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Since the collapse of Soviet Union Belarus and Russia have strong economic, political and cultural links, important for both countries. This relationship is more important for Belarus, due to the different size of these two economies, but one should not neglect the other side: Belarus is the closest partner and ally for Russia as well. The background of such strong relationships lies in the neighborhood, the long tradition of living in one state and a common language. The majority of the Belarusians speaks Russian better than Belarusian language
. It is also quite remarkable that official statistics are collected and published in Russian. Culture is also very close, as well as the mentality of the Russians and the Belarusians. The people of each country sympathize with one another
.
Despite some discrepancies in bilateral relations the Russian Federation considers the Republic of Belarus as an important political ally. The idea of development of mutually beneficial economic relations via establishing an integration block was well perceived in both countries.

The goal of the study is to analyze the peculiarities of relationships between two countries with regard to attempts towards economic integration – the legal framework of economic and political relations. The study contains general characteristics of the Russian – Belarus economic relations: dynamics of trade in goods, services, mutual investments, labour migration. In addition to analysis of main trends of bilateral co-operation, we will investigate oil and natural gas trade and its role in the mutual relations.

The important part of the study would be analysis of the motives of integration for two countries, key events of the process, objectives, expectations, mode, and practical outcome. The analysis will include both political and economic dimensions.

Deeper look at the political framework will help to come up with the conclusion relatively to the perspectives of the union of Russia and Belarus.
1.
Legal Framework of Economic and Political Relations between Russian Federation and Republic of Belarus

Republic of Belarus and Russian Federation both appeared on the map as independent states since the break-up of the USSR in December 1991 after so called Belovezhsky agreement that established the Commonwealth of Independent States (CIS). Already at the beginning of the new “independence era” for many economists and politicians it was quite clear, that new states should try to keep the economic relationships that was developed within the USSR.

The principles of production allocation that was used in Soviet Union forced countries to keep or restore close economic links
. For the new type of relations countries needed modern set of legal agreements that would reflect the recent changes in economic and political reality.

In order to create them certain efforts have been made to escape from imposing barriers in mutual trade. In November 1992, two countries signed a free trade agreement (FTA). In January 1995, a protocol on the implementation of that FTA without exemptions has been signed as well as an agreement on the Customs Union formation
. In May 1995, the border pole was symbolically dug out by prime-ministers of these two countries
.

In April 1996, the Treaty of a Community of Belarus and Russia was signed, to be followed by the Treaty of a Union of Belarus and Russia of April 1997, the Declaration on Further Uniting of Belarus and Russia in December 1998, and the Treaty of Creation of a Union State of Belarus and Russia in December 1999 (came into force in January, 2000). Despite quite big amount of documents signed within a very short period of time one could argue that leaders of two countries Boris Yeltsin and Alexander Lukashenko just played games, in order to earn additional political benefits. The bulk of the population in both countries regretted about the Soviet Union collapse and it was easy to “sell the idea” of almost any type of unification.

It also seems that the Belarusian president who was repeatedly expressing brotherhood feelings towards Russia get additional privileges in economic relations. Lukashenko tried to imitate integration but did not take the last step into the political unification, i.e. he used a kind of asymptotic approaching tactics
. One of the argument that supports this point of view could be the fact that all above mentioned agreements look very similar, have aim at providing deeper economic integration, but not many steps were made for implementation of key ideas into the practice.

The Treaty of Creation of a Union State (further – The Treaty) implied consecutive convergence of legal systems and creation of three unified spaces:
1) Economy
2) Humanitarian questions
3) Defense
In the paper we will not discuss last two issues, as the main focus would be done on various forms of economic relations between two countries. In the field of economy the key features of the treaty include a single currency, elimination of tariff barriers, the free movement of labour, and business facilitation.

As we already mentioned, not all ideas contained in the treaties were successfully fulfilled.

One of the issues that far from implementation is article 13 of the Treaty, that is devoted to the usage of the single common currency, and establishment of one emissive center that would have exclusive rights to issue the currency. The goal of introducing common currency has been mentioned numerous times since the beginning of the 1990s. Central banks of two countries signed a plan of coordinated activity for 2001 – 2005.
The implementation of this idea could move out the integration to the new level of relationships. But this measure presumes a certain loss of sovereignty. Russian Federation believes that it should (as a bigger and more economically stable partner) hold abovementioned emission center. At the same time the Belarusian side insisted on the coexistence of two emission centers, while the Russian side objected to sharing of such a responsibility. In fact, Russia considered that Belarus simply abandons its own currency and adopts the Russian rouble. Agreement to use Russian rouble as a single currency starting from the 1st of January, 2005 was signed on the 30th of November, 2000 and ratified by Belarus on the 7th of May, 2001 by Republic of Belarus. Regardless form that each country continues to use its own currency and no real steps were made in fulfilling the results of the agreements.
There are various pros and cons for both countries in terms of single currency. On the one hand, some experts believe that for Russian Federation a huge negative impact of such integration is hardly feasible due to the following reason. The size of the economy of Russian Federation is much bigger than a Belarusian one, and thus the expansion of Russian rouble should not hurt Russia, unless the Russian Central Bank loses its relative sovereignty
.

On the other hand this option could bring negative implications for Russia. In particular, Russian side would probably need to finance the deficit of the Belarusian budget, burdened by social programmes and subsidized non-profitable state enterprises. Nevertheless, the project as whole is considered affordable for Russia thanks to envisaged political results. It seems that Russian Federation is waiting for real steps from the Republic of Belarus in terms of economic reforms and serious wish to deeper the unification process.
The issue of a single currency is quite painful for Belarus as well. Adoption of Russian rouble might lead to the loss of some control: diminish enterprise support by the government, which could lead to dramatic consequences for some of them; accelerate quite difficult process of economic reforms, etc.
In order to minimize minuses, Belarus hopes to get additional privileges and preferences from Russia. President of Belarus announced, that single currency could be introduced only after all other ideas of building unified state would be fulfilled, including equality of rights, business conditions, equal opportunities of Belarus and Russia in decision making process in the Unified State
. In addition to that, according to Article 5 of the agreement on State Union creation Russian Federation and Central bank of Russia would help Belarus with the support of its currency
.
Hopefully, the idea of the monetary union will be fulfilled. But one should not expect rapid moves unless very strong political wish from both sides.

There are still even simpler tasks that have not been solved. Under the Treaty a Union state needs to have a Flag, a Hymn, State Emblem and other attributes of the state system (article 10).

In addition to that (and this is a very difficult political issue) the countries should develop a constitution (article 2 par.3). All this tasks are far from been reached simply because nothing really was done in these spheres.

At the same time, despite from the problems and uncertainties that Union State has, the critics of the integration cannot neglect the positive effect of the treaty on various issues of mutual co-operation.

First of all, the key characteristic of the integration process was the total removal of tariff barriers between two countries in 1999. In addition to that, all goods originated from Belarus enjoy simplified procedures of customs clearance. One could argue that two countries have a typical free trade area (article XXIV of the GATT agreement). The agreement is not a typical customs union, as not all external tariffs are unified. This explains the fact that Russian Federation reinstalled some customs clearance points at the border with Republic of Belarus in order to be able to secure the payments from the goods that come to Russia via Belarus as a transit country.

Second of all, free labour migration, given for the population of two countries by the Treaty on equal rights of citizens that was signed in 1998. This treaty grants to the Belarusian citizens equal rights with the Russian ones in both states, including right to live and work without passing additional procedures (necessary for all foreigners from other countries) and a free access to education, medical care and other public services provided by the state
.

Other important documents of 1998 were the agreement on the creation of the equal business environment (conditions of entrepreneurship) and the agreement on the creation of the equal conditions in the sphere of prices and tariffs policy. Their implementation, though, was very limited.
2.
The Structure of the Union State
The Union State has several administrative bodies, possessing very limited responsibilities. They include the Parliamentary Meeting, the Supreme State Council, the Executive Secretary, and the Union Council of Ministers. During the first five years of its work, the Supreme State Council regarded about 100 questions and adopted relevant decisions; the Union Council of Ministers worked on 400 issues. About 90% of all decisions, adopted by those bodies, have been implemented – a very good indicator, especially if compared with the situation in the CIS, where the majority of the decisions were left unfulfilled
.
For its activities the Union State has a special budget. It is adopted annually by the Parliamentary Meeting of the Union State. The budget of the state 12 times exceeds the overall budget of CIS
 and 20 times – EurAsEC
.

The budget for 2009 consists of 4872 million of RUR (about USD 175 million). At the same time the endowment of the partners is not equal. Russian Federation will contribute 3 167 million, and Belarus 1 705 million of Russian roubles
.
The budget covers various types of projects. Most of the financial resources are used for financing of joint programmes and projects in R&D, industry and infrastructure. The public actors prevail among the recipients and clients but the possibility of private companies’ participation is provisioned as well.
3.
Trade Flows between two Countries
While the analysis of bilateral trade turnover one should bear in mind the huge difference in the size of economies of two countries. This explains the relative importance of bilateral trade for two partners (Figure 1).
Figure 1: Share of Russian Federation and Republic of Belarus in each other International Trade Turnover
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http://www.gks.ru/bgd/regl/b08_11/IssWWW.exe/Stg/d03/26-06.htmSource: External Trade of Russian Federation with CIS countries. , Key indicators of foreign trade. http://belstat.gov.by/homep/ru/indicators/ftrade.php 
Two main conclusions could be made from the previous graph. First of all, Russian Federation plays more important role in external trade of Belarus (about 50 per cent of trade turnover) that vice versa (about 5 per cent).

Second of all, the figure suggests that liberal terms of market access gradually developing since 1992 did not play any significant role in mutual trade development. This could be explained by the existing commodity structure of the trade that reached its potential. Yet another reason could be the growth of export and import from other countries.

Key goods of bilateral trade are: the machinery (40 per cent of all exports of Belarus), including heavy trucks for quarrying, tractors, gas-stoves and refrigerators being among the main items; chemicals, including potash fertilizers and synthetic fibers. Metal products, furniture, television sets, shoes and garments are also important. Frozen meet (beef, etc.), sugar and milk products are the main food products exported to Russia. The oil and oil products dominate in the Russian exports to Belarus. Metals (mostly ferrous), machinery and chemicals constitute other important groups of items of the Belarusian imports from Russia.

Another reason could be low level of intra-industry trade that could be observed between the countries of not very high level of development.

And finally, the tariff level was not high before the liberalization. Since the first Agreement of free trade between two countries was signed on the 13th of November, 1992, not long ago after the Soviet Union collapse, they used to protect mainly sensitive sectors from time to time, or use the opportunity to introduce tariffs in order to react on the decisions of each government. For example, on the 1st of January 2007 Belarus imposed transit duties on Russian gas; the Government of Russian Federation announced that it would introduce some duties in response
.

The trends show growth of trade flows between two countries with some fall in 2005 (Figure 2) and this is a good sign for bilateral economic relations. At the same time this growth could be partly explained by the increase of prices for tradable goods (e.g. oil and gas).

The analysis of the legal framework of the two counties might bring us to the conclusion that trade relations between two countries have to be developed smoothly. One should expect certain level of annual growth in bilateral trade. The figure 1 proves this expectation.

Figure 2: Trade of Russian Federation with Republic of Belarus
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Source: External Trade of Russian Federation with CIS Countries. http://www.gks.ru/bgd/regl/b08_11/IssWWW.exe/Stg/d03/26-06.htm
4.
Investments Activities of Russian Federation and Republic of Belarus
Neither Belarus, nor other CIS countries play significant role as investors in Russian Federation. Figure 3 shows it quite clearly.
Figure 3: FDI Flows in Russian Federation, USD million, 2007
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Source://www.gks.ru/bgd/regl/b08_11/IssWWW.exe/Stg/d03/24-12.htm www.gks.ru

Thus, the share of CIS countries in total amount inward FDI is negligible. Russian companies are more active on the markets of CIS countries, including Belarus. Figure 4 shows the structure of foreign investments of Russia in CIS countries in 2007. Republic of Belarus plays a significant role in Russia’s capital outflow in the post-Soviet area (almost half of the outward investments from Russian Federation in 2007).
Figure 4: Investments of Russian Federation in CIS countries, 2007
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By September, 2008 Russian investment abroad (stock) amounted USD 52746 million, including Belarus – USD 1687 million
. This equal to 3,2 per cent of Russia’s stock investment abroad.

One could observe substantial growth of the share of Belarus in Russian outward investments to CIS countries (Figure 5). Russian investments also prevail in the geographical structure of foreign investments to Belarus. Large share of Russian investments results partly form the fact that other countries are not very active in Belarus. Regardless some changes investment climate in the Republic is still needed to be improved.
Figure 5: Investments Outflow from Russian Federation to CIS Countries and Republic of Belarus
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Source: http://www.gks.ru/bgd/regl/b08_11/IssWWW.exe/Stg/d03/24-13.htm
Among the most attractive sectors for foreign investments in Belarus there are mechanical engineering, chemical, petrochemical and woodworking industries, trade, telecommunications and transportation. Russian investments are presented in all these spheres.
The Belarusian investments are also present in the Russian economy. Figure 6 shows the relative importance of foreign investments to Russian Federation from CIS countries. In 2007 Belarus kept the third place after Kazakhstan and Ukraine. More detailed information on the issue could be found in Appendixes 1 and 2.
Figure 6: Foreign Investments of CIS Countries in Russian Federation, 2007
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Source: http://www.gks.ru/bgd/regl/b08_11/IssWWW.exe/Stg/d03/24-13.htmwww.gks.org
The majority of the Belarusian investments to Russian Federation come from industrial companies. Many of them are promoting sales of the Belarusian manufactured goods – special transport and construction machinery (BelAZ, MTZ), electric appliances (Belvar, Vityaz), furniture (Gomeldrev), footwear, wall tapestry, etc.

Some are engaged in the maintenance of heavy machines, e.g. tractors and dump-trucks from MAZ (Minsk Automobile Plant).

The main difference between the Belarusian investments in Russia and the Russian investments in Belarus results from the fact that the Russian investments are mostly conducted by private companies (with an exception of Gazprom and Russia’s defense-oriented projects), while the Belarusian investments originate from the public sector. 

Private Russian investors to Belarus include telecommunication services, retail trade, food processing etc. Even though The Treaty of a Union State does not have any special provisions for mutual investments, the investment process becomes easier compare with other foreign investors due to the common language, similar business environment, culture. At the same time the success of Russian investments in Belarus into some sectors depend a lot on the political factors (e.g. telecommunications)
. Appendix shows the data on Russian investments to Belarus.
Russian manufacturing and telecommunication companies are rapidly catching up with the natural resource-based conglomerates in the global scene
. All in all, Russian investments to Belarus depend very much on the strategic plans of the corporations (e.g. MTS – telecommunications) and to certain extent reflect the general plans of their development (resource and market-seeking FDI). Some investment projects were launched by Gazprom and Transneft (e.g. development of pipe lines), others – by an opportunity to take a part in privatization projects.
5.
Trade in Services
Trade in services between Russia and Belarus is not reflected in the official statistics, although it exists undoubtedly. The transit of oil and natural gas westwards is the most well-known service. Also other goods are transported from Russia to Europe and from Europe to Russia via Belarus. Not so long ago, Belarus imposed an obligatory convoy of trucks across the country with the obligatory payment for this safety-providing service. This payment caused a partial diversion of traffic to the trans-Baltic routes. Another slowing factor of the transit via Belarus is the road police bribery. Furthermore, Belarus provides its territory for the military units of the Russian army, but the discussion about the payment for their use awakes only during the tough moments of the mutual relations
.

Russian export of services to Belarus also exists in the form of commercial presence (GATS mode 3), e.g. telecommunication and retail trade. As of Mode 4 – presence of natural persons – official statistics does not provide any data on volumes of trade in services. On the basis of the next section one could argue that these volumes are quite modest.
6.
International Labour Movement
Removal of the barriers for the labour movement was a great step towards deep integration. A lot of the Belarusians come to the Russian cities and work in construction sites. Quite often the Belarusians arrange brigades engaged in finishing work. The Belarusians are competitive in the Russian market, since they have a reputation of more qualified and more reliable workforce than citizens of some other post-Soviet republics. Migrants, applying for a high-qualification job, enjoy the advantages of the mutual recognition of the university diplomas.

At the same time, despite from the opportunity for favorable access to the Russian market, official statistics shows very modest presence of labour force from Belarus. The trend of immigration from Belarus looks very much like the trend from non-CIS countries (figure 7) and could be hardly seen from the graph.
Figure 7: Immigration Flows to Russian Federation, Number of People
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Source: http://www.gks.ru/bgd/regl/b08_11/IssWWW.exe/Stg/d01/05-09.htmwww.gks.ru 
One can observe some migration flows from Russia to Belarus, but not very significant. Like with bilateral trade, one could argue that liberalization of labour movement between two countries does not lead to the substantial growth of people looking for the job in the partner country.

In general, wages in Russian Federation are 1.6 times higher, than in Republic Belarus. For example, in 2007 nominal wages in two countries were around USD 530 and USD 323 correspondingly
. This explains why Russian citizens are not moving to Belarus.

The above mentioned difference in wages cannot stimulate huge immigration from Belarus, as the living costs in Russia are higher as well. Despite from that, all migrants to Russia (as well as locals) have to get an official registration at certain permanent address, which is costly and not always easy to do.
7.
WTO Accession
Both countries at the moment have an observer status at the WTO. They sent the applications for the GATT membership in 1993 with a small time difference: Russia did it in June and Belarus in September of the same year. Both of them regard the participation in the WTO as one of the most important directions of external economic policies. At the same time for already 15 years the process is not finished. Leaving behind the framework of this paper the reasons for such long-lasting accession, it is necessary to mention the approach of two countries towards each other in this issue.

In the agreement on the Creation of the Customs Union the countries mentioned that they would develop mutual relations on the basis of the WTO rules
. Two countries determine that they would negotiate their accession to the WTO separately, on one’s own. At the same time they should run regular consultations on the issues of high importance for both countries
. In addition to that countries should not create additional obstacles for each other in case one of them would become a WTO member before another
. Countries proceed from the assumption that all obligations that would appear as a result of the membership in the WTO would not worsen the bilateral regime of trade in goods, services, and intellectual property rights protection. In general, such ideas do not contradict with Article XXIV of the GATT.

Abovementioned facts though do not guarantee smooth relations between two countries in case if one of them would become the WTO member. Quite a lot would depend on the political decisions of each government.
8.
The Sussex Framework for assessing RTAs
	
	
	

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

(a) Does it cover “substantially all” trade?

(b) Is there no rise in average level of MFN tariff?
	a) Covers “substantially all” trade

b) No

	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?
	2

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

	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?
	Large country and a smaller one

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

(a) Type/extent of overlap
(b) Compatibility
(c) Differences in protocols
(d) Is it an FTA or a full CU?
	a) Overlaps, both members of other FTAs, deeper level of integrations than with other partners
b) Compatible

c) -
d) Free trade area with some elements of customs union and common market

	
	Whether trade flows are actually likely to be increased
	

	1. 
	Full removal of bilateral tariffs?
	Yes

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

	3. 
	Removal of bilateral non-tariff barriers—full or partial?
	Some non-tariff barriers exist (quotas in agriculture)

	4. 
	Nature of rules of origin?
	National legislation is applicable

	5. 
	Are safeguard clauses: (a) excluded, or (b) more strictly controlled than WTO requires?
	National legislation is applicable

	6. 
	Is anti dumping: (a) excluded, or (b) more strictly controlled than WTO requires?
	National legislation 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?
	Almost all trade


9.
Conclusion
The analysis shows that liberalization does not lead to the substantial development of economic relations between two countries. On the contrary, most of the steps that countries made towards the economic integration were made on the basis of political reasons. Some regrets after the collapse of the Soviet Union, historically good relations, the wish to re-establish of broken economic links, integration ideas that are “easy to sell” to the general public led to the creation of the bunch of bilateral agreements, and only limited amount of them were entirely fulfilled.

The integration between two countries could be characterized by the following features. The union under analysis looks like a free trade area with some elements of customs union, and common market. The terms of the agreements cover almost all trade in goods, and labour movement. Other characteristics are rapid negotiations, slow implementation, and a high level of political opportunism. The fact that such union is developing between a bigger and a smaller partner creates additional tensions between them: a smaller one is afraid of losing sovereignty. 

One should bear in mind though that initial barriers between Russia and Belarus were not too high. At the same time one should not neglect the importance of created legal framework. The Free Trade Area that de facto exists between Russian Federation and Republic of Belarus provide good background for deeper integration.

The free trade area that was established removes additional barriers for the development mutual trade, investments, labour movement, etc. that businesses and people from other countries face. Further development of economic co-operation would depend very much on the activities of business entities of two countries.
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Appendix 1: 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: www.gks.ru 
Appendix 2: 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: www.gks.ru 
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� Vladimir Sherov (2007). Lights and shades of Russia-Belarus economic relations. External economic relations of Belarus. Edited by Kari Liuhto. Electronic Publications of Pan-European Institute. 8/2007


� In the economic literature quite many experts argue that at least one of the reasons for deep economic crises that affected all CIS was the breakup of economic relations that took place on the wave of independence movement.
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