Regional Trade Agreements - LOCALIZATION SAINT PETERSBURG / Commonwealth of Independent States


[image: image1.png]



	TRAINING PACKAGE

ON REGIONAL TRADE AGREEMENTS 



	Localization for Saint Petersburg
Nikita LOMAGIN


	COMMONWEALTH OF INDEPENDENT STATES


	TABLE OF CONTENTS

1: ABSTRACT

2: CIS - GENERAL INFORMATIONS AND SHORT HISTORY
3: CIS AS AN INTEGRATION PROJECT: BETWEEN RUSSIA AND THE EU
3.1
The European Neighborhood Policy (ENP) as a challenge to the Russian Model of the CIS
4: CIS' GEOGRAPHY OF TRADE
5: FREE TRADE AGREEMENTS (FTAS)
6. THE CIS AND THE SOUTH-SOUTH INTEGRATION
7. THE SUSSEX FRAMEWORK FOR ASSESSING RTAS

7.1
RTA Characteristics

7.2
Deep Integration
8. REFERENCES
TABLES

Table 1: Top Fifteen Export Product Groups and Annual Value of Export for 1997-2006, USD million
Table 2: Top Fifteen Export Destinations Ranked by Average and Annual Value for 1997-2006, USD million
Table 3: Russia-CIS Trade, USD million
Table 4: Investments of Russian Federation to CIS Countries in 2007
Table 5: Investments of CIS Countries in Russia
Table 6: Bilateral Free Trade Agreements in the CIS
Table 7: Average Applied Import Trade Weighted Tariffs in CIS, 1997-2006



Based on empirical data of various integration projects initiated on the territory of the former Soviet Union, this study aims at a critical analysis of the Commonwealth of Independent States.
1.
Abstract
The focus of this case-study is on regional trade integration and CIS as a trading bloc. It also contains an analysis of the CIS countries’ trade potential and its realization in a comparative perspective, as well as examination of the nature of the existing CIS intra-trade bloc.
The case-study builds on existing work on CIS trade and takes in account the literature on regionalism. As Krugman (1993) pointed out, the contemporary theory of trading blocks is complex and rather ambiguous, and a reasonable way of moving forward would be to advance a detailed empirical study.
In contrast to several earlier studies of the CIS trade which focused of trade flows before and after the collapse of the USSR, this case-study aims at analyzing development in intra-CIS trade.

We seek data-supported answers to the following questions:

1) What changes have occurred in the trade geography of the CIS countries? 

2) Do they continue to over-trade with each other and under-trade with the rest of the world?

3) What is the nature of the CIS intra-bloc trade? Do the CIS countries benefit from intra-industry specialization with increasing returns to scale?

4) Is there any evidence that the CIS integration is of the “South-South” type and thus may be harmful for some of its members?

The study revealed no evidence that the CIS countries as a group under-perform significantly in terms of either trade openness or export levels when compared to the countries of similar per capita GDP and population size. This means, however, that the low-income economies in the CIS (CIS-7 consists of Armenia, Azerbaijan, Georgia, Kyrgyz Republic, Moldova, Tajikistan and Uzbekistan) have been performing on average just marginally better than other low-income countries and that, overall, they have been falling behind the countries that benefit most from globalization. Overall, progress in the trade area was slower in the CIS-7 countries than in the higher income CIS members. This is reflected in: 1) lower overall export levels and slower export growth in the second half of 1990s and the first decade of the 21st century; 2) higher trade deficit; 3) lower share of manufacturing exports; 4) incomplete re-orientation of trade flows from the CIS to global markets; 5) lower incidents of intra-industry trade.

The study found that the CIS free trade area is, on balance, a beneficial trade-facilitating bloc. It features a free trade regime, agreements on mutual recognition of standards, and non-restrictive rules of origin.

There has been little danger of adverse effects of South-South type trade integration in the CIS so far. But the size of the Russian economy presents potential market opportunities for the smaller RTA and benefits of CIS trade integration remain badly underutilized.

2.
CIS - General Information and Short History
The Commonwealth of Independent States (CIS) has been formed by twelve former Soviet republics after break-up of the USSR in December of 1991. Primary goal of this  regional organization in the 1990s was to be a mechanism of ‘civilized divorce’ between CIS member states in order to avoid the civil or/and ethnic – war type Yugoslavian scenario associated with collapse of multi-ethnic  authoritarian regimes based upon command economy. However, from the very beginning an idea of keeping “common geopolitical space” in the former Soviet Union has been always in minds of Russian leaders.
 The Charter of the CIS was signed only in 1993, and it did not provide for any kind of supra-nationality of CIS bodies. Quite contrary, CIS is a loose confederation similar to the original European Communities rather than today’s European Union. At the same time, partly due to re-emergence of Russia as a regional hegemony
, partly for energy and other security related weaknesses of some CIS states, the Commonwealth has evolved into institution which possesses some coordinating powers in the realm of trade, finance, law-making, and security. As a regional organization, CIS also participates in UN peacekeeping operations.

Most newly independent states of the former Soviet Union actually faced with three important challenges. They were trying to transform their country:
· From a totalitarian system to a democracy

· From a command economy to a market one
· From a multinational entities to a nation-state

Not surprisingly that after eighteen years of independence, CIS states have developed into totally new actors with various goals and priorities. This resulted in the fact that there are many disagreements among CIS countries about whether to deepen their own relationship as a separate bloc, or whether to seek greater ties with EU and the United States, particularly in the areas of economy and defense.

Some of the members of the CIS have established the Eurasian Economic Community with the aim of creating a full-fledged free-trade zone or economic union between the participating states. However, other member states have shown greater interest in joining the European Union. Similarly, some member states have established the Collective Security Treaty Organization to co-operate on defense and security issues, while other members are seeking full membership in NATO. This disagreement has hindered the development of the CIS.
The CIS headquarter is in Minsk, Belarus. The chairman of the CIS is known as the Executive Secretary. All of the CIS's executive secretaries have been from Belarus or Russia. Sergei Lebedev is the current executive secretary, and has been since October 2007.

3.
CIS as an Integration Project: between Russia and the EU
A mere seventeen years after the collapse of the Soviet Union leading foreign experts pose the same question: What are Russia's objectives in the post-Soviet space? Does the Russian leadership have a plan to restore the USSR in one form or another? Indeed, it is not surprising that most Russians still struggle with the idea that Ukraine is a foreign country. But how long did it take Britain to adjust to the loss of empire? Why did France cling on to Algeria? Why do some Japanese still pay homage at the Yasukuni shrine? (Roderic Lyne, Reading Russia, Rewiring the West, 2008)
Vladimir Putin's remark that the collapse of the Soviet Union was the greatest geopolitical catastrophe of the 20th century is over-quoted and insufficiently understood. That's what it felt like to most of his countrymen; and if we had been Russian most of us would have felt the same. We would do better to remember another of his remarks (borrowed from Grigory Yavlinsky): that anyone with a heart should regret the collapse of the Soviet Union - and anyone with a head should know it could not be put back together again (Roderic Lyne, 2008).
In fact, the goal of the first Russian President Boris Yeltsin and many of Russia’s liberal democratic reformers was not the collapse of the Soviet Union, but the end of Soviet power. Russia would become the center of a new post-Soviet union (the Union of Sovereign States) that would preserve a single economic space, provide for central control over the armed forces and the Soviet Union’s nuclear arsenal, and ensure the guarantee of human rights throughout the country. Yeltsin’s attempts at saving the Soviet empire failed.
Many see the Commonwealth of Independent States (CIS) as proof that Russia’s attempts to reconstruct an empire have been thwarted.

Despite initial Russian pressures to create a Commonwealth army and establish Commonwealth citizenship, let alone a true commonwealth of states, no such institutions exist. Russia’s consistent attempts to promote greater integration through CIS have been denied, largely through the concerted efforts of Ukraine and Georgia. Institutional integration can be said to have failed.

Just because CIS integration efforts receive less play than in the past does not mean that the Russian elites and public are content with Russia’s borders. Russia cannot expand its physical borders, but it can and is expanding its political borders.
In accordance with a new Foreign Policy Concept (2008), ‘”CIS Member States constitutes a priority area of Russia's foreign policy. Russia forges friendly relations with all the CIS Member States on the basis of equality, mutual benefit, respect and regard for the interests of each other. Strategic partnerships and alliances are developed with States that demonstrate their readiness to engage in them.
Russia approaches trade and economic relations with the CIS Member States taking into consideration the level of cooperation achieved and consistently follows market principles which is an important condition for promoting truly equal relationship and strengthening objective prerequisites for advancing modern forms of integration. To achieve these goals Russia will:
· Take steps to ensure further realization of the potential of the CIS as a regional organization, a forum for multilateral political dialogue and mechanism of multidimensional cooperation with priorities set in the areas of economy, humanitarian interaction and combating existing and emerging challenges and threats
· Continue agreed efforts to create favorable conditions for effective establishment of the Union State by gradually transforming relations between Russia and Belarus on the basis of market principles within the framework of developing a common economic space
· Actively interact with Belarus and Kazakhstan within the Eurasian Economic Community (EurAsEC) in order to establish a customs union and common economic space and encourage other EurAsEC Member States to participate in this work
· Further strengthen EurAsEC as a core element of economic integration, a mechanism to support implementation of major water-energy, infrastructure, industry and other joint projects

In the midst of ongoing global financial crises Russia's leaders have said repeatedly they see the crisis as part of a large shift in the international balance of power. The emerging economies, especially in Asia, will have to "assume the task to unravel the world economic crisis," Medvedev said in remarks published ahead of the late November 2008 summit of the Asia-Pacific Economic Cooperation forum in Peru. These economies will, he says, "become leaders in the post-crisis period." Russia wants to be on the winning side of this transformation.
Some of the most consequential issues created by the economic crisis may prove to be those that would ordinarily be considered matters of low policy. When production falls and unemployment rises in Russia, many of the Gastarbeiter, or guest workers, that have been needed to fuel the boom are usually sent home. For countries of the Caucasus and Central Asia, which have provided most of this enormous transient labor force (some estimate more than one million workers in Moscow alone), this will be a huge jolt.

3.1
The European Neighborhood Policy (ENP) as a Challenge to the Russian Model of the CIS
Another important actor on post-Soviet space which provided for another integration model is the European Union. Indeed, in the 21st century, the international system has been facing drastic transformations which change the strategic outlook of Eurasia as well as of the rest of the world. One of the most important actors in the region is the EU which is seeking a new role for itself on the way of becoming a global actor within the international system. At the regional level, the potential threats emphasized in the European Security Strategy (ESS) stem to large extent from its immediate neighborhood. The European Neighborhood Policy (ENP) was therefore launched as the new foreign policy tool for the EU. It has, at least, on paper, ambitious goals, especially in the areas of security (fighting terrorism and organized crime), environmental protection, migration, and energy. From this perspective, it is argued that the EU and ideally 16 ENP governments
 create issue-specific regimes as ‘catalysts for cooperation’, thereby enhancing states’ interests and reducing transaction costs: “By creating shared expectations about appropriate behavior and by upgrading the level of transparency in the issue-area, regimes help states (and other actors) to cooperate with the view to reaping joint gains in the form of additional welfare or security” (Hasenclever, 2000). But ENP is viewed in Russia rather as a challenge to its dominant position in the region than an opportunity to stabilize post-Soviet space together with the EU.
The perspective of the “stake in the internal market, including comprehensive regulatory convergence” for the neighbors is the most novel and potentially far-reaching aspect of the ENP (European Commission, 2004). The “stake in the internal market” can be “understood to refer to a substantial reduction of tariff and non-tariff barriers across many dimensions of the internal market. This would require progressive convergence with internal market rules, coupled with stepped-up consultation and cooperation, as well as an adaptation of institutional practices to EU standards” (Dodini, Fantini, 2006). Within the ENP the EU has strong incentives to initiate economic effects expected from a successful implementation of the ENP. Not only had the mutual dependence on trade grown significantly, there are also clear signs that the EU is in competition with Russia and overseas competitors in the ENP region, the United States, China, India and Japan, whose economies are growing either. However, the ENP countries are small economies compared to the EU. For the ENP countries the benefit of trade liberalization is likely to be stronger. By supporting the countries’ own reform efforts, the EU benefits since continued growth require new markets. In fact, trade liberalization as well is achieved in the WTO. At this point, it has to be mentioned that only Moldova, Armenia, Kyrgyzstan and Ukraine are WTO members while other CIS states enjoy observatory status. The nature of the economic regime building in ENP encompasses the need for a clear perspective of deep trade and economic integration with the EU and to include within the EU liberalization offers improved access in all areas of economic potential and interests of the ENP countries. This includes agricultural products of most importance for ENP states.

4.
CIS' Geography of Trade
Ottawa-based Russian economist Vlad Ivanenko pointed out that composition of Russian exports (see Table 1)
 reveals that this country is globally competitive mostly in products whose value can be attributed to its natural advantages: energy resources (crude oil, gas, coal), timber, diamonds, and non-ferrous metals (platinoids, copper, nickel, and aluminum). These resources account for 45-55 percent of total Russian exports. The second most important group makes up semi-processed goods, which stand at 19-23 percent. Its composition (motor and heating fuels, iron and steel products, fertilizers and processed wood) shows heavy dependence on the availability of domestic raw materials and cheap energy with low value added. While there is some residual influence of Soviet investment preferences (for example, the Soviet Union developed Siberian gas and oil fields with pipelines leading to external markets), the products of pre-1991 industrial projects do not enter the shortlist of top export groups.

The latter observation indicates that modern Russia is able to compete globally only in extraction and rough processing of natural resources.
Table 1: Top Fifteen Export Product Groups and Annual Value of Export for 1997-2006, USD million

	Description 
	1997
	1998
	1999
	2000
	2001
	2002
	2003
	2004
	2005
	2006

	Cool
	821
	622
	436
	1,137
	1,201
	1,151
	1,722
	2,755
	3,756
	4,342

	Petroleum(crude)
	14,808
	9,456
	13,467
	23,644
	24,563
	27,445
	36,841
	56,099
	79,216
	96,675

	Petroleum oil products
	7,836
	4,163
	5,359
	10,712
	9,402
	11,140
	13,927
	19,144
	33,677
	44,218

	Natural gas
	15,844
	13,407
	11,532
	16,991
	17,882
	15,473
	17,580
	18,621
	27,496
	42,816

	Mineral fertilizers
	1,060
	380
	296
	533
	573
	544
	680
	981
	1,413
	1,510

	Mineral fertilizers in packs of ‹10 kg
	598
	667
	662
	641
	633
	680
	803
	1,193
	1,278
	1,362

	Timber
	1,026
	937
	1,204
	1,338
	1,388
	1,648
	1,802
	2,333
	2,856
	3,259

	Wood sawn, cut lengthwise, processed
	654
	542
	627
	733
	685
	869
	1,177
	1,510
	1,899
	2,311

	Diamonds, unmounted
	1,386
	1,353
	1,267
	1,371
	827
	1,485
	1,742
	2,351
	2,993
	n/d

	Platinum or palladium
	1,701
	2,514
	3,218
	6,048
	5,207
	1,807
	1,790
	1,746
	1,830
	n/d

	Semi-finished products of iron or non-alloy steel 
	2,073
	1,145
	1,421
	1,789
	1,807
	1,897
	2,123
	4,636
	4,752
	5,265

	Hot-rolled products, iron (steel, width › 600 mm)
	1,599
	1,590
	1,044
	1,424
	885
	1,351
	1,621
	2,896
	3,079
	4,355

	Refined copper, unwrought
	1,126
	878
	953
	1,680
	880
	711
	657
	887
	1,066
	1,711

	Unwrought nickel
	1,496
	1,102
	1,217
	1,702
	1,088
	1,720
	2,201
	3,171
	3,548
	5,893

	Unwrought aluminum
	3,796
	3,780
	3,613
	4,142
	3,632
	2,893
	3,318
	4,093
	4,836
	6,803

	Total export
	85,889
	72,276
	72,885
	103,093
	100,653
	106,712
	133,656
	181,634
	241,244
	301,976


Historically, European trade routes dominated the geographical structure of Soviet exports and, as Table 2 indicates, Russia has not done much to diversify its exports since then. In general, crude oil, oil products and natural gas weigh heavily in total exports. The dominance of crude oil in trade structure illustrates the degree of Russia’s reliance on this product. The lack of alternative exportables is particularly evident in Russia’s trade with former socialist countries such as Poland. Russia sells a greater variety of products to post-Soviet states (Ukraine, Belarus and Kazakhstan) but even here crude oil is its main staple.
An analysis of trade statistics reveals several facts. First, the composition of Russia’s exports indicates that this country is heavily dependent on its natural resources and little on its labor and capital endowments. Second, former Soviet investment in the transportation infrastructure determines Russia’s dependence on two groups of trading partners. Third, only three CIS countries are on top list of Russian export destinations.

Table 2: Top Fifteen Export Destinations Ranked by Average Annual Value for 1997-2006, USD million

	State
	1997
	1998
	1999
	2000
	2001
	2002
	2003
	2004
[image: image2]
	2005
	2006
	Top product

	Germany
	6,531
	5,721
	6,202
	9,231
	8,376
	7,600
	6,345
	8,768
	18,826
	24,493
	Crude oil

	Netherlands
	4,553
	3,994
	3,673
	4,341
	4,470
	6,935
	8,253
	14,829
	24,482
	35,882
	Crude oil

	Ukraine
	7,240
	5,563
	4,792
	5,024
	6,854
	6,788
	6,266
	9,102
	12,254
	14,979
	Crude oil

	Italy
	3,574
	3,222
	3,756
	7,255
	6,973
	7,067
	5,788
	8,931
	18,473
	25,111
	Crude oil

	Belarus
	3,153 
	4,623
	3,767
	5,535
	5,249
	5,922
	7,602
	11,219
	10,186
	13,084
	Crude oil

	China
	3,981
	3,200
	3,527
	5,235
	3,878
	5,310
	7,815
	8,376
	11,217
	15,751
	Crude oil

	USA
	4,486
	5,138
	4,714
	4,648
	2,876
	3,026
	3,074
	5,490
	5,115
	8,922
	Iron and Steel

	Poland
	2,515
	2,780
	2,608
	4,452
	4,106
	3,692
	3,719
	4,897
	8,467
	11,479
	Crude oil

	Switzerland
	3,752
	3,256
	3,479
	3,976
	1,473
	3,089
	3,561
	5,158
	7,810
	12,068
	Oil products

	UK
	3,055
	3,025
	2,886
	4,689
	3,115
	2,944
	3,905
	4,399
	7,578
	10,362
	Oil products

	Finland
	2,774
	2,076
	2,414
	3,104
	3,165
	2,931
	3,727
	5,222
	7,661
	14,377
	

	Turkey
	1,983
	1,937
	1,631
	3,098
	3,027
	3,136
	3,131
	5,551
	10,381
	9,201
	Natural gas

	Kazakhstan
	2,472
	1,967
	1,226
	2,247
	2,671
	2,569
	3,096
	4,507
	6,446
	8,969
	Crude oil

	Japan
	2,935
	2,194
	2,125
	2,763
	2,021
	1,743
	2,250
	3,171
	3,521
	4,670
	Aliminum

	France
	1,126
	1,456
	1,218
	1,914
	1,995
	2,381
	1,686
	2,233
	5,402
	7,602
	Natural gas 

	Total export
	85,889
	72,276
	72,885
	103,093
	100,653
	106,712
	133,656
	181,634
	241,244
	301,976
	Crude oil


Indeed, since break-up of the USSR, the CIS countries underwent an impressive re-orientation of trade away from the CIS region. At the end of the 1980s, then Soviet republics were primarily trading with each other – about 80-90 percent of exports and 70-80 percent of imports went to or came from other republics. Russia was the only republic whose trade was less inward-oriented. Only 68 percent of its exports and 51 percent of imports were inter-republican. The big adjustment in terms of the direction of trade took place immediately after independence in 1991, and by 1995, or only about three years into the transition period, the majority of newly independent states were trading quite extensively outside of the CIS region. In the second half of the 1990s, exports and imports continued to shift away from the CIS, albeit slower. The process of trade diversification accelerated again in the late 1990s after financial crises of 1998. This trend has a bit changed during in 2001-2007 when due to high level of economic growth Russia regained its soft power and became attractive to some CIS countries not only in terms of trade (See Table 2) but also investments (see Tables 3-4). Trade between FTA members reached $184 billion in 2007. The degree of economic integration de-facto can be measured, among other indicators, by the share of intraregional trade and its evolution, by intensity of mutual investments and mutual migration.
Table 3: Russia – CIS trade, USD million

	 
	1995
	2000
	2002
	2003
	2004
	2005
	2006
	2007

	 
	Export

	Total
	14530
	13824
	15711
	20498
	29471
	32627
	42310
	52578

	Azerbaijan
	85,6
	136
	277
	410
	621
	858
	1381
	1395

	Armenia
	127
	27,5
	94,5
	126
	135
	191
	392
	655

	Belarus
	2965
	5568
	5922
	7602
	11219
	10118
	13099
	17187

	Georgia
	48,9
	42,3
	91,4
	153
	230
	353
	570
	586

	Kazakhstan
	2555
	2247
	2403
	3279
	4664
	6524
	8967
	11963

	Kyrgyzstan
	105
	103
	104
	161
	268
	398
	561
	879

	Moldova
	413
	210
	269
	306
	372
	448
	664
	870

	Tadjikistan
	190
	55,9
	67,9
	128
	183
	240
	378
	608

	Turkmenistan
	93,1
	130
	143
	222
	242
	224
	229
	384

	Uzbekistan
	824
	274
	453
	512
	767
	861
	1087
	1729

	Ukraine
	7149
	5024
	5885
	7595
	10770
	12402
	14983
	16323

	 
	Import

	Total
	13592
	11604
	10163
	13139
	17713
	18995
	22374
	29841

	Azerbaijan
	107
	135
	86,8
	93
	139
	206
	260
	328

	Armenia
	75,1
	44
	56,6
	78,7
	73,7
	101
	104
	166

	Belarus
	2185
	3710
	3977
	4880
	6485
	5716
	6845
	8887

	Georgia
	57,9
	76,6
	69
	84,2
	107
	158
	70,8
	61,1

	Kazakhstan
	2675
	2200
	1946
	2475
	3429
	3225
	3840
	4613

	Kyrgyzstan
	101
	88,6
	74,2
	104
	150
	146
	194
	290

	Moldova
	636
	325
	281
	403
	496
	548
	323
	490

	Tadjikistan
	167
	237
	66
	69,9
	75,9
	95
	126
	164

	Turkmenistan
	179
	473
	32,1
	28,4
	43,2
	77,2
	80,1
	69,4

	Uzbekistan
	889
	663
	344
	484
	613
	904
	1292
	1451

	Ukraine
	6617
	3651
	3230
	4437
	6100
	7819
	9238
	13323


Source: Russian State Statistical Committee, 1995-2008, see: www.gks.ru 
Indeed, in recent years, Russia has transformed itself into a new energy superpower. New energy revenues have not been used to boost military spending or to revive Russia's defense industry at the expense of every other sector as in the Soviet period. Oil wealth has been transformed more into butter than guns. And there is more to Russia's attractiveness than oil riches. Consider the persistence of the Russian language as a regional lingua franca-the language of commerce, employment and education-for many of the states of the former Soviet Union.
 There is a range of new Russian consumer products, a burgeoning popular culture spread through satellite TV, a growing film industry, rock music, Russian popular novels and the revival of the crowning achievements of the Russian artistic tradition. They have all made Russia a more attractive state for populations in the region than it was in the 1990s.
Migration policy in Russia under President Putin has evolved from a restrictive one, at the beginning of his term in office, to one of the most liberal in the territory of the former Soviet Union (FSU). Uncertainty in the late 1990s and the war on international terrorism fuelled feelings in the Kremlin that Russia was a sort of 'besieged' state where illegal migration is one of the most pressing "soft" security threats. While the 2000 National Security Concept of the Russian Federation emphasized migration as a challenge rather than as a chance to solve the urgent demographic issues in Russia, a more active approach to solving the demographic and labour market concerns has appeared since 2004.

The authorities decided to both stimulate the country's birth rate (e.g. the "National Project" which grants 'maternity capital' of 10 000 USD to a family with two or more children) and to change the stance towards immigration by opening the doors for labour migration and the settlement of ethnic Russians residing in the territory of the FSU. A special national program was started in 2006 for the accommodation of ethnic Russians that had immigrated. While only 890 people utilized this program in 2007, there is potential for growth as there were more than 33 000 applications for resettlement in Russia by 2008. Labour migration has been more substantial as it compensated for about half of Russia's loss in population in 2007 (contrary to just 13 percent in 2006). According to the 2007 United Nations Report, Russia is the second biggest importer of labour after the United States with 12.9 million immigrants who work mostly in construction in big cities such as Moscow and St. Petersburg.

Following the new 2007 migration laws 2.1 million foreigners received work permits in Russia. While legal migration has grown, it is estimated that illegal migration fell twofold. This should have positive effects for the collection of tax revenues as well as for the improvement of the conditions for labour migrants. The new migration rules are simpler and more transparent, allowing for better migration control than ever before following the collapse of the USSR. However, federal and regional databases about labour vacancies are still lacking. Certain activities have also been prohibited for foreigners, such as collective farm market retail which was previously dominated by ethnic groups as well as operations with medicine and alcohol. The old quota system for immigration is still practiced and every year the Federal Migration Service of Russia sets the limits for immigration.

Over the last several years, Russia has become a migration magnet for Eurasia. Millions of people have flooded into Moscow, St. Petersburg and other Russian cities-from the South Caucasus and Central Asia in particular-in search of work and a better life. Since 2000, Russia's greatest contribution to the security and stability of its vulnerable has been through absorbing the surplus labor of these states, providing markets for their goods, and transferring funds in the form of remittances (rather than foreign aid). Central Asian states in particular are fearful of the social consequences of large numbers of labor migrants returning to the region from Russia if there were to be a political backlash against migrants or a Russian economic downturn. This migration to Russia has become a safety valve for the whole region.
Inclination to a migration model of development (contrary to service, industrial or resource-based models) became remarkable not only with regard to Central Asian states of CIS but also for western and central regions of Ukraine, Moldova, Belarus, Azerbaijan, and Georgia. According to some expert estimates, annual money transfers from Russia to these CIS states reach $10 to 12 bln. In this respect, Russia plays the same role for the CIS states as United States does for  Latin America, Germany - for Balkans and Turkey, France – for North Africa, Saudi Arabia and other oil-rich states of the Gulf – for Egypt, Pakistan and Palestine. As a result of migration model of development, Georgia Moldova and some regions of Ukraine have lost in general competitiveness of their industries. Bulk of revenues comes from migrants, services, transit, etc. It appears that integration of those states into world economy (including various integration blocks) is reduced to few basic goals: first, keeping sustainability of national economies (and political elite) due to growing transit revenues as well as getting grants, loans and the like.

Second, development of basic reprocessing, services and small business, attract foreign investments as well as re-investments by migrants.

The penetrating forces of Russian power in Ukraine, the Caucasus and Central Asia are now Russian natural gas and the giant gas monopoly, Gazprom, as well as other Russian ‘national champions’. In addition, private firms have begun to dominate regional markets for dairy products and fruit juices. Thus, by 2008 Russia was well on its way to recovering the degree of soft power the USSR once enjoyed in its immediate sphere of influence. It is by no means assured that Russia's increasing soft power will be used to positive effect. But the prospect is clearly there—and should be encouraging Russia's current leadership to chart a new regional policy for itself in Eurasia (Hill, 2004).
Table 4: Investments of Russian Federation to CIS countries in 2007

	 
	2000
	2005
	2006
	2007

	
	USD thousand
	Share
	USD thousand
	Share
	USD thousand
	Share
	USD thousand
	Share

	Total
	130981
	100
	620522
	100
	4127757
	100
	2696763
	100

	Azerbaijan
	26
	0
	6734
	1,1
	6661
	0,2
	8994
	0,3

	Armenia
	5
	0
	138185
	22,3
	3168
	0,1
	3907
	0,1

	Belarus
	77238
	59
	102438
	16,5
	572329
	13,8
	1314092
	48,7

	Georgia
	133
	0,1
	60
	0
	328
	0
	433
	0

	Kazakhstan
	3453
	2,6
	204314
	32,9
	189231
	4,6
	445068
	16,5

	Kyrgyzstan
	7
	0
	1247
	0,2
	112094
	2,7
	207718
	7,7

	Moldova
	31224
	23,8
	4904
	0,8
	44131
	1,1
	4248
	0,2

	Tadjikistan
	-
	-
	496
	0,1
	22315
	0,5
	105683
	3,9

	Turkmenistan
	2934
	2,3
	-
	-
	-
	-
	0,4
	0

	Uzbekistan
	929
	0,7
	6968
	1,1
	176174
	4,3
	93040
	3,6

	Ukraine
	15032
	11,5
	155176
	25
	3001326
	72,7
	513580
	19


Source: Russian State Statistical Committee, 2008 - www.gks.ru 
Outward FDI from the Russian Federation climbed rapidly in 2007, totaling US$ 46 billion. Such investment from the rest of South-East Europe and the CIS was, by comparison, $5 billion. The soaring investment from Russia meant that the region's total outward FDI more than doubled from the 2006 level. Russian firms are increasingly investing abroad to acquire strategic assets or to gain control of global market segments. Flows to Kazakhstan and Ukraine amounted to $10 billion each.

In these countries, the largest investments went into the development of oil and gas fields and into the recently more open banking industry.

In the Russian Federation, investment opportunities in energy and other natural-resource-related activities, the fast growing local consumer market, and the removal of restrictions on foreign participation in some local industries, such as electricity generation, drove FDI inflows up by 62%, to $52 billion.

Table 5: Investments of CIS countries in Russia

	 
	2000
	2005
	2006
	2007

	
	USD thousand
	Share
	USD thousand
	Share
	USD thousand
	Share
	USD thousand
	Share

	Total
	22375
	100
	1665257
	100
	3032095
	100
	4671350
	100

	Azerbaijan
	831
	3,7
	54983
	3,3
	72400
	2,4
	95165
	2

	Armenia
	5
	0
	4541
	0,3
	2034
	0,1
	24482
	0,5

	Belarus
	1007
	4,5
	447135
	26,9
	623723
	20,6
	955772
	20,5

	Georgia
	207
	0,9
	7902
	0,5
	4551
	0,1
	9275
	0,2

	Kazakhstan
	5632
	25,2
	732788
	44
	1116111
	36,8
	1468720
	31,4

	Kyrgyzstan
	839
	3,8
	140168
	8,4
	451836
	14,9
	534177
	11,4

	Moldova
	1069
	4,8
	18100
	1,1
	17805
	0,6
	21416
	0,5

	Tadjikistan
	27
	0,1
	13843
	0,8
	17704
	0,6
	30672
	0,7

	Turkmenistan
	1024
	4,6
	2288
	0,1
	678
	0
	2198
	0,1

	Uzbekistan
	2738
	12,2
	10639
	0,6
	20301
	0,7
	60498
	1,3

	Ukraine
	8996
	40,2
	232870
	14
	704952
	23,2
	1468975
	31,4


Source: Russian State Statistical Committee, 2001-2008, www.gks.ru 
By 2008, the geography of CIS trade changed dramatically in comparison to the Soviet period. The countries also became less homogeneous with respect to the CIS market’s share in their overall trade. Belarus and Moldova continued to export primarily to the CIS which accounted for about 60 percent of their exports. In turn, Azerbaijan and Russia have only 10 percent of their exports going to the CIS, while the majority of other CIS countries were in the 20-30 percent range. Imports followed the same pattern. But in general, CIS countries rely more heavily on the CIS region for imports than for exports. Armenia and Russia are the only countries that receive less than 20 percent of imports from other CIS members. At the same time, more than a half of imports of Belarus, Kyrgyz Republic, Tajikistan and Ukraine originate in the CIS.

Russia is the single most dominant trading partner for the majority of the CIS countries both in terms of export and imports. It accounted for over 70 percent of the total imports from the CIS in the case of Belarus, Kazakhstan, Moldova and Ukraine and for over 70 percent for such counties as Armenia, Georgia, Tajikistan and Uzbekistan. It plays a similarly important role as a destination for exports because it is the biggest market among the CIS countries and also has the highest per capita income. Russia was consistently a net exporter to the majority of CIS countries, except for Georgia and Moldova. Over half of all Russian exports to the CIS accounts for oil and gas. Thus, Russia’s positive trade balance with the CIS is based upon its energy exports. Trade within CIS-7 is rather limited taking into account countries’ location and small size of their economies.

The non-CIS trade is rather diverse and largely depends on geography. For the Caucasian states, Turkey and Iran have become important trade partners. China plays an increasing role for Central Asia. The European Union is the major trade partner for most European CIS countries. Its share in trade with CIS states varies from 15-19 percent for Belarus, Turkmenistan and Uzbekistan to 65 for Russia and more than 70 for Azerbaijan. But in fact, the CIS-7 countries were unable to redirect their exports away from the CIS in any meaningful way. The overall statistical effect of re-direction was mostly due to both rising oil exports and oil prices that benefited just one CIS-7 country, Azerbaijan. The only other sector that registered an increase in exports was ores and minerals as exports of these commodities increased in the CIS and non-CIS markets.
 The reason for this development was twofold: first, by withdrawing from the CIS markets, CIS-7 countries were unable to compensate by exporting more to other markets; and second, their overall non-energy export in 1992-2000 was stagnant.
CIS trade diversification to non-CIS markets was accompanied by significant changes in the merchandise of trade flows. This diversification was accomplished mostly by shifts in the exports of resource-intensive commodities such as energy, raw materials, ferrous and non-ferrous metals. For other commodity groups lost exports to the CIS market were not compensated by gains in new markets. There was very little substitutability of intra-and extra-CIS exports except for resource intensive exports.

5.
Free Trade Agreement (FTAs)
Plans to establish a CIS free trade area were initiated in 1992. However, the main Agreement on the Establishment of the Free Trade Area, signed by all CIS countries except Turkmenistan in April 1994, was of a framework nature and has never been ratified by the Russian Parliament and therefore remained ineffective. Over the last decade, a number of bilateral free trade agreements among CIS members have substituted the ineffective multilateral agreements.

The texts of bilateral free trade agreements are quite similar. They stipulate duty-free trade in all goods, while allowing for unspecified potential exemptions, and free transit of goods through the members’ territories.

The exemptions from the free trade regime are introduced in the protocols of many bilateral agreements which are considered inseparable parts of the FTAs and are defined by bilateral trade committees, which meet on the annual basis. Exempted products are subject to most favored nation (MNF) tariff rates. The exemptions can be non-symmetric, and different products can be excluded by each partner in the same trade dyad.
Table 6: Bilateral Free Trade Agreements in the CIS

	

	Countries
	Arm
	Aze
	Geo
	Kyr
	Mol
	Taj
	Uzb
	Bel
	Kaz
	Rus
	Tur
	Ukr

	Armenia
	X
	no
	yes
	yes
	yes
	yes
	yes
	yes
	yes, with exe.
	yes, with exe.
	no
	yes

	Azerbaijan
	no
	X
	yes
	no
	yes
	no
	no
	no 
	yes, with exe.
	yes, with exe.
	no
	yes

	Georgia
	yes
	yes
	X
	no
	yes
	no
	yes
	no
	no
	yes, with exe.
	yes
	yes

	Kyrgyz Rep.
	yes 
	no
	no
	X
	yes
	no 
	yes
	no 
	yes, with exe.
	yes, with exe.
	no
	yes

	Moldova
	yes
	no
	no
	yes
	X
	no
	yes
	yes
	yes
	yes, with exe.
	yes
	yes

	Tajikistan
	yes
	no
	no
	no
	yes
	X
	no
	no
	yes, with exe.
	yes, with exe.
	no 
	no

	Uzbekistan
	yes
	no
	yes
	yes
	yes
	no
	X
	no
	no
	yes, with exe.
	no
	no

	Belarus
	yes
	no
	no
	no
	Yes, with exe.
	no
	no
	X
	no
	yes, with exe.
	no
	yes, with exe.

	Kazakhstan
	yes, with exe.
	yes, with exe.
	yes, with exe.
	yes, with exe
	yes
	yes, with exe.
	no
	no
	X
	yes, with exe.
	
	

	Russia
	yes, with exe.
	yes, with exe.
	yes, with exe.
	yes, with exe.
	yes, with exe.
	yes
	yes, with exe.
	yes, with exe.
	yes, with exe.
	X
	yes, with exe.
	yes, with exe.

	Turkmenistan
	no
	no
	yes
	no
	yes
	no
	no
	no
	no
	yes, with exe.
	X
	yes, with exe.

	Ukraine
	yes
	yes
	yes
	yes
	yes, with exe
	no
	no
	yes, with exe.
	yes, with exe.
	yes, with exe.
	yes, with exe.
	X


Source: World Bank Working Paper No.38, 2004 p. 46

Russia, Ukraine, and Moldova have bilateral FTAs with all the absolute majority of the CIS members but with many exemptions from free trade regime (see Table 6).
The core exemptions include sugar, tobacco, alcohol and sometimes non-alcoholic beverages.

The driving force of the exemptions is CIS trading majors (Russia, Ukraine, and Kazakhstan). Smaller countries introduce exemptions reciprocally in response to the exemptions of these countries. There are also some non-core exemptions which appear in individual trade data. For instance, Russia exempts Kazakh steel. Nevertheless, according to the Russian Ministry of Economy and Trade, exemptions account for only 0,2 percent of mutual trade in the CIS.
However, as the exemptions are concentrated in a small number of products, their trade-restrictive effect is disproportionately high for these products. The exemption structure reflects the perception of ‘sensitive’ sectors by the larger CIS countries.

The FTAs also stipulate the possibility of temporary protection, anti-dumping measures, and safe-guard measures. Larger countries, such as Russia, Ukraine and Kazakhstan, actively use these measures. Temporary quantitative restrictions for imports or exports can be introduced unilaterally (normally for up to two years) in case of an acute shortage of the goods in question on internal markets, large deficits in the balance of payments, realized or potential injury for domestic producers, and re-export control measures. The laws on antidumping and safeguards in Russia and most other CIS members are in line with the WTO rules. Nevertheless, contingent protection tends to pose a major barrier to trade.

Contingent protections measures are most pronounced in Russia-Ukraine trade in which reciprocal protection measures have been plaguing bilateral trade relations for years.

For instance, in 1999 Ukraine imposed special quotas on electric filaments, artificial furs, and worsted canvas, and in 2000, on some polyurethane products.

The same year, it replaced the quota on electric filaments with an anti-dumping tariff of 97.5 percent for a period of five years. Russia immediately responded with anti-dumping tariffs on Ukrainian metal pipes. In 2001 after bilateral negotiations Russia lifted its anti-dumping measures on pipes but replaced them with negotiated quotas. In 2002, Ukraine imposed an anti-dumping tariff of 59,5 percent on crossing pieces. The same year it threatened to impose tariff quotas on a number of Russian products from the light and chemical industries if Russia re-introduced a special tariff on Ukrainian metal pipes. Russia introduced safeguard tariffs on Ukrainian zinc, steel, some metal products, and candies. Ukraine introduced a safeguard tariff on cars with an engine capacity of 1,000-1,500 cc – the majority of Russian-produced cars fall under this category. The informal agreement between the presidents of the two states on lifting all contingency measures in 2003 was disavowed by the governments of both countries.
There are other instances as well. In order to boost foreign exchange revenues during the 1998 financial crises, Russia introduced an additional three percent surcharge on all imports. It was in effect from July 17, 1998 to March 12, 1999. This extra tariff did not apply to the members of the then Customs Union (later EurAsEc) – Belarus, Kazakhstan, Kyrgyz Republic and Tajikistan. Kazakhstan used temporary protection measures from 1999 to 2000 on cement, metal pipes, agricultural products and foods. These measures were caused by weakened Kazakh trade competitiveness for a relative appreciation of the Kazakh Tenge vis-à-vis the currencies of its main trading partners in the CIS and were lifted soon after the depreciation of the Tenge.
In sum, the very existence of contingent protection has a chilling effect on trade even if not exercised. For this reason, further development of free trade in the CIS calls for elimination of the contingent protection clauses from the FTAs as accomplished in some free trade areas (EU-EFTA, Canada-Chili FTA, and Australia-New Zealand FTA). The main problems with the existing bilateral agreements in the CIS are as follows:

1) Potential exemptions from the free trade regime are not specified in the free trade agreements which leave considerable scope for the parties to restrict trade
2) The agreements lack permanency – each agreement is subject to changes
3) Contingent protection measures are allowed under free trade agreements and are frequently used and frequently changed in some trade dyads. It creates an environment of uncertainty
4) In the event that CIS country fails to join the Customs Union, there is some possibility that members of the Customs Union would apply the common external tariff to the exports of that CIS country; that is, they may revoke their FTAs

The rules of origin applicable in the CIS free trade area were established by the decision of the CIS Government Heads on the Rules of the Determination of a country of origin of goods in 2000.
 The signatories elaborated a certificate of origin of a special type for the CIS free trade area. It is issued by the national ministries of trade or the Chambers of Commerce.

According to the rules of the origin, exports subject to free trade treatment must be conducted by tax residents in the free trade area. It implies that the exports of foreign owned companies can be denied duty-free treatment if these companies or their subsidiaries are not registered in the CIS free trade area. According to the rule, a product is considered to be of the CIS origin if it is fully produced in the CIS country or when imports are used in its production, if the designation of the product is different from the designation of the inputs according to the 4-digit CIS trade nomenclature. A long list of goods as specified in the Annex to the agreed Rules of Origin is exempted from this rule. The Annex includes another two rules which are applied either separately or in combination as specified by product:
1) Ad valorem rule: specified shares of imported materials or value added in the price of final product should be met as detailed by the product (normally this share of value added in the final price is set at 50 percent)
2) Technological requirement: specified technological operations should be performed
These rules of origin are not overly restrictive. For instance, the products traditionally considered sensitive, such as textiles, clothing, footwear, are subjects to the tariff heading criteria rather than more restraining technological requirements.
The ad valorem rule provides incentives for trade integration among CIS members and avoiding the adverse effects of Russia’s potential as a dominant center to capture most of the benefits of bilateral free trade with the individual members of a group of countries which does not have a comprehensive set of free trade agreements.
Another important multilateral agreement is the 1992 Agreement on mutual policies in the area of standards, metrology, and certification and the 2000 Protocol on amendments to this agreement. The Agreement established the Interstate Council on Standards which develops a system of ‘harmonized standards’. Within this system, the CIS members recognize each other certificates of conformity and quality. This is an important trade advantage for the CIS members because, despite their membership in ISO, their national standards are not recognized in the rest of the world.

At this time, about 25 percent of positions in the standards nomenclature are harmonized with international standards while the rest are still based on the Soviet GOST system. The Interstate Council on Standards can potentially act as a vehicle of integration of the CIS into world trading system if the evolving interstate CIS standards system is built in accordance with WTO guidelines and international standards systems. In practice, national customs or standard officers at there Customs posts might abuse their responsibilities and extract bribes for the provision of certificates of conformity.
Yet another problem of the CIS trade bloc is the weak administration of the free trade area and underdeveloped multilateral institutions. Trade is only one of many activities of the CIS, and the CIS institutions (Executive Committee and Secretariat) that deal with trade do not have strong administrative power and can hardly influence the policies of national trade agencies. As a result, trade relations among the CIS countries are regulated mostly at the bilateral level.
A large number of multilateral and bilateral agreements on transit have been largely ineffective and failed to bring about free transit in the region despite the fact that many of these agreements provide for the national treatment of transport companies in transit. The principle of transit freedom and non-discrimination as well as the use of transit fees that take into account the cost of services rendered are upheld in a number of CIS agreements. However, they are largely ineffective and tend to serve as political statements rather than actual agreements. The WTO norms apply only to its members while major transit countries in the region are still outside the WTO.
Some transit countries use their geographical advantage to restrict movements of goods of the transiting countries. For instance, Ukraine created restrictions on Moldovan transit to Russia and Kazakhstan, on Kyrgyz transit to Russia and Uzbekistan, on Tajik transit to Kazakhstan, Russia and Georgia, and on Armenian transit to the ports on the Black Sea. Transiting countries retaliate in kind but with very little results because trade flows are geographically unbalanced. There are also cases of hostilities, and trade blockades (Armenia-Azerbaijan conflict is a prime example). As a result, CIS countries often tend to focus on uneconomical investments to bypass their neighbors. Thus, after more than 15 years of CIS free trade area the political dimension of trade and transit normalization remain highly important.
6.
The CIS and the South-South Integration
Trade theory and some empirical data point to the conclusion that trade blocs consisting of poorer countries (with a level of development below the world average) may under certain conditions lead to the divergence of welfare among bloc members with the benefits captured by the most developed member of the bloc. This effect is called the impact of South-South integration (Frankel, 1997). The phenomenon is also described by the so-called ‘gravity model’ of trade.

The model represents an economic analog of the Newtonian theory of gravitation and assumes trade to be positively related to countries’ economic “weight,” which is measured by the gross domestic product (GDP), and is negatively related to some measure of “distance” between countries’ ceteris paribus. Since the concept of distance is undetermined (it includes all potential trade costs, including transportation expenses), it is expedient to use the inverted form of the model, with distance represented as an unknown parameter. The distance (Dist) is computed as the product of the countries’ GDPs divided by the product of their export and import, or
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Then, a “short” distance reveals partner countries with which a state trades relatively more intensely than with other partner countries of similar economic “weight.”
Data provided by Vlad Ivanenko, shows that the intensity of Russian trade is the highest with several post-Soviet countries and some European states. This confirms the above observation that Russia belongs to two trade groups – the post-Soviet core and the EU. The gravity test also provides additional information, in particular, that the post-Soviet core comprises Russia, Ukraine, Belarus and Kazakhstan.

Russia generates a weaker gravitational power than the top trade leaders but, nevertheless, it has sufficient “mass” to attract Eurasian states. Apart from Belarus, Ukraine and Kazakhstan, which definitely belong to its orbit, Uzbekistan and Turkmenistan weakly gravitate toward Russia.

In their turn, Kazakhstan and Uzbekistan are local centers of attraction for Kyrgyzstan and Tajikistan respectively, while Ukraine is the local center for Moldova. Thus, all of these post-Soviet states form a chain that connects them to a potential Eurasian union.
There are no common external tariffs in the CIS. Throughout the transition period, many efforts were made to establish a Customs Union among all or some CIS members. The Customs Union incorporating Russia, Belarus, Kazakhstan, Kyrgyz Republic and later Tajikistan was even formally established in 1995. In 2000, it was transformed into the Eurasian Economic Community. However, the members have failed to harmonize their import tariffs and customs regimes, and the Union exists only on paper. One of the members – the Kyrgyz Republic – joined the WTO in 1998 while the other members are still outside the WTO. Hence, the Kyrgyz Republic cannot harmonize its tariffs because of its commitments to the WTO.
Average import tariffs are relatively low in all CIS countries, including Russia. Tariffs are lower than Russia’s in all CIS-7 countries except for Uzbekistan, but the differential is small (see Table 7). Therefore, trade diversion due to differential tariffs should not be a major problem. The membership of four of the CIS-7 countries puts a ceiling on the tariff peaks for these countries and further precludes such a development. In sum, there has been little danger of adverse effects of South-South type trade integration in the CIS so far.
Table 7: Average Applied Import Trade Weighted Tariffs in CIS, 1997-2006
	

	Country
	1997
	1998
	1999
	2001
	2002
	2006

	Armenia
	5,0
	3,7
	4,3
	4,3
	4,3
	3,0

	Azerbaijan
	12,0
	12,0
	12,0
	10,8
	10,8
	5,7

	Georgia
	10,0
	10,0
	10,6
	10,9
	10,9
	1,4

	Kyrgyz Rep.
	11,0
	11,0
	9,2
	5,2
	5,2
	5,0

	Moldova
	9,4
	9,4
	8,9
	6,9
	7,0
	5,2

	Tajikistan
	5,0
	5,0
	8,0
	8,3
	8,3
	7,5

	Uzbekistan
	21,0
	29,0
	29,0
	19,0
	19,0
	14,8

	Belarus
	12,6
	12,6
	12,6
	12,2
	12,2
	8,5

	Kazakhstan
	13,3
	13,3
	7,8
	7,9
	7,9
	7,9

	Russia
	12,6
	12,6
	12,6
	11,3
	11,3
	17,9

	Turkmenistan
	0,5
	0,5
	0,5
	0,5
	0,5
	0,5

	Ukraine
	10,0
	12,7
	14,7
	12,7
	12,7
	6,5


Sources: IMF, World Bank, WTO
The CIS as a trading bloc has many potentially beneficial features, the most important being the free trade agreements, agreements on mutual recognition of standards, and generally non-restrictive rules of origin. But the current trade arrangements within the CIS are far from being efficient and need improvements. Among main directions for strengthening the legal and administrative framework for intra-CIS trade are the following five steps:
1) Re-negotiating the FTAs with the goal to replace a set of bilateral agreements with an effective multilateral agreement
2) Move to a full elimination of exemptions within the free trade area
3) Facilitate the harmonization of FTAs with the WTO agreements and practices. In doing so, the CIS free trade area may serve as a vehicle for global trade integration
4) Accelerate the reform of standards on the multilateral level in the CIS
5) The existing ineffective ‘spaghetti bowl’ of transit and customs agreements should be replaced by straightforward and clear multilateral arrangements
At the same time, the analysis by Constantine Michalopoulos and David Tarr shows that the key difference between preferential arrangements among CIS members and other preferential arrangements such as NAFTA and the EU is that in the latter markets are large enough to promote competition and encourage the flow of new technology, which increase probability that distortions introduced through preferences are more than offset by new trade creation and the dynamic effects of investment embodying new technology.

7.
The Sussex Framework for Assessing RTAs
7.1
RTA Characteristics
There are a number of institutional features that characterize an RTA, especially one involving developing countries:

	
	
	Armenia, Azerbaijan, Belarus, Kazakhstan, Kyrgyz Rep., Moldova, Russia, Tajikistan, Turkmenistan, Uzbekistan, Ukraine

	(1)
	Is it WTO compatible (GATT Art XXIV & GATS Art V)?

(a) Does it cover “substantially all” trade?
	Partly in goods, and not yet in services



	
	(b) Is there no rise in average level of MFN tariff?
	Not applicable 



	(2)
	What role do donors have in encouraging involvement or facilitating negotiations (e.g. technical assistance)?


	None or negligible

	(3)
	Is it North-South or South-South?


	South-South

	(4)
	What is the number of members?


	11

	(5)
	What is the ease of negotiation, i.e. rapid or slow implementation (automaticity versus need for further negotiation)?
	Slow

	(6)
	Is the setting purely bilateral, regional or hub and spoke, i.e. is the agreement one of a series between a large (often developed) country and a number of surrounding countries without any regional elements, e.g. FTAs or accumulation of rules of origin (ROOs) among the hub country's partners?
	Largely bilateral

	(7)
	Does it overlap with other developed or developing country agreements of the partners?

(a) Type/extent of overlap
	Overlap with FTA agreements of member countries with EurAsEC countries and with Economic Cooperation Organization (ECO) trade agreement

	
	(b) Compatibility
	Compatible so far, but incompatible in the case of full implementation of both EurAsEC CU and/or APEC FTA, and with ECO trade agreement - in some aspects, e.g. with its decision to abolish any customs duties on exports

	
	(c) Differences in protocols
	Too early to assess

	
	(d) Is it an FTA or a full CU?
	FTAs so far, with a very low probability to become a CU

	This descriptive institutional analysis needs to be complemented by a careful examination of whether trade flows are actually likely to be increased:


	1
	Full removal of bilateral tariffs?
	No

	2
	Changes in MFN tariffs: Do they rise or fall for this partner?
	Fall for all partners

	3
	Removal of bilateral non-tariff barriers—full or partial?


	Partial

	4
	Nature of rules of origin?


	The agreement, signed in January, 2008 makes exception for the least developed countries and for the countries which signed FTA with EurAsEC member countries.

	5
	Are safeguard clauses:

(a) excluded
(b) more strictly controlled than WTO requires

	(a) Not excluded

(b) national law is applicable

	6
	Is anti dumping

(a) excluded
(b) more strictly controlled than WTO requires
	(a) Not excluded

(b) national law is applicable

	7
	Coverage of agreement. How much trade is excluded in agriculture, raw materials, industrial goods, services, capital, and labour markets? What sensitive products are excluded?

	There are many exclusions from FTAs in trade regime in goods. Services are not mentioned at all. Separate step-by step agreements are dealing with capital and labour mobility.


7.2
Deep Integration
	(1)
	Investment rules
	No uniform rules

	(2)
	A degree of regulatory harmonisation (product standards or process standards) with an approach to harmonisation, national treatment, or mutual recognition
	Common product standards existed in the USSR, later partly diverged. No mutual recognition adopted. Common technical standards and regulations are gradually developed. The approach is partly based on UN economic and social commission for Europe and on the EU approach to technical regulation.

	(3)
	Anti dumping;
	

	(4)
	Subsidies discipline more than WTO?
	No regulation of subsidies

	(5)
	Competition policy alignment
	Not much attention to competition policy so far

	(6)
	Services schedule relative to GATS commitments
	Not included yet

	(7)
	“Harmonisation” etc. of issues going even beyond behind-border concerns, e.g. general legal norms other than TBTs (technical barriers to trade), intellectual property rights etc.-and if so, what?
	…

	(8)
	Revenue sharing (necessary to make a customs union effective)

	Export duties revenues redistribution question is so far no less important than import duties revenues redistribution. Winners and losers cannot be identified before the agreement is published.

	(9)

	Rules on movement of natural persons
	Visa-free movement; quotas on workforce migration into Russia; permission regime of hiring foreign workforce (except Russia-Belarus exchange)

	(10)
	Institutional framework:

Is there a supra-national rule making system?


Is there an autonomous secretariat for the group?


Is there a binding ex-post dispute settlement?
	There neither a supra-national rule making system nor an autonomous secretariat for the group nor a binding ex-post dispute settlement


	(11)
	Are there political integration / political benefits / non-trade political conditionality?


	Yes 

	(12)
	Financial budgetary arrangements:

(a) If CU customs revenue sharing? 

(b) If not any budget transfers?
	No
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