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EURASIAN ECONOMIC UNION

KAZAKHSTAN'S EURASIAN
INITIATIVE

VYACHESLAV DODONOV

urrently the Eurasian initiative

within the space of the former So-

viet Union, particularly its version

of Kazakhstan, is associated with

the recent integration associations
of economic nature, namely the Eurasian Eco-
nomic Community (EurAsEC), the Eurasian
Customs Union (ECU), the Eurasian Economic
Space (EES) and the Eurasian Economic Union
(EEU).

It is commonly accepted view that the start-
ing point of the Eurasian economic integration
was the speech of President Nazarbayev of Ka-
zakhstan at Lomonosov Moscow State Univer-
sity in March 1994. However, Kazakhstan’s ini-
tiative had been articulated for the first time in
1991 right after the Belavezha Accords of Be-
larus, Russia and Ukraine had established the
tripartite Commonwealth of Independent States
and the USSR had been officially dissolved.
Nursultan Nazarbayev took the initiative at the
meeting of the leaders of the former Soviet Re-
publics in Alma-Ata trying to prevent the previ-
ously existing single economic, social and cul-
tural space from complete disintegration. Thus,
the Eurasian initiative of Kazakhstan has a his-
tory as long as the post-Soviet existence of the
CIS countries and, therefore, is worth a more
detailed consideration.

History of Eurasian Initiative: from Al-
ma-Ata Protocol to the Eurasian Economic
Union
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Given that the first step towards an integra-
tion within the post-Soviet space was made at
the meeting of the leaders of the former So-
viet Republics in Alma-Ata summoned by
Nazarbayev on December 21st, 1991 and was
aimed at preventing the complete disintegration
after the Belavezha Accords had been signed on
December 8th by the leaders of the three Soviet
Republics of Belarus, Ukraine and Russia. The
meeting in Alma-Ata, attended by eleven heads
of former Soviet Republics, resulted in adop-
tion of the Alma-Ata Protocol that stipulated
the major provisions for establishment of the
Commonwealth of Independent States. These
provisions were the following:

- Commonwealth shall be based on the prin-
ciple of equality and its institutions shall be
formed on a parity basis and operating in the
manner determined by the agreement within the
members of the Commonwealth, which, in turn,
shall be neither a state nor a supranational en-
tity;

- joint command of the strategic military
forces and the control over the nuclear weap-
ons shall be exercised in order to maintain in-
ternational security; however, the parties shall
respect each other’s decisions to achieve the
status of a nuclear-free and(or) neutral state;

- membership in the Commonwealth of In-
dependent States shall be open to all other for-
mer Soviet Union Republics as well as any state
sharing the goals and principles of the Com-
monwealth;
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- members of the Commonwealth shall reaf-
firm their commitment to cooperation in forma-
tion and development of a common economic
space and single European and Eurasian mar-
kets [1].

The above goals make it apparent that the
idea of the Eurasian economic integration for
the first time appeared in Alma- Ata Protocol.
Therefore, one can maintain that the Eurasian
initiative can be traced back to December 1991.

The next significant step in the deve-
lopment of the idea was made by President
Nazarbayev at Lomonosov Moscow State Uni-
versity. During his speech, Nazarbayev pro-
posed the project of a Eurasian integration that
would be based on a supranational structure that
he called the “Eurasian Union” because, ac-
cording to Kazakhstan’s President, this would
facilitate a closer and more effective econom-
ic cooperation instead of the amorphous CIS.
Nazarbayev stressed that the CIS was not ade-
quate to the realities of the contemporary world,
neither did it encourage the member states to
proceed further towards greater integration.
The “Eurasian Union”, on the contrary, in Naz-
arbayev’s opinion, was exactly what the people
needed [2].

Nazarbayev noted that, since the establish-
ment of the CIS, its members - sometimes grav-
itating towards each other and the other time
moving ever further - had signed more than 400
documents on cooperation, but almost none of
them had been actually implemented [2].

Nazarbayev pointed at the need to elevate
the CIS onto a qualitatively deferent level on
the basis of a new interstate association formed
on the principles of voluntariness and equality.
Such an association, according to Kazakhstan’s
President, could bear the name of the Eurasian
Union. The principles, it would be based on,
should differ from those of the CIS; it should
create a number of supranational bodies to
achieve the two key goals i.e. formation of a
common economic space and maintenance of a
common defense policy [2].

It is important to stress, however, that
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Nazarbayev did not advocate for delegating of
all matters to the supranational bodies of the
future union. On the contrary, he insisted that
those relating to the sovereignty, domestic and
foreign policy and political system should re-
main within the domestic affairs of the mem-
ber states and the Union should be based on the
principle of non-interference [2].

Later, in 2001, Nazarbayev once again re-
affirmed the basic principles he thought the
Eurasian Union should be established on were
political sovereignty and non-interference.
In his article in the “Izvestiya” newspaper,
Nazarbayev made the following points. The
first, he said that, although the cultural and civi-
lizational factors were very important, the inte-
gration should be motivated primarily by eco-
nomic pragmatism. “These are economic inter-
ests not abstract geopolitical ideas and slogans
that engine integration processes” - Nazarbayev
wrote. Therefore, according to Kazakhstan’s
President, the future Eurasian Union should be
built as a common economic space embracing
our nations for the purpose of their successful
economic development [3].

The second point Nazarbayev made was that
the participation into the integration project
should be voluntary. Each state or, to be more
precise, each nation should make an indepen-
dent decision and form its own understanding
why to integrate. However, Nazarbayev under-
lined that the contemporary globalizing world
was making it impossible and insensible to
cherish one’s self-sufficiency and uniqueness
and continue the isolationist path [3].

The third point was about the equality
of the members of the Eurasian Union that
Nazarbayev stressed as the vital condition if it
was to succeed. The member states shall respect
each other’s sovereignty and inviolability of
the state borders and restrain from any interfer-
ence into the domestic affairs of their fellow
partners in the Union.

The nest important thing, emphasized in
the article, was that the supranational bodies,
Nazarbayev was talking about, should work ac-
cording to the principle of consensus and should
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take into account the individual interests of all
member states. Those bodies should be grant-
ed very well-defined and realistic powers and
that kind of arrangement should, by no means,
impede or limit the political sovereignty of the
states concerned. Nazarbayev cited the example
of the European Union as a model of successful
integration [3].

In 1994, these proposition was not respond-
ed enthusiastically by the other members of the
CIS. However, one should not underestimate its
significance for the idea of the Eurasian integra-
tion as it has been promoted by Kazakhstan be-
cause it was the moment when the foundational
principles were articulated for the first time that
would lay the basis for the future integration
projects.

In particular, back in 1994, the main provi-
sions of the Eurasian economic integration were
set out including both the name of the future
union and the fundamentals of its functioning
such as formation of a number of supranational
bodies, mergence of the economic spaces while
preserving the independence and political sove-
reignty of the member states. These are the re-
levant principles now, twenty years later, for the
ECU and the EES and, eventually, for the EEU.

Speaking about the history of Eurasian inte-
gration, it is important to mention that there had
been a number of preliminary initiatives within
the CIS before the next stage the Eurasian inte-
gration began. Some of these initiatives are the
following:

- on April 15th, 1994, Azerbaijan, Armenia,
Belarus, Georgia, Kazakhstan, Kyrgyzstan,
Moldova, Russia, Tajikistan, Uzbekistan and
Ukraine signed the CIS Free Trade Zone Agree-
ment;

- on January 20th, 1995, Belarus, Kazakh-
stan and Russia conducted the first agreement
establishing the Customs Union;

- on March 29th, 1996, Belarus Kazakhstan,
Kyrgyzstan and Russia signed the Treaty on
Increased Integration in the Economic and Hu-
manitarian Fields.

Thus, back in the mid-1990s, within the CIS,
there were efforts to push for deeper integration
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and one of them even resulted in the establish-
ment of the Customs Union. However, very
little was implemented; more often the agree-
ments that, otherwise, could have made rather
significant difference in terms of a genuine in-
tegration, were emasculated before even being
realized.

The example of the CIS FTZ is very illustra-
tive. The respective Agreement was signed in
April 1994 shortly after Nazarbayev’s speech
at Moscow State University. However, the ac-
tual multilateral free trade regime was not es-
tablished. The parties, including Russia, failed
to agree on the list of exemptions from the free
trade regime that was to become an integral part
the CIS Free Trade Zone Agreement.

For over 15 years, the efforts to revive the
CIS Free Trade Zone continued with vary-
ing degrees of success. There were a number
of agreements reached at the CIS summits and
there were a number of programs adopted by
the Commonwealth, However, this idea was
not realized until October 18th, 2011, when the
Heads of the Governments of the CIS states
concluded a new treaty on the Free Trade Zone
in St. Petersburg. Yet, the Agreement was not
unanimous, only eight of the eleven CIS mem-
ber states signed it". It was when the history of
CIS FTZ really began.

The example of the CIS FTZ that took al-
most two decades to be implemented, shows
how inefficient the Commonwealth was as a fa-
cilitator of economic integration. The existing
framework of the CIS proved that any genuine
steps towards further integration were ham-
pered by some individual states unable to make
any concessions and being reluctant in terms
of establishment of any supranational bodies
where they were supposed to delegate a part of
their economic sovereignty.

The Eurasian Economic Community (Eur-
AsEC) emerged because the CIS impotence as
a facilitator of integration had become apparent
to all. The EurAsEC was a milestone in the Eur-
asian integration process.

The Treaty establishing the EurAsEC was

1N0tably, not all the signatories have ratified the treaty so far.
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signed on October 10th, 2000 in Astana and
came into force on May 30th, 2001. This inte-
gration association was initially formed by the
five states, namely Belarus, Kazakhstan, Kyr-
gyzstan, Russia and Tajikistan that were ready
for a closer integration that would mean the
establishment of supranational bodies and del-
egating a part of their economic sovereignty in
the interest of enhanced development of all.

On January 25th, 2006, Uzbekistan signed
the Protocol of Accession. In October 2008,
Uzbekistan, however, suspended its member-
ship. Since May 2002, Ukraine and Moldova
had had the observer status with the EurAsEC
and Armenia had been an observer since Janu-
ary 2003. The Treaty on the Eurasian Economic
Community stipulated for establishment of the
Interstate Aviation Committee (IAC) and the
Eurasian Development Bank (EDB).

The EurAsEC was established to facilitate
the formation of the ECU and the EES with a
more general goal to deepen the integration in
economic and humanitarian fields.

So far, the economic integration in Eurasia
has undergone the following stages: the Eur-
asian Economic Community (EurAsEC), Eur-
asian Customs Union (ECU), Eurasian Econom-
ic Space (EES) and finally the Eurasian Eco-
nomic Union (EEU) that has been functioning
since January 1st, 2015 with the ECU and EES
being the integration structures of higher levels
within the EurAsEC with full legal names “The
EurAsEC Customs Union” and “The EurAsEC
Common Economic Space”.

The major goals of the EurAsEC were the
following:

- establishment of a full-fledged free trade
regime unifying the customs tariffs and build-
ing a single system of non-tariff regulations;

- ensuring free movement of capital;

- creation of a single financial market;

- finding the common ground to formulate
the principles and conditions to introduce a sin-
gle currency within the EurAsEC;

- establishing of the common rules for trade
and access to the domestic markets of the mem-
ber states;
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- establishment of a common unified system
of the customs regulation;

- development and implementation of the
intergovernmental programs of specific goal-
oriented nature;

- creation of a single market for transport ser-
vices and integration of the transport systems;

- creation of a single energy market;

- ensuring equal access to the foreign invest-
ments for all member states;

- ensuring freedom of movement for the citi-
zens of the EurAsEC member states within the
Community;

- harmonization of the social policies in or-
der to create a community of the welfare states,
building a single labor market, common educa-
tional system as well as pursuing coordinated
policies in terms health-care, migration and
other issues;

- convergence and harmonization of the na-
tional legislations to facilitate the interaction
of the legal systems of the EurAsEC member
states to create a common legal space within the
Community [4].

Additionally, a number of supranational in-
stitutions, namely the Eurasian Development
Bank, the Anti-Crisis Fund and the Center for
High Technology, were established within the
EurAsEC to promote integration and enhance
a united capacity to deter possible negative im-
pact of the external factors.

In parallel with the EurAsEC, there was a
side project of the Eurasian integration named
the Eurasian Economic Space (EES). The first
try included the four countries, namely Belarus,
Kazakhstan, Russia and Ukraine who signed a
respective treaty in September 2003. Notably,
the position of Ukraine may be assessed as
counter-productive; it repeatedly made unreal-
istic demands threatening the withdraw from
the EES if they would not been met by the other
member states. For example, in 2005 Ukraine
put forward an unacceptable condition for its
further participation the EES, namely establish-
ment of a free trade zone without any restric-
tions i.e. abolition of all quotas and duties. Kiev
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also blocked any attempts to create suprana-
tional bodies, it refused to establish the Customs
Union and to sign all the documents required. In
the result of this behavior of Ukraine, the sig-
ning of the documents that would enable forma-
tion of that integration structure was delayed for
almost ten years.

On December 9th, 2009, at the informal sum-
mit in Almaty, Presidents of Belarus, Kazakhstan
and Russia approved the Action Plan for 2010-
2011 that provided for conclusion of twenty in-
ternational treaties during the next two years so
that the Eurasian Economic Space would have
been established by January 1st, 2012.

For the purpose of its timely realization,
the development and introduction of the legal
framework of the EES was scheduled for 2010-
2011 providing for adoption and implementa-
tion of dozen agreements by July 1st, 2011
while the remaining six agreements on the EES
should be signed by January Ist, 2012. Under
the resolution 9 of the Supreme Eurasian Eco-
nomic Council, the Treaty on the Eurasian Eco-
nomic Space entered into force on January 1st,
2012.

The EurAsEC was being consolidated in
parallel with the formation of the Eurasian
Customs Union. It was the establishment of
the ECU that signified a decisive step forwards
the full-fledged Eurasian economic integration
that, at this point, had transcended the political
discourse of Kazakhstan becoming a generally
accepted idea in the countries that would be-
come the members of the future union. Since
the 1990s, the Customs Union project had also
undergone a series of gradual moves towards its
actual realization on January 1st, 2015. These
stages were the following:

- in 1999, Belarus, Kazakhstan, Kyrgyzstan,
Russia and Tajikistan signed the Treaty on the
Customs Union and the Common Economic
Space that stipulated the eventual transforma-
tion of the Customs Union it was establishing
into the Common Economic Space [5];

- in August 2006, the leaders of the Eur-
ASEC, at their informal summit in Sochi,
reached an agreement that the efforts to cre-
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ate the Customs Union of Belarus, Kazakhstan
and Russia, which would be possibly joined by
Kyrgyzstan and Tajikistan, should be acceler-
ated [5];

- abovementioned agreement reached at the
summit in Sochi enabled Belarus Kazakhstan
and Russia to sign the Treaty on the Eurasian
Customs Union in October 2007 [5];

- in June 2009, the supreme body of the
ECU scheduled the steps to build a single cus-
toms territory within the ECU setting January
Ist, 2010 as the first stage of its formation [5];

- on January 1Ist, 2010, the customs on the
border of Belarus and Russia were closed; the
ECU member states introduced a unified cus-
toms tariff within their territories. Since Janu-
ary 1st, 2011, the member states started the re-
gime of free movement of goods and services.
Finally, on July 1st, 2011, the customs were
closed on the border between Kazakhstan and
Russia. Thus, the process of the establishment
of a single customs space of Belarus, Kazakh-
stan and Russia was complete [5];

Next, the three states started the work to
form a bazed common economic space that
would be on the recently established ECU.
The Presidents of Belarus, Kazakhstan and
Russia signed the Declaration on Eurasian In-
tegration on November 18th, 2011. The date
when the future Eurasian Economic Space
would be launched was scheduled on January
Ist, 2012. The EES, being a next stage towards
deeper integration, meant free movement of
goods and services, capital and labor. This was
when the leaders of the three states declared
that the ECU and then the EES should result
in the establishment of the Eurasian Economic
Union [5]. On the same day, the heads of the
three states signed the Agreement on Eurasian
Economic Commission that would be a single
standing body of the ECU and of the EES. The
Commission started functioning on February
2nd, 2012 [5].

In conclusion it is important to note that
during the two decades of the evolution of the
Eurasian integration project from the Alma-Ata
Protokol of December 21st, 1991 to its actual
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realization in the form of the Eurasian Econo-
mic Space of Belarus, Kazakhstan and Russia
on January Ist, 2012, the President of Kazakh-
stan Nursultan Nazarbayev played the leading
role in the process. Both Almaty and Astana
hosted the events that proved to be of crucial
importance of the consolidation of the Eurasian
economic integration. Thus, it would not be an
exaggeration to state that the economic integra-
tion within Eurasia has been a realization of
the particular version of the Eurasianism (prag-
matic Eurasianism) articulated for the first time
by President Nazarbayev of Kazakhstan and,
therefore, the Eurasian initiative per se may be
attributed to Kazakhstan in terms of its origin.

Macroeconomic Dynamics within Inte-
grated Eurasian Region: Current Trends
and Preliminary Outcomes

Kazakhstan’s initiative of the Eurasian inte-
gration has always been primarily motivated by
economy and aimed at intensification (some-
times resumption) of the economic cooperation
in the key fields, namely trade, industry and in-
vestment. This economic considerations have
always been of the principle importance for
Kazakhstan when it made the efforts to promote

a number of initiatives in order to establish cer-
tain kind of integrated structures within the
Post-Soviet space. Those initiatives varied from
the proposal to create the CIS that embraced
the majority of the former Soviet Republics to
the project of the Eurasian Union that has been
functioning since January 1st, 2015.

The paper deals with the analysis of the avail-
able data to see how successful the economic
integration had been since the first instances of
its mere articulation until the establishment of
the Eurasian Economic Union. This kind of as-
sessment is only sensible and possible in terms
of those integrated structures that have been
genuinely viable, namely the EurAsEC as well
as the ECU and EES enabled by the EurAsEC.

Since the Treaty on the Eurasian Economic
Community entered into force in 2001, it ap-
pears to be sensible to consider this date as
the starting point for the analysis. The results
of the analysis presented in this paper, reveal
the trends of the economic development of the
countries involved in the process of Eurasian
integration. Moreover, the analysis duplicates
the stages of the Eurasian integration starting
with the foundation of the EurAsEC and pro-
ceeding to the ECU/EES. Further, the paper

450

Kazakhstan

Belarus

Kyrgyzstan
¥ GDP mIndustrial Production M Agricultural Production @ Investments in fixed capital

Russia Tajikistan EurAsEC

Figure 1. Major Macroeconomic Indicators in EurAsEC Countries in 2001-2010 in %

Source: http://www.evrazes.com
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deals with the basic macroeconomic patterns in
the five EurAsEC member states in the period
from 2001 to 2010.

Firstly, during the ten-year period of its oper-
ation, the EurAsEC demonstrated quite a steady
growth of all the key macroeconomic indica-
tors. That growth was experienced in all the five
member states and, therefore, effected the indi-
cators of the EurAsEC as a whole (Figure 1).

The GDP, being the main macroeconomic
indicator, increased in the five countries; for ex-
ample the growth was 141% in Kyrgyzstan and
198% in Tajikistan. The industrial production
growth rate differed from the minimum two-
fold increase in Kyrgyzstan to the maximum
threefold rise in Belarus. It is very important
to note that the most rapid growth was in the
investment into the fixed capital that provided
the foundation for future economic growth.
Those indicators grew in the all five countries

110,0 -

of the Eurasian Economic Community from the
minimum 184% in Kyrgyzstan to the maximum
428% in Belarus.

However, the qualitative analysis of the
EurAsEC macroeconomic indicators as such
is not suffice. The background global trends
should be taken in account as well. This would
enable to make a more grounded conclusions
about the processes in the Eurasian Economic
Community and to assess whether the mac-
roeconomic performance can be estimated as
good and, more importantly, whether the causes
of the growth originated elsewhere rather than
in the fact of the economic integration per se.

If one compares the GDP growth rate during
2001-2010 throughout the EurAsEC with the
global GDP growth rates in the same period, it
is apparent that the EurAsEC growth indicators
were much higher than the world average ones
(Figure 2).

105,0 -

100,0 -

95,0
90,0 -
2001 2002 2003 2004 2005 2006 2007 2008 2009 201
m World Economy esssB ¢l arus ssssK azakhstan —— K yrgyzstan ssssRussia ——Tajikistan

Figure 2. GDP Growth Rate of EurAsEC in Comparison with Global GDP Growth Rate in

2001-2010

Source: http://www.evrazes.com and http.//data.worldbank.org

The GDP growth exceeded the world average
in the majority of the EurAsEC member states
during the pre-crisis period. While the average
growth of the world economy in 2001-2008
amounted to 3%, that figure measured 9.4% in
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Kazakhstan, 8.9% in Tajikistan, 8.3% in Be-
larus, 6.6% in Russia and 4.9% in Kyrgyzstan
respectively. Despite the crisis of 2009, in 2010
the economies of the EurAsEC came up to the
world average in terms of the GDP growth.

10
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Moreover, the overall growth during the decade
was significantly higher both in the individual
members of the EurAsEC and in the Commu-
nity as a whole than that of the world average.
Apart from the GDP growth, foreign trade is
one of the most important indicators for assess-
ment of macroeconomic trends. The success of
integration associations is often estimated in
accordance with their performance in trade be-
cause intensification of trade volume is consi-
dered to be one of the main goals of integration
in the first place. Therefore, free trade zones
are often established in order to boost mutual

trade. In this regard, it is important to consider
the trade indicators in the EurAsEC countries in
the period of 2001-2010. Similarly to the GDP
analysis above, these figures are, then, com-
pared with the world average trade indicators.
Figure 3 shows the dynamics of the mutual
trade of the Eurasian Economic Community in
comparison with the world exports. As it can be
seen, the growth in trade within the EurAsEC
was more intense compared to the world trade
increasing by 3.1 times (from $31.1 to $95.2
billion) while the world exports rose only by
2.5 times (from $6,194 to $15,283 trillion).
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Figure 3. Foreign Trade of EurAsEC in 2001-2010 in Comparison with World Average

Sources: http://www.evrazes.com and http.//unctad

Thus, there is an apparent pattern that the
growth in trade within EurAsEC exceeded the
world average. However, for having a more
detailed picture, the foreign trade of the EurA-
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SEC countries with their partners in the Commu-
nity and that with the rest of the world should
also be considered. Table 1 shows the data on the
trade of the five EurAsEC member states from
2001 to 2010.
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Table 1. Foreign Trade and Export of EurAsEC Countries in 2001-2010 in mln in $

Export Foreign Trade Turnover
Including Total Including
EurAsEC Coun- EurAsEC
tries Countries
Belarus 2001 7451 4017 15737 9489
2008 32570,8 10992,4 71952,1 34687,8
2010 252259 10407,2 60094,1 28882,8
Kazakhstan 2001 8639 2063 15085 5118
2008 71183,5 7104,6 109072,5 21446,2
2010 59216,6 5704,6 88976,6 17350,1
Kyrgyzstan 2001 476 161 943 402
2008 1855,6 526,6 5928 24414
2010 1759,8 731,7 4982,9 22573
Russia 2001 100060 8778 141944 15534
2008 467580,6 38907,9 734681,3 56543,2
2010 396441,7 30519,6 625395,1 454129
Tajikistan 2001 652 198 1340 576
2008 1408,7 146,4 4681,3 1585,5
2010 1195,2 135,7 3853 1346,6
EurAsEC 2001 117278 15217 175049 31119
Total 2008 583428 61074,3 9414449 122660,9
2010 483839,2 47498,8 783301,7 95249,7

Source: http://www.evrazes.com

The table above shows that all the EurAsEC
countries demonstrated a rapid increase in the
foreign trade throughout the whole period from
2001 to 2010 of hundreds of percent. When
the trade of the individual countries with their
EurAsEC patterns is compared with the foreign
trade figures with the rest of the world, the situ-
ation is as following: the trade of Belarus with
the rest of the world grew by 3.8 times, while
its trade with its EurAsEC partners increased
by 3 times. For Kazakhstan, those figures were
5.9 and 3.4 respectively; for Kyrgyzstan those
were 5.3 and 5.6; Russia showed 4.4 and 2.9-

fold increase and Tajikistan’s growth in terms
of its trade with the rest of the world grew by
2.9 times and the trade with its EurAsEC coun-
terparts rose by 2.3 times. Thus, almost all the
EurAsEC countries traded more elsewhere than
within the Community.

As for the export, the comparison of the
growth within the EurAsEC with the overall
growth during the period from 2001 to 2010
shows the following results: in Belarus, it in-
creased by 3.4 and 2.6 times respectively; in
Kazakhstan, the figures were 6.9 and 2.8; in
Kyrgyzstan, there were 3.7 and 4.5-fold increas-

i Including Uzbekistan.
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es; Russia’s growth of its foreign trade with the
rest of the world was 4-fold and with the other
EurAsEC countries, it was 3.5-fold. The pat-
terns in Tajikistan is different: it increased by
1.8 times its exports to the rest of the world but
reduced it by 31% to the EurAsEC.

The data above shows that the EurAsEC
countries expect Kyrgyzstan, traded with the
world more than with each other and the fo-
reign trade of Tajikistan with the EurAsEC
even showed the negative growth.

The structure of the foreign trade of the
EurAsEC countries appears to be a possible ex-
planation of this. The raw materials constituted
(and still do) the bulk of their export and there
was more demand for them beyond the Eur-
ASEC. As for the trade within the EurAsEC,
those were predominately manufactures.

In the period from 2001 to 2010, there was
a very rapid increase in the world prices for
the commodities caused by strong liquidity in
the markets. The commodities were gradually
transforming from being the major resources for
manufacturing into the investment and specula-
tive instruments. Accordingly, the prices of the

raw material exports grew much more rapidly
than the prices of the other goods, thus, the rap-
id growth of the exports from the EurAsEC to
the countries beyond since 2011, after the tur-
bulence of the world markets had stopped and
the prices stabilized. This effected the pattern of
the foreign trade of the EurAsEC. These trends
are even more apparent when one analyses the
indicators the EurAsEC countries showed after
being integrated into the EEU.

Apart from the macroeconomic indicators,
the popular wellbeing is also important to un-
derstand the impact of the Eurasian integration
on the countries concerned. This may be trans-
lated into such indicators as income per capita
or nominal wage. These indicators are not less
illustrates for the purposes of the assessment of
the effectiveness of a economic policy (in this
case the integration initiatives) than traditional
GDP.

During the period of formation and consoli-
dation of the Eurasian Economic Community
these indicators grew very intensively surpass-
ing the growth rates of the main macroecono-
mic indicators discussed above (Table 2).

Table 2. Average Monthly Nominal Wages in EurAsEC Countries in 2001 - 2010 in $*

2001 2010 Growth Rate
(Times )
Belarus 87 414 4.8
Kazakhstan 118 526 45
Kyrgyzstan 30 155 5.2
Russia 111 686 6,2
Tajikistan 10 81 8,1

Source: http://www.evrazes.com

The table above shows how the average month-
ly wage increased in the EurAsEC countries in
the period from 4.5 to 8.1 times. This kind of
increase may also be considered as a sign of the
positive impact of the Eurasian integration and
this time it reached common people.

The Eurasian integration entered its new
stage in 2011 when the Eurasian Customs
Union was established. This time the integra-
tion meant a single customs tariff regime and
territory as well as a supranational body, which
initially has been functioning as the ECU Com-

** The Indicators are taking into account the official annual average exchange rate to the USD throughout the period.
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mission and then was transformed into the Eur-
asian Economic Commission granted consider-
able powers in the following areas:

- import customs duties;

- trade regimes in relation to the third coun-
tries;

- statistics of foreign and mutual trade;

- macroeconomic policies;

- competition policies;

- industrial and agricultural subsidies;

- energy policy;

- natural monopolies;

- government and(or) municipal procure-
ment;

- mutual trade in services and investment;

- transport and communication;

- monetary policy;

- intellectual property and patenting;

- labor migration;

- financial markets (banking, insurance, cur-
rency and securities markets);

- tariff and non-tariff regulation;

- customs administration.

The ECU, as a new phase of the Eurasian
integration of Belarus, Kazakhstan and Russia,

is analyzed further in terms of its economic de-
velopments in order to understand how the inte-
gration of a higher level changed the extent and
results of the cooperation.

While analyzing the economic performance
of the countries members of the ECU via using
the traditional instruments, there are two impor-
tant moments to remember. Firstly, this kind of
analysis is only possible with the data collected
since 2011 when the EUC actually started to ex-
ist but not since 2007 when it was technically
established. Secondly, the three years is a rather
short period to enable a robust analysis to in-
dentify and understand long-term trends. At the
same time, the positive changes in the longest
run possible was(is) the major goal the ECU
was created for after all. Yet again, the three-
year data is not enough to make a final conclu-
sion about the character of the changes on the
macroeconomic indicators. However, during
these three years, the bulk of the indicators in-
creased.

The volume of the mutual trade among the
ECU countries increased during the two first
years, then the growth slowed and in 2013, the
indicator dropped slightly (Figure 4).
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Russia demonstrated the reduction in its ex-
ports in 2013 0f 91.2% compared to 2012, there
was also negative growth of 94.1% in the same
period in Kazakhstan, while Belarus managed
to increase its exports by 3.4 %. It should be
noted that there was a considerable decline in
the growth rate of the mutual trade of the ECU
as a whole since it entered into actual existence
in 2011. In 2011, the growth amounted to al-
most 134% with respect to the previous year
whereas in 2013 the figure was only 94.5%.

Belarus was the only country that consis-
tently increased its exports to its EES fellow
member states. Therefore, Belarus enlarged its
share in the total EES turnover to 27.6 %, while
Russia and Kazakhstan demonstrated the nega-
tive growth. The share of Kazakhstan, for in-
stance, decreased steadily during the two years
reaching 2.2%. The volume of its trade with its
EES partners was not adequate to the economic
potential of the country such (Figure 5).
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Figure 5. Shares of EES Member States in Total Mutual Trade of EES in 2011-2013

Source: http://www.eurasiancommission.org

Although stating the decrease in the volume
of trade in 2013 was significant, a more impor-
tant observation would be that it was the first
time during the three years of the ECU/EES ex-
istence when the mutual trade within grew at a
slower pace compared to the total exports of the
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individual member states (Table 3). If in 2011
and 2012 the volume of the mutual trade within
the ECU/EES exceeded quite noticeably the
total exports of the member states beyond the
ECU/EES, in 2013, however, the figures were
94.5%.and 98.6% respectively (Table 3).
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Table 3. Mutual Trade within ECU and Beyond, Index™”

Trade with Third Contries Mutual Trade with
ECU Counters
Volume Export Import Export
2011 132,2 133 130,8 133,9
2012 103,0 102,1 104,6 107,5
2013 99,6 98,6 101.4 94,5

Source: http://www.eurasiancommission.org

Despite the slowdown of the foreign trade in
2013, the grand total during the all three years of
the Customs Union’s existence is still positive as
the mutual trade within the ECU grew faster than
the trade beyond the Union both in 2011 and in
2012. There are two possible explanations of the
slowdown in the mutual trade in 2013.

According to the Eurasian Economic Com-
mission, the main reason for the decline in mu-
tual trade was the sharp reduction in the supply
of oil from Russia to Belarus: (in 2012 com-
pared with 2011 their volumes dropped by 1
5 times). When excluding the fuels from the
analysis, the data shows that the mutual trade
within the ECU/EES, compared with January-
December 2012 increased by 0.3 [6].

Another major reason why the dynamics of

the mutual trade within the ECUEES declined
in 2013 was the decrease of the commodity
prices. More importantly, these were the prices
of the particular commodities, primarily the
metal ores that are the bulk of in the mutual
trade among the ECU member states.

The second explanation appears even more
plausible when one compares the growth in the
ECU mutual trade of the metal ores and mineral
commodities and the prices for these particu-
lar kind of commodities (Figure 6). The figure
shows the comparative dynamics of the com-
modity prices for fuel and metals calculated by
the IMF in their relation to the growth of the
mutual trade within the ECU/EES; the price in-
dex of the industrial metals decreased continu-
ously from January 2011 to November 2013.
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Figure 6. Mutual Trade within ECU and World Prices of Fuel and Metal Commodities

Sources: http://www.eurasiancommission.org and http://www.imf.org

*** The index is calculated with the respect to the data on the previous year.

Central Asia’s

AFFAIRS

QUARTERLY ANALYTICAL REVIEW 1(57)/2015

16



EURASIAN ECONOMIC UNION

The correlation of the volume of the mutual
trade among the ECU member states and the
prices of metal commodities, which were con-
stantly decreasing, was the most apparent trend
throughout the whole period of the ECU actual
functioning from 2011 to 2013.

The proportion of metal ores in the mutual
trade of the ECU countries was relatively high
when compared with the exports to other coun-
tries of the world. This appears to be the major
reason why the former exceeded the latter: the
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metal ores are virtually absent in the exports of
the EES countries outside the CIS. In the struc-
ture of the exports beyond the CIS the “min-
eral products” rubric is almost exclusively fuel.
Thus, in 2013, the share of fuel in the mineral
product export beyond the CIS amounted to
98.6 % [7].

It is also important to note a considerable dif-
ference among the individual member states in
terms of the structure of their mutual trade with-
in the EES and their export beyond (Figure 7).
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Figure 7. Structure of Mutual Trade within ECU/EES and with Other Countries in 2013 in %

Source: http://www.eurasiancommission.org

As it can be seen on figure above, the ex-
port of the EES as a whole is mostly the raw
materials, i.e. mineral and metal commodities
(81.5%); the share of these commodity groups
in the mutual trade was only 45.9 %. Thus, the
indicators of the export from the EES to the
third countries were effected much more by
the considerable fluctuations of the world com-
modities prices (substantial growth in volatil-
ity in the global markets of oil and metals in
the recent years) than those of the mutual trade
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where the share of these commodity groups was
smaller.

Given the trends above, it would be reason-
able to foresee that the volume of the export
from the EES to the third countries will be larger
than the volume of the mutual trade provided the
prices of oil and metals continue to grow. The
reverse process is more likely if the growth of
oil and metal prices on the world markets slows
down; in this case, the volume of the mutual trade
within the EES may exceed the export beyond.
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These were the major reasons why the
growth rates changed so much during the three
years of the ECU/EES genuine functioning as
well as the trade indicators of the EurAsEC -
described above in this paper - when the trade
with the countries beyond the Community in-
creas faster than the mutual trade within the
EurAsEC itself. These were the times when the
world oil prices grew very rapidly making the
member states intensify their export to the out-
side world. As soon as the prices stabilized and
even rolled back, the mutual trade increased
while the impact of the oil factor decreased.

Apart from the mutual trade, the invest-
ment cooperation may also be considered as
an useful indicator of the dynamics within
the integration. The analysis of the figures
on the mutual investment in the period of
2012-2013 does not enable to make any con-
crete conclusions, however, some figures
may be rather illustrative. Thus, the volume
of the mutual direct investment reduced sig-
nificantly in 2012 comparing with 2011 and
increased slightly again in the first half of
2013 if compared to the same period in 2012
(Figure 8).

Figure 8. Mutual Investments EES in min $

Source: http://www.eurasiancommission.org

The data on the mutual investment within
the ECU/EES is not suffice to reveal any trends
due to a number of reasons. For example, the
statistics cannot be considered adequate if we
remember the investment flows that were tech-
nically coming from beyond the EES, but actu-
ally originated within the EES countries. The
insufficient length of the period when the data
was collected also prevents from indentifying
accurately the trends and patterns of the mutual
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investments within the ECU/EES. Moreover,
the volume of the investments within the ECU/
EES was not that large. This is why the indi-
cators demonstrated rather high volatility. For
instance, the sharp increase of the volume of
the mutual investments in the fourth quarter of
2011 (Figure 7) was caused by singular trans-
action when the Russian Gazprom purchased
of 50% stake in the Belarusian Beltransgaz for
$2.5 billion making its stake in the company
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100% [8]. Therefore, in order to have a more
clear picture about the trends in the mutual in-
vestment within the ECU/EES, one may rely
on the analysis of the indicators of a more rela-
tivistic nature.

The share of the individual ECU member
states in the total volume of the foreign invest-
ment in the economy of each of the ECU coun-

try may be considered as one of the indicators
enabling to understand the impact of the eco-
nomic integration. It is obvious, however, that
the investments from Kazakhstan or Belarus are
not significant for the economy of Russia, while
the investments from the other EES states, pri-
marily from Russia, to both Belarus and Ka-
zakhstan are very important (Table. 4).

Table 4. Direct Investment from EES Countries in Total FDI in EES in %

2011 2012 1st Half-year
2013
Belarus 70,5 30,7 37,3
Kazakhstan 7,9 8,7 13,7
Russia 0,3 0,8 0,3

Source: http://www.eurasiancommission.org

The table above shows that Russian invest-
ments were especially significant for the econo-
my of Belarus (there was any FDI from Kazakh-
stan to Belarus). The situation did not change
much even after the Gazprom deal in 2011; the
share of the Russian investments remained very
high throughput 2012 and 2013. Since the ECU
had been established, Kazakhstan demonstrated
a steady growth of the indicator that may be
considered as an indirect evidence that our par-
ticipation in the cooperation in the field of in-

vestment within the broader process of Eurasian
economic integration was, generally, a success.

Kazakhstan’s case is useful to understand
the role of various factors in the dynamics of
the cooperation in the field of investment within
the ECU/EES. First of all, it should be noted
that there was no any considerable decreases
not only in terms of the EES investment share
(Table 4), but in the absolute size of the of in-
vestments coming from the ECU/ESS member
states (Figure 9).

12000 140.0
1000.,0 - 1200
£00.0 - 100,0
- 80.0
600,0
- 60.0
400,0 - 400
200,0 - - 20,0
0.0 - - 0.0
2005 2006 2007 2008 2009 2010 2011 2012 9
months
2013
mmm B elarus (Right Axis) == Russia es»Third Countries, billion USD (Right Axis)

Figure 9. Gross FDI from EES to Kazakhstan in mln in $

Source: http://'www.nationalbank.kz
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Since 2010, there was steady annual growth
of FDI from Russia and Belarus to Kazakhstan;
moreover, the growth exceeded that of the FDI
from the third countries. From 2009 to 2012,
the total volume of the FDI in Kazakhstan rose
by 34,6% whereas the investments from Rus-
sia grew by 61,1 % and those from Belarus in-
creased in 4,5 times.

Therefore, as the data shows, there was no
any decay in terms of the investment coopera-
tion of the ECU/EES countries throughout the
entire period. However, it is important to re-
member that the rate of the investment growth
may slow in the future due to the impact of the
external factors; the example of how the world
economic crisis of 2007-2009 reduced the FDI
from Russia to Kazakhstan in 20009 is rather il-
lustrative.

It also sensible to expect that the investment
regime may change qualitatively as long as
the overall cooperation within the integration
enhance due to the establishment of the sin-
gle financial market enabling the participants
to make transactions with their the ECU/EES
counterparts.

It is also noteworthy that Kazakhstan’s fi-
nancial involvement in Russia and Belarus was
predominantly not in the FDI format but falling
into the rubric of the “other investments” and
“portfolio investments”. In particular, the vol-
ume of accumulated other investments (mainly
borrowing) from Kazakhstan to Russia at the
end of the 3rd quarter of 2013 was $7.585 billion
while the FDI was only $672 million. The vol-
ume of portfolio investments from Kazakhstan
to Russia was even less amounting only $310
million. As for the investments from Russia to
Kazakhstan, the situation was similar with the
figures of $4006 and $38 million respectively
exceeding the volume of accumulated direct in-
vestments that were $2.034 billion [9].

To sum up, the data shows that the invest-
ment cooperation in the spheres other than the
FDI appears to be more potent, it is more likely
to grow further as long as the integration itself
enhances in future.
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Prospects of Eurasian Integration under
the Eurasian Economic Union

The treaty on Eurasian Economic Union was
signed in 2014. The Eurasian Economic Union
started functioning on January Ist, 2015. The
Treaty is comprised of the two parts dealing
with institutional and functional matters respec-
tively where the format of the Union is stipu-
lated in terms of its structure, bodies, mana-
gerial matters, procedures of accession of new
members etc. The Treaty sets the goals in the
following spheres of the integration within the
Union: trade, technical regulation, industry and
agriculture, natural monopolies, transport and
energy, competition and public procurement,
taxes, monetary policy and financial markets,
intellectual property, services and investment,
labor migration, macroeconomics and statistics.

The overall end the current stage of the in-
tegration is aimed at is rather obvious. It is to
build and enhance the supranational bodies to
manage and expand the common economic re-
gime reaching all key spaces; having started
with building of the single market for goods
and services (the ultimate goals of the Customs
Union) and proceeding to the genuinely func-
tioning single market for goods, services, capi-
tal and labor.

It has been clear so far that the EEU has been
limited to the economic matters. Currently, at
the first stages of its establishment, not only po-
litical but also social, humanitarian and cultural
affairs remain within the powers of the govern-
ments of the member states or are to be dealt
with within the other formats [10].

Being an organization of a higher level of
integration, the EEU will not only push the ex-
isting international institutions to enhance their
role in carrying out a coordinated economic
policy, but will also build new ones. Techni-
cally, the Union shall embrace the institutions
that have been functioning within the EurA-
sEC, namely the Eurasian Development Bank,
Crisis Fund and Center for High Technology as
well as other organizations and institutions of
a more political nature such as the Parliamen-
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tary Assembly, the EurAsEC Court, number of
agencies and commissions.

The establishment of the Eurasian Economic
Union puts the end to the Eurasian Economic
Community. Back in May 2013, First Deputy
Prime Minister of Russia Igor Shuvalov stated
that the EurAsEC would cease to exist and all
the institutions of the Eurasian Economic Com-
munity would be transferred into the Eurasian
Economic Union on January 1st, 2015 [11].

The second most significant initiative - artic-
ulated by First Deputy Prime Minister of Russia
Igor Shuvalov back in March 2014 - is to create
a single supranational financial banking regula-
tor by 2025 that will be located in Kazakhstan.

The Union, being a system of the old and
new institutions combined with the realization
of the four economic freedoms within a single
market, namely free movement of goods, ser-
vices, capital and labor, is drawing the con-
tours for the further integration. After being
finally consolidated, the Union is supposed to
be transformed into a genuine single economic
space without any barriers for the basic factors
of production founded on the consensus among
the member states on the matters of economic
policy in the key spheres, namely macroeco-
nomic, monetary, tax and labor policies. It also
would mean having consolidated institutional-
ized mechanisms aimed at stimulating further
development and preventing possible negative
impact of external crises.

According to President Nazarbayev of Ka-
zakhstan, the Eurasian Economic Union is a
project that is adequate to the immensity of the
current and future challenges. The EEU has
all it takes to become an integral part of a new
global architecture that has been forming after
the financial and economic crisis [3].

President Putin of Russia, having stressed
the significance of the EEU for establishing the
regime that would enable conduction of a co-
ordinated economic policy, said that the Union
should be granted considerable powers of eco-
nomic regulation as this would boost coordina-
tion in the key spheres, increase stability and
enhance potential of the economies of the mem-
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ber states making its single market more capa-
cious and attracting more investments [12].

President Lukashenko of Belarus also
stressed that the economic role of the Union
should prevail over the domestic decisionma-
king. He drew the attention to the necessity to
have a very defined hierarchy in terms of the le-
gal force of the acts of the Union bodies. Presi-
dent of Belarus insisted that the resolutions of
both the Supreme Council and the Intergovern-
mental Council would be binding on all parties
[13].

The membership in the Eurasian Economic
Union, provided all intended moves and poli-
cies are implemented successfully, is more ben-
eficial in terms of economic prospects for the
EEU countries than an independent path. The
free movement of the basic factors of produc-
tion shall stimulate all business activities, en-
hance competition in the domestic markets of
the member states that shall, in turn, encourage
the production sector to increase its effective-
ness and all other participants in the economy to
be more efficient because choice shall increase
as well. The single market shall mean more
direct foreign investments, particularly from
those strategic foreign investors from abroad
who shall be attracted by the common market
of the EEU. This is very significant for smaller
economies, namely those of Belarus and Ka-
zakhstan.

The other advantage of the Eurasian Eco-
nomic Union is that it will facilitate harmoni-
zation of the economic policies of the member
states that shall improve overall economic man-
agement and enable to focus the resources both
directly (via the resolutions of the EEU bodies
and through the certain institutions aimed spe-
cifically at development) to realize the projects
of much larger scale that, otherwise, would
be impossible. The common institutions for
anti-crisis management shall also enhance the
Union’s capacity to deter and mitigate possible
negative consequences of the external factors
similar to those resulted from the recent world
€conomic Crisis.
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The features above will, in our belief, en-
able the EEU to boost socio-economic develop-
ment of the member states in the long run due
to a number of reasons. The enhanced business
within the single economic space shall acceler-
ate trade, attract investment and increase aggre-
gate demand. It also shall enhance capacities of
the economies of the participating countries to
resist negative external impacts. Importantly,
the possible effect on the economies of the in-
dividual countries from their participation in
the EEU will be proportional to the size of their
economy as such; in other words, the lower the
GDP, the greater shall the positive influence

of the integration be on the economy and vice
versa.

The other reason why membership in the
EEU may affect the individual states differently
is the features of their economies. For example
it may boost the export to the other EEU coun-
tries or increase the volume of the investment.
As for the total GDP growth of the entire EEU,
the analysis of the other cases of integration of
the similar kind (customs union and free trade
zones elsewhere in the world) suggests that the
additional GDP growth may be expected as
much as 0,3-0,6% per year throughout the en-
tire period of the Union’s existence.
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LEILA MUZAPAROVA

urrently, a new architecture of the

world economy is being built. The

recently established Eurasian Eco-

nomic Union (EEU) of Kazakhstan,

Russia and Belarus is to become its
integral part that is very likely to play quite a
significant role in the future. The fact that the
two more nations, namely Kyrgyzstan and Ar-
menia, have entered the Union this year will
give some additional impulse for its further de-
velopment.

President Nazarbayev of Kazakhstan has
been very vocal about his vision of the role and
place of the EEU. Speaking at the Supreme Eur-
asian Economic Council meeting held in Mos-
cow in 2013, he predicted that the year 2015
would be the beginning of a new stage of the
Eurasian integration. As Nazarbayev rightly
noted, the establishment of the Eurasian Eco-
nomic Union was the first time in history of
Eurasia when an integration project was being
implemented on a voluntary, equitable and mu-
tually beneficial basis. Moreover, the countries
that are being united, according to Nazarbayev,
possess the immense natural resources and a
transport, energy and technological system of
strategic importance on the regional and global
scales.”

President Nazarbayev, however, noted that
there was understanding in Kazakhstan and
elsewhere throughout the Union that the genu-
ine economic integration would take time and
that the maximum positive impact would not
come soon. Understandingly, the integration to
be a success in terms of the improvement of the
popular wellbeing and the standards of living
would make the economies of the participating
states undergo a period of adaptation to the new
conditions that would mean greater and harsher
competition.

The slowdown of the macroeconomic indi-
cators and the current difficulties faced by the
economy of Russia are quite alarming. The in-
flation in Russia and the weaker ruble probably
will have some impact on the economies of the
other EEU member states as they are more in-
terdependent now than ever before via the mu-
tual trade and investment. At the same time, it
is important to realize that there is always a pos-
sibility of crisis in any member state and that
the capacity of the economies of the other EEU
states to mitigate its negative impact depends
on the characteristics of these economies. The
major factors here are the balance of payments,
the international reserves, the external debt,
the structure of GDP as a whole and of the ex-

* Haszapbaes H.A. 3asBaenne AAf IIpecch 110 nToram 3aceaanus Bercimero Eppaswuiickoro skoHoMumdaeckoro cosera. Mocksa, 24 ackabps 2013 roaa.
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ports and imports in particular, these differ from
country to country in the Union. Accordingly,
the impact on their economies from the external
shocks will also differ.

Given all these, it is important to remember
that one of the ultimate goals of the EEU is to
enhance the capacities of the national econo-
mies of its members to resist the negative exter-
nal impacts and to increase their economic sta-
bility through using the advantages of the EEU
single market and via creation of the favorable
conditions for the better domestic economic de-
velopment on the perimeter of the Union and
beyond.

It is also important that within the Eurasian
Economic Union, each state carries out its in-
dependent macroeconomic policy and cur-
rency regulation. The EEU member states are
sovereign in terms of their fiscal policies, the
exchange rates and other regulations of their
financial sectors according to their own long-
term interests.

The other advantage of the membership in
the EEU is the opportunity to realize compre-
hensive programs of industrialization; the Union
facilitates the measures to support the domestic
manufacturers that shall also contribute to the
further economic growth of the EEU member
states. Kazakhstan, for instance, is consistent
in realization of the measures aimed at boost-
ing economic diversification and enhancing the
competitiveness of the domestic producers in
order to minimize the possible negative exter-
nal impacts on the national economy.

Speaking on the external factors that could
be potentially negative, it is important to take
into account that the global economy continues
to live under the consequences of the crisis of
2008 and that the changes it brought are both
cyclical and structural of a profound institution-
al and technological nature that alter the basis
of the global economy. However, like any eco-
nomic phenomenon, the crisis had both nega-
tive and positive effects.

The emergence of a new model of economic
growth may be considered as one for the posi-
tive effects of the crisis pushing for structural
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modernization in both the developed and devel-
oping countries, encouraging the search of new
technological drivers. The history shows that
after the crisis some industries and sectors of
the real production are more likely to emerge,
that, in turn, mean new challenges and neces-
sity to find new instruments of economic policy.
In other words, the current conditions resulting
from the recent crisis can lift the global econo-
my to a new qualitative level of efficiency and
productivity and the chances are that the Eur-
asian Economic Union may successfully inte-
grate itself into the process.

It is important to realize that the crisis of a
systemic nature such as the recent one cannot
be overcome using only the measures of mac-
roeconomic character. As the world economy is
undergoing the stage of building of a new tech-
nological basis, the national economies shall
be modernizedia the institutional and structural
changes. Through the crises of such kind may
also create the opportunities for certain states
to make a economic breakthrough that, other-
wise, would not have been possible. The bet-
ter chances to the considerable advance are in
those countries that have been able to under-
stand the nature of the challenges they are fac-
ing and to find the best solutions that very often
mean structural changes. These were previous
systemic crises that made some nations advance
immensely in terms of their economic develop-
ment having elevated them to the new level.
No matter how hard the crisis hits, the market
economies shall always emerge from it being
even more powerful and competitive.

Given all that, amidst the post-crisis world,
the states like those of the EEU, which are de-
termined to advance their economies, shall con-
solidate their efforts, work out comprehensive
strategies and take concrete moves aimed at not
only mitigating the negative influences but en-
abling to make a genuine breakthrough in terms
of their economic development.

The other advantage the EEU counties have
is that their approach to the anti-crisis mea-
sures is rather offensive. In other words, they
are to build the basis for the future economic

24



EURASIAN ECONOMIC UNION

breakthrough despite the current conditions in
the world economy that are very unfavorable.
For instance, the governments of Kazakhstan
and Russia are developing a series of anti-cri-
sis economic programs providing for the direct
state support to deter the negative impact of the
external factors.

In this context, the Nurly Zhol new economic
strategy that has been articulated by President
Nazarbayev of Kazakhstan is especially relevant
and timely for a number of reasons. Firstly, the
Nurly Zhol is a strategy of overcoming the cur-
rent crisis via, among other measures, using of
the resources accumulated in the National Fund
(707.5 billion KZT in 2015). Secondly, the Nurly
Zhol stipulates a comprehensive infrastructural
reform that coincides with the second stage of
the realization of the National Program of the
Rapid Industrialization meaning that 232.9 bil-
lion KZT will be allocated in 2015-2017.

Kazakhstan is planning to use the funds main-
ly for realization of a number of infrastructure
projects such as road building, construction of
new railways, houses and utilities, repairing of
the school and hospital and others. The infra-
structural projects of this kind are to make a di-
rect and immediate positive effect on the econ-
omy through the development of such branches
as building and construction, manufacturing of
the contraction materials, transportation, metal-
lurgy and a number of other related goods and
services.

The successful cases of the regional integra-
tion show that it is very important for the coun-
tries to continue their overall engagement into
the world economy. The regional integrated
structures shall not prevent the member states
from participating in the global market. In this
respect, the common economic space the Eur-
asian Economic Union is to build may serve
as a link between the East and the West. Ka-
zakhstan, for instance, is very active in terms of
finding the additional integration opportunities
that would be developed simultaneously with
the EEU. The possible vectors of such devel-
opment are the countries of Central Asia and
China’s Silk Road.
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The analysis of the preliminary outcomes
of the Eurasian integration during 2010 - 2013
shows that the member states were able to lay
down the major cornerstones on which the fu-
ture sustainability of the EEU shall be based.
This process of consolidation of the Eurasian
integration underwent the following stages:

- supranational body (Eurasian Economic
Commission /EEC) was established and began
functioning;

- Eurasian Economic Community (Eur-
AsEC) was reformed;

- CIS Free Trade Area was formed;

- WTO entry.

Conclusions

Summing up, it is important to note that Ka-
zakhstan has always had the Eurasian economic
integration as a part of the overall strategy of its
development.

The essence of Kazakhstan’s approaches to
the purposes and principles of the Eurasian in-
tegration as well as those of our EEU partners
was very clearly stated by President Nazarbayev
of Kazakhstan at the meeting of the Supreme
Eurasian Economic Council held on December
24th, 2013.

Firstly, the Union being built is not an attempt
to restore the Soviet Union despite a commonly
shared opinion of its foreign critics. The return
to the past is neither possible nor desirable for
the all founding members of the EEU. There-
fore, the Union is aimed at the better future.

Secondly, the establishment of the EEU re-
sulted (to a certain extent at least) from the 21st
century trends of both globalization and region-
alization. However, the integration in Eurasia
has its own historical explanation and reasons.
The participants in the process are not willing to
copy the models of the European Union or any
other regional organizations.

Thirdly, the Union being built is voluntarily
and is aimed at consolidation of the potentials
of the member states for the common good.

The fourth point made by Nazarbayev was
that the membership in the Union should not be
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considered as an opportunistic move to gain any
privileges and preferences.

The fifth argument was that the sovereignty
of the member states should not be impeded by
their membership in the EEU; on the contrary,
the Union should enhance their chances to be-
come genuinely potent actors on the interna-
tional arena.

Thus, the next point was that the enhance-
ment of statehood of the nations involved into
the Eurasian economic integration was its ul-
timate goal because stronger economy should
bring stronger state.

Moreover, the united efforts of the Union mem-
ber states should bring the benefits for all in the
long run such as further economic development,
security, wellbeing of the people living in the
EEU.
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Finally, Nazarbayev stated that the Eurasian
Economic Union was not an alliance aimed at
confrontation with any other state or interna-
tional organization. On the contrary, the mem-
bers of the Union were, according to the Presi-
dent of Kazakhstan, committed to the maxi-
mum cooperation with the globalized world.

Thus, Kazakhstan, Belarus and Russia es-
tablished the Eurasian Economic Union in the
spirit of trust and friendship for the purpose
of the strategic partnership within the organi-
zation based on the following principles: eco-
nomic pragmatism; respect for the national
sovereignty of the all member states; volun-
tariness; equality and consensus in all deci-
sions; openness of the membership in the Eur-
asian Economic Union to all states sharing its
purposes and principles.
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On Eurasian Integration:
Geoeconomics and/or
Geopolitics

DARIA MUKHAMEDZHANOVA

he transformation of the system of
international relations has resulted
into formation of the multipolar
world. This new world order is be-
ing built on the background of the competi-
tion between the developed and the developing
economies. These two compete for the space
of various nature, namely political space (ter-
ritorial conflicts), economic space (changing
the frontiers of economic integration units) and
ideological space (market individualistic ideol-
ogy vs more communal one). Resources and
markets are still the objects of this competition.

Eurasian continent is currently at the center
of these global trends. The economic space of
the Eurasian integration, namely the Eurasian
Economic Union (EEU) is increasingly in-
volved into the global competition. In this situ-
ation, being a new player on the global market
place, the EEU faces the task to consolidate its
economic status of a significant actor of global-
ization while pursing a threefold end: firstly, to
ensure that its participation in the global gov-
ernance is on equal terms; secondly, to develop
the regional market; and thirdly, to prevent the
EEU member states from being dragged into
geopolitical conflicts elsewhere.

The EEU also faces a number of challenges.
High degree of interdependence of the econo-
mies of different types in the contemporary
world means that any changes in this established
system may disturb the economic and political
balance of power. The most plausible factor that
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may cause such an imbalance is the contradic-
tions between geopolitics and geoeconomics. In
other words, these are tensions between the de-
veloped world, its scale and influence, and the
rapid enhancement of the emerging economies.

Economics and Politics in Global Context

The key concepts of space and borders, in-
terests and institutions, security and develop-
ment are crucial elements of analysis when one
is to understand how economics and politics
impact each other in the context of globaliza-
tion. The current contradictory nature of the re-
lations between geopolitics and geoeconomics
may be explained taking into account the fol-
lowing factors:

— firstly, the countries that differ in terms of
their economic and political competitive ca-
pacities operate with these two concepts differ-
ently in their economic and political discourses.
Hence, we witness misunderstandings and ten-
sions between these two types of states;

— secondly, the economic spaces of integra-
tion are growing in terms of their significance
because they are not seen as the territories of
individual states any longer but as the common
markets of the certain states and, therefore, the
main objects of competition on the international
arena.

The next thing one shall bear is mind it that
space and boundaries are conceptualized differ-
ently by political scientists and economists. Po-
litical space is the territory with the borders over
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which a state retains its sovereignty. Economic
space often transcends the state borders. The
borders as such, however, may be beneficial as
their existence may bring certain advantages for
the states while they are trading with each other.
Political space, by its nature, requires continu-
ity, inviolability of the borders and maintenance
of the barriers. Economic space, on the other
hand, depends entirely on the changes in de-
mand and supply on the global markets.

The institutions and interests that are politi-
cal and economic also differ. Political interests
lie in the maintenance of a particular kind of
social relations within the state borders and
with the other states. Economic interests are ex-
clusively related to creation, distribution, con-
sumption of goods and services. The developed
states - having established a number of institu-
tions of global governance, namely the World
Bank, G7, IMF, WTO - are trying to retain the
control over the changes in both socio-political
and economic relations. Yet, capital and goods
move freely within the economic space be-
ing impacted by the laws of economic that has
nothing to do with whith such thing as state bor-
ders or a particular type of government. This is
where the reasons for apparent contradictions
lie between the interests of the existing global
market, regulated by the institutions established
by the developed states, and the interests of the
emerging market.

Apart from that, political scientists and
economists understand security and develop-
ment differently. In order to maintain political
control over the territory for the sake of national
security (preservation of the internal order of a
certain kind) as well as for the sake of interna-
tional security (preservation of the territory and
people of a state and its defense against external
threats), governments are very much protective
of all sorts of barriers. Global economic compe-
tition, on the other hand, pushes governments
to open up their countries in order to realize
the competitive advantages it may have and to
make it more attractive for foreign investment.

Thus, globalization makes states more de-
pendent on external factors. Interdependence
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of states in the context of globalization gradu-
ally transforms the nature and functions of state
borders and shifts economic contours. As the
result, new protective mechanisms are being
established that are more of economic nature
rather than political one while the space of in-
ternational economic cooperation expands.
These new socio-political and economic
characteristics of inter-state relations in the glo-
balized world are studied by the two disciplines,
namely gepolitics and geoeconomics. The the-
ory of geopolitics consider states as potential
threats and therefore focuses on the issues of
national security whereas the geoeconomics
sees states as potential economic partners and
deals with the issues of national development.

Geopolitics and Geoeconomics on Inte-
gration

Traditional geopolitics studies the patterns
of distribution and redistribution of the spheres
of political influence among states or alliances
of states (centers of power) within the global
socio-political space. Geoeconomics emerged
at the turn of the 19ths and 20th centuries as
a new trend of geopolitics and was seen as a
nonconventional school within the latter. Geo-
economics then was particularly attentive to the
apparent shift from military-political to eco-
nomic methods of power execution on the inter-
national arena that meant using predominately
economic expansion rather than annexation of a
territory and, therefore, emergence of new type
of geoeconomic conflicts and their escalation.

Geoeconomics, these days, is an indepen-
dent discipline that studies how the productive
relations of economic actors are being shaped
under the condition of the globalised market
and its economic mechanisms to influence these
relations. Geopolitics has been increasingly in-
fluential given that the military argumentation
seem to regain its popularity as the major instru-
ment of geopolitics and when the UN is seen
as having lost or lacking any means to resolve
international economic and political conflicts.

The opposition of geoeconomics and geo-
politics is still there due to the several factors:
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- formation of the multi-polar world system
is incomplete;

- UN does not have any efficient institution-
alized capacities to manage the economy on the
global scale;

- geoeconomics’ status as an independent
discipline is still guestionable for being capable
to provide theoretical foundations and explana-
tion how certain mechanisms of geoeconomic
character govern the course of the inter-state in-
teractions or conflicts on the world market.

At the current stage of globalization, the
major conflict is rooted in the difference of
geopolitical and geoeconomic interests and in
understandings of integration held by the most
significant powers and alliances belonging to
the developed and the developing worlds re-
spectively.

The current state of the world development
is characterized by simultaneous impacts of
new geoeconomic trends from one hand and
new geopolitical challenges from the other. The
most significant geoeconomic trends are:

- division of the world economic space into
the Western (Euro-Atlantic) world that is cur-
rently in a state of post-crisis uncertainty and
rapidly developing Eastern world that is con-
stantly gaining its importance within the world
economy;

- shift in economic activity and world trade
from the developed world to the developing
one. For example, during 2000-2012, the share
of the developed countries in the world GDP
decreased by 16.6% and in the world trade, it
dropped by 14.7%. The share of the G7 went
down by 17.6% and 13.8% respectively. For
the same period, the developing and transition
economies increased their stake in the world
GDP by 14.1% and their share in the world
trade grew by 14.7%;

- regional issues dominate over the domestic
ones and the influence of the regional alliances
of the developing countries, namely BRICS,
SCO, EEU, ASEAN and others, is constantly
increasing. Within these alliances, the main
economic challenges caused by globalization
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are addressed according to the principle of col-
lective leadership;

- competition for raw material resources is
intensifying and, therefore, the importance of
the regions, where those resources are located,
is growing;

- human resources and demographic factors
are more significant than ever as they alter the
quality and structure of the global labor market
and consumption.

The contemporary geopolitical challenges
are the following:

- competition between the East and the West
for the “right” to decide on the model of further
global development;

- imbalance of the capacities of economic
and non-economic elements to impact the de-
veloped and the developing economies;

- actors of economic globalization (including
those in the developing world) change in terms
of their number and range while the criteria of
global influence remain the same still meaning
the military-political potential;

- competition for the “right” to shape dis-
courses and perceptions and to construct the
values. Enormous numerical advantage of the
developing world of 80.7% of global popula-
tion means that the ideology remains an im-
portant factor of influence and challenges the
emerging models of international development.
For example, the population of the SCO mem-
ber states is twice bigger than the population of
the G7 countries combined. As for the BRICS,
these countries exceed the G7 four times in
terms of their population. According to a num-
ber of American experts, over the next fifteen to
twenty years, more and more countries with the
developing economies may be gravitated to the
Beijing model rather than the Western model of
the market economy [1].

As the developed countries still strive to re-
tain their global political influence, while their
economic status makes it more and more chal-
lenging, they are more likely to chose to inter-
vene in the following spheres:

- into the economies of those states whose
location is advantageous in terms of geopoliti-

29



EURASIAN ECONOMIC UNION

cal considerations and where the bulk of the
raw materials are by the means of the sanctions
of political, military or economic nature;

- into the regional and interregional relations
via launching the alternative integration proj-
ects that would include the emerging econo-
mies, such as the New Silk Road for the coun-
tries of Central Asia and the Eastern Partnership
for Georgia, Moldova, Ukraine.

As the geopolitical challenges intensify the
major Western powers (the USA in particular)
are increasingly likely to employ non-econom-
ic, predominately military, means of influence
due to the following factors:

- Euro-Atlantic alliance is still controlling
the main global institutions (the World Bank,
IMF, WTO, UN to a certain extent);

- western countries still have large shares in
the economies of the developing countries, par-
ticularly in terms of the foreign trade and the
energy sector. For example, the EU accounted
for 52.9 % of the turnover and 57.9 % of the
total exports of the ECU/EES of Belarus, Ka-
zakhstan and Russia. As for the G7, the figures
are 30,5% and 28 %, respectively;

- the developed countries still have very un-
even levels of investment consumption and sav-
ings as well as of their shares in the world GDP
and in the world sovereign debt;

— military means of global influence still
prevail over the economic mechanisms. The US
spends on its defense more than China, Rus-
sia, Japan, India and all the other NATO coun-
tries combined. Thus, the US has a $700 billion
share in the NATO annual budget of more one
trillion [2].

EEU in Geoeconomic Space

The EEU has been established on the back-
ground of the intensified geopolitical rivalry
for defining the further directions in interna-
tional relations and the geoeconomic rivalry

on the world market. The gravity in this new
multipolar world system is distributed between
the developed and the developing worlds (the
United States and Germany vs China and Rus-
sia), these are the gravitation centers creating
new integration economic spaces around them-
selves, which are the main objects of the global
competition as well as new integration unions
that are becoming the main actors of globaliza-
tion.

The competition is between these main ac-
tors of globalization, namely the EU, NATO,
NAFTA, G7 etc. representing the developed
world and the EEU, SCO, BRICS, ASEAN,
G20 of the developing world. They compete
for the economic space in order to expand their
influence and to ensure their access to the min-
eral, infrastructural and human resources.

The tension increases along the following
lines:

- between the institutions of globalization;
the G7, WB, IMF, WTO on the one hand and
those of the G20 on the other;

- between the actors of globalization; the
EU, NATO, NAFTA on the one hand and the
SCO, BRIKS, EEU on the other;

- between the technological power of the de-
veloped world and the natural resources in the
developing world;

- between the scale of developed economies
(their GDP) and the economic growth in the de-
veloping countries as well as the sales volume
in the developed world and the growing trade
flows in the developing countries*;

- between the financial capacity of the devel-
oped world and the rapidly growing financial
markets in the developing world**;

- between the quality of human capital and
potential of human development of the devel-
oped and developing countries given that the
population of the latter is 5.5 times bigger than
in the developed countries.

*In 2012, the share of the developed economies in the world GDP was 60.4% and in the world trade it was 53%, whereas the developing and transition
economies had the shares of 39.7% and 47 %, respectively. Importantly, the share of the former in the world GDP decreased by 16.5% and their involvement
in the world trade dropped by 14.7% compared to 2000 while the share of the latter increased [3].

** In 2012, the share of the developed economies in the global FDI outflows and inflows amounted to 65.4% and
41.5 %, while the developing and transition economies had 34.6% and 58.5 % respectively. The investment flows of the former decreased by 22.5% and

39.3% , while the share of the latter increased compared to 2000 [3].
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Since Eurasia is not immune from the global
trends and conflicts discussed above and giv-
en that the Eurasian market is an object of the
global competition, it is crucial for the EEU to
elaborate a comprehensive vision of the eco-
nomic integration in order to sustain and secure
its development. This vision should take into
account both the geopolitical and geoeconomic
consequences of the expanding boundaries of
global economic cooperation.

It should be noted that whether the EEU is to
enhance and preserve its economic significance
depends on the following:

- dynamics of its economic growth should
be maintained further via a number of programs
aimed at enhancing of the economic structure,
namely the programs of industrialization, mod-
ernization and technological breakthrough;

- availability of the resources should be pre-
served. This is particularly relevant not only
with the regard to the mineral, especially re-
newable resources, but also the infrastructure
and human resources;

- already existing cultural and humanitarian
ties should be strengthened further especially
within the former Soviet Union and throughout
the developing world;

- economic influence on the CIS, which
should be maintained and deepened via eco-
nomic integration and cooperation within the
CIS Free Trade Zone and the Eurasian Eco-
nomic Union, should expand.

Secondly, the success of the EEU is depen-
dent on better use of the mechanisms of eco-
nomic influence when the EEU member states
interact within other integration structures,
namely the CIS, its Free Trade Area, SCO,
BRICS and APEC as well as the Cooperation
Council of Turkic Speaking States, Organiza-
tion of Islamic Cooperation, Economic Coop-
eration Organization.

The third thing to do is to use the informal
mechanisms within the G20; further coopera-
tion with Islamic World, namely Turkey, Saudi
Arabia, Indonesia should be considered as a
possible direction to consolidate the emerging
economies.

Central Asia’s

AFFAIRS

QUARTERLY ANALYTICAL REVIEW 1(57)/2015

The fourth thing the future of the EEU is de-
pendent on is whether the new formats of co-
operation with partner countries will be found
within the existing international alliances. This
refers to the space of the economic partnership
that is being formed and that would include the
EEU, SCO, BRICS. In our view, such an “Eur-
asian-Asian” format can successfully counter-
balance the G7 in Eurasia. There are a number
of the grounds for us to believe so:

- eleven countries (thereafter G11) the mem-
bers of the EEU, SCO and BRICS are con-
stantly improving in terms of their share in
the global economy while the share of the G7
gradually going down. For example, there has
been 12.4% increase of the share G11 in the
global GDP while the share of the G7 reduced
by 17,6%; the share of the G11 the world trade
rose by 10.5% while the G7 demostrated 13,8%
decrease; in terms of FDI inflows, the Gl11
performance improved by 15.5%, the G7 lost
30,6%; as for the global FDI outflows, the G11
showed 10% growth and there has been 1% re-
duction for the G7; finally, the G7 had 11.5%
of the global population in 2000 and 10.7% in
2012 whereas for the G11, these figures were
44.6% in 2000 and 43.2% in 2012 [3];

- imports of the G7 and G11 of the major
commodity groups has a similar structure; the
G11 has greater demand for the raw materials
and less demand for the manufactured goods
than the G7 (in contrast to the EEU and the CIS).
In 2012, the raw material amounted 19,1% and
20% in the import structure of the G7 and the
G11 respectively and the figures for the manu-
factured goods were 63.9% and 60% [3]. This
gives additional opportunity for the market of
the raw materials;

- proportion of the raw material in the ex-
port structure of the EEU, SCO and BRICS is
much bigger than in that of the G7. In 2012 the
raw materials comprised 6,8% and 18% of the
G7 and G11 exports respectively. Therefore, the
G11 countries are more likely to maintain coop-
eration in the energy sector. [3];

- the share of the G11 in the EEU external
trade (excluding the EEU member states) is
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rather high amounting to 15.7% with 12.1% of
the export and 22% ) of the import.

Given the changes in the geoeconomic situ-
ation in Eurasia where the economic weight of
the EU is decreasing while the political pres-
ence of the USA (NATO) is increasing and the
Asian vector in USA policy in Eurasia is gain-
ing its significance, the G11 as an economic
space is strategically not less important for the
EEU than the G7 and, in the number of cases, is
even more preferable than the G7.

To sum up, as the formation of the multipolar
world system of a particular kind has been in-
complete, there is the competition between the
economic and political interests of the actors of
globalization for expansion of the boundaries of
the spaces that are crucial for its future outline.
This clash of the geopolitics and the geoeco-
nomics is caused by the lack of any effective
institutions of global governance as well as any
geoeconomic mechanisms to regulate the inter-
state conflicts on the world market.

The EEU has to establish itself on the back-
ground of intensified geopolitical rivalry over
a future of the international relations and the
geoeconomic competition for the world mar-
ket. The developed and the developing states
are currently the two poles of gravitation that
form a number of economic integration spaces
around them (these are the objects of the global
competition) and create a number of integration
unions (that are to be the main actors of global-
ization).

The subjects of globalization compete for
the economic space, in particular, for the right
to draw the borders and for the resources. The
competition is steadily intensifying due to the
following factors: contradictory relations be-

tween the institutions of globalization and the
subjects of globalization; the scale of the devel-
oped economies and the rapidly growing devel-
oping economies; the financial power of the de-
veloped countries and the vigorously increasing
financial markets of the developing countries;
the technological dominance of the developed
world and the immense deposits of raw mate-
rials in the countries of the developing world;
finally, the difference in the quality of human
capital and the level of human development in
the developed countries comparing to huge hu-
man resounes in the developing ones.

The establishment of the Eurasian Economic
Union enhanced the global status of Eurasia as
an economic space in terms of the future con-
figuration of the multipolar world system with
the Euro-Atlantic and East Asia being the major
power centers. The sustainability and security
of the EEU at the present stage is dependent on
having a comprehensive vision of its future de-
velopment that would take into account the pos-
sible expansion of the economic borders of the
Eurasian space. Therefore, it is of crucial im-
portance for the EEU to consider the following:

- how to maintain the economic significance
of the EEU in future;

- how to use better the mechanisms of eco-
nomic influence within the existing formats of
integration;

- how to use the informal mechanisms of
global governance;

- how to use the new formats of cooperation,
in particular the “Eurasian-Asian” framework,
which would comprise the EEU, BRIKS and
SCO, to win the economic competition in Eur-
asia against the G7 to maintain economic stabil-
ity of the EEU.
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LESSYA KARATAYEVA

he new course of comprehensive
economic pragmatism as well as
the consistent and predictable
foreign policy aimed at promot-
ing the national interests and
strengthening the regional and global security
is a priority of the strategic development of
Kazakhstan until 2050 [1]. The prospects of
achieving these goals depends, to a certain ex-
tent, on the success of the Eurasian Economic
Union that, in turn, relies not only on the political
will of the governments concerned but on the
support of the people who are to be the main
beneficiaries of the integration project.

The discourse of Eurasian integration
emerged in Kazakhstan in the mid 1990s being
triggered by President Nazarbayev’s speech at
Lomonosov Moscow State University in 1994
[2]. The idea of rapprochement of the countries
of the former USSR was received rather am-
biguously both in Kazakhstan and beyond. The
lack of enthusiasm was quite understandable
then given that the former Soviet Republics had
had only three years of their independence; the
disintegration forces were at their peak.

During the two decades, the idea of Eurasian
integration has been always present in the public
discourses of Kazakhstan. Before the Eurasian
Customs Union (ECU) was established, the
discussion had been focused on the issue of
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feasibility of the integration per se. When the
ECU was formed, the political discourse on the
Eurasian integration in Kazakhstan started to
polarize and the attitudes were getting more and
more uncompromising.

Currently, there are several discourses on the
Eurasian integration in Kazakhstan. These are
the official and the alternative discourses. It is
also worth mentioning that, although one can
draw a clear line between the Kazakh-speaking
and the Russian-speaking discursive segments,
their differences in terms of the attitude and
perceptions of the Eurasian integration are
largely exaggerated. As the social base of the
Kazakh language expands, the two segments
of the society are interpenetrating and so are
their discourses. Therefore, the assumption
that Kazakh-speaking people are predomi-
nantly against the Eurasian integration and their
discourses regenerate this attitude while the
Russian-speaking people are supportive and
the discourse emanating from them is forming
a positive image of the integration project is not
based on any solid grounds.

The question is how each of the discourses
deal with the issue of the Eurasian integrations.
The official discourse tends to be more utilitar-
ian emphasizing the “economic advantages” and
“pragmatism”. The official rhetoric is based on
the following premises: the era of the hydrocar-
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bons is almost over; the negative consequences
of the financial-economic crisis are aggravating.
Under these conditions, the nations who have
not been able to built the industrial economies
that would be based on innovations and tech-
nological advances, those who have not been
able to find their niche in the world economic
order, those who are unable to make their hu-
man capital thrive are not to survive and will be
displaced to the periphery of the international
system. Therefore, the only way to mitigate these
drastic impact of globalization is regionalization.
The official discourse underlines the economic
nature of the regional integration.

The official discourse, while promoting the
idea of the Eurasian integration, is not immune
of being critical towards some instances of its
practical implementation. For example, there
have been a number of critical remarks on the
official level about increasing imbalance in the
mutual trade, about the EEU Commercial Code
that needs considerable liberalization and about
the Eurasian Commission. Moreover, rapid ex-
pansion of the Union has been also disapproved
of for being unjustified and too hasty. The Union
has been criticized for failing to implement a
number of very feasible agreements that, other-
wise, could have led to the considerable changes
for better.

There have been a number of topics that
receive largely positive reporting. The Kazakh-
Russian cross-border cooperation has been
occupying a special place due to a number of
factors, namely the length of the border as such,
the historically close economic ties between
the two nations as well as the inter-ethnic fu-
sion throughout the border areas of the two
countries. Therefore, all of the abovementioned
discourses portray this situation as positive or,
at least, neutral.

The unofficial discourse, however, is more
diverse emanating both positive and negative at-
titudes towards the Eurasian integration project.
The positive aspects stressed by the unofficial
discourses are:

- integration enables to have a single market
and create advantages for the domestic manu-
facturers; this will generate positive macroeco-
nomic effects;
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- financial, intellectual and human resources
combined within the Union will enable to solve
the problems that are too difficult for states dealing
with them alone and these will enhance overall
wellbeing of the people living in the EEU and
enable further advancement of the field of sciense
and texnology;

- integration is inevitable course of action de-
termined by the contemporary trends of the world
development. However, Kazakhstan may choose
between several integration projects pushed forward
by the various players, namely the Free Trade Area
of the SCO, the project of Turkic Unity, the Great
Silk Road within the broader Greater Central Asia.
The Eurasian integration just seems a more logical
and natural solution due to the obvious economic,
historical and cultural reasons;

- Eurasian integration gives the states an op-
portunity to become genuinely independent and
potent actors in the Eurasian space in terms of both
their economic and political influence;

- Eurasian integrations enables the member
states to safeguard the secular character of their
political regimes that is crucial given the increas-
ing threats of religious extremism and terrorism.

The negative attitudes towards the Eurasian
integrations is being formed primarily within the
nationalist circles. Here, the fact that the project
means integrations with Russia is particularly
amplified. The criticism is mostly focused on the
danger of graduate takeover of Kazakhstan by
Russia in economic, political and cultural sense
that is, understandingly, regarded as a threat to
the nation. The supranational bodies and insti-
tutions are the subjects of the major concern as
well as the idea of the single currency and the
apparent Kazakhstan’s trade deficit. It should be
noted, however, that despite the fact that Russia
is the key factor of the concerns, the oppositional
discourse is addressed domestically and appeals
to the Kazakhstan political class, accusing the
former of connivance of the neo-imperial ambi-
tions of Russia.

Given that these are the expert communities,
public intellectuals and academics as well as artis-
tic intelligentsia who are forming the discourses,
the question remains what do common people of
Kazakhstan actually think of the Eurasian inte-
gration? It is worth to know about the popular
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attitude towards possible further expansion and
deepening of the integration processes, about
people’s assessment of the risks and about their
major expectations from the Eurasian Economic
Union.

In order to answer these questions, the In-
stitute for Strategic Studies under the President
of Kazakhstan (KazISS) held a survey on the
“Public Opinion on the Eurasian integration
and Kazakhstan’s membership in the Eurasian
Economic Union”. The survey was conducted
prior the ECU was transformed into the EEU [3].

The survey revealed the attitude of the
people of Kazakhstan to the integration process
in general, Kazakhstan’s participation in it in
particular; the current state of the ECU and the
prospects for its development as well as the ma-
jor expectations from Kazakhstan’s membership
in the EEU.

The study was carried out in two stages.
Firstly, the massive survey was conducted in
all regions of Kazakhstan as well as the two
biggest cities of Astana and Almaty. The second
stage was the discussions within a number of
the focus groups.

Attitude towards Kazakhstan’s Integra-
tion

The survey revealed that the overwhelming
majority of the respondents (91,1%) thought that
it was good for Kazakhstan to participate in vari-
ous international structures and alliances. The

Economic Unions

Political Unions

Military Unions
Cultural-Humanitarian Unions

None

three major reasons to do so, according to the
survey returns, were the following: the contem-
porary international realities make it impossible
for individual states to thrive all alone (55,8%),
the integration will impulse positively the do-
mestic developments in Kazakhstan (44,1%),
this kind of cooperation is mutually beneficial
(42,2%). However, 5,3% of the surveyed were
against Kazakhstan’s involvement in any al-
liances and international structures. Notably,
67,3% of those who opposed any integration
were utterly skeptical about any possibility of
having equal relationships among participants
in the integration, while 26% of the opponents
thought Kazakhstan to be all-sufficient.

The most supported vectors of integration
were the CIS and fellow members of the ECU,
namely Russia and Belarus. These two direc-
tions for further integration were assessed more
positively than the integration with the countries
of Central Asia, the other Turkic-speaking coun-
tries or China. A closer integration with Europe
and Islamic World were not popular choices by
the respondents either.

The survey also revealed that the majority of
the respondents preferred the integration to be
purely economic in nature. At the same time,
Kazakhstan’s involvement in military alliances
was the least popular choice (Figure 1). This
can be explained by the fact that the nation has
been able to get rid of the militaristic and con-
frontational sentiments during its independence.

86,2

Figure 1. What Kind of Kazakhstan’s International Involvement (Union) Do You Support? (%

of the surveyed)

Source: KazSS. 2014. Eurasian Integration and Kazakhstan's Participation of the Eurasian Economic Union //
Public Survey. Almaty.: KazSS under President of Kazakhstan.
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The majority of the respondents (64%)
thought that the key positive impact of Ka-
zakhstan’s participation in the integration was
improvement of the relations with the neighbor-
ing countries; 50,8% underlined that Kazakh-
stan’s economy had acquired more competitive
strength due to the integration while 49,5%
pointed at the expansion of the markets for the
goods made in Kazakhstan.

The fact that being a member of the inte-
grations structures, Kazakhstan could face the
necessity to participate into defending the other
nations concerned one in four of the respondents
(25.3 %). Additionally, one in five (20.5%) of the
surveyed assessed negatively the fact that Ka-
zakhstan’s had assumed too many “unnecessary”
obligations. Nearly one in seven of the respon-
dents (14.7%) disapproved of giving too much
access to the foreigners to the domestic market.

Positively
Rather positively
Neutrally
Rather negatively

Negatively

Don't' know anything about the ECU/EES/Never heard of
the ECU/EES before

Have difficulties answering

In most cases, the respondents believed
that Kazakhstan should take part only in those
integration projects that would not impede its
national power. There could be two explana-
tion of that: on one hand, the prospect of losing
sovereignty was mentioned as utterly negative
by the majority of the opponents of the Eurasian
integration, on the other hand, people did not
have enough knowledge about the options avail-
able in terms of the ways how the member states
might delegate parts of their national powers to
supranational bodies.

Public Opinion on the ECU
The majority of the respondents assessed the
performance of the Eurasian Customs Union as
positive (73.1 %); the proportion of those who
expressed negative attitudes towards the CU was
small (4.8%) (Figure 2).

48,7

Figure 2. How Would You Assess Performance of the ECU So Far? (% of the surveyed)

Source: KazSS. 2014. Eurasian Integration and Kazakhstan's Participation of the Eurasian Economic Union //
Public Survey. Almaty.: KazSS under President of Kazakhstan.
The survey revealed the direct correlation between the positive assessments of the ECU and the

income level of the respondent: the higher the
income was the more likely a respondent was to
be positive about the Union. At the same time,
there were no any significant differences of the
opinion of the respondents in terms of the age
and ethnic groups.

The survey showed how the people assessed
the influence of the Eurasian Customs Union on
the socio-economic situation in Kazakhstan. The
comparative analysis of the responses about the
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impact of the ECU on the domestic situation and
how that translated into the respondents’ own
wellbeing led to the conclusion that the over-
all situation in the country was regarded more
positively. While saying that their own wellbeing
was not changing, the respondents believed that
the situation in Kazakhstan was still improving.
There were twice more the respondents who
pointed at the improvement of the situation in
Kazakhstan than those who said that their own
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wellbeing had changed for batter. Importantly,
the positive changes that had occurred due to the
establishment of the Eurasian Customs Union
were evaluated by the respondents in the light of
the national interest of Kazakhstan as a whole.
Among the other positive changes the respon-
dents mentioned was opening of the new markets
for Kazakhstan’s goods (42.1%); more employ-
ment opportunities (41.8%); strengthening of the
economy of Kazakhstan because the customs du-
ties had been abolished within the ECU (39.9 %).
Almost one quarter of the respondents (23.8 %)
said that increasing attractiveness of Kazakhstan
for foreign investors was a good thing. One in
five of the surveyed (21.2%) said that the goods
and services from Kazakhstani gained a lot in
terms of their competitiveness. Only 16 % of
the respondents said that their personal wellbe-
ing improved because the quality and range of

Exclusively positive
Predominately positive

Both positive and negative

D ss
P 14

Predominately negative

Exclusively negative

goods had increased or their prices had reduced.

The survey revealed that people in Kazakh-
stan were mostly concerned about the rising
prices for the imported goods produced outside
the ECU, especially the durables such as cars
and household appliances. The people surveyed
were also unhappy with the fact that the goods
made in Kazakhstan were gradually pushed out
from the domestic market being replaced by
those produced in Belarus or Russia. The small
and medium businesses of Kazakhstan proved to
be unprepared for the such a competitive environ-
ment. The situation is even more alarming given
that these people were supposed to become the
principle beneficiates of the deeper integration
in Eurasia.

Generally speaking, the surveyed were more
likely to regard the ECU as a positive factor
rather than negative one (Figure 3).

D) 31,5
D 165

Have difficulties answering _ 17,5

Figure 3. Has the ECU Impact on Kazakhstan Been Mostly Positive or Negative? (% of the
surveyed)

Source: KazSS. 2014. Eurasian Integration and Kazakhstan's Participation of the Eurasian Economic Union //

Public Survey. Almaty: KazSS under President of Kazakhstan.

Interestingly, the survey showed that people from
urban areas, who had their income of the average
level and higher, assessed the impact of the ECU
more positively that their fellow citizens belonging
to the other strata of the Kazakhstan’s society.

The EEU: Attitudes and Expectations
By the time the survey was conducted, there had
not been enough time to give to the people of
Kazakhstan a good sense of what it was like to
live in the Eurasian Economic Union unlike the
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Eurasian Customs Union that had been function-
ing since 2010 or the Eurasian Economic Space
that had been established in 2012. However, there
were clear positive and negative understandings
and expectations about the EEU. Given that, at
the time of the survey, the EEU was just to be
launched, there were a number of discussions
held in the focus-groups in the framework of the
study in order to learn how much the people knew
about the future Union (Figure 4).
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Noting but the name

Heard something, but generally not aware of

Have very general idea of

Knowledgeable about its purposes and principles

Have a very good knowledge

39,8

Figure 4. What Do You Know About the EEU? (% of the surveyed)

Source: KazSS. 2014. Eurasian Integration and Kazakhstan's Participation of the Eurasian Economic Union //
Public Survey. Almaty: KazSS under President of Kazakhstan.

It was also important to know whether the
respondents supported Kazakhstan’s member-
ship in the EEU. The study showed that the
majority of those participating demonstrated

Yes

Don't know

16,5

the positive attitude to the matter while the
overwhelming minority (7,5%) were against
Kazakhstan’s entering the Eurasian Economic
Union (Figure.5).

76,1

Figure 5. Do You Support Kazakhstan’s Membership in the EEU? (% of the surveyed)

Source: KazSS. 2014. Eurasian Integration and Kazakhstan's Participation of the Eurasian Economic Union //
Public Survey. Almaty: KazSS under President of Kazakhstan.

Although the survey revealed that people
were rather knowledgeable about the EEU and
supportive of the idea in general, 40% of the
respondents admitted that the Union did not
gain any significance yet in their personal lives.
Almost one-third of the surveyed (31,1%) said
that the EEU symbolized the unity of the sister
nations in their thriving towards better life. The
economic consideration were of the primary
importance for the 29,3% of the respondents
(Figure 6).

There were the three most popular argu-
ments in favor of Kazakhstan’s membership
in the EEU: it would enhance the position of
Kazakhstan on the international arena (41,2%);
it would strengthen and broaden the economic
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and cultural ties that had already been existing
(38,9%); it would impact positively Kazakh-
stan’s economy (38,7%). About one of the three
of the surveyed (30,8%) stressed that the EEU
would improve the economic opportunities for
people of Kazakhstan, especially for business-
men. Almost the quarter of the respondents
(24,2%) said that the reasons for their support
was an expected increase of the trade with Rus-
sia and Belarus. The security consideration were
significant for 20,2% of the respondents as they
thought that Kazakhstan’s membership in the
EEU would facilitate the common efforts to
prevent contemporary threats (Figure 6).

The 7,5% of the surveyed were against Ka-
zakhstan’s membership in the EEU and 38,9%
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of them did not believe that the idea was all in
all viable; one-third of the opponents (33,6%)
were concerned about Kazakhstan’s losing its
sovereignty and the other third (30,9%) stated
that the membership in the EEU would not bring
any good for the economy of Kazakhstan while
inevitable inequality in the relationship among
the members of the Union concerned 28,9% of
the and 14,1% said that Kazakhstan should inte-
grate elsewhere but not into the EEU (Figure 6).

The overwhelming majority of those who
were supportive towards integration in principle
thought that the most preferable sphere would be
that of economy while the integration in military

In the sphere of economy

In the sphere of politics

In the sphere of culture and...

In the sphere of military cooperation
None/Do not support any

Have difficulties answering

terms was the least popular option. Those from
the large cities were more likely to support a
political integration that those from the rural
areas and smaller towns. Political and cultural
integration were more popular among those from
the middle and upper-middle classes in terms of
their income. As for the respondents of deferent
ethnic background, the survey showed that there
were no any significant influence of this factor
on the attitude towards the Eurasian integra-
tion. The most appropriate model the Eurasian
Economic Union should follow, according to
the almost every second respondent, that of the
European Union (Figure 6).

87,2

Figure 6. What Are the Most Preferable Spheres of Integration Within the EEU? (% of the

surveyed)

Source: KazSS. 2014. Eurasian Integration and Kazakhstan's Participation of the Eurasian Economic Union //
Public Survey. Almaty.: KazSS under President of Kazakhstan.

Uneven economic development of the mem-
bers of the Eurasian integration was, according
to the majority of the surveyed (43,1%), the
major factor that could impede its successful
implementation. Almost one-third of the sur-
veyed (34,5%) were concerned that too much
bureaucracy might impact negatively on the
EEU. There were those who thought that the ste-
reotyping and prejudges (27,9%) or differences
among the member states in understanding of
their national interests (27,2%) could prevent the
EEU from being a success. One in five of those
surveyed believed that the Eurasian integration
was of a constrain nature due to their concerns
about Kazakhstan losing its sovereignty. One in
seven of the respondents tended to think that the
negative memory of the USSR could also make
negative impact on the EEU perspectives.
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The geographical expansion of the EEU was
unconditionally supported only by one-third of
the respondents. Another third agreed to an ex-
tension but on the condition that the new mem-
bers would be able to strengthen and enrich the
Union as a whole. That position was confirmed
during the discussions in the focus group as well.
The number of those who were utterly against
the EEU was 4.6 %.

Kyrgyzstan and Armenia were named as the
most preferable partners for the integration, here
the surveyed agreed with the official discourse.
Kyrgyzstan was regarded as a more desirable
candidate for the membership by virtue of its
being a Central Asian state given that, tradition-
ally, people in Kazakhstan are more supportive
to the cooperation of Central Asian countries.
The three Turkic-speaking countries, namely
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Azerbaijan, Uzbekistan and Turkmenistan followed
Kyrgyzstan and Armenia in terms of their popularity.
None of the European post-Soviet states, namely
Moldova, Ukraine, Latvia, Lithuania, Estonia was
mentioned by more then 10% of the respondents.

Complies entirely
Complies partly
Does not comply at all

Don't know

According to 80,2% of the surveyed, Kazakh-
stan’s membership in the EEU was in its national
interests while 4,4% expressed the opposite
opinion. Almost every sixth respondent could
not answer this question (Figure 7).

40,9

39,3

15,4

Figure 7. How Much Do You Think Kazakhstan’s Membership in the EEU Complies with Its

National Interest? (% of the surveyed)

Source: KazSS. 2014. Eurasian Integration and Kazakhstan's Participation of the Eurasian Economic Union //
Public Survey. Almaty: KazSS under President of Kazakhstan.

The overwhelming majority of those par-
ticipating in the survey (88,4%) thought that
Kazakhstan’s membership in the EEU would be
beneficial. According to 7,4% of the respondents
there were no advantages for Kazakhstan to
enter the Union. The major positive impact was
expected to be in the economic sphere, however,
almost every fifth respondent believed that virtu-
ally all spheres of the public life would benefit
from Kazakhstan’s membership in the EEU.

The majority of the respondents had positive
expectations from establishing of a single mar-
ket for goods, services, capital and labor. Only
every eleventh respondent stressed the possible
deterioration in the labor market due to increased
competition for jobs and every fourteenth said
that Kazakhstan’s business would lose due to
the competition.

In the meanwhile, half of those surveyed ex-
pected that Kazakhstan’s business would benefit
due to the expansion of the market while 42.3%
of the respondents thought that the positive im-
pact would not be limited to the business sphere
giving better chances for employment to more
people. Every fourth of the respondents expected
Kazakhstan’s business to benefit because the
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EEU would facilitate the access to more quali-
fied labor force from abroad.

It shall be noted, however, that, while assess-
ing the advantages for Kazakhstan from its mem-
bership in the EEU, the respondents were more
likely to use the criteria of national or public
interests whereas the critical assessments were
made through the prism of personal wellbeing.

During the study, the respondents were given
an opportunity to formulate what their personal
benefits from Kazakhstan’s membership in the
Eurasian Economic Union would be. Some of
the surveyed used it. The most popular answers
were:

- economic development (9,1%);

- better quality of life (6,5%);

- freedom of movement, lack of the borders
(6,4%).

It is noteworthy that more than two thirds of
the respondents could not articulate their own
personal expectations from a single market for
goods, services, capital and labor, which signi-
fied the apparent lack of awareness among the
public about the opportunities the Eurasian
Economic Union might bring them personally.

To sum up, the survey did not reveal any sig-
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nificant differences in the attitude to the integra-
tion among the groups that differ in terms of their
socio-demographic characteristics or territorial
location despite the rather common misconcep-
tion that the ethnic Russians are the most active
supporters of the Eurasian integration. There
were no any serious variations of the opinion
expressed by the respondents belonging to the
deferent generations either. The study revealed
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that the higher income of the respondents the
more positively he or she assessed the Eurasian
integration. Similarly, those from the big cities
are more likely to have positive attitude towards
the Eurasian integration than their fellow citi-
zens from the rural areas and smaller towns who
were more prompt to be anxious about the risks
of the integration with Russia and Belarus that
were discussed in the media.
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The Eurasian Union:
Implications for Kyrgyz
Economy

AZAMAT AKELEEV

ith Russian ruble crumbling, oil
prices in freefall and Kazakhstan
economy suffering the conse-
quences the looming crisis it may
seem the worst time for Kyrgyz
state to enter the Eurasian Economic Union.
Yet the ruling coalition, the Government and
the President, are demonstrating readiness to
enter the Union by May 9th with the agreements
signed and roadmaps approved. The reason is,
as stated in the local media “because it is lesser
of evils” with implications being geopolitical
pressure rather than economic interest the main
motivator of entering the Eurasian Economic
Union. This summarizes the general mood that
is prevailing in Kyrgyz society at the moment.

The paper describes the studies made to fore-
cast the impact the membership in the Customs
Union on the economy of Kyrgyzstan as the fac-
tors and trends revealed then are still true for the
Eurasian Union’ effects. It proceeds to discuss
the estimations of the effects on the national
economy made while taking into account the
Eurasian Economic Union membership.

The following benefits of the EEU member-
ship are suggested as potential advantages of
entering the Eurasian Economic Union:

- access to the common market with 170 mil-
lion potential for Kyrgyz goods;

- free movement of capital, services, goods
and labor, with special emphasis made on pos-
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sible improvement of the labor conditions for
the migrants from the country;

- easy access to fuels and commodities such
as grain, wood, steel, oil, gasoline.

First. there were efforts taken to predict the
impact of the membership in the Customs Union
(Eurasian Union predecessor) for the national
economy bearing that the effects might be both
positive and negative. The meetings were held
with the representatives of the ministries and
departments, namely the Eurasian Service, Min-
istry of Economic Affairs, Ministry of Labor,
Migration and Youth and Ministry of Foreign
Affairs of the Kyrgyz Republic. As a result, the
following types of possible shocks were identi-
fied in order to be applied in the simulation:

- trade (price) shocks: changes in the import
tariffs;

- investment shocks: changes in the level of
FDI and total factor productivity.

Given the above mentioned impact on the
national economy, three basic scenarios were
elaborated with the government measures taken
accordingly, namely Baseline Scenario, Intro-
duction of Import Tariffs Scenario and Export
Facilitation Scenario.

Baseline Scenario actually captured the pre-
vailing trends in the economy and in particular:
the average moderate GDP growth, macroeco-
nomic imbalances in the economy associated
with high budget deficits. The role of Baseline
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Scenario was important because only in the
comparison with the effect of comparative
modeling one can identify any shock. That is,
the use of shock should show whether there is
an increase in the rate of economic growth or
slowdown compared to the baseline scenario.

Introduction of Import Tariffs Scenario simu-
lated the impact of the introduction of import
tariffs only as a result of the adoption of the
common tariff of the Customs Union. Exports
Facilitation Scenario dealt with the reducing
barriers on the exports to the Customs Union
making the Kyrgyz entrepreneurs to decease the
prices on the goods they are to sell. These two
scenarios were the key, since these effects would
be manifested when joining the Customs Union
with a high degree of probability and the intro-
duction of new import duties were imminent.
A number of other calculations were FDI, total
factor productivity and migration modeling.
However, the emergence of such shocks could
not be attributed to the shocks with a high pro-
portion of the probability of their occurrence.
Therefore, these calculations were not attributed
to the basic scenario.

General Equilibrium Model

Tool for this evaluation is a general equilib-
rium model (MAMS Magquette for MDG Simu-
lations) developed by a group of the World Bank
researchers. This model has been developed in
relation to the economic system of Kyrgyzstan
in order to analyze its economic policy. The
main source of the data for this model is a social
accounting matrix (SAM) which is an extended
version of the inter-industry balance.

The model consists of 66 equations that de-
scribe the entire economy, including:

- prices: export, import, domestic commod-
ity, producer prices, consumer price index, etc.;

- production: aggregate supply and demand,
GVA, production of goods, gross output, labor
and so on;

- institutions: taxes, savings, net income
transfers, consumption and so on;
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- investment: foreign direct investment
(FDI), public investment, the balance of pay-
ments and fixed assets, total factor productivity
etc.

It should be noted that the modification of the
model used has some limitations, particularly
there are only two regions in the model: Kyrgyz-
stan and the rest of the world. Subsequently, the
model requires that the main shocks were cal-
culated in advance on the basis of the weighted
average of the commodity turnover between the
countries that are CU members and non-CU
countries. Therefore, the model does not take
into account the trade reorientation resulted of
the changes in the import duties. This issue was
resolved by applying the methods listed below.

Methods for Calculating Main Shocks

The change in import tariffs after joining the
CU changed the prices on the imported goods.
The equation of the import prices in the model
is PM €y =pwm (L +im ) EXR +
Yo (PO, iem ) where PM_ (c, t) is the
price of the imports in period t; pwm_ (c, t) is
the average import price; (1 +tm_ (c, t)) is the
effect of import tariffs; EXR ¢ is the exchange
rateand ., (PO, -icm ,  is the transaction
costs (transport costs) [1].

In this model, the effect of the transaction
costs on the formation of the import price is
insignificant when new import tariffs are in-
troduced. The equation above shows that the
import tarift is one of the key factors influencing
the formation of the import price.

To determine the effect of the import tariff on
the price the average tariffs were weighted for
the each of the branches used in the model. In
order to do that, the data provided by the Kyrgyz
Eurasian Service in 2012 on the imports in all
commodity groups (97 commodity groups, each
with an average of 20 product categories) was
used. As for the commodity sectors of industry,
the aggregation model was produced in accor-
dance with the agreement encodings the HS
classifications and GKED. The next step was to
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calculate the average product for each sector on
the basis of the currently existing import tariffs

as well as the tariffs to be applied in Kyrgyzstan
after joining the Customs Union (Table 1).

Table 1. Average Tariffs on Imports by Industry

agriculture, forestry, fisheries 0,905 1,375
fuel production 0,062 0,015
metal mining and others. Minerals 0,846 1,296
food industry 2,763 9,164
light industry 8,837 11,110
woodworking, paper, publishing 0,109 6,276
chemical and petrochemical industry 0,975 6,269
manufacture of other non-metallic mineral products 5,764 10,757
metallurgical industry 0,007 3,783
manufacture of metal products 1,279 7,965
engineering 4,799 3,760
other manufacturing industries 2,049 11,939

Source: Eurasian Service of Kyrgyzstan, (calculated by author)

The table above shows that the weighted
average tariffs on imports virtually for all indus-
tries were expected to grow, due to a significant
increase in tariffs on imports from countries out-
side the Customs Union. On average, estimated
increase was more than three-fold for the tariffs
on imports of food and more than five times in
the wood products, chemicals and metal prod-
ucts. Whereas. the import tariffs on engineering
products should reduce slightly.

Nevertheless, it was clear that mere simulta-
neous assessment of the change rate was insuf-
ficient since the tariff rates changes might have
prolonged or delayed effects. At the same time,
the studies indicated that this effect might be
different depending on a particular category of
goods. According to the available data Kyrgyz-
stan imported 49.8% goods from non CU coun-
tries 11.4% of goods were imported exclusively
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from the CU countries and 38.8% from both.
This means that there are different scenarios of
the changes in the structure of imports, which
would entail change in the import tariffs. To as-
sess the changes in the structure of imports two
hypotheses were proposed.

According to the “Substitutable Products”
Hypothesis due to the availability of the substi-
tute goods more types of goods are more likely
to be imported from the CU countries rather than
from non-CU countries and the import tariffs for
the countries outside the CU would grow.

According to “Inelastic Non substutitable
Imported from non-CU Countries” Hypothesis
the increase of the tariffs for certain types of
the goods imported of non-CU countries would
not change the structure of import as there were
no alternative available to import then the CU
countries.
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The first hypothesis meant that since the new
tariffs in the CU should be greatly reduced, the
importers would switch on importing the certain
goods from the Union instead of from elsewhere
as it would be cheaper. But according to the sec-
ond hypothesis, some categories of goods would
be still imported from non-CU countries, despite
the estimated increase in their prices.

Based on the hypotheses above new average
tariffs were calculated with delayed effects on
the import prices and, as a consequence, the
structure of imports. For this purpose, the so-
called “price flexibilities” were calculated on
the basis of how historically the change of the
structure of imports depended on the changes in
prices for the period from 2008 to 2012 (Table 2).

Table 2. Flexibility of Import Structure of from Non-CU Countries, by Price

Industry Flexibiliey | Flexibiliey Flexibili
agriculture, forestry, fisheries -4.10 -0.98 -8.78
fuel production -0.85 -2.75 -2.18
metal mining and others. minerals -0.85 -2.75 -2.18
food industry -0.52 -2.69 -2.85
light industry -0.29 -1.31 -6.03
woodworking, paper, publishing -2.11 -8.67 -9.80
chemical and petrochemical industry -0.85 -2.75 2.18
pT(?(Iilchf?scmre of other non-metallic mineral 0.17 013 091
metallurgical industry -0.99 -4.36 -2.07
manufacture of metal products -0.41 -1.72 -5.24
engineering -0.85 -2.75 -2.18
other manufacturing industries -0.17 -2.55 -2.69

Source: Akeleev, A., Hasanov, R., Attokurov et al . 2014. Analysis of consequences of entering Eurasian Union

for Kyrgyz Republic

Table 2 shows how the structure of imports
from the non-CU countries change when the
price changes by 1%. For example, the average
growth of 1% on the substitutable products in
the food industry would reduce the proportion
of these products in the import from the non-CU
by 2.85% in the first two years; by 2.69% in the
first three years, 0.52% in the next four years.

Based on the calculated flexibilities and the
data on the average tariffs after joining the CU,

Central Asia’s

AFFAIRS

QUARTERLY ANALYTICAL REVIEW 1(57)/2015

a by-industry forecasts were made taking the
average tariffs from CU and non-CU countries.
Thus, the prolonged of the growth of import
prices on the structure of the trade between
the CU and non-CU countries was estimated
based on the formula above and the price shock
was modeled (Table 3). The calculations cover
the period until 2019 meaning that the trends
reveals are also relevant for the Kyrgyzstan’s
membership in the Eurasian Economic Union.
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Table 3. Changes in Import Prices after Joining the CU/EEU by Industry (price shock)

Industry 2014 |2015 |2016 [2017 (2018 (2019
agriculture, forestry, fisheries 1{1,005 (1,002 ]1,002 [1,002 |1
fuel production 1[1,000 (1,000 |1,000 ]1,000 |1
metal mining and others minerals 111,004 (1,002 11,002 (1,002 |1
food industry 11,062 (1,024 1,033 |1,031 |1
light industry 11,021 (1,004 [1,011 [1,010 |1
woodworking, paper, publishing 1[1,062 (1,013 1,035 |1,031 |1
chemical and petrochemical industry 1[1,052 (1,023 1,027 ]1,026 |1
manufacture of other non-metallic mineral

products 111,047 (1,022 [1,024 [1,024 |1
metallurgical industry 1{1,000 [1,018 ]1,019 [1,019 |1
manufacture of metal products 1[1,066 (1,020 1,034 ]1,033 |1
engineering 110,990 (0,995 10,995 10,995 |1
other manufacturing industries 11,097 1,035 |1,052 (1,049 |1

Source: Akeleev, A., Hasanov, R., Attokurov et al . 2014. Analysis of consequences of entering Eurasian Union

for Kyrgyz Republic

Table 3 shows the changes of the average
price of the imported goods in each sector of
the industry given that the base price is taken as
1. Thus, having 2014 as the base price, all sec-
tors are expected to face the increase in import
prices during the period from 2015 to 2019.
(excluding fuel production and engineering).
A slight increase in the prices is expected in
imports of agriculture, mining and other met-
als, minerals, iron and steel industry. The most
significant increase is expected in the imports of
food, metal products, wood processing industry,
non-metallic mineral products, chemical and
petrochemical industry and other manufactur-
ing industries.

Change in Foreign Direct Investment

According to the analysis of the investment
flows in the various regional groupings, the
following assumptions can be made about the
change in the flow of foreign direct investment
after Kyrgyzstan’s entry into the EEU.

In the first year sharp increase in FDI is ex-
pected (threefold net growth in FDI) followed
by a slowdown with some postponed increase
in total factor productivity.
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Consequences of Export Barriers Re-
moved within the Eurasian Union

One reason for regional integration is that it
enable to reduce the costs for the business while
passing the state borders. According to the re-
port published by the World Bank, the Eurasian
Union might contribute into reducing the costs
for the Eurasian borders. In general, the most
plausible effects are the following:

- barriers of all kind removed throughout the
entire Eurasian Union;

- number of documents required for foreign
trade reduced and the procedures simplified;

- greater transparency and simplicity resulted
in less corruption that, therefore will reduce
significantly the transaction costs for importers
and exporters

The report was made using the methodology
to estimate the border costs via the comparison
of the data from Kazakhstan with investigations
of Ukraine. According to the report, the costs
for the Eurasian borders of Kazakhstan make up
12% of the total trade within the Eurasian Union.

Given the geographical proximity of our
countries one can apply this methodology to the
case of Kyrgyzstan. Having done this, the author
proposes the two possible scenarios.
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The first pessimistic scenario suggests that
joining the Eurasian Union will not bring ex-
pected positive changes in terms of simplification
of the red tape and the transaction costs remain
the same.

The second optimistic scenario suggests that
the membership in the Eurasian Union may result
in up to 25% reduce of the costs. In addition,
such products as oil, gas, electricity, minerals
will not be affected by the mechanisms aimed at
the reduction of the transaction costs.

The Eurasian Union practices so far demon-
strate that there is high risk that trade barriers
and non-tariff policies would be arbitrarily
implemented. Moreover, it is important to bear
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in mind that the dispute resolution mechanisms
within the Union are underdeveloped and lack
legitimacy with some national governments and
institutions. This has led to continued trade dis-
putes and decreased competitiveness of smaller
economies within the Union.

Simulation Outcomes

Increased Import Tariffs Simulation showed
that the most significant effect the economy
Kyrgyzstan will be on trade meaning the price
shocks, namely the increase of the import tariffs.
Figure 1 shows possible developments provided
the change of GDP, the data obtained via model-
ing the changes in the import prices.
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Figure 1. Simulation: Change in GDP*
Source: MAMS (calculated by author)

Fig. 1 shows that in the first year after join-
ing the EU, a sharp increase in GDP (to 6.3%)
is expected with the main reason for growth
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being the improvement in the net exports (see.
Fig. 2 and 3) due to a significant increase of the
import tariffs leading to a reduction of imports
into Kyrgyzstan.
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Figure 2. Simulation: Changes in Exports

Source: MAMS, calculated by author

* In the figure above, the "base" stand for the basic scenario, "tariff" means the scenario of "increased import tariffs"
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However, this will not be a long-term ef-
fect, further deterioration of trade shall lead to
a slowdown in the growth figures as the major
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players adapt to the new economic conditions,
particularly to the increased import and slowing
export growth.

Figure 3. Simulation: Changes in Imports

Source: MAMS, (calculated by author)

Trade Facilitation Simulation similarly to
the scenario above is based on the assumption
is that the trade barriers will be significantly
reduced as well as the costs of the export to the
countries of the Eurasian Union. As it is shown

in Figure 4, the GDP growth will be even higher
in comparison with the Introduction of Import
Tariffs Scenario above (Figure 3) by the end of
the forecast period provided a real reduction in
the trade costs.
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Figure 4. GDP Growth in Main Scenario
Source: MAMS, (calculated by author)

Figure 4 shows that the average growth rate
for the 2016-2019 is 4.10% for Baseline Sce-
nario; 3.50% for Import Tariffs Scenario and
3.76% for Trade Facilitation Scenario.

However, negative development are forecast
for 2016-2019 as the effects of the increase in
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the import tariffs will not be fully overcome. The
explanation is that the imported shock of higher
value will be received by all industries while the
export positive shock will affect smaller number
of industries. In this case, there is a negative bal-
ance that will also cause the slowdown.
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This scenario shows that the GDP growth
is possible in the long term after equilibrium
is reached by 2019 provided that the export is
supported and expanded.

Conclusions

The impact of the increased import tariffs
will be positive for Kyrgyzstan during the initial
period after joining the EEU and overall govern-
ment revenues will increase due to the inflows
of cash resulted from the increased tariffs. This
will create additional domestic demand and thus
increase overall GDP growth.

However, the simulations show that due to the
increased price of raw materials and imported
goods, there will be gradual slump in GDP
growth by the second year of the EEU mem-

bership. The negative shock during the period
of 2016-2019 will be hard to overcome as the
competitiveness of the locally manufactured
goods will suffer from the high-risk environment
resulted from the removed tariffs.

It is important to note that this article and the
modeling it analyses does not take into account
very important recent developments.

The first is the current crisis in Russia and
estimated GDP slowdown of -3-4%. This affects
the all figures in the analysis (mainly migration
and export) negatively. The second factor is
potential demands for compensation and settle-
ment conditions from the current WTO trading
partners that may amount to $1.5 billion from
China only according to some estimates.

SOURCES:

1. Akeleev, A., Hasanov, R., Attokurov, A. et al. 2014. Analysis of consequences of
entering Eurasian Union for Kyrgyz Republic. Ministry of Economic Regulation
of Kyrgyz Republic.
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Asia’

AINUR NOGAYEVA

he independent Central Asia,

which is defined as “global Bal-

kans” by some authors [1; p.62]

or “backwater” [2] by the others,

having emerged after the disin-
tegration of the USSR, suddenly found itself in
the middle of the struggle among the great pow-
ers. Isolated from the world during the USSR
period, the region was drawn into the projects
and strategies prepared by those from the other
parts of the world. The importance of Central
Asiaresults from its geographical location right
beside the regional powers that emerged after the
collapse of the USSR. This strategic importance
originates from the fact that the region is located
in the area where regional hegemons are emerg-
ing. Since big players such as Japan, the EU
and most notably the USA are not interested in
emergence of new rivals in other regions, their
policy will be preventive.

In this context, the most plausible explana-
tion of the attention paid by the world powers is
that Central Asia is a region where the smaller
players like India and Iran alongside with bigger
powers such as Russia and China are present
and, therefore, can be observed and influenced,
but not the natural resources of the region per se.

Russia’s Energy Policy in Central Asia
As the European countries’ biggest energy
supplier, Russia intends to increase the amount

of the fuels it purchases from the countries in
the region. Russia’s National Security Strategy
(2009) points out that in the long term the in-
ternational rivalry for controlling the energy
resources in the Middle East, the North Pole,
the Caspian Sea, and Central Asia shall inten-
sify. The document warns that the possibility
the efforts could be taken to solve the problems
arising from this competition through the mili-
tary means shall not be ignored. In such a case,
“the balance that has been achieved around the
borders of the Russian Federation and its allies
can be upset” [3].

The Energy Strategy until 2020 published in
2003 explains Russia’s strategic interests in the
region. They are joining the energy and trans-
portation infrastructure in the areas of Europe
and Asia that border on Russia, development
of the international energy transfer systems
and having a transit system that would be non-
discriminatory. To this end, the government
is panning the assist the Russian companies
in the development and implementation of a
number of large-scale international gas, oil, and
hydroelectric projects [4]. Here, the role that
Central Asian countries are to play, while Rus-
sia is becoming a global energy power, is also
explained. The Strategy lists the reasons why
the energy factor is Russia’s major focus; the
importance of the energy problems on the global
scale and increasing politicization of the energy

* From book: Russia, the USA and China in Central Asia:A Pursuit of Balance in the New World Order, LAP Puplishing, Saarbriicken, Germany, 2014).
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issues as well as Russia’s dominant role in the
world energy system. The Strategy, then, states
that Russia’s intentions in the long term are to
include Central Asian energy resources into its
own energy system in order to ensure that the
gas deposits in the northern Russia are saved for
the future generations and to ease the pressure
on the markets that have strategic importance
for the country [4].

For Russia, which began to emerge as a
rising power due to the energy sector of its
economy, the natural resources of the region
are important both for maintaining this status
and for restricting other powers’ access to these
resources. Therefore, Russia has been engaged
in comprehensive economic cooperation with
the countries of the region.

With the disintegration of the USSR, Central
Asia emerged as a rival for energy-rich Russia
due to the resources the countries possess. Be-
ing interested in keeping the relations with these
newly independent states and considering the
passage of the transportation routes through its
territory as an advantage, Russia tried to take this
opportunity. To the end of making the countries
ofthe region dependent on Russia, Moscow con-
cluded a number of long-term contracts with the
governments of Central Asian countries. Apart
from the comprehensive natural gas agreement
with Turkmenistan, the contracts stipulated for
tripling the amount of natural gas transported
through Kazakhstan within three years and for
subsiding Azerbaijan with two billion cubic
meters of natural gas. Russia’s discourse and
policies were aimed at becoming more active
in the Caspian region as well. The inclusion of
former Energy Minister in the foreign policy
decision-making mechanism as a deputy Foreign
Minister and the Representative for the Caspian
Affairs, greater cooperation with Turkey in the
Blue Stream project and increasing importance
of the energy factor in the relations with Europe
are among the facts and factors that should be
considered within this context [5].

The reason why Russia attaches such an
importance to the energy sector in the countries
of Central Asia is that the other powers, operat-
ing in the region are in search of the alternative
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routes of transportation that would bypass Rus-
sia. Therefore, Russia has changed its policy
and now Moscow major strategy is to make the
countries of Central Asia its major trade part-
ners. To this end, it invests into maintenance
and increase of the capacity of the pipelines in
the countries of the region.

The volume of the investment that Russia had
made by the end of 2007 in the gas and oil sec-
tor in Central Asia reached $4 to $5.2 billion. A
large part of these investments (80-85 %) were
in Kazakhstan ($3.4-4.1 billion) and Uzbekistan
($0.5 -1 billion). Turkmenistan, Tajikistan, and
Kyrgyzstan were able to attract about $50 mil-
lion of Russian investment. On the other hand,
Russian firms are planning to make the invest-
ments worth $14-16 billion in the next five years.
A large portion of these investments will be into
the pipeline infrastructure as well as exploration
and production [6].

Russia is sponsoring a number of the large-
scale projects in Tajikistan and Kyrgyzstan as
these countries are poor in respect of the fossil
fuel but rich in terms of their hydro potential.
Russia owns 75% of the Sagduta-1 hydroelec-
tric power plant in Tajikistan that had been
constructed since the 1980s before starting to
operate in July 2009 during the visit of Presi-
dent Medvedev of Russia to Tajikistan. It has
the capacity of 670 Mw and costs $700 mil-
lion. Moreover, wishing to construct three more
medium-size power stations in the country, Rus-
sia became the most important strategic partner
for Tajikistan, the latter has faced serious power
shortages in the recent years. Today, half of the
investments in Tajikistan are being made by
Russia [7]. However, the investments of Russian
companies such as Rusal and RAO EES come
under harsh criticism domestically because,
instead of contributing to the development of
the country and increase of employment, they
just enable to sell abroad the energy produced
in Tajikistan or to use it for the production of
aluminum because it is so cheap [8; p.70].

In Kyrgyzstan, in May 2003, Gazprom and
the Kyrgyz government signed the 25-year
Cooperation Agreement [9]. A decade after,
Russia’s took over Kyrgyzstan’s natural gas net-
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work and pledged to invest billions of roubles to
upgrade the gas infrastructure in Kyrgyzstan and
ensure a stable supply. The agreement stipulated
that Russia’s gas export monopoly Gazprom
would guarantee the development and upgrad-
ing of Kyrgyzstan’s gas equipment and pipelines
infrastructure as well as uninterrupted supplies
of gas to the local consumers [10]. The Gazprom
CEO Alexey Miller stated that these steps were
taken to ease Kyrgyzstan’s “dependence on gas”.
Since 2015 in the next three years, Gazprom
plans to invest about $758 million in various
projects in Kyrgyzstan [11].

China’s Energy Policy in Central Asia

According BP Statistical Review of World
Energy 2014, China accounts for 22.4% of
the world’s total energy consumption [12] and
49% of net global growth [13]. Hence, China
is taking measures to ensure its energy security
via meeting its energy demands. This means
investing into the projects of exploration and
operation of the oil fields abroad, negotiations
on building more international oil and gas pipe-
lines, maintenance of the strategic reserves of
oil, building of the refineries to process the oil
imported from the Middle East, development of
the natural gas industry and gradual opening of
its own off-shore fields to the foreign companies.
China is concerned about its dependence on
the imported energy because this may be used
by those who wish to influence or pressure on
China. The commonly shared opinion is that
the USA is the major threat as it prevents China
from rising and, therefore, its dependence on the
USA must be reduced to minimum. In a world
where the USA is the sole superpower, China’s
position is especially important. If the relations
between the two countries deteriorate, the USA,
which controls the oil imports from the Gulf
to the South Chinese Sea, may use its superior
military power to cease China’s oil supplies [14].

China’s Investments in Central Asia

China’s policy in the energy sector is aimed
at both controlling the production and ensuring
long-term supply through buying the stocks in
the companies. For example, because China, un-
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like its western counterparts, does not trust the
markets, it is making investments in the stocks
in the exploration companies and concludes
long-term contracts on energy transportation.
Some suggest that the fundamental view of the
Chinese government is that the energy security
of the country requires secured access both to
the resources in the soil and the transportation
routs [15; p.44]. To this end, China is spending
considerable amounts of money to purchase the
bulk in the oil and gas transportation infrastruc-
ture or even buy the entire pipelines in the Gulf,
Central Asia and Russia [16; p.102]. The reason
for this is that China will not be able to build
the navy fleet soon enough to defend its tankers
transporting the oil form the Middle East [17].
The Chinese oil companies, operating abroad,
act very pragmatically. Firstly, Chinese com-
panies buy the stocks of the fields with proven
reserves only and those that have already started
the extraction in order to reduce the explora-
tion costs to minimum. Secondly, within the
joint ventures, the Chinese attempts to obtain
the controlling stake or buy out the company
altogether when it is possible. These actions of
the Chinese companies indicate that they are
directly motivated by China’s energy security
considerations [18]. When the overall control is
impossible, a solution is to seek for diversifica-
tion of the energy resources supply from all over
the globe. To this end, China sells the weapons,
including missile technologies, to the countries
from which it imports the fuel (i.e. Iran, Iraq, Su-
dan, Saudi Arabia). The military cooperation of
China with Central Asian within the SCO could
be regarded in this context as well [16; p.101].
Thus, the energy resources of Central Asia
and Russia are the most convenient for China.
However, its unsuccessful negotiations with
Russia regarding the construction of the pipeline
from East Siberia to North-East China led Bei-
jing to seek for the opportunities to implement
joint energy projects with certain Central Asian
countries instead [19; p.33]. In other words,
Central Asia holds significance for China in
terms of its ability to reach the energy resources
and diversify the transportation routes because
it is considered safer than the maritime routes
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that are controlled by the USA. The countries
of Central Asia, in their turn, are to engage in
the energy cooperation with China rather than
with the USA due to the geographical proximity
of the former.

For example, under the Agreement signed
with Kazakhstan in 1997, China should invest-
ment $11 billion in its energy sector [20]. China’s
largest oil company China National Petroleum
Corporation (CNPC) bought a large portion of
the AktobeMunayGas company in West Kazakh-
stan region in 1997 and became its sole owner
in May 2003 after buying the remaining shares
for $150.2 million. CNPC seized control of the
Northern Buzachi field on the Caspian coast in
the same year™. In 1998, CNPC bought Chev-
ronTexaco’s shares in Kazahkstan but began
the active operations only in 2002 extracting
327.6 tons of oil since. CNPC is planning to
raise this figure to 1 million ton and transport
the oil via the Kazakhstan - China pipeline [18].
Moreover, the Chinese companies are investing
in development of the areas surrounding these
pipeline routes (Northern Buzachi, Northern
Kumkol and Karajanbas) [15; p.44]; 49% of the
Kenkiyak-Atirau pipeline, which constitutes a
part of Kazakhstan - China pipeline, belongs
to the Chinese. CNPC also bought Canadian
PetroKazakhstan for $4.2 billion in 2005 that
extracts 9.5% of the oil in the country [18].

The increasing presence of the Chinese in the
energy sector of Kazakhstan is not at all uncon-
troversial. The news that CITIC, another Chinese
company, would buy the shares of Kazakhstan's
Nations Energy Company was received rather
negatively by the general public and the media.
The main concern was the national security of
Kazakhstan. The two sides were able to sing
the Agreement on the Karajanbas oil field only
when CITIC promised that it would give half
of its shares to Kazakhstan’s KazMunayGas
company within a year.

President Nazarbaev of Kazakhstan paid a
five-day visit to the People’s Republic of China in

late December in 2006. During this visit, which
was the second one in the same year, a number
of significant issues were considered by the two
parties; namely the agreements were signed on
the construction of the second part of the Atasu-
Alashankou oil pipeline, which had been started
in 2004 and the first section of which had been
opened in 2005. These agreements stipulated that
the former would be connected to the Kenkiyak-
Atirau pipeline. Also, the terms of the agreement
signed in 1997 were extended stipulating for
having a pipeline that stretch from West Ka-
zakhstan to West China [14]. As the project was
completed, the pipeline capacity in 2008 was 10
million tons and increased to 12 million tons in
2011 finally reaching its capacity of 20 million
tons in 2014 [21].

Although some Chinese experts question
the entire policy, stating that the building the
pipelines is both too costly and unsecure and
making the alternative proposition to transport
liquefied natural gas from Australia and Indone-
sia to industrial cities of China [22; pp.184-5],
Beijing views the 3000-km pipeline as essential
for its energy import diversification strategy.
According to some researchers, China’s energy
strategy is to connect the fields that the Chinese
companies have bought to the pipelines that are
being constructed [15; p.45]. The Kazakhstan-
China pipeline constitutes a part of the four
bigger projects of China with total of 13.500
in length to connect Russia and Central Asia to
China. Beijing promised to invest $12.5 billion
to implement the project [23; p.215].

Moreover, during Nazarbaev’s visit to China,
the two sides agreed in principle to build a gas
pipeline for transporting Turkmen gas to China
via Kazakhstan. Thus, Russia’s monopoly on
natural gas in the region ceased as soon as the
project was successfully implemented. As the
leadership in Turkmenistan changed, the con-
cerns arose about the agreement concluded with
Niyazov on annual export of 30 billion cubic
meters of Turkmen gas to China.

“In August 2003, CNPC purchased 35% of Sudi Nimir Petroleum Ltd. (a joint company of Texaco North Buzachi Inc.) operating at Northern Buzachi
reserves. It bought the rest from ChevronTexaco, but a short while later sold 35% to a Canadian company. As a result, 50 % of this reserve, which contains
300 to 500 million barrels of oil, belongs to the Chinese whereas the remaining 25% is shared between Russian Lukoil and Indian Mittal.
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The new leader, Berdimuhammedov reaf-
firmed the country’s commitments via signing
the 30-year agreement on the construction of
Turkmenistan-China pipeline with 30 billion
cubic meters capacity in April 2006; the addi-
tional protocols were signed during his visit to
Beijing in July 2007 stipulating that the parties
would increase the bilateral energy cooperation.
CNPC and Turkmengas concluded the agree-
ment on the Bagtiyarlik gas field on the Amu-
Derya River. The exports from Turkmenistan
to China increased further reaching ten billion
cubic meters by July 2009 [24]. Turkmenistan
is currently China’s largest foreign supplier of
natural gas with the figures being over 21.3 bil-
lion cubic meters in 2012 comprising 51.4% the
all energy imports [25].

Thus, Central Asia is now meeting nearly half
of China’s needs for the imported gas with the
major role played by Turkmenistan. [13]. The
Central Asia - China pipeline broke Russia’s
monopoly. The export to China has allowed the
countries of Central Asia, Turkmenistan in par-
ticular, to increase substantially their production.
Additionally, the construction of the fourth spur
(Line D) via Tajikistan and Kyrgyzstan is due to
begin in 2014 expanding the pipeline’s overall
capacity to 80 billion cubic meters by 2020. The
gas from the pipeline is to account for 40% of
China’s gas imports. [26].

Having reached the agreement with Kazakh-
stan and Turkmenistan on building of the China-
Central Asia gas pipeline, China’s national
CNPC signed the contract with Uzbekneftegaz in
October 2011 on exploration of the Mingbulak
filed in Namangan province. The Chinese are to
invest $212 million into the project. It is being
planned to produce 200,000 tons per year [27].

Apart from the fossil fuels, Central Asia is
rich in the hydropower resources that which have
not been fully explored. Hence some Chinese
experts suggest that that the water resources of
the Amu Darya, Panj and Vakhsh rivers in Tajiki-
stan may attract the attention of China as well.
The 64 million-kilowatt hydropower potential of
the rivers of Tajikistan is almost three times as
large as that of the Three Gorges project. This
makes Tajikistan the world leader in terms of
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the hydropower resources per capita. Kyrgyz-
stan has 252 rivers of various sizes including
the Syr Darya that originates from the western
Tianshan glaciers with the potential to gener-
ate 18.5 million kilowatts of hydro-electricity
nationwide. In this regard, the amount of the
exploited hydropower in the abovementioned
two Central Asian countries has yet to account
for one-tenth of their reserves [13].

The current state of the hydro-energy infra-
structure in the region dating from the Soviet era
is similar to that in the oil and gas sectors. In
terms of cooperation in the hydro energy, China,
unlike Russia, is involved in small and medium
size projects. Beijing made a landmark decision
to undertake the construction of the Moinak
power station on the Charin River in Kazakhstan
[15; pp.48, 49]. In addition, China signed the
agreement concerning the use of the Sari-Caz
hydro-energy resources in Kyrgyzstan. Addi-
tionally, in 2002, Beijing made the $300-million
promise and $70 million transfer to Uzbekistan
to extract its oil and gas [28].

China is also interested in the uranium of
Central Asia. Kazakhstan has 12% of the world’s
uranium resources, in 2009 it became the world’s
leading uranium producer with almost 28% that
increased to 33% in 2010 and reached 38% in
2013 [29]. Uzbekistan is another country that
possesses significant uranium deposits. Accord-
ing the International Atomic Agency, Uzbekistan
ranks the world’s seventh in terms of uranium
supply and is expanding its production [30].

China signed numerous agreements con-
cerning the development of the atomic energy.
For example, during the visit of Chinese Prime
Minister Wen Jiabao to Kazakhstan in 2008, Ka-
zakhstan’s KazAtomProm and China’s Nuclear
Guangdong Power Corp (CGNPG) as well as
China s National Nuclear Corp (CNNC) signed
a series of long term cooperation agreements on
joint extraction of uranium and production of
uranium fuel for the power stations and building
of new facilities.

In 2009 KazAtomProm signed the agreement
with CGNPC to construct a number of nuclear
power plants in China. However, since Kazakh
is currently working with Russia’s AtomStroy-
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Export, the projects aimed at manufacturing
of small and medium-sized reactors have been
suspended. There have been no any significant
moves in this direction except for the joint fea-
sibility study in mid-2009 so far. In mid-2014
KazAtomProm said that 55% of the uranium
produced in Kazakhstan was exported to China
[29]. In May 2014 China’s CGNPC agreed to
buy uranium from Kazakhstan for $800 million
until 2021. According to the Chinese customs
reports, Uzbekistan is the second largest uranium
exporter after Kazakhstan. In 2013, 1663 tons of
uranium was imported by China [30].

The policy discussed above bears consider-
able advantages for the both sides as it reduces
China’s dependence on the USA and Central
Asian dependence on Russia. At the same time
China’s influence in the region is likely to in-
crease because the countries of the region per-
ceive China as a gateway to the energy markets
of the Asia-Pacific and further. In this context,
due to the mutual economic benefits and increas-
ing interdependence, the attitude towards the
economic presence of China in Central Asia has
changed [31; p.8].

Conclusion

The competition among the great powers
for Central Asia, which is of huge strategic
significance, has manifested itself in the field of
energy as well as military security. Today, the
energy issue is not longer of economic nature;
it is dealt together with security issues because
energy is not limited to the extraction of the raw
materials only, the pipelines construction and
overall investments are also included. However,
no great power wishes the current balance in
the region to be disturbed especially if it is in
favor of its rivals. Therefore, when one of the
key actors gains strength, the other two take
measures to prevent it from getting even stron-
ger through short or long term alliances. Thus,
the strategic balance in the region is restored.
Mearsheimer once described constant desire of
states to increase their power as “tragedy” [32].
The same can be said about the great powers’
constant labor to maintain the balance in Central
Asia because if the balance is lost the chaos will
emerge and this is something none of the great
powers will or can afford.
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Kazakhstan Institute
for Strategic Studies under
President of Republic of Kazakhstan

KUGIA

Kazakhstan Institute for Strategic Studies under President of Republic of
Kazakhstan (KazlSS) was established on June16, 1993, by the Decree of the
President of Republic of Kazakhstan.

Since its foundation the mission of the KazISS as the national research institu-
tion is to provide analytical support to the President of the Republic of Kazakhstan.

The KazISS enjoys a reputation of the leading think tank of Kazakhstan as it
employs a highly professional pool of experts; at present it includes nine doctors
and eight candidates of sciences, who specialize in political science, history,
economics and sociology.

The KazlISS has published more than 250 books on international relations,
global and regional security, economics and politics. The Institute is publishing
three journals: Kogam zhane Dauirin Kazakh, Kazakhstan-Spectrum, and Central
Asia’s Affairs in English. The KazISS has a trilingual website.

The KazlISS holds a great number of international conferences, seminars
and round tables, including the Annual Conferences (regularly held since 2003)
on the issues of security and cooperation in Central Asia with participation of
the experts from Kazakhstan, Central Asia as well as Russia, China, Germany,
France, India, Iran, Turkey, Japan, the U.S. and other countries.

The KazlISS is the basis for both professional practice work of students from
the leading Kazakhstan universities and fellowship of experts representing foreign
research institutions.

Contact us for further information:

4, Beybitshilik st.
Astana, 010000,
Republic of Kazakhstan

Tel: +7 (7172) 75 20 20
Fax.: +7 (7172) 7520 2
E-mail: office@kisi.kz
http://www.kisi.kz
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Ka3zaxcTaHCKMH HHCTUTYT
crparernyeckux uccijaenosanuii (KUCH)

<l " IIpe3sugente Pecnydmku Kazaxcran

KUGI

KazaxcTtaHCKkui MHCTUTYT cTpaTternyeckmx uccrnegosanunn (KUCW) npu
MpesngeHTte Pecnybnukn KasaxcTtaH 6bin co3gaH Ykasom [pesuaeHTta
Pecnybnukn KasaxctaH 16 utoHs 1993 r.

C MOMeHTa cBOEero BO3HWKHOBEHWS OCHOBHOW 3ajadvelt KasaxctaHckoro
WHCTUTYTa cTpaTerMyeckmx uccriegosaHun npu lNpesngeHte Pecnybnuku
KasaxcTaH Kak rocyqapCTBEHHOIO Hay4YHO-MCCreaoBaTENbCKOrO yYpeXaeHuns
ABMSIETCS Hay4YHO-aHanuTUyeckoe obecneyeHne gesartensHocTy MpesngeHTa
KasaxcTtaHa, pyKoBOASILLMX OPraHOB CTPaHbl.

3a ato Bpema KUCWM npespaTunca B BbicoOkonpodeccroHanbHbIN
Hay4YHO-aHanNUTU4YeCKUn LeHTp. B HacToswee Bpems B MHCTUTYTe paboTtatoT
BOCEMb JOKTOPOB HayK, BOCEMb KaHOUOATOB Hayk, creumanucTbl B obnactu
NonMTONOrMn, UCTOPUN, SKOHOMMKMN, COLIMONOTUN.

3a 20 neT gesTenbHOCTM B MHCTUTYTe Obino nsgaHo 6onee 250 kHUr no
MEeXAYyHapoOHbIM OTHOLLEHUsIM, npobrnemam rnobansHON U pernoHarnbHOW
BesonacHoctn. B KMCWU wmspatotes Tpu xypHana: «Koram xeHe [Hayip» (Ha
Kasaxckom si3blke), «KaszaxctaH-CnekTp» (Ha pycckoM s3bike), «Central Asia’s
Affairs» (Ha aHrnuiickom a3bike). IHCTUTYT pacnonaraet cobCTBEHHbLIM CanTOM
Ha Tpex s3blkax: Ka3axCKOM, PyCCKOM W @HITIUACKOM.

B KNCW exerogHo npoBoanTcsi 60mnbLlUoe KOMMYEeCTBO MeXAYHAPOOHbIX
Hay4HbIX KOH(PEePEHLMIN, CEMUHAPOB, KPYrTbIX CTOMOB.

OcobbIn MHTEpec y 3KCNEpPTOB BbI3bIBAOT €XEroaHble KoHMepeHLnn
KMCW, npoBoammble ¢ 2003 I. 1 nocesiLeHHble NpobnemMam 6e30nacHoOCTM n
coTpyaoHudecTBa B LleHTpanbHom Asnn.

B HayuHbIX popymax KMCU npuHUMalOT yyacTue He TOMbKO KCnepTbl U3
KasaxcTtaHa n ctpaH LleHTpanbHoi A3uu, HO 1 yyYeHble u3 lepmaHuun, Mngun,
WpaHa, Kutagq, Maknctana, Poccun, CLUA, Typuun, paHumm, AnoHun n ap.

Ha 6a3e KMCW nocTtosiHHO NpoxodsdT CTaXUpPOBKY M NpeaaunioMHYyto
NpaKkTUKy CTYAEHTbl BeQyLUMX Ka3axCTaHCKUX BbICLUMX y4ebHbIX 3aBedeHun, a
Takke 3apybexHble aKCnepThbI.

B HacTosiee BpeMs B MHCTUTYTe cO34aHbl HeoOXoauMMble YCrnoBUs Ans
NpocdeCcCMoHanbHOro U Hay4yHoOro pocrta coTpyaHuKOB. Bonee nogpobHyto
nHpopmaumio o KUCU MoxHO nonydnTs no agpecy:

Pecnybnuka KasaxcraH, 010000, AcTaHa,
yn. benbutwwnnuk, 4
Ten.: +7 (7172) 75-20-20
dakc: +7 (7172) 75-20-21
E-mail: office@kisi.kz
www.Kisi.kz
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