37.92 0.9 -4.4 0.1 -2.7

2015 44.13 n/a n/a n/a n/a



Russia

2017 9.02 1.4 0.7 -1.3 -0.7
2016 8.93 -0.5 -0.1 1.2 0.1
2015 8.21 n/a n/a n/a n/a

Source: Calculated by the author using (the Eurasian Economic Commission, 2018c).

The reasons behind the dynamics vary significantly and the main of them are the following:
- the price factor due to the share of energy resources which prevails in the EAEU international trade;

- a slowdown in the global economy growth rate: a 2.44% increase in global GDP in 2016 compared to 2.73% in 2015, which is the lowest rate
indicated after the 2008-2009 financial crisis;

- maintaining and extending the existing sanctions regime and reciprocal measures of Russia that is the key partner in the trade within the
EAEU;

- the negative dynamics of GDP and industrial production of the two largest EAEU member states - the Republic of Belarus and the Russian
Federation;

- depreciation of the national currencies against the US dollar.

The analysis of the intra-industry trade between Russia and the EAEU member countries by disaggregated commodity groups of the food
industry showed that there was a vertical integration in a number of the commodity groups (Fig. 4).

Figure 4. Index of the marginal intra-industry trade in the food industry in Russia and the EAEU countries
Source: Calculated by the author using (the Eurasian Economic Commission, 2018c).

In the food industry, almost all the commodity groups of the intra-industry trade of Russia with other EAEU nations exhibit a development
potential (Fig. 5).

Figure 5. Grubel-Lloyd index in food trade between Russia and the EAEU countries
Source: Calculated by the author using (the Eurasian Economic Commission, 2018c).

Despite the import substitution policy that Russia implements in the food industry and agricultural complex, the country’s integration level with
the EAEU members remains quite low. Nevertheless, almost all commodity groups have the potential to deepen integration.

5. Discussion

There are various external and internal problems impeding the integration between the EAEU participating countries at large and in the sphere of
agriculture, in particular. According to the survey of independent experts (the Eurasian Development Bank 2009), the challenges for integration
(in descending order) are the factors as follows: domestic policy priorities, foreign policy priorities, the quality of public governance and the level
of the participating countries’ economic development.

Alpysbaeva and Shuneev (2018) identify the following crucial external and internal factors that underlie the development of integration
processes in the EAEU: a changing direction of the global economy development, a slowdown and an acceleration of its growth rates; dynamics
of forecast prices for oil and metals; the intensity of the mining industries’ development; demographic factors and a shrinking share of
economically active population and the share of working age population; import substitution policy and reorientation of consumers to competitive
products of the EAEU member countries, as evidenced by the intense saturation of the national markets with goods of the EAEU countries;
keeping eliminating barriers, exemptions and restrictions in mutual trade.

A number of authors (see, for example, (Naumov 2015)) highlight that trade barriers serve as an obstacle to integration within the EAEU and
can have a significant impact on the deepening of integration processes. The emergence of such obstacles is due to both the differences in the
customs and tariff policy followed at the time of the formation of the Union and the application of non-tariff measures. Such measures introduced
indicate that the policy is inconsistent and the countries pursue their protectionist interests.

Kondratyeva (2018) stresses that the Western sanctions regime enhanced the potential of import substitution but reduced other benefits
expected from the integration. The regime also caused a discord within the EAEU, since Belarus and Kazakhstan were not supportive of the
Russian countersanctions that ran afoul of their national interests (Irishev and Kovalev 2014).

The importance of the consistent policy for the EAEU integration is proved by the documents published by the Eurasian Economic Commission.
The main macroeconomic objectives (the Eurasian Economic Commission 2018d) consider the measures to overcome negative consequences of
external shocks, such as shifts in prices for energy resources, and to mitigate the effects of external risks. The central focus is put on improving
the macroeconomic situation, stimulating investment in fixed assets, increasing value added and developing non-resource exports (the Eurasian
Economic Commission 2018a). At the same time, one cannot but note the impact of political factors on integration processes. On the one hand,
the political crisis is believed to cause concern of the EAEU member states over Russia’s dominant influence and their dependence on the larger
and stronger economy, which will increase their disposition to adopt protectionist policy. On the other hand, the political crisis improves Russia’s
readiness to compromise. However, since the outcome of the political crisis is uncertain, it is impossible to make any accurate predictions about
the EAEU (Libman 2015).

While macroeconomic and political factors affect integration and disintegration processes, so the opposite is true - integration exerts influence on
macroeconomic indicators of the countries. The recovery of the growth rates of the EAEU economies after the 2014 crisis confirms the hypothesis
about the ability of regional integration to resist the unfavorable economic conditions and be part of an anti-crisis strategy (see, for example,
(Libman and Vinokurov 2012; Glazyev, Chushkin and Tkachuk 2013; Libman and Vinokurov 2014; Vinokurov 2014). According to the EDB
experts, the deepening integration of the EAEU countries and increasing mutual trade provided an impetus for the recovery of the union’s
economies after the crisis (the Eurasian Development Bank 2018).

The study on real and institutional convergence in the EAEU nations stresses that different levels of economic development of the member states
do not inhibit the evolution of the entire integration association. At the same time, economic integration can encourage greater institutional
convergence within the EAEU. As with most other integration associations, within the EAEU, growth rates of the member countries are
converging, but not their levels (Pelipas 2017).

6. Conclusions

This paper has highlighted that integration within the EAEU member states and the expansion of mutual trade stimulated the recovery of the
union’s economies after the crisis. The results obtained show that agriculture and agribusiness exhibit a significant potential and provide vast
opportunities for deepening integration between Russia and the EAEU nations. Due to the fact that the domestic market is limited and there is a
need for boosting exports of agricultural products, Russia, like any other EAEU member country, is interested in expanding cooperation. In
reality, however, the opposite processes also happen to be. The impact of macroeconomic and political factors on integration led to the fact that
integration within the EAEU was no longer so beneficial for the participating countries. It is extremely important, therefore, to propose
appropriate measures to overcome the negative effects of external shocks. As stated by Sarkisyan (2018), for the EAEU member countries, the
intensification of competition between key global players and the new global protectionism make it necessary to coordinate foreign policy with
this global trend in mind.
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