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Based on empirical data of various integration projects initiated on the territory of the former Soviet Union, this study aims at critical analysis Eurasian Economic Community.
Our main goals are to analyze the main peculiarities of this regional integration initiative, to assess the progress in reaching the proclaimed goals, its problems and prospects.
1.
Eurasian Economic Community - General Information and Short History
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Eurasian Economic Community (EurAsEC or EAEC) members since its formation are five post-soviet states - Belarus, Kazakhstan, Kyrgyzstan, Russia and Tajikistan. In May 2002 at the request of the leaderships of Moldova and Ukraine these states were granted the status of observer at the EurAsEC. In 2003 a similar request by Armenia was satisfied. In January 2006 Uzbekistan became a member of the EurAsEC, but in October, 2008 it declared interruption of its membership. Such a procedure is not provided by EurAsEC treaties, but de-facto this decision of Uzbekistan means leaving the organization.
EurAsEC is the inheritor of the Customs union (CU) of the five states of the CIS. The customs union itself emerged as a CU of two countries, Russia and Belarus, in 1995. Kazakhstan joined the CU the same year, Kyrgyz Republic and Tajikistan – in 1996 and 1999 respectively. EurAsEC was formally arranged at the meeting in Astana in 2000.
The GDP of EurAsEC is $1.5 trillion (2007). Intraregional trade is equal to $102 billion, out of the total foreign trade turnover of 706 billion.
The principal tasks of the Community are:
· completing the formalization of a free trade regime in all respects
· creating a common external tariff and a unified system of non-tariff regulation measures
· laying down the common rules for trade in goods and services and their

access to internal markets
· introducing a unified procedure for foreign exchange controls
· creating a common unified system of customs regulation
· drawing up and implementing joint programmes of economic and social

development
· creating equal conditions for production and entrepreneurial activities
· forming a common market for transportation services and a unified transport

system
· arranging a common energy market
· creating equal conditions for access by foreign investment to the country-members' markets
· giving the citizens of the Community states equal rights in receiving

· education and medical assistance throughout its territory
· converging and harmonizing national legislation
· ensuring the coordination of the legal systems of the EurAsEC states with a

view to creating a common legal space within the Community

It was decided that on the first phase only three countries, Russia, Belarus and Kazakhstan, would arrange a customs union.
1.1
Structure of the Governing Bodies of the EurAsEC

The governing bodies of the Community are the Interstate Council, the Integration Committee, the Interparliamentary Assembly and the Court of Justice of the Community. Following the decisions of 2007 summit, the Commission of the Customs Union will be created as a main governing body of the CU.
These institutions cannot be named supranational ones – their goal is coordination of integration activity. All important questions are solved by the heads of states or prime ministers, though formally a ratio of voting powers exists, distributed among member states: Russia has 40 per cent of votes, Belarus, Kazakhstan and Uzbekistan (before it withdrew) – 15 per cent each, while Kyrgyzstan and Tajikistan have 7.5 per cent each. For the CU of three states, the Commission of the CU is planned to become a supranational body, but it hardly will become a real supranational body, due to dominating position of one power - Russia. It is difficult to imagine that Russia will concede during formal voting procedure, if it is against the proposal.
2.
EurAsEC as an Unaccomplished Customs Union Project
Customs union was an initial title of the regarded RTA. It is still the proclaimed goal, not the reached level of integration. So far, it is a free trade agreement, without exemptions
. Serious problems and obstacles emerged on the way towards the CU goal.
2.1
Absence of a regularly controlled border
Since no border control existed between soviet republics in the former USSR, it was extremely difficult for the new independent states to arrange normal frontier services and to equip frontier troops. Nowadays, 17 years after, the problem is partly solved, but the border length, deserts and mountains in the border regions and low density of population and corruption make frontier services, including customs, very ineffective.

In fact it is a reason to move from FTAs towards CU. In this case, Russia-Belarus and Russia-Kazakhstan borders become not so big problems.

However, from another side, the southern border (Kazakhstan’ border with Turkmenistan, Uzbekistan and Kyrgyzstan) still remains a problem. It remains semi-permeable not only for regular goods, but for drugs traffic from Afghanistan as well.
2.2
WTO Accession
Kyrgyzstan’ accession to the WTO in 1998 made impossible the adoption of the common external tariff of the customs union’ member countries due to low tariff binding obligations taken by Kyrgyzstan during the WTO accession. The Kyrgyzstan bound tariff averages 7.5%.
It is somewhat lower than applied tariffs of Russia (11.0%), Belarus (11.3%) and Kazakhstan (7.8%)
. Nevertheless, the goal of the CU creation was not suspended, but later it was decided that on the first phase only three countries, Russia, Belarus and Kazakhstan, would arrange a customs union.
Probably, it is not the end of the story. As of 2008, Kazakhstan has more chances to become a WTO member than Russia in the forthcoming years, due to Russia’s conflict with Georgia and the withdrawal of approval of Russia’s accession by that country. The possible conditions of Kazakhstan’s accession will be of great importance for the fate of the EurAsEC customs union project.
An option of a collective WTO accession by the customs union has been discussed - mostly in Kazakhstan. However, Russia was not eager to carry additional burden – or kept in mind that allies should just follow the regional leader while negotiating conditions of accession. Belarus’ peculiarities of legal system and its lagging behind in negotiations with the WTO was an important obstacle for implementation of collective accession scenario as well. Anyway, this option was not used so far. Nevertheless, negotiating teams of EurAsEC countries must strongly coordinate their steps towards the WTO to escape possible negative influence of the WTO accession on the perspectives of regional integration.
2.3
Export Duties
EurAsEC countries belong to resource-exporting economies. Export duties are often used by such countries to capture the difference between lower domestic and higher international prices – it can be important for the budgets, for stabilization of domestic prices and for increasing price competitiveness of resource-intensive sectors. Export duties have a similar affect to import tariffs, with the rent going to the exporter. Export duties are used by several countries, but there is still no uniform international regulations dealing with this type of trade barriers. Either, not so much theoretical works are devoted to this subject
.
Export duties on oil and natural gas are used by all three countries of the planned CU-3, but in different ways. Kazakhstan imposed oil export duty only in May, 2008; it was set at $110 per metric ton, but some companies were granted exemptions.

Russia’s oil export duty was 3 times higher at the same period: $340 per ton. Russia is frequently changing its export duty for crude oil depending on oil price changes. For 2008 export duties added up to 25 per cent of all revenues of Russian federal budget - 5 times more than import duties.
Table 1: Customs Duties Budget revenues, per cent of GDP in Russian Federation
	
	Jan.-Oct. 2007
	Jan.-Oct. 2008

	Import duties
	1.5
	1.5

	Export duties
	5.4
	7.1

	Customs duties
	6.9
	8.6


Source: www.eeg.ru
In the situation of a customs union, unification of export duties is a natural task. It is necessary to prevent competition of borders – otherwise raw materials’ exporting companies are able to choose the export route with the lowest export duty. Harmonization of export duties is a complicated task in EurAsEC case.
However, one should not overestimate the scale of this problem in EurAsEC case. The territory of the community is large and alternative export routes are mainly determined by the chosen destination countries – not by minimization of duties.
Collection of export duties on the external (outer) border and its redistribution must be arranged anyway. It might be a serious problem for integration initiatives. For several years, Russian federation did not ratify the multilateral free trade agreement with the CIS countries, being afraid of losing export duty for oil, exported to these countries. In the CU conditions member countries figure on equal access for resources without price discrimination. If local prices in energy and fuel producing countries remain low, it will mean subsidizing of partner countries. Such a problem emerged in 2006-2007 in Russia-Belarus relations, leading to stepping back from customs union principles.
Russia expressed its dissatisfaction with the fact that Belarus was buying Russian oil with low Russian prices, and thereafter, re-exported oil as well as refined oil products with the world prices, imposing an export duty, which has become an important source of the budget revenues for Belarus. According to Belarus’ interpretation, it fits conditions of the Union Treaty as well as the rules of the customs union. According to the final agreement of January 2007, Belarus increased its own export duty to Russia’s export duty level, while Russia itself collects only part of its normal export duty; in 2007 – 0,293, in 2008 – 0,335, in 2009 – 0,356 of export duty in effect at that moment. It is presumed, though not written in the document, that the sum collected on the Russia-Belarus border will be deducted from the duty levied on the Belarusian western or southern border. Russia receives the growing part of the Belarusian export duty: 70% in 2007, 80% in 2008 and 85% starting from 2009.
.
The long-term solution of these problems lays in price convergence – domestic prices for energy resources and other commodities should not be kept artificially low.

During transition period, export duty harmonization and redistribution agreement is necessary, and exemptions from free trade regime are nearly inevitable.

The Agreement on common external tariff, signed by five member countries in 2000, does not contain any decisions concerning export duties.

2.4
Political context

Customs unions (CU) have advantages (e.g. no rules of origin are necessary in mutual trade), but countries cede greater sovereignty. CU often tends to be arranged around a large country (EU being the most important exception). From one hand, it seems illogical, since CU need more coordination of economic policy than free trade agreements, hence supranational bodies with deciding power may occur more necessary. However, domination of one powerful country is a natural barrier against delegation of sovereign prerogatives to a supranational body. NAFTA, SAFTA and China-ASEAN FTA are examples of escaping CU option.
In reality, there are several important counter examples. Mercosur is a CU despite domination of Brazil, SACU was built around South African Republic, and Saudi Arabia is undoubtedly the strongest power within the Gulf cooperation council (GCC), which is also a customs union. Russia-Belarus CU and the projected EurAsEC only add to the list.
Small countries, surrounding large ones, do not have a chance to change their geographic location. If they do not have serious contradictions with dominating neighbours, they may prefer closer integration in several aspects - as a deal. A large country gets privileged market access and political allies; small countries get preferential access to a large market, investments, strong political protection, and quite often - direct financial support as well.
EurAsEC is an example of such a deal. All four countries have no serious contradictions with Russia. Belarus is a friendly ally due to ethnic and cultural similarity. Kyrgyzstan and Tajikistan are highly dependent on Russia and Kazakhstan as a transit route and as host countries for excessive workforce. Kazakhstan is larger, richer and less dependent on Russia - except transit routes. However, common standards, the longest transparent border, common infrastructure, overlapping culture, and 40 per cent of Russian speaking population make orientation on Russia natural. In historical perspective, China can challenge Russian domination in the region, and probable proposal of free trade with China might become a temptation for the next generation of Kazakhstan leaders. It seems to be an urgent task for Russia to ensure its domination by more deliberate and dynamic elaboration of a customs union within EurAsEC.
2.5
Institutional peculiarities
International integration agreements are different. Some of them are very extensive and self-sufficient – their creators tried to capture all the possible aspects of agreements implementation in one document, which should be applied directly. North American Free trade Agreement (NAFTA) (more than 1000 pages) is an example of such an approach.

Russian legislative culture is different. Laws tend to be shorter, but they often can’t be applied directly - by-laws and instructions are necessary. Amendments to the laws often are adopted several times. Such a style is present in integration agreements with Russia’s participation, most of which are prepared by Russian experts. Framework treaties and agreements usually cannot be applied directly – they are just guidelines for functionaries, starting to elaborate corresponding legal mechanisms. In the case of EurAsEC-3 customs union, such work continued very slowly for many years.
The Agreement on common external tariff was signed in February, 2000, but eight years after the degree of unification of Russian/Belarusian tariffs with Kazakhstan’s is about 60 per cent
.
Construction of a CU gained momentum during 2007-2008. In January, 2008 the following agreements were signed by EurAsEC leaders:
· on customs tariff regulation
· on export duties, concerning third parties
· on common rules of origin
· on coordination of technical regulation policy, sanitary and phyto-sanitary measures
· on special protective, anti-dumping and countervailing measures concerning the third parties
· on common non-tariff regulations concerning the third parties
· on custom value determination for the goods, crossing the CU border

· on customs statistics of external and mutual trade
· on principles of indirect taxation of trade in goods and services within the customs union
Drafts of new documents necessary for the functioning of the customs union are now under consideration by the governments of member countries. They include:

· an agreement on mechanism of distribution of quotes for agricultural import to the customs union territory
· a protocol on the mechanism of application of lower or higher import tariffs in exceptional cases
· protocols on unified conditions and unified order of granting privileges and preferences for import to the customs territory
· an agreement on rules of customs value avowal (declaring) for the goods, crossing the CU border

The number of necessary documents not adopted yet is not clear. According to the new schedule, the process of the customs union formation must be completed in 2010, but no one can guarantee, that it will happen in time.
3.
Structure of Trade and its Implications for Integration Outcomes
Commodities constitute a large part of mutual trade in EurAsEC. Their share by value changes with oil and other energy resources prices. Their physical share tends to decrease along with improving situation in manufacturing and consecutive diversification of export.

Machinery is an important part of mutual trade, with a strong positive balance in machinery products trade of Belarus and Russia. Chemical products, agricultural products and, to lesser extent, consumer goods trade is also growing.
Since free trade regime already exists in the mutual trade of EurAsEC countries, probable implications of the transfer to the common external tariff will depend on the magnitude of CET.

If CET will be higher, than now for some member-country, then trade diversion effect will take place, and suppliers from Belarus or Russia might crowd out their competitors from the third parties. Otherwise the effect may be opposite, but it is a less probable development.
Exercise Russia – Kazakhstan trade analysis
The average applied tariffs of Russia (11.0%), Belarus (11.3%) and Kazakhstan (7.8%) are still different. Discuss the probable implications of the adoption of a common external tariff provided it will be around 10%.

3.1
Trade in Services

Trade in services is not substantial in EurAsEC. It is not treated in bilateral free trade agreement between country members as a separate sector. However, transportation questions are of great importance for all countries of the Community, including pipelines, railways, road network. Coordination of railroad transport systems exists; the creation of common transportation space is among the common goals of the EurAsEC countries. Four out of five member countries of EurAsEC are landlocked, so they are extremely dependent on transit. Tajikistan is in a weakest position in this sense – its goods have to cross at least two countries to reach the ocean; at least three or four countries to reach Western Europe. Other countries depend on transit in both ways: they provide transit ways and receive transit fee from one hand and depend on other countries; territories and transportation routes, from another hand. Freedom of transit principle is included in mutual agreements.
3.2
Subsidies
Article 27 of the Treaty on arranging of the customs union and single economic space of 1999 considers subsidies, affecting mutual trade, incompatible with the principles of the single economic space. Exemptions include nondiscriminatory subsidies, granted to individual consumers by social reasons, support, provided for the relief of victims of natural and man-caused hazards, subsidies for the development of regions with low living standards or high unemployment and subsidies, necessary for implementation of large-scale projects of national importance
. Elimination of subsidies, anti-dumping and countervailing measures in mutual trade was mentioned among the 160 EurAzEC development priority measures planned for the implementation for 2003-2006
. In practice this field does not seem to be among the priorities of EurAzEC integration agenda. No mechanism was elaborated to regulate subsidies and to oppose them.
3.3
Measuring of integration
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. The share of intraregional trade in EurAsEC-5 is less than 20 per cent.
This level is considered to be comparatively low, if we compare it with outstanding examples of the EU or even NAFTA. But it does not differ much from ASEAN corresponding figure (25 per cent).
One must be extremely cautious in making far-reaching conclusions from the IRT indicator values. The reason is the following: this value depends not only on the degree (intensity) of integration, but also on the size of RTA. The larger is the RTA’s GDP, the higher is the share of intraregional trade and the lower is the share of the trade with the rest of the world – in the same way as in the case of an individual country its trade openness depends on the size of the economy. This reason explains the more or less stable values of IRT of various RTAs for years.
Taking that into account, dynamic comparison of IRT could be more fruitful than static cross-country comparison. However, one more precaution is necessary. The example of EurAsEC demonstrates that the share of intraregional trade can be highly dependent on the prices of main traded items, namely (in the case of EurAsEC) oil, refined oil products and natural gas.
The share of intraregional trade in EurAsEC in 2000-07 was slowly decreasing, mainly due to the growth of the value of extra-regional export and due to expiration of import substitution effect of drastic depreciation of Russian ruble in 1998. During 2002-2007 ruble was appreciating in real terms and geography of Russian import shifted back to EU and China, exerting negative influence on intraregional trade share in EurAsEC as a whole. The share of intra-regional import nearly halved: from 36 per cent in 2000 to 19 per cent in 2007. Meanwhile, the share of intraregional export did not change substantially for eight years, fluctuating between 10 and 14 per cent. Forthcoming years’ statistics might alter these figures due to dramatic changes in prices of commodities and currency rates.

Figure 1: Intraregional Trade Share in EurAsEC in 2000-2007, per cent
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Source: Data of CIS Statistical Agency (www.cisstat.com)
The average value hides substantial difference in the dependence on mutual trade among member countries. Russia’s dependence on import of goods from four other EurAsEC countries is less than 10 per cent, while for those four countries the same indicator value lays between 40 and 60 per cent.
According to the modern approach, regional integration initiatives are regarded not only from the point of view of trade liberalization, but in a more general way. Investments flows and workforce migration have to be considered as well, since factor mobility constitutes an important part of economic interaction and integration.
Mutual investments flows in EurAsEC remained negligible in the 90s, during economic decline of the transition period. Restarting of economic growth after 1999, increasing prices of oil and natural gas brought capital resources – mainly in Russia and Kazakhstan. Deregulation of small-scale outbound investments in 2001 in Russia and progress of pension reform in Kazakhstan also stimulated rise of foreign investments since 2002 all over the Community. In 2002-2007 cumulated mutual investments grew 4-fold to reach $17.2 billion
. Surprisingly, Russia has a negative FDI balance with EurAsEC countries (Figure 2).
Figure 2: Investments between Russia and other EurAsEC Countries in 2000-2007, $ million
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According to Russian minister of economic development Elvira Nabiullina, despite impressive growth, intraregional FDI in the community comprises only 3 per cent of the total FDI inflow (compared to more than 75 per cent in the EU)
.
Again, some comments are necessary to clarify the real situation. The bulk of FDI inflow to the community comes to Russian Federation.

Substantial part of this inflow represents the so called FDI round-tripping (see, e.g., WIR 2006 for details). Capital is invested to Cyprus or British Virgin islands and later comes back to Russia as foreign investments. Subtraction of such flows could increase the share of intraregional investments substantially. The relative role of Russian investments is more significant in Belarus, Kyrgyzstan and Tajikistan, than capital inflows from these countries to Russia.
Figure 3: Investments between Russia and other EurAsEC Countries in 2007
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Kazakhstan has become an important investor-country as well. In Kyrgyzstan, for instance, investments from Kazakhstan comprise 60 per cent of all capital inflow
.
Migration of workforce is one more important sphere of economic integration within EurAsEC. According to Russian statistics, the number of migrants for permanent resettling in Russia in 2007 was 287,000, of which 274,000 arrived from the CIS countries; the number of those, who arrived from four EurAsEC countries, was 84,000. However, official statistics do not reflect real figures - experts say several million of migrants from post-soviet countries are working in Russia. Belarus and Kazakhstan also have positive balance of migration; while Kyrgyzstan and Tajikistan are countries, where from migrants arrive. An average share of migrants (in-comers in three northern and out-comers in two southern republics) in the workforce of EurAsEC exceeds 4 per cent; however the corresponding figure varies substantially. It is more than 30 per cent of the total workforce in Kyrgyzstan and Tajikistan and 14 per cent in Kazakhstan and at least 1,5 per cent in Russia. Estimates of immigration for Russia vary in times: from 1 up to 10 million people
.
Remittances from migrants are of extreme importance for their families and for their home countries. About $10 billion were transferred from Russia abroad in 2006 (without capital transfer) and this figure more than doubled in two preceding years. Tajikistan is number one or number two in the world by the ratio of migrants’ remittances to the country’s GDP: 36 per cent in 2006 (Moldova has the similar ranking). Kyrgyzstan is the fourth: 27 per cent of the GDP. It is evident that for these two EurAsEC members migration is much more important than other spheres of interaction with partner countries. In 2005 the remittances to Tajikistan were 8.6 times bigger than foreign investments in that country.
Several factors are stimulating migration in EurAsEC. Existing visa-free regime among community countries and knowledge of Russian language, inherited from the USSR period are among factors, explaining intensity of people movement. Citizens of EurAsEC countries enjoy the right of applying for state-financed education in colleges and universities all over the community. Diplomas of former USSR and of newly independent states are recognized across EurAsEC. The difference in personal incomes and wages, lack of workforce in Russia and unemployment in Central Asia are important driving forces of the process. Migrants suffer from the absence of social insurance, tough living conditions, separation from their families and sometimes – from nationalists in the host countries. From the other hand, many of them use the chance for starting their own business, e.g. in the sphere of supply of fruits and vegetables from their home countries.

Migration remains a sensitive question in relations between EurAsEC countries. The problem of illegal or unclear status of hundreds of thousands (or may be millions) of people, arriving from Tajikistan and Kyrgyzstan, as well as Uzbekistan, Moldova, China, other CIS and non-CIS countries is usually treated on unilateral basis, but some collective efforts are sometimes undertaken. In the middle of current decade, attempts have been taken to limit the number of illegal migrants by repatriating them. Ineffectiveness of such approach was understood soon and now the new one prevails, aimed at legalization of migrants by improving the laws and rules and the practice of their implementation. About 100 000 migrants were legalized in 2005 only in Kazakhstan during a successful experiment. Migration law, adopted in 2007 in Russia, alleviated somehow migrants’ problems, namely the problem of getting legal registration. The problem of legal work is still there, to great extent due to those employers, who prefer to minimize expenses by hiring people illegally. In 2008 coordination of efforts aimed at legalization or repatriation of illegal migrants increased in EurAsEC – this time with the help of Collective defense treaty organization (ODKB), which unites the same five countries of EurAsEC plus Armenia. ODKB was used to coordinate activity of departments of interior of six countries during so-called “Nelegal” (Illegal migrant) operation.
Summing up, migration is the most explicit sphere of regional economic integration in EurAsEC – more de-facto, than de-jure, followed by mutual trade and investments.

4.
Compatibility between EvrAzEC and other Regional Trade Agreements
EvrAzEC overlaps with FTA agreements of member countries with other CIS countries and with Economic cooperation organization (ECO) trade agreement
.
Potentially it can overlap with Russia’s FTAs with Asia-Pacific economic cooperation (APEC) countries or/and Russia - EU FTA and other FTAs discussed, though not negotiated yet.
EvrAzEC is compatible with other regional trade agreements until it is not a functioning customs union. Free trade agreements can easily overlap each other. However it will become incompatible in the case of full implementation of EurAsEC CU. In particular, with ECO trade agreement, e.g. with its decision to abolish any customs duties on exports. In practice, there exist some customs unions, more or less tolerant to their members’ FTAs with the third parties.

Gulf cooperation council is such an example: two of its six members, Bahrain and Oman, signed FTAs with the US, the third one, UAE, is negotiating it. The similar situation exists in the Andean community. Anyway, compatibility factor hardly will be the main one for decision making on the way to the EvrAzEC CU.
5.
Ratio of Shallow and Deep Integration, behind the Border Reforms
EurAsEC is among those RIA, where the scope of the questions under discussion is much broader than the pure trade liberalization. Common agenda includes such topics as common standards, coordination of railways management, coordinated fighting against drugs trafficking, creation of the database of investment projects of mutual interest, coordination of stock exchanges work, environment control and solution of acute environmental problems (e.g., Aral sea problem), scientific cooperation, creation of the database of technical barriers, sanitary and phytosanitary measures, etc. So called Interstate task programmes are elaborated and implemented for the sake of solution of particular common problems. They are co-financed by member-countries. Some examples: Programme of reclaiming of territories affected by uranium ore extraction; Programme of unification of export control procedures; Programme of creation of a common market of energy, Programme of creation of a common transportation space, Programme of effective utilization of water and hydro energy resources of Central Asia, Programme of peaceful use of nuclear energy; health of EurAsEC people Programme.
The concept of coordinated social policy was adopted by Interstate integration committee in 2007. This concept presumes consecutive creation of a common market of labour and adoption of common standards in the social sphere. It includes also coordination of principles of pension systems (not unification of pension levels), common right for medical care for migrants, common legal space.
The agenda is very broad, and goals proclaimed are ambitious. We must be cautious, however, in forecasts, concerning scale and probability of implementation of such programmes and reaching of goals. The Treaty of economic cooperation of CIS countries signed in 1993 contained equally ambitious goals, never reached. Of course, 15 years later macroeconomic conditions are much more favorable for integration, and the bottom of economic decline and disintegration of the former USSR has been passed long ago. But post-soviet bureaucracy is still there, with its imitation-of-intense-activity style.
In 1998 leaders of four countries (Kazakhstan – its president Nazarbaev was the initiator, Russia, Belarus and Kyrgyzstan
) signed a statement “Ten simple steps to meet the needs of ordinary people”. The statement included such goals as alleviation of border crossing, of subscription to newspapers and other periodicals, of money transfer, of radio and TV broadcasting on territories of four states, ensuring free access to first medical aid and the right to enter colleges and universities; mutual recognition of diplomas and certificates. It was planned also to make small business easier in all the four countries. Corresponding agreements in relevant fields were signed in two years to follow. In practice at least some of above-mentioned goals were reached – for instance, free access to higher education institutions.
For alleviation of small business, results are still insufficient, though some progress has been made in some countries, as we can notice from the World Bank Doing business database (see the table 1). The best ranks (68 and 70) are reached by Kyrgyzstan and Kazakhstan, while Russian Federation is only 120th, and Tajikistan – 159th, staying in the end of the list. No country looks the best of five in all dimensions. Kyrgyzstan is doing better in many aspects, such as starting a business and property protection, but registration of property is the most expensive there. Tax system is more liberal in Kazakhstan. Indicators referring to the foreign trade vary less than others but even in this field differentiation of rules is significant: for instance the number of documents to get before starting import varies from 8 in Belarus to 13 in Russia, Kazakhstan and Kyrgyzstan.
Table 2: Doing Business Indicators (2008)
	 
	Russia
	Belarus
	Kazakhstan
	Kyrgyzstan
	Tajikistan

	Aggregate rankings
	120
	85
	70
	68
	159

	Starting a business (number of steps)
	8
	8
	8
	4
	13

	Cost to register property (% of property values)
	0,2
	0
	0,1
	3,9
	1,8

	Strength of legal rights index (0-10 -10 is the best)
	3
	2
	5
	7
	2

	Strength of investor protection index (0-10)
	5
	4,7
	5,7
	7,7
	3,3

	Time to deal with construction permits (days)
	704
	210
	231
	159
	351

	Total tax rate (% of profit)
	48,7
	117,5
	36,4
	61,4
	85,5

	Tax payments (number per year)
	22
	112
	9
	75
	54

	Cost to import (US$ per container)
	2150
	1720
	3055
	2250
	4550

	Cost to export (US$ per container)
	2150
	1772
	3035
	3000
	3150

	Documents for export
	8
	8
	11
	13
	10

	Documents for import
	13
	8
	13
	13
	10


Source: World Bank (2008)
6.
The Sussex Framework for assessing RTAs
6.1
RTA Characteristics
There is a number of institutional features that characterize an RTA, especially an RTA involving developing countries:
	(1)
	Is it WTO compatible (GATT Art XXIV & GATS Art V)?

(a) Does it cover “substantially all” trade?
	Yes – in goods, but not yet in services



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

(not WTO members)

	(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?
	5

	(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 cumulation of rules of origin (ROOs) among the hub country's partners?
	Regional

	(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 other CIS 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?
	FTA so far, with a high 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?
	Reportedly, yes

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

	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 or (b) more strictly controlled than WTO requires?


	(a) Not excluded

(b) National law is applicable

	6
	Is anti dumping: (a) excluded or (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? 


	The Treaty on creation of common customs territory and of a customs union of Dec., 2007, does not presume any exceptions from free trade regime in goods. Services are not mentioned at all. Separate step-by step agreements are dealing with capital and labour mobility.


6.2
Deep Integration

	(1)
	Investment rules;
	No uniform rules

	(2)
	A degree of regulatory harmonization (product standards or process standards) with an approach to Harmonization, 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 – only general intentions to eliminate them

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

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

	(7)
	“Harmonization” 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)

	No agreement on revenue sharing is ready yet, except Russia-Belarus agreement on sharing of oil export duties revenues. Export duties revenues redistribution question is no less important than import duties revenues redistribution.

	(9)

	Rules on movement of natural persons
	Visa-free movement; quotation of workforce import in 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?
	A Commission of the customs union is under creation, with a permanent secretariat – to possess limited supranational prerogatives; 
dispute settlement procedure so far ineffective – important disputes are settled on the political level


	(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?
	Yes, but not approved yet


7.
Conclusion
EurAsEC is an asymmetric RTA with Russia’s domination; its smaller member-countries cede institutional initiative and, to some extent, freedom of external economic policy to the leading country relying on its support in many issues besides trade. For instance, Russia lent several USD billion to Belarus, Kyrgyz republic and Tajikistan to support these countries in the conditions of global crisis. Customs union is still the proclaimed goal, not the reached level of integration within EurAsEC. So far, it is a free trade agreement, without exemptions. Absence of a regularly controlled border, Kyrgyz republic’ WTO accession and difficulty of unification of import and export duties and arranging their collection and redistribution were the main objections on the way to the CU.
Creation of the CU in EurAsEC will not induce trade creation effect, because free trade in goods already exists in the community. The degree of trade diversion will depend upon the magnitudes of CET, which are not published or even not determined as of February, 2009.
Common economic space creation is underway in EurAsEC. Agreements, oriented on converging of regulation of financial markets, regulation of labour flows, are elaborated one by one.

De facto, there are not many barriers in factor mobility within the community. The peculiarity of capital mobility here includes domination of large or giant companies, many of them are state owned. Hence, the scale and direction of capital flows largely depends on political decisions on personal level - more than on formal rules and investment climate. Mutual migrations of labour and corresponding remittances are of great importance for some member countries.
The global economic crisis triggered the discussion of the possibility and desirability of a transfer to Russian rubles in mutual payments. It can provide decreasing dependence of global financial markets fluctuations, but from the other hand, it might lead to decreasing international reserves for commodity exporting countries.
Summing up, EurAsEC is a functioning free trade area with a considerable freedom of labour migration and growing mutual investments. Integration of EurAsEC countries is largely based on the inertia of the past history and its prospects will depend upon the success of substituting that slowly depleting inertia for a working and sound institutional framework. This framework is cumbersome and not accomplished so far, and any progress here strongly depends on the political will. The proclaimed goal of arranging a working customs union is likely to remain a horizon for the years to come.
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