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ABSTRACT

Purpose: The main purpose of this research is to analyse the international trade of the EAEU member

states.

Methodology: The paper is based on the use of indicators such as the trade balance, intra-industry trade,
import content of exports, trade openness, and the share of exports in GDP.

Results: The results show openness to foreign trade and export orientation of the EAEU member states.

Conclusion: The conclusion is that international trade, the rapid growth of export, and trade openness dif-

fer significantly between the EAEU member states.
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1. Introduction

The Eurasian Economic Union (hereinafter: the
EAEU or the Union) is an international organisa-
tion for regional economic integration. It has inter-
national legal personality and was established by the
Treaty on the Eurasian Economic Union. The EAEU
provides for free movement of goods, services, cap-
ital and labour, pursues coordinated, harmonised
and single policy in the sectors determined by the
Treaty and international agreements within the Un-
ion. The Member States of the Eurasian Economic
Union are the Republic of Armenia, the Republic of
Belarus, the Republic of Kazakhstan, the Kyrgyz Re-
public and the Russian Federation. The Union was
created to comprehensively modernise and raise the
competitiveness and cooperation of national econo-

mies, and to promote stable development aimed
at increasing the standard of living of the Member
States’ nations (EAEUNION, 2020).

The Eurasian Economic Union is a young interna-
tional organisation of regional economic integra-
tion that was established by Belarus, Kazakhstan
and Russia in 2015 (Eurasian Studies, 2020)".

Today, the Union comprises five member states (Ar-
menia, Belarus, Kazakhstan, Kyrgyzstan and Russia)
that have committed to pursue the following ob-
jectives (Treaty on the Eurasian Economic Union,
2014) %

1 Eurasian Studies (2020), available at: http://eurasian-studies.
org/archives/2955

2 Treaty on the Eurasian Economic Union (2014)
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+ to create conditions for the sustainable eco-
nomic development of the Member States
to improve the living standards of their
population;

» to seek to create a common market for
goods, services, capital and labour within the
Union;

+ to ensure comprehensive modernisation,
cooperation and competitiveness of national
economies within the global economy.

The three founding states make an “integration
core” of Eurasian integration (Vinokurov, 2014), and
several multilateral treaties regulate their economic
relations. The idea of regional economic integration
in Eurasia dates back to 1994 when President Nur-
sultan Nazarbayev of Kazakhstan first introduced
the initiative to establish a Eurasian Union with a
focus on the economy.

In 1995, Belarus, Kazakhstan and Russia signed the
Customs Union Treaty. The document envisaged
removing barriers to free cooperation between the
countries' commercial enterprises, promoting free
trade, and fair competition (Vinokurov & Tsukarev,
2015). Kyrgyzstan and Tajikistan signed this Agree-
ment in 1996. However, their commitments to lift
non-tariff barriers and unify tariffs for members of
the Customs Union were not put into practice, since
the countries were deeply divided on economic and
political issues.

In 2000, Belarus, Kazakhstan, Kyrgyzstan, Rus-
sia and Tajikistan established the Eurasian Eco-
nomic Community (EurAsEC) to formalise the free
trade regime and establish a unified system of cus-
toms regulation (Eurasian Studies, 2020). In 2007,
Russia, Belarus and Kazakhstan signed the Treaty
on the Creation of the Common Customs Territory
and Establishment of the Customs Union (2020)3.
An action plan was adopted to provide for the free
movement of goods among the members and to fa-
cilitate trade with third countries.

In 2009, Belarus, Kazakhstan and Russia set up the
Customs Union (CU). As a result, a single customs
territory was created, border control was eliminat-
ed, and a single customs tariff took effect. In 2012,
the CU expanded and became the Single Economic
Space (SES). The three states agreed to coordinate a

3 World Intellectual Property Organization (2020), “Agreement
on the Creation of Common Customs Territory and
Establishing of Customs Union”, available at: http://www.
wipo.int/wipolex/en/other_treaties /text.jsp*file_id=330115

number of key issues, from macroeconomic policy
to labour migration.

Finally, the Treaty on the Eurasian Economic Union
came into force on January 1, 2015. Armenia joined
the integration project on 2 January 2015, followed
by the Kyrgyz Republic in May 2015. The core of this
integration project is the creation of a single market
for goods, services, capital, and labour (Vinokurov
& Tsukarev, 2015). The EAEU has attracted strong
criticism because many scholars argue that this Un-
ion is a “Russia-dominated organisation” (Van der
Togt, 2015, p. 52) and that it is “too weighted in fa-
vour of Russia” (Popescu, 2014, p. 11).

In 2016, the Agreement on the Free Trade Area be-
tween the EAEU and Vietnam entered into force.
The Agreement mainly pursues mutual abolition of
trade duties. In December 2016, the Heads of States
signed the Declaration on the Union's Digital Agen-
da, which laid the foundation for the development
of integration in the digital sphere. At the beginning
of 2017, the White Paper was published, a mani-
festo that determined the top priority areas of the
Eurasian Economic Commission's work on identi-
fying and eliminating obstacles in the Union's in-
ternal market (EURASIAN COMMISSION, 2020)*.

On April 11, 2017, the Presidents of the Union
States signed the Treaty on the Customs Code of
the Eurasian Economic Union. In April 2017, plans
for liberalisation of services entered into force,
whereby another 20 service sectors were to join the
single market format before 2021, including highly
dangerous construction works, tourism, assess-
ment, mine surveying, and scientific research.

In 2018, the Interim Agreement leading to the for-
mation of a free trade area was signed between the
Eurasian Economic Union and the Islamic Repub-
lic of Iran during the Astana Economic Forum. The
Agreement on Trade and Economic Cooperation be-
tween the EAEU and the People's Republic of China
was also signed (EURASIAN COMMISSION, 2020).

In terms of international trade of the EAEU, in
the period from January-June 2018, the prevailing
goods in the export commodity structure of the
EAEU Member States to third countries included
mineral products (67.2% of the total export volume
of the EAEU Member States to third countries),
metals and metal products (10.4%), and chemical
industry products (5.7%). About 80% of these goods
were sold by the Russian Federation at foreign mar-

4 EURASIAN COMMISSION (2020), available at: http://www.
eurasiancommission.org/ru/Documents/2797_1_EEK_%Do
%A6%D0%98%D0%A4%Do%A0_%D0%Bo%Do%BD%Do
%B3%D0%BB__sait_rasv.pdf
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kets. The largest share of imports was machinery,
equipment and vehicles (43.7% of total imports),
chemical industry products (18.8%), and food prod-
ucts and agricultural stock (12.3%). More than 80%
of such goods outside the EAEU were purchased by
the Russian Federation.

According to the International Crisis Group (ICG,
2020), the initial establishment of the Customs
Union coincided with an intra-regional trade in-
crease by 32.1 per cent in 2011 to some $62 billion,
and by a further 7.5 per cent in 2012. Since then,
a strong downward trend had been observed, fall-
ing by 5.5 per cent in 2013, 11 per cent in 2014,
and 25.8 per cent in 2015. By the year 2015, trade
among EAEU members was down to $45 billion.
In the period from January-April 2016, trade was
down by 18.4 per cent, year-on-year. Foreign trade
outside the EAEU had also been in decline for the
bloc since 2012, shrinking by 34 per cent in 2015.
It is difficult to assess the EAEU's direct impact on
the trade because its introduction coincided with
an economic slowdown in Russia and Kazakhstan
and sharp currency devaluations. Above all, the de-
crease in oil and commodity prices skewed figures
sharply downwards (mineral resources constituted
two-thirds of EAEU exports and one-third of trade
within the EAEU in 2015). As a result, the foreign
trade for EAEU members dropped with all major
partners, both within and outside the EAEU.

Today, the primary objectives of the EAEU include
making its market more attractive for local and
foreign investors and creating a network of free-
trade agreements, including two essential trade and
investment partners, the EU and China (Eurasian
Studies, 2020). Of course, we need to bear in mind
that COVID-19 situation has slowed down both the
economic growth and international trade growth.

The main aim of this research is to analyse and present
the international trade of five EAEU member states,
i.e. Belarus, Kazakhstan, Russia, Kyrgyzstan and Ar-
menia. The foreign trade of these five countries will be
analysed using selected foreign trade indicators.

The main premise of this paper assumes differences
in trade openness and export orientation between
the EAEU member states. The paper begins with an
introduction, followed by methodological frame-
works containing the mathematical equations of
the applied indicators. The third part contains the
results of the research and the analysis of the EAEU
countries' international trade. The paper ends with
a conclusion in which the relevant findings are pre-
sented. Recommendations are given concerning the
improvement of the EAEU countries' foreign trade.

2. Methodology

For the purpose of this paper, an analysis is con-
ducted of the relevant foreign trade indicators cal-
culated based on the data from World Bank statisti-
cal database (2020)°. The following indicators were
separately calculated and analysed: intra-industry
trade, trade balance, export-import ratio, trade
openness and share of exports in GDP for the five
EAEU member states for the period from 2014 to
2018. Methodological frameworks are adopted
from works by Kandzija et al. (2014), Bezi¢ and
Galovié¢ (2014), Galovi¢ et al. (2017), Galovi¢ et al.
(2018), Migevié (2019).

Trade is generally viewed as essential for a country's
growth and, to some level, its economic develop-
ment. Krugman (1983) and Bhagwati (2004) pointed
out other benefits of trade, such as its importance for
increasing employment, poverty reduction, income
reallocation and economic growth. Solow (1956) like-
wise notes that the market-centred trade liberalisation
accelerates economic growth and development.

An index that measures intra-industry trade was
first developed by Balassa, who defined it as the in-
dex that tracks the degree to which an industry's ex-
port value matches its import value (Balassa, 1966).
Based on Balassa's research, Grubel and Lloyd
(1975) further developed their model. They indicate
that the products in horizontal intra-industry trade
are similar, while the vertical intra-industry trade
consists of products with different levels of quality.
Furthermore, several pieces of research of the fac-
tors that influence the success or failure of efforts
to promote industrialisation and growth conclude
that the growing level of intra-industry trade is
highly significant (World Bank, 2018)°.

The intra-industry trade brings additional benefits
from international trade beyond those associated
with comparative advantages. It allows the coun-
try to take advantage of broader markets. Intra-
industry trade (IITR) is the value of total trade
that remains after deducting the absolute value of
a country's net exports or imports. For a compari-
son between countries and industries, measures are
expressed as a percentage of exports and imports of
each sector. Index values vary between 0 and 100.
The closer the values are to 100, the more imported
and exported products come from the same indus-
try. If a country exports and imports approximately
equal quantities of a particular product, the value of
the index is high.

5 World Bank (2020), available at: https://databank.worldbank.org
6 World Bank (2018), available at: https://databank.worldbank.org
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Some studies have investigated intra-industry trade
of free trade areas. Authors like Mardas and Nikas
(2008) analyse the free trade areas between the Bal-
kan countries and Greece. The authors emphasise
that trade liberalisation contributed to intra-indus-
try trade. Recent studies have found that vertical
intra-industry trade dominates horizontal intra-
industry trade in bilateral trade. Wakasugi (2007)
developed an index of vertical intra-industry trade
to calculate the fragmentation of production. The
author implemented a gravity model and analysed
the impact of intra-industry trade in East Asia, free
trade areas like NAFTA, and the European Union.
He concluded that fragmentation had improved
with the intra-industry trade.

If the trade is mostly one-way (export or import),
the value of the index is low. The indicator equation
is expressed as follows:
e — 1 _ __ lexpo j—impo | B
TR, = 1- (1 ool )A—100 1)
Where:
expo, - export activities of the country “i”

“en

impo,- import activities of the country “i

Current account imbalances remain substantial
across the globe, creating the risks of protection-
ism and financial vulnerabilities if suddenly the
capital flows financing these imbalances dry up
(Kharroubi, 2011). According to the same author,
based on the experience of OECD countries over
the last 20 years, globalisation has affected the rela-
tionship between the real exchange rates and trade
balances in two aspects. From one perspective, the
development of international trade from within has
led countries to trade similar types of goods, as op-
posed to trading between various industries. This
has raised the substitutability between the types
of goods imported and exported and thereby in-
creased the sensitivity of the trade balance to the
real exchange rate. On the other hand, the devel-
opment of global supply chains and vertical spe-
cialisation across countries has raised the comple-
mentarity between the types of goods imported and
exported, thereby reducing the sensitivity of the
trade balance to the real exchange rate.

The next indicator analysed in the paper is the
trade balance indicator (TBAL). TBAL is calculat-
ed as the difference between the value of imports
and exports of goods and services. The calculation
is based on the real values of national currencies.
This indicator is used in macroeconomic surveys to
measure sectoral competitiveness or the competi-
tiveness of the economy. When a country’s imports

of goods and services exceed its exports, we talk
about a trade deficit. When the opposite is true,
trade surplus occurs.

TBAL is calculated according to the following
equation:

TBAL, = expo, —impo. 2)

Where:
expo, - export activities of the country “i”

wsn

impo,- import activities of the country “i

The export-to-import ratio (EXIM) is the ratio of
exports to imports, the result of which is expressed
as a percentage. The following equation defines the
EXIM indicator:

expo.
EXIM, = £2% 100 .
impo,
Where:
expo, - export activities of the country
impo,- import activities of the country “i”

“n
1

According to Fujii (2017), an empirical measure of
trade openness is defined as the ratio of total trade
to GDP; it represents a convenient variable rou-
tinely used in cross-country studies on a number
of topics. The size of trade in relative terms to GDP
depends on a variety of factors. In addition to the
extent of the outward orientation of trade policy,
they include the sizes of the domestic and exter-
nal markets, the distances to consumers and from
producers outside one’s territory, factor endow-
ments that induce specialisation in production, and
households’ preferences for a variety in consump-
tion. Fujii (2017) notes that as a composite of the
numerous factors, the empirical measure of trade
openness, as convenient as it may be, inflicts dif-
ficulty on the interpretation of its effects as docu-
mented in various contexts.

The degree of trade openness is a measure of the
openness of an economy. It is argued that trade
openness brings several economic benefits, includ-
ing increased technology transfer, skills transfer,
labour force growth, total-factor productivity, and
economic growth and development. It is calculated
as the sum of the values of realised exports and
imports in relation to the realised gross domestic
product in a certain period.

— expo j+impo ;

TOl= =t 4)
Where:
expo, — export activities of the country “/”
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“en

impo,- import activities of the country “i
GDP - the gross domestic product of the observed
country

The increase in the sum of exports and imports in
the gross domestic product for the observed period
indicates a greater degree of openness of the econ-
omy and implies rising international foreign trade
flows. Indicators that measure the degree of trans-
parency of countries clearly show the stability and
participation of the foreign trade sector in foreign
trade flows.

When measuring export expansion, the following
elements are considered:

__ expo
EGDP; = 222 (5)
Where:
expo — the export activity of country “i”
GDP - the gross domestic product of the observed
country

The growth of the share of merchandise exports in
gross domestic product in a certain period indi-
cates a higher expansion of an economy’s exports.
In contrast, the decline in the share of merchandise
exports in an economy’s GDP represents a lower
export expansion.

The above-mentioned indicators provide the theo-
retical background and the basis for analysing the
international trade and competitiveness of the five
EAEU countries.

3. Research results

The results for intra-industry trade, trade balance,
export-import ratio, trade openness, and the share
of exports in GDP are given for all five EAEU coun-
tries for the period 2014-2018.

Figure 1 shows the results for intra-industry trade
between the EAEU countries.

Figure 1 Intra-industry trade (IITR) indicator for EAEU countries, 2014-2018
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As can be seen from Figure 1, the results for intra-
industry trade show similar levels across the EAEU
countries. The dynamics of the intra-industry trade
indicator are identical for each chosen country as
well. As is evident from Figure 1, high IITR values
were recorded for all EAEU member states. It is of
note that Russia’s IITR level ranged between 80-88%
during the observed period. Russia is a significant
exporter of oil and natural gas. Kazakhstan record-

ed similar levels and trends in IITR indicators to
those of Russia. Kyrgyzstan, Armenia and Belarus
are characterised by far higher levels of II'TR indica-
tors, which indicate a one-way exchange. Figure 2
will show whether this is predominantly an import
or export activity.

Figure 2 shows the foreign trade balance of the
EAEU countries in the period from 2014 to 2018.
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Figure 2 Foreign Trade Balance (TBAL) indicator for EAEU countries, 2014-2018

180000000000

160000000000

140000000000

120000000000

100000000000

-20000000000

W Russia m Kazakhstan W Kyrgyzstan

o ‘ I o ‘ || | - .
- - —
2014 2015 2016

Armenia

||_ ||_ .
2017 2018

H Belarus

Source: Author’s representation according to the World Bank statistical database (2020) data

It is clear from Figure 2 that there are significant
differences in international competitiveness be-
tween the EAEU member states. A volatile trend in
trade surplus is evident for Russia and Kazakhstan.
The decline in Russia’s trade surplus was caused by
the economic slowdown between 2014 and 2015,
that is, the fall in crude oil prices and the devalu-
ation of the Russian Rouble. In 2018, trade with
Russia accounted for 96.9% of total trade within the
EAEU, indicating Russia’s dominant role in EAEU

trade. Kazakhstan’s main export products were also
oil and gas, whose prices have significantly affected
its trade balance over the observed period.

The remaining EAEU countries faced a trade deficit
throughout the observed period, except for Belarus,
which recorded a trade surplus in 2014 and 2016.
The largest deficit was recorded by Kyrgyzstan.

Figure 3 is a graphical representation of the results
of the export-import ratio for EAEU countries.

Figure 3 Import content of exports (EXIM) for the EAEU countries, 2014-2018

180

160

140

il

<]

1

8

]

3

o=
[=]

=]

mRussia ®Kazakhstan = Kyrgyzstan

0 ‘| | “I | “I | “I | “ |
014 2015 2016 017 018

Armenia mBelarus

Source: Author’s representation according to the World Bank statistical database (2020) data

B 192 B EKONOMSKI VJESNIK / ECONVIEWS B Vol 34, No. 1 (2021), pp. 187-195



MiSevié, P: International trade of the Eurasian Economic Union (EAEU)

The economies of Russia and Kazakhstan are un-
doubtedly dependent on their export activity. Be-
larus can also be classified as an export-oriented
country. In other words, the Belarusian economy
relies heavily on exports into more than 170 coun-
tries with which it has established trade ties. It
should be noted that Belarus is the world’s third-
largest producer of potassium raw materials used
in many fertilisers and chemical products. Russia
is Belarus’ main trading partner, i.e. the largest re-
cipient of its exports (almost half of total exports),
which include mainly minerals, chemicals, machin-
ery and food. The EU imports more than a third of
its exports, which include petrochemicals, fertilis-
ers and textiles. Belarus’ imports include mainly
energy products from Russia, i.e. oil and gas, and
raw materials.

It should be mentioned that Belarus is deeply inte-
grated with the EAEU in terms of trade. Approxi-
mately 51% of Belarus’ total foreign trade is with
other ERP members (mostly Russia) - although this
percentage is lower than it used to be at the turn
of the millennium (60%). The values of the EXIM
index for Russia and Kazakhstan exceeded 100%
throughout the observed period, which indicates
the dominant role of exports over imports. In con-
trast, Kyrgyzstan and Armenia imported signifi-
cantly more than they exported, as evident from
their import content of exports, while the values
of the EXIM indicator for Belarus ranged between
98% and 101%.

The degree of openness of the EAEU countries is
shown in Figure 4.

Figure 4 Trade Openness Index (TOI) for the EAEU countries, 2014-2018
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It is apparent from Figure 4 that Belarus and Kyr-
gyzstan have the highest trade openness indices in
the EAEU. The impact of trade on domestic activi-
ties of Kyrgyzstan and Belarus is indeed significant.
Their trade openness indices are twice as high as
those of the other three EAEU members. It is nec-
essary to point out the positive dynamics of the TOI
indicators in the example of Belarus, while an in-
verse trend was observed for Kyrgyzstan. With the
lowest TOI, Russia ranks last in terms of openness
to trade among members of the EAEU.

Although Armenia’s GDP per capita is half that
of Russia, the Armenian trade openness index is

increasing steadily, approaching the value of 100.
One of the challenges Armenia and Kyrgyzstan
face in their bilateral trade relations is their simi-
larity: both countries export large amounts of
metal ore and workforce. Another complicating
factor for Armenia is the closure of its borders
with two neighbouring countries, Turkey and
Azerbaijan, which has been stifling its economy
for decades.

Figure 5 shows the share of exports in the GDP
of the EAEU countries in the period from 2014 to
2018.
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Figure 5 Share of exports in GDP (EGDP) for the EAEU countries, 2014-2018
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Figure 5 shows varying export expansion of the
EAEU member states. In other words, exports make
up about 25 to 40% of the GDP of Russia, Kazakh-
stan, Kyrgyzstan and Armenia. It should be noted
that Armenia and Russia recorded a similar level of
export expansion. However, the situation in Bela-
rus is different. Belarus’ exports accounted for ap-
proximately 55% of GDP in 2014, and by 2018, that
number had risen to an impressive 70%. It needs to
be highlighted that during the observed period only
Belarus recorded export expansion.

4. Conclusion

The Eurasian Economic Union (EAEU) was found-
ed in 2015 and currently has five members: Belarus,
Kazakhstan, Russia, Kyrgyzstan and Armenia. The
paper analyses the openness to foreign trade of the
five member states of this political and economic
alliance. The analysis uses the following indicators:
intra-industry trade (IITR), import content of ex-
ports (EXIM), foreign trade balance (TBAL), and
the share of exports in GDP (EGDP). The reference
period is from 2014 to 2018. The analysis of the ob-
tained results for these indicators confirm the pri-
mary hypothesis of the paper, which assumes dif-
ferences in trade openness and export orientation
between the EAEU member states.

The conclusion is that EAEU member states differ
significantly when it comes to international trade,
rapid growth of export, and trade openness. Russia,
Belarus and Kazakhstan show higher levels of trade
integration, while Kyrgyzstan and Armenia have

room for progress when it comes to foreign trade.
It should be added that despite its dominant role in
trade within the EAEU, Russia is the least depend-
ent on the EAEU alliance.

Capital flows and workforce movement from/to the
smaller economies of the EAEU are mainly concen-
trated around Russia. One of the assumptions is
that as the EAEU develops, smaller countries would
seek to target a much larger Russian market instead
of expanding their mutual trade. For example, free
movement of the workforce is of great benefit to
Armenia and Kyrgyzstan. Migrants from Arme-
nia and Kyrgyzstan working in Russia send home
billions of USD every year. However, from a trade
point of view, the EAEU represents a consider-
able advantage for Russia’s foreign trade with other
member states.

Between 2014 and 2016, there was an evident eco-
nomic downturn in the EAEU alliance caused by
falling global energy prices and Western sanctions
on Russia following the annexation of Crimea. As
evident from the data presented, such a situation
has led to a decline in trade within the EAEU. The
establishment of the EAEU alliance could be inter-
preted as Russia’s reaction to the economic down-
turn and the search for alternative markets. EAEU
member states have benefited from the removal of
non-tariff barriers. Nevertheless, they have faced
economic and political challenges that have sig-
nificantly affected their foreign trade. However, it
is important to emphasise once again that Russia
holds significant economic and political power in
the EAEU alliance.
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