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CHAPTER 5

Economic Integration and
Security in the Post-Soviet Space

IGOR BURAKOVSKY

A
fter the collapse of the Soviet Union, the new successor states

faced a dual challenge: first, to secure their independence by cre-

ating institutions capable of sustaining their political and eco-

nomic security, and second, to reconcile long-term national interests with

the imperative of integration into international political and economic

structures. For no state was this challenge greater than for Ukraine. One

of the most industrially developed countries, Ukraine had the potential of

shaping developments across the post-Soviet space. But to understand

how Ukraine and other newly independent states responded to the chal-

lenge, it is important to start with the broader framework of developments

in this part of the world. The former Soviet republics, for the most part,

followed one of two paths to political and economic self-determination.1

The first, the “Baltic way,” focused on joining existing international

political and economic organizations, such as NATO, the Council of

Europe, and the European Union. Those who chose this strategy—and

its most successful adherents were Estonia, Latvia, and Lithuania—placed

equal emphasis on avoiding any substantial institutionalized ties with the

former Soviet republics. 

Thus, from the start, the three Baltic republics declared EU member-

ship to be a national priority and firmly rejected the idea of participating

in regional arrangements involving any or all of the former Soviet

1 We shall discuss here only agreements meant for forming either economic or

political groupings and omit numerous other agreements and treaties, although

these contractual arrangements are very important, and form the basis for

rather close cooperation in a number of fields. 
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republics. They did accept some regional groupings, such as the Council

of the Baltic States, the Nordic-Baltic-8 Group (formerly the Northern

Council), and the Vilnius Group (comprising ten NATO candidate coun-

tries), and they established new structures, such as the Baltic Defense

Cooperation, embracing several cooperative defense councils. In the

process, they made plain that they were definitively outside post-Soviet

groupings. Economically, however, they preserved bilateral economic

links with the former Soviet republics, often on the basis of free-trade

agreements. 

The second strategy was more mixed. The new states taking this path

have tried to combine the pursuit of closer relations with or membership

in existing political and economic organizations, such as NATO, the

World Trade Organization (WTO), and the EU, with a quest for more

effective political and economic institutional arrangements in the post-

Soviet space.2 Thus, the strategy has two elements: a pro-regional com-

ponent, focused on developing institutions in the post-Soviet space, and

an external component, stressing participation in institutions outside the

CIS area. (True, there have also been efforts on the part of some post-

Soviet states to form groupings combining membership within and out-

side the region, such as the Shanghai Cooperation Organization, which

brings together Russia, four of the Central Asian States, and China, but

these appear to be of secondary importance in influencing their approach

to the economics of national security.) Within the second, mixed strategy,

however, the emphasis on one or the other element, on either the “pro-

regional” or the “external” component, varies considerably country by

country. Moreover, their choices have come increasingly under the

impact of powerful international economic and political players drawn to

the region in pursuit of their own agendas.

INSTITUTIONAL CONFIGURATIONS

Three levels of organization mark the institutional map of the former

Soviet Union. One is shaped by the various attitudes of the CIS states to

international economic structures, principally the WTO and EU. The

2 The term post-Soviet space is used here to denote the region comprising the

twelve CIS states, and is used interchangeably with “CIS space” or “CIS

region.”
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state of play surrounding CIS-wide cooperation constitutes the second.

Finally, on the third level, there are the processes accompanying sub-

regional economic projects.

Starting at the first level, as indicated by Table 5.1, all former Soviet

republics, with the sole exception of Turkmenistan, have applied for mem-

bership in or, in the case of four states, have already joined the WTO.

TABLE 5.1

CIS Countries’ Accession to WTO

Country Current Status 

Armenia Protocol of Accession signed December 10, 2002. The Protocol of
Accession is now subject to the ratification by Armenian Parliament

Azerbaijan Working party established on July 16, 1997

Belarus Working party established on October 27, 1993

Georgia Member since June 14, 2000

Kazakhstan Working party established on February 6, 1996

Kyrgyzstan Member since December 20, 1998

Moldova Member since July 26, 2001

Russia Working party established on June 16, 1993

Tajikistan Working party established on July 18, 2001

Turkmenistan No application for accession

Ukraine Working party established on December 17, 1993

Uzbekistan Working party established on December 21, 1994

Source: Interstate Statistical Committee of the CIS  <http://www.cisstat.com>

Relations with the WTO are an important factor shaping the econom-

ic regime among CIS states. All CIS states can be divided into three

groups according to the level of their relations with the WTO. The first

group includes the states that have already become members of this

organization (Armenia, Georgia, Kyrgyzstan, Moldova). These countries

have accepted specific obligations regarding the WTO member-states’

access to their domestic markets by fixing import tariffs at a specified

level. In practice, these obligations set limits to the range of possible

agreements between WTO member- and non-member-states. This was

highlighted by the experience of EvrAzES, whose suggested rate of com-

mon external import tariffs was found to contradict Kyrgyzstan’s tariff

obligations before the WTO. In other words, a WTO member-state has



three options if it wishes to enter an economic union with non-WTO-

member-states: It can limit its participation in such an organization to the

level of a free-trade zone, negotiate a revision in its WTO obligations

(possibly by offering compensation to its WTO partners), or lobby for

the new union to set such a common external tariff as would not conflict

with its WTO obligations. The second group includes the countries that

are still in the middle of their WTO membership talks. In such cases, the

influence of the future WTO membership on each country’s position

regarding cooperation with other post-Soviet states depends on how far

its membership talks have advanced. Clearly, the more bilateral protocols

about access to its markets a country has signed, the more future WTO

membership will influence its relations with outside trading partners,

since every protocol implies certain obligations before the WTO. The

third group is represented only by Turkmenistan, which has not yet

applied for membership in the World Trade Organization. In this case,

the country’s economic links with other CIS states depend entirely on its

own preferences. 

When it comes to the European Union, all CIS states, except Belarus,

Tajikistan, and Turkmenistan, have some form of mutual relationship (see

162 ECONOMIC INTEGRATION AND SECURIT Y

TABLE 5.2

Agreements between the European Union and CIS Countries

Country Agreement and Date Entered into Force

Armenia Partnership and Cooperation Agreement, July 1, 1999

Azerbaijan Partnership and Cooperation Agreement, July 1, 1999

Belarus Partnership and Cooperation Agreement, signed in March 1995 but is not
yet in force. The Interim agreement is not yet in force.

Georgia Partnership and Cooperation Agreement,  July 1, 1999

Kazakhstan Partnership and Cooperation Agreement,  July 1, 1999

Kyrgyzstan Partnership and Cooperation Agreement,  July 1, 1999

Moldova Partnership and Cooperation Agreement,  July 1, 1999

Russia Partnership and Cooperation Agreement, December 1, 1997

Tajikistan No Partnership and Cooperation Agreement proposed

Turkmenistan Partnership and Cooperation Agreement signed in May 1998 but is not yet in
force. The interim agreement is not yet in force.

Ukraine Partnership and Cooperation Agreement, March 1, 1998

Uzbekistan Partnership and Cooperation Agreement,  July 1, 1999

Source: Interstate Statistical Committee of the CIS <http://www.cisstat.com>



Table 5.2), but these relationships vary considerably. In some cases, such

as Ukraine, they involve an official commitment to seek membership; in

other cases, most notably Russia, they entail looser forms of cooperation,

such as the notion of developing a “common European economic space.”

In general, partnership and cooperation agreements between the EU

and post-Soviet states are rather general framework documents that cover

such questions as political dialogue, trade, conditions for entrepreneurship

and investment, cross-border services, capital transactions, protection of

intellectual (as well as industrial and commercial) copyright, and specifics

of cooperation in particular areas. These agreements contain no mention

of EU membership, and their international trade provisions are limited to

most-favored-nation agreements. At the same time the EU agreements

with Moldova, Russia, and Ukraine do entertain the possibility of opening

negotiations on a free-trade zone. In addition, it should be noted that all

sides promise to preserve and develop cooperation with the former Soviet

republics. Meanwhile—and this is important—in these agreements the

three states recognize the importance of gradually bringing their coun-

tries’ laws in line with the EU standards. Ideally, if this provision were

implemented, the laws of the former Soviet republics would gradually

converge on the basis of European norms and principles. In no mutual

agreement between the former Soviet states, however, does this thesis fig-

ure, although the states constantly declare this step to be necessary. 

At the second level, to understand the dynamic of economic integra-

tion in the post-Soviet space one must first be aware of the state of intra-

CIS mutual economic links. As evident in the trade statistics below, the

dependence of the post-Soviet states on the CIS market differs greatly

(Tables 5.3 and 5.4).

In terms of export levels, the CIS countries divide into two groups.

One, comprising Belarus, Georgia, Moldova, and Tajikistan, is heavily

oriented toward CIS trading partners. Other countries have redirected

their exports from the CIS to third-country markets. In this case too the

level of reorientation (or trade diversion) varies from country to country

(90 percent for Azerbaijan and Russia, more than 50 percent for

Armenia, Kazakhstan, and Uzbekistan, and 71 percent for Ukraine). At

the same time, however, in neither case has the commodity structure of

exports changed measurably. On the contrary, in some cases the share of

traditional export commodities has even increased. 

When turning to the distribution of imports, again the CIS states fall
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TABLE 5.3

Share of Exports to the CIS Countries in Total Exports (percent)

1991* 1992* 1995 1996 1997 1998 1999 2000 2001

Azerbaijan 95 49 45 46 48 38 23 13 10

Armenia 98 89 63 44 41 37 24 24 26

Belarus 91 66 63 67 74 73 61 60 60

Georgia 94 53 62 65 57 56 45 40 45

Kazakhstan 92 60 55 54 46 40 27 26 30

Kyrgyzstan 99.5 76 66 78 53 45 40 41 35

Moldova 97 65 63 68 70 68 55 59 61

Russia 58 22 19 19 20 19 15 13 15

Tajikistan 87 44 34 43 37 34 46 48 33

Turkmenistan 98 41 49 64 60 26 411 521 521

Uzbekistan 94 42 39 21 33 25 301 351 341

Ukraine 87 56 53 51 39 33 28 31 29

CIS average 73 31 28 28 28 27 21* 20* 21*

1 According to the data of importer and exporter countries.

* Estimate

Source: Interstate Statistical Committee of the CIS (www.cisstat.com).

TABLE 5.4

Share of Imports from the CIS Countries in Total Imports (percent)

1991* 1992* 1995 1996 1997 1998 1999 2000 2001

Azerbaijan 86 65 34 35 44 38 31 32 31

Armenia 81 83 50 32 34 26 23 20 25

Belarus 88 76 66 66 67 65 64 70 70

Georgia 64 41 40 39 36 30 37 35 37

Kazakhstan 88 90 70 69 54 47 43 55 52

Kyrgyzstan 80 83 68 58 61 52 43 54 55

Moldova 87 72 68 61 52 43 41 34 38

Russia 55 14 29 32 27 26 28 34 27

Tajikistan 79 76 59 57 64 63 78 83 78

Turkmenistan 87 93 55 56 55 47 331 381 381

Uzbekistan 88 48 41 32 27 28 251 371 361

Ukraine 81 70 65 63 58 54 57 58 56

CIS average 70 33 43 44 39 38 39* 45* 40*

1 According to the data of importer and exporter countries.

* Estimate

Source: Interstate Statistical Committee of the CIS (www.cisstat.com).



into the same two groups: In this case, Belarus, Kazakhstan, Kyrgyzstan,

Tajikistan, and Ukraine depend heavily on CIS suppliers. Azerbaijan,

Armenia, Georgia, Moldova, Russia, and Uzbekistan are oriented more

toward third countries. Although precise rankings are difficult to estab-

lish because national statistics are not in all instances reliable, trends are

clear. From these it emerges that only two countries—Belarus and

Tajikistan—are in their total trade exclusively dependent on the CIS mar-

ket. In addition, many of these countries relate asymmetrically to the CIS

market. Georgia and Moldova, for example, export to CIS countries but

import from outside the region. Another sub-group, principally

Kazakhstan, Kyrgyzstan, and Ukraine, buy from within the CIS region,

but sell outside. Russia occupies a special place among CIS countries,

because of its economic weight. Although decreasingly dependent on

CIS trade, it remains an important trading partner for nearly all other

CIS states (Table 5.5). 

TABLE 5.5

Former Soviet Republics’ Trade, 2001 (percent)

Countries % of Trade with EU % of Trade with Russia % of Trade with U.S.

Armenia 28 11 8 

Azerbaijan 40 7 3 

Belarus 27 33 2 

Estonia 55 13 3 

Georgia 33 9 10 

Kazakhstan 22 25 3 

Kyrgyzstan 18 15 3 

Latvia 56 13 3 

Lithuania 49 18 3 

Moldova 23 22 4 

Russia 39 0 8 

Tajikistan 6 15 3 

Turkmenistan 12 6 10 

Ukraine 23 26 3 

Uzbekistan 19 19 4 

Source: IMF, Direction of Trade Statistics, June 2002. 

Invariably the evolution of trends in intra-CIS trade significantly

affects the overall development of the CIS as an economic grouping as

well as the course of different sub-regional arrangements, a subject to

which I will return. 

SWORDS AND SUSTENANCE 165



3 G.N. Egorov, “Economic Transformation, Industrial Potential and the Current

Status of the CIS Countries: The Role of Science and High-technology”

(Vienna: UNIDO, 2000), p. 29. <http://www.unido.org/userfiles/PuffK/

egorov.pdf> 

SHAPING INSTITUTIONS IN THE POST-SOVIET SPACE

Generally speaking, currently there are three principal approaches to inte-

gration in the post-Soviet space. Each shares a commitment, in some

fashion, “to restore the broken ties” from Soviet days.3 The first of these

might be called “broad” integration, and aims to embrace all former

Soviet republics minus the Baltic states. In the early years this produced

the Commonwealth of Independent States. Later a number of agree-

ments paving the road to closer integration were signed, for example, in

September 1993 the Interstate Eurasian Association of Coal and Metal

and in April 1995, the Free-trade Zone Agreement. Similarly, the 6

March 1998 Agreement on the Single Agricultural Market can be seen as

attempt to move closer toward a free-trade zone. Equally important, the

base of economic cooperation among the CIS states has depended on

bilateral agreements, such as the free-trade agreements that Ukraine has

signed with all former Soviet republics as well as the many agreements on

production sharing detailed in Table 5.6.
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TABLE 5.6

Bilateral Agreements among CIS Countries

Free trade Agreement Production Co-operation Agreement

Aim Substitutes for a CIS regional free trade

agreement, until one is negotiated.

To facilitate co-operation between

companies of all ownership forms, both

sectoral and inter-sectoral complexes,

transnational enterprises, and joint

ventures.

Content Non-application of import duties on

goods produced by partners to the

agreements; application of value-added

taxes and excise duties at rates not

exceeding the rates established for

similar goods produced domestically by

the importing country; and limitations on

quantitative restrictions on imports.

Provision of preferential treatment of

goods and services that are specified in

annually approved lists.  Non-

application of import and export

duties, quantitative restrictions, value-

added taxes, and excise duties on

goods (except finished ones) supplied

under production co-operation

agreements.



4 In fact, at the moment there is a huge gap between intentions of integration

and their implementation, but for the sake of clarity the term “grouping” is

used here despite the fact that a number of them are at an early stage of devel-

opment.

While these bilateral agreements differ from each other in the goods

covered and have included non-CIS countries, such as the Baltic states,

all the former Soviet republics in general and Ukraine in particular have

viewed these arrangements as a tool for preserving cooperative links

established during the Soviet period. They have served as a measure

counteracting economic recession following the Soviet Union’s dissolu-

tion. After the collapse, the newly independent states inherited only frag-

ments of industrial chains, and have thus been forced to restore produc-

tion relations, but in a new economic environment.

On the other hand, “broad” integration has had from the very begin-

ning a pronounced political component, including security cooperation,

for some but not all of the CIS states. Russia, for example, has constantly

tried to transform the CIS into a full-fledged military and political group-

ing under its leadership. In contrast, Ukraine has opted for rather limited

participation in the CIS, regularly stressing the importance of concentrat-

ing on economic forms of cooperation. Notably, Ukraine did not become

a member of the Customs and Payments Union (CPU) actively promot-

ed by Russia. Such a membership would have contradicted Ukraine’s

principle of avoiding supranational economic policy institutions. Ukraine

believed that it had a good chance of developing independently, without

entering into any structures that would require it to give up some sover-

eignty in favor of supranational bodies. The potential advantages in CPU

membership were also far from obvious at the time. 

The second approach favors sub-regional over “broad” integration. It

concentrates on a variety of specific sub-regional projects, resulting in dif-

ferential rates of integration. They have appeared in two forms: one that

emerges initially as a purely political project and later evolves toward an

economic mission; such has been the case with GUUAM, the sub-region-

al grouping incorporating Georgia, Ukraine, Uzbekistan, Azerbaijan, and

Moldova. The other form concentrates from the start on economic coop-

eration.4 Among these sub-regional groups, the Russia-Belarus Union is

distinctive. In 1995 the two countries formed a customs union, which in

1997 they transformed into the Union of Belarus and Russia. And in
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5 Agreement between the Cabinet of Ministers of Ukraine and Government of

Republic of Moldova On Common Procedure of Regulation of Foreign

Economic Relations, August 18, 1999. <http://www.rada.gov.ua/laws/pravo/

new/cgi-bin/search.cgi>.

December 1999 they formally proclaimed the Union State of Belarus and

Russia. It is the most ambitious post-Soviet project of integration, whose

ultimate goal is to create a unified state. Throughout, however, Russia

has played the decisive role in determining the speed and scale of integra-

tion, including plans to make the Russian ruble a common currency,

which in turn has been dictated by Russia’s own internal economic and

political agenda. 

As mentioned earlier, GUUAM was formed as a regional organization

to facilitate political cooperation, as well as the transport of Caspian oil

and the development of a road network linking the Middle East and

Europe. In 2002 the presidents of Georgia, Ukraine, Azerbaijan, and

Moldova signed an agreement establishing a free-trade area, signaling

their intention to boost economic integration. Ukraine has had a special

interest in GUUAM and has developed a reasonably elaborate contractu-

al framework of bilateral cooperation with all of its members, including

free-trade agreements. Beyond the general GUUAM agreements signed

in August 1999, Ukraine reached an agreement with Moldova establish-

ing common procedures to guide their foreign economic relations.5 The

agreement, the first of its kind for Ukraine, points to the creation of a

customs union, and specifically anticipates the coordination of a trade

regime to be applied to third countries, common tariff and non-tariff

policies, mutually designed exchange controls, and the normalization of

customs and border controls.

GUUAM is an interesting case because it unites countries opposed to

Russian-led integration attempts. It is also an example of a regional proj-

ect whose destiny depends predominantly upon the actions and policies

of major third parties, such as the United States, the EU, and Russia. For

it is their policies that will determine the flow of Caspian energy resources

to the world markets and it is the vitality of GUUAM ties with the EU,

particularly Ukraine’s, that will ultimately shape the prospects of

GUUAM.

I would define the economic idea behind GUUAM as an attempt to

create an attractive arena for direct foreign investment for players outside
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the organization. The central idea is to use the transit of oil to facilitate

the internal integration of the organization’s members. Clearly, if this

idea is carried out in practice, GUUAM will instantly become an influen-

tial regional player, whose security will become an important concern for

the international community. Until then, however, GUUAM is fated to

attract the attention of geopolitical players only as one of many regional

political projects. Because the members of GUUAM do not have the

financial resources to implement their far-reaching goals, the organiza-

tion has not yet developed economic momentum, which partially

accounts for the waning interest of Uzbekistan.

It bears repeating that for such a union the prospects of development

depend significantly on the predicted trends in world oil markets and on

geopolitical trends. Today GUUAM is in the process of finding the

“internal” economic component of cooperation. This is why all GUUAM

members (except Uzbekistan) signed an agreement on creating a free-

trade zone in July 2002, along with other economic documents.

Today GUUAM’s future depends on whether its economic projects

are supported by third parties. An example of such support is the

GUUAM–USA Framework Program, which aims to promote trade and

transportation and to assist in setting up the necessary customs and bor-

der controls as well as fighting organized crime and drug trafficking.

Right now GUUAM needs to carry out a few small economic projects

successfully in order to prove its viability and potential significance.

It is still hard to estimate GUUAM’s economic potential. The organi-

zation can be described as something of a “sleeper” project, which under

the right conditions could enter a phase of active implementation. For

that, however, it needs a powerful external push. I would risk comparing

GUUAM to the Central European Free Trade Area (CEFTA). Within

the framework of CEFTA, the mutual liberalization and development of

trade-economic cooperation is determined by the participants’ associated

membership in the EU—that is, by an external factor that ties all mem-

bers to a more powerful regional grouping.

The Eurasian Economic Community (EvrAzES) represents still

another type of sub-regional grouping with a leading Russian role. The

grouping traces back to 1995, when Russia, Belarus, and Kazakhstan

formed a customs union, later joined by Kyrgyzstan and then Tajikistan.

In October 2000 the customs union was upgraded and became EvrAzES,

with the goal of at last achieving a genuine customs union by 2005. In

SWORDS AND SUSTENANCE 169



6 Constantine Michalopoulos, “The Integration of Low- Income CIS Members

in the World Trading System” (paper prepared for the CIS-7 Conference; draft

as of December 2002). <http://www.worldbank.org/wbi/attackingpoverty/

events/Kazakhstan_1202/1c_trade_cis_eng.pdf>.
7 This point was explicitly stated in the report “On the Economic Relations

between the Russian Federation and CIS Member-States and Ways of their

Further Development.” <http://www.georgia.mid.ru/Georgia/

press/3_93.html>.

2002 Ukraine and Moldova were granted observer status. There are sev-

eral noteworthy dimensions to EvrAzES. Not only is the grouping domi-

nated politically and economically by Russia, but Moscow appears to view

it as a partial alternative to GUUAM and the CIS. Thus, from a strategic

perspective, Russia may view the grouping as the nucleus for a broader

regional arrangement. Second, contrary to previous enterprises, the

EvrAzES grouping has already made progress in unifying import tariffs.

While information is incomplete, reports are that Russia and Belarus have

harmonized 95 percent of their tariffs; Russia and Kazakhstan, 85 per-

cent; Russia and Kyrgyzstan, 14 percent; and Russia and Tajikistan, 60

percent.6

At the same time, EvrAzES is the first post-Soviet grouping to

encounter the contradiction between efforts to harmonize external tariffs

among members and the obligations one member (Kyrgyzstan) has

assumed in joining the WTO. In order to raise its import tariffs to the

level of the EvrAzES common external tariff currently under discussion,

Kyrgyzstan will have to negotiate a change in the terms of its WTO acces-

sion. In principle, the solution would be for Kyrgyzstan to opt for a free-

trade agreement with EvrAzES, but this would undermine the organiza-

tion’s purpose. 

Here Russia’s response is critical. In November 2001, the Russian

government, in discussions with the other CIS countries, urged a coordi-

nated approach to WTO membership. An uncoordinated approach,

Moscow fears, will result in substantial losses for Russia, if, once in the

WTO, these countries demand an opening of Russia’s markets, as

Kyrgyzstan has already done. Not only Russia, but also EvrAzES, will suf-

fer.7 Finally on May 13, 2002, EvrAzES leaders agreed to consult and

coordinate their approach to the WTO, basing a common position on

the terms of accession offered Russia, while at the same time protecting

EvrAzES efforts to achieve a common external tariff. 
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At this writing, however, general evidence suggests that EvrAzES has

not made a material difference to the economic performance of its mem-

ber states (Table 5.7). EvrAzES integration, to the extent that it has

occurred, has not yet yielded visible results, nor has it mitigated the

sometimes sharp contrasts in the performance of the partner states.

TABLE 5.7

Basic Economic Indicators of EvrAzES and CIS countries 

(constant prices as a percentage of the previous year) 

Year GDP Industrial Agricultural CPI Investments Freight
Output Output (December to in constant transported

December) capital (without
pipelines)

Belarus 2000 105.8 107.8 109.0 207.5 102.0 90.0

2001 104.1 105.4 101.8 146.1 93.9 99.0

Kazakhstan 2000 109.6 114.6 96.0 109.8 149.0 131.0

2001 113.2 113.5 116.9 106.4 121.0 123.0

Kyrgyzstan 2000 105.0 107.1 104.0 109.6 137.0 105.0

2001 105.3 105.4 106.8 103.7 83.9 97.0

Russia 2000 108.3 109.0 107.0 120.2 117.0 106.0

2001 105.0 104.9 106.8 118,6 108.7 101.0

Tajikistan 2000 108.3 109.9 112.0 160.6 — 105.0

2001 110.2 114.8 111.0 112.5 — 75.0

Average 2000 108.5 109.5 107.0 121.0 119.0 110.0

EvrAzES 2001 105.2 105.3 107.0 118.7 109.0 105.0

Average CIS 2000 107.8 110.0 106.0 120.7 118.0 109.0

2001 106.0 107.0 108.0 119.1 110.0 107.0

Source: http://www.nalog.ru/forms/0131/4.doc

The idea of integration in Central Asia and, more broadly, in the post-

Soviet space, has been consistently advanced by the Kazakh president,

Nursultan Nazarbaev. Since the collapse of the Soviet Union, he has

introduced a number of ambitious initiatives, including a CIS oil and gas

alliance similar to OPEC. The Central Asian states have also attempted to

establish their own regional economic grouping. Kazakhstan, Kyrgyzstan,

and Uzbekistan announced an economic union in September 1993 and

the next year, an agreement to create a single economic space. In July

1994 they transformed the new regional organization into the Central
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8 Members: Kazakhstan, Kyrgyzstan, Tajikistan (1998), Uzbekistan. Observers:

Russia, Ukraine, Georgia, Turkey.
9 Asian Development Outlook 2002 (Asian Development Bank, 2002), p.5.

<http://www.adb.org/Documents/Books/ADO/2002/trends.asp>.

Asian Union, which in July 1998 became the Central Asian Economic

Community, with Georgia and Turkey formally as observers.8

The Central Asian republics, along with Azerbaijan, all face substan-

tial geographic and economic challenges, including the small scale of

their economies, their remoteness from world markets, their long-term

isolation from global technology and capital flows, their heavy depend-

ence on the primary production of energy, minerals, and other commodi-

ties, and their continuing vulnerability to the volatility in international oil

and commodity prices. To this one can add their great reliance on the

Russian market, still the primary destination for their exports, and the

drag of a Soviet-era industrial structure impeding the emergence of an

open economy.9

This was a major reason these countries came together to form the

Central Asian regional grouping, hoping that through it they could cre-

ate a sub-regional market, thus helping to overcome their relative isola-

tion from world markets, speed industrialization, and in the end con-

tribute to sustained economic growth. Again, however, as in other cases,

hopes have vastly exceeded results. The level of intra-regional trade

remains small, as illustrated by the Kazakh example (Tables 5.8 and 5.9).

The data clearly show that neither trade with partners from EvrAzES

(except Russia) nor within the Central Asian Economic Community plays

a significant role in Kazakhstan’s overall external trade.

One more recent initiative is worth mentioning: On February 24,

2003, Belarus, Kazakhstan, Russia, and Ukraine declared their intention

to establish a single economic space, with the ultimate goal of establish-

ing a formal organization for regional integration. On September 19,

2003 the agreement to form the Single Economic Space (SES) along

with a document laying out the conception of the SES were signed.

These documents define the SES as “an area consisting of the customs

spheres of the participants, where the mechanisms of economic regula-

tion are intended to ensure the free movement of goods, services, capital,

and labor; where a common foreign-trade policy is carried out, and fiscal,

monetary, and foreign-exchange policies are coordinated to the extent
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TABLE 5.8

Kazakhstan’s Exports by Countries 
(Millions of U.S. Dollars and Percentage of Total Exports)

Country 1996 1997 1998 1999 2000

Russia

%

2484.4

42.0 

2287.9

35.2 

1611.4

29.6 

1107.6

19.8 

1783.9

19.5 

Ukraine

%

212.5

3.6 

303.5

4.7 

263.2

4.8 

115.0

2.1 

268.6

2.9 

Uzbekistan

%

290.1

4.9 

148.4

2.3 

119.2

2.2 

66.4

1.2 

139.2

1.5 

Kyrgyzstan

%

111.6

1.9 

66.2

1.0 

62.8

1.2 

59.5

1.1 

58.5

0.6 

CIS countries

%

3178.9

53.8 

2981.9

45.9 

2169.5

39.9 

1461.4

26.1 

2390.4

26.2 

The Netherlands

%

303.0

5.1 

203.6

3.1 

275.0

5.1 

161.2

2.9 

239.9

2.6 

Germany

%

183.0

3.1 

353.0

5.4 

281.5

5.2 

332.5

5.9 

566.6

6.2 

UK

%

230.8

3.9 

548.7

8.4 

483.5

8.9 

189.1

3.4 

231.0

2.5 

Italy

%

197.1

3.3 

357.3

5.5 

492.6

9.1 

418.9

7.5 

891.9

9.8 

EU countries

%

1095.4

18.5 

1707.5

26.3 

1690.5

31.1 

1283.4

22.9 

2073.8

22.7 

China

%

458.9

7.8 

442.2

6.8 

382.1

7.0 

473.1

8.5 

670.3

7.3 

USA

%

59.4

1.0 

139.2

2.1 

76.1

1.4 

80.6

1.4 

211.0

2.3 

Turkey

%

51.7

0.9 

102.2

1.6 

94.4

1.7 

36.2

0.6 

64.3

0.7 

Switzerland

%

211.4

3.6 

285.6

4.4 

334.5

6.2 

296.7

5.3 

488.1

5.3 

Other countries

%

1636.7

27.7 

1807.6

27.8 

1575.8

29.0 

2847.4

50.9 

4675.3

51.2 

Total

%

5911.0

100 

6497.0

100 

5435.8

100 

5592.2

100 

9139.5

100 

Source: Agency of the Republic of Kazakhstan on Statistics, Kazakhstan Economic Trend
report <http://kazakhstan-gateway.kz/economy/foreigntrade/exports.htm>
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TABLE 5.9

Kazakhstan’s Imports by Countries 

(Millions of U.S. Dollars and Percentage of Total Imports)

Country 1996 1997 1998 1999 2000

Russia

%

2324.6

54.80 

1967.6

45.9 

1711.8

39.4 

1350.6

36.7 

2459.8

48.7 

Ukraine

%

92.3

2.2 

93.3

2.2 

92.7

2.1 

59.2

1.6 

79.8

1.6 

Uzbekistan

%

89.3

2.1 

65.6

1.5 

96.3

2.2 

86.7

2.4 

73.3

1.5 

Kyrgyzstan

%

91.0

2.1 

63.5

1.5 

52.7

1.2 

27.6

0.7 

31.6

0.6 

CIS countries

%

2945.5

69.5 

2322.6

54.1 

2059.6

47.4 

1594.4

43.3 

2757.3

54.6 

The Netherlands

%

49.0

1.2 

70.1

1.6 

91.7

2.1 

101.2

2.7 

64.7

1.3 

Germany 197.7

4.7 

367.7

8.6 

366.4

8.4 

287.6

7.8 

333.7

6.6 

UK 76.5

1.8 

141.4

3.3 

218.4

5.0 

232.9

6.3 

219.4

4.3 

Italy 42.2

1.0 

84.7

2.0 

89.3

2.1 

107.1

2.9 

155.0

3.1 

EU countries 553.8

13.1 

925.0

21.6 

1044.3

24.0 

931.9

25.3 

1016.3

20.1 

China 35.8

0.8 

46.6

1.1 

50.6

1.2 

81.4

2.2 

154.0

3.0 

USA 66.3

1.6 

201.7

4.7 

270.8

6.2 

348.7

9.5 

276.9

5.5 

Turkey 151.2

3.6 

177.0

4.1 

209.1

4.8 

112.2

3.0 

142.6

2.8 

Switzerland 45.8

1.1 

49.5

1.2 

66.8

1.5 

42.4

1.2 

54.3

1.1 

Other countries 741.8

17.5 

1043.6

24.3 

1245.7

28.6 

1156.4

31.4 

1278.5

25.3 

Total 4241.1

100 

4291.2

100 

4349.6

100 

3682.7

100 

5052.1

100 

Source: Agency of the Republic of Kazakhstan on Statistics <http://kazakhstan-gateway.kz/
economy/foreigntrade/imports.htm>



10 Agreement on the Formation of the SES. <http://www.president.gov.ua/

summit_documents/1919206050_mode_print.html> <http://www.president.

gov.ua/summit/191920689_mode_print.html>.
11 When this paper was written, the official documents regarding the creation of a

Single Economic Space had not yet been published. The author used news

agencies’ materials and the text quoted in Tatjana Silina, “Bespridannitsa,”

Zerkalo Nedeli, No. 33 (458) (30 August–5 September 2003).

<http://www.zerkalo-nedeli.com/nn/show/458/41470/>.

needed in securing fair competition and macroeconomic stability.”10

In effect, it is a question of creating a common market, that is, a form

of deep integration that previously Ukraine had rejected. For example,

despite considerable pressure, Ukraine had agreed only to observer status

in the EvrAzES. Therefore, the decision to sign the Agreement on the

Formation of the SES was entirely unexpected not only among Ukrainian

experts but even among many politicians and high-level officials in the

government. The sharpness of the debate surrounding the issue of the

SES prompted the Verkhovna Rada on September 17, 2003, to adopt a

“Statement Concerning the SES,” in which it declares its support only

for an agreement conforming to the requirements of Ukraine’s constitu-

tion, laws, and international obligations.11 According to the Conception

on the Formation of the SES, the first step is to be the creation of a free-

trade zone without exceptions or limitations. It seeks to establish a uni-

fied policy on tariff and non-tariff regulations, unified rules for competi-

tion, the use of subsidies, and other forms of state support, while

eliminating anti-dumping, compensatory, and other special defensive

measures in mutual trade. In other words, already at this first stage is

envisaged the creation of a customs union, that is, a form of union

requiring a unified customs policy. These agreements are distinct from

others in one essential respect: They anticipate the coordination of

national positions in negotiating membership in the WTO. The

Conception on the Formation of the SES, in particular, specifies that, if

one member enters the WTO before others, it will promote the earliest

entry into the WTO of other SES members and, once WTO negotiations

are underway, to refrain from advancing demands of their own. Thus, for

the first time, a kind of “non-aggression principle” in negotiations with

the WTO has been officially set. 

Attempts to promote mutual cooperation can only be welcomed, and

the creation of regional unions in any form is, in principle, a positive
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12 Here we will look at the most important of them, because a detailed analysis of

the process of SES creation is still impossible due to numerous legal and politi-

cal uncertainties, including the fact that when this essay was completed the

Agreement had not yet been ratified by the Ukrainian parliament.
13 According to Prime Minister Kasyanov, “Russia considers a common customs

area and a common foreign trade policy to be a minimal level of integration,

which also would presume an unhindered migration policy, a common eco-

nomic policy, common tariffs, and refusal to carry out anti-dumping investiga-

tions against each other.” <http://media.topping.com.ua/news/economy/

2003/08/26/186226.html>.
14 Postanova Verkhovnoj Radi Ukrajni, “Pro zayavu Verkhovnoj Radi Ukrajni

‘Pro formuvannya Edinogo ekonomichnogo prostoru Ukrajni, Respubliki

Bilorus’, Rossijskoj Federatsij, Respubliki Kazakhstan” vid 22 travnya 2003

roku, N 843-IV. <http://www.rada.gov.ua/laws/pravo/new/cgi-bin/

search.cgi>.

development. Regional unions allow weaker countries (such as Ukraine

in comparison to Russia) to build their relations with stronger neighbors

more effectively. That said, even a brief analysis of the concept of the SES

raises important questions.12

First, it is unclear that all founding members of the SES understand it

the same way. For Russia the priority is to create a customs union at once,

with a free-trade area as only one element.13 Ukraine, on the other hand,

has as its priority the creation of a fully functional free-trade area, and

does not wish to participate in a fiscal and customs union. Thus, the May

22, 2003 Ukrainian Parliament Declaration “On the Formation of a

Single Economic Space between Ukraine, the Republic of Belarus, the

Russian Federation, and the Republic of Kazakhstan” underscores that

“the main objective of a Single Economic Space consistent with

Ukrainian interests is to create a free-trade area without exceptions and

limits.”14

If Ukraine enters negotiations on creating a customs union, the

future of WTO membership talks is called into question. Ukraine has

already signed fifteen bilateral agreements on access to its domestic mar-

ket, strengthening its import tariff obligations. SES negotiations on a

common external tariff will inevitably pose problems with respect to

WTO agreements: Ukraine will either have to revise its undertakings

within the SES or take WTO membership off the agenda. In this case,

the SES will face the same situation as EvrAzES did when a conflict arose
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15 <http://www.glavred.info/print.php?news+88470481>.

between the desired level of a common external tariff and Kyrgyzstan’s

WTO obligations.

Thus, Ukraine will have to solve a question of priorities: whether the

WTO or the SES comes first. This is well understood in Ukraine, which is

why the May 22 declaration emphasizes that the creation of the SES

should promote the fastest possible entry of Ukraine into the WTO.

Different understandings of SES goals will also inevitably lead to con-

trasting ways of judging the pace of integration best serving a given

country’s national interests.

Recently Russia’s position with respect to the SES and WTO mem-

bership has somewhat changed. German Gref, the Minister of Economic

Development, has said that the creation of a customs union under the

auspices of the SES will only be possible after all its participants have

become members of the WTO. At the same time, Kazakhstan and

Belarus have agreed to link their negotiations for membership in the

WTO with the Russian position.15

Secondly, there is the question of whether Ukraine’s commitment to

becoming a member of the EU will be compatible with its membership

in the SES. In my opinion, Ukraine’s entry into a free-trade area with the

SES member-states does not prevent its entry into a free-trade area with

the EU. However, entering the SES customs union will impede the

development of bilateral trade relations with the EU, because foreign-

trade policy in the customs union is to be determined by a special supra-

national organ. On the other hand, the possibility should not be exclud-

ed that under certain conditions the SES may eventually form a common

economic area with the EU, as happened with the EU and the European

Free Trade Association.

Third, it is not entirely clear whether the idea of the SES can be made

compatible with the formation of a pan-European economic space

between Russia and the EU. Fourth, the creation of the SES would virtu-

ally kill the idea of EvrAzES, because the founding fathers of EvrAzES —

Russia, Belarus, and Kazakhstan—would also become the founding

members of the SES. This may suggest that Russia is disappointed in the

EvrAzES project and is trying to find an effective alternative. Russia also

understands that it is not possible to succeed with large-scale integration

schemes in the post-Soviet space without Ukrainian participation.
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16 BSEC members are Armenia, Azerbaijan, Georgia, Moldova, Russia, Ukraine,

Albania, Bulgaria, Greece, Romania, and Turkey. The status of observer was

granted to Poland and the Business Council of Black Sea Economic

Cooperation in 1992; to Tunisia, Israel, Egypt, France, and Slovakia in 1993;

to Italy and Austria in 1995; and to France and Germany in 1999. 

Fifth, the discussion about the SES has brought attention again to the

prospects of Ukrainian integration into the EU. Clearly, the fact that the

EU has not sent a clear signal regarding Ukraine’s declared wish to

become a member objectively strengthens the positions of those who

support speedy large-scale integration between Ukraine and Russia.

In general, the situation around the SES shows that economic and

political problems currently command the center of attention in the post-

Soviet space, whereas the defense component of national security is

receding into the background. Meanwhile, the experiences of different

regional unions demonstrate clearly that none of the former Soviet

republics is ready to delegate its economic decision making to common

or supranational institutions.

The third and final approach to institutional cooperation among the

post-Soviet states features regional organizations with third-country par-

ticipation. Such is the case with the Economic Cooperation Organization

(ECO), founded by Iran, Pakistan, and Turkey in 1985 in order to pro-

mote economic, technical, and cultural cooperation. ECO is the succes-

sor to the organization, Regional Cooperation for Development (RCD),

which functioned from 1964 to 1979. The charter of RCD (the Treaty of

Izmir) remains the basic document of ECO. The accession of

Afghanistan, Azerbaijan, Kazakhstan, the Kyrgyz Republic, Tajikistan,

Turkmenistan, and Uzbekistan in 1992 gave the organization a new

impetus, for it was believed that Central Asian membership would facili-

tate both mutual trade and trade with their southern neighbors. As in

other instances, however, actual effects are considerably below theoretical

potential, and the countries of ECO continue to interact primarily on a

bilateral basis.

The Black Sea Economic Cooperation Organization (1992) is anoth-

er example of a regional arrangement that brings together former Soviet

republics and third countries.16 Its success too has been limited, with the

partial exception of the Black Sea Trade and Development Bank, estab-

lished June 21, 1999. With an anticipated capitalization of $1.5 billion,
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17 The organization changed its name to Shanghai Cooperation Organization in

June 2001. 
18 Of course, Belarus, with some reservations, can be also included in this list, but

in fact this country has not conducted an independent foreign policy but has

followed Russia’s course. 

the Bank is expected to provide the financial pillar missing in other

groupings. Turkey, Greece, and Russia are the main shareholders, each

with 16.5 percent of the shares. Reportedly the Bank has already provid-

ed $102 million to regional projects.

The Shanghai Cooperation Organization (SCO) is a third illustration.

Set up in 1996 as the Shanghai Five, the organization unites all of the

Central Asian states, except Turkmenistan, with Russia and China.17 The

group came together originally to resolve unsettled border issues with

China and to explore military confidence-building measures. Eventually

it added an economic dimension to its agenda, and still later the struggle

against Islamic extremism. Because of China’s potential contribution to

the economic development of Central Asia, based not least on China’s

emerging stake in the natural and energy resources of the region, the eco-

nomic side of the SCO may turn out to be its most significant aspect. For

now, however, it mixes security and economic tasks more explicitly than

any of the sub-regional groupings. In sum, this complex web of regional

and sub-regional arrangements in the post-Soviet space reflects an active

search for allies inside and outside the area. Yet, at the same time, in near-

ly all cases the practical gains from these efforts are modest, to say the

least. Thus, one can only speculate about the future.

CONTEMPLATING THE FUTURE

Four propositions seem likely to figure in the eventual fate of the various

institutional experiments underway among the post-Soviet states. First, it

seems clear that any successful regional arrangement, all other factors

being equal, will depend on the right configuration of allies. Three key

players—Russia, Ukraine, and Kazakhstan—are likely to be decisive in

determining institutional outcomes.18 Russia remains a crucial economic

partner for nearly all CIS states, and an important security partner for an

important sub-group. Ukraine’s importance for security and economic

trends in the European portions of the former Soviet Union is nearly as
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great. And so too is the geo-strategic significance of Kazakhstan in

Central Asia. 

Second, the peculiar features of economic relations inherited from the

past are likely to exercise considerable influence well into the future.

They start from Russia’s centrality to virtually all of the CIS countries, a

reality that owes largely to the character of the old centralized Soviet sys-

tem. Add to this the limited development of horizontal economic links

among CIS states (other than Russia), which holds true for trade both

within sub-regional groupings and with neighboring countries.

Nonetheless the importance of third countries from outside the region

has been steadily growing. In this regard, Ukraine’s example is represen-

tative. Table 5.10 indicates how extensively Ukraine’s exports have been

reoriented from the CIS to other markets, granted the small scale of

Ukrainian trade with any set of CIS countries except Russia. 

When turning to imports, Ukraine’s primary partners are Russia and

Turkmenistan, principally because of its dependency on these two coun-

tries for gas and oil supplies (Table 5.11). The data underscore the

degree to which at present Ukraine’s security depends on its ability to

secure the necessary oil and gas supplies from Russia and Turkmenistan.

They also suggest that in the medium- and longer-run, Ukraine’s security

depends on its ability to diversify among energy suppliers. 

Finally, economic links among CIS states, whatever the institutional

context, are limited primarily to trade relations. Financial flows, in con-

trast, remain insignificant, as again the Ukrainian example illustrates

(Table 5.12). So far, Ukraine has failed to attract significant direct foreign

investment from the other CIS countries, all of whom are desperately

short of capital themselves. Investment flows from Ukraine to other CIS

countries are even smaller (Table 5.13). In the circumstances, even an

ideal national regulatory climate will not contribute to an increase in

mutual investments, and without this cooperation will remain limited

largely to trade. 

In short, Ukraine’s future economic cooperation with CIS countries

will be determined by first, the speed and degree of trade reorientation

from the CIS space, that is, on its ability to find markets outside the post-

Soviet space; and second, the political and economic agendas of the

United States and the EU. (Should Ukraine fail to work out an effective

relationship with the EU following EU enlargement, it may be forced to

reconsider its European choice and draw closer to Russia.) Yet, third,
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TABLE 5.10

Geographic Distribution of Ukraine’s Commodity Exports

2001 2001 2002 2002
Amount Percentage of Amount Percentage of

(Millions USD) Total (Millions USD) Total

Armenia 22.1 0.1 33.4 0.2

Azerbaijan 45.6 0.3 104.7 0.6

Belarus 244.3 1.5 261.2 1.5

Georgia 36.4 0.2 57.3 0.3

Kazakhstan 117.4 0.7 199.6 1.1

Kyrgyzstan 5.2 0 6.1 0.0

Moldova 274.4 1.7 302.1 1.7

Russia 3680 22.6 3189 17.8

Tadjikistan 34.7 0.2 43 0.2

Turkmenistan 106.5 0.7 112.9 0.6

Uzbekistan 109.3 0.7 68.1 0.4

Europe 5721 35.2 6516 36.3

CIS 43675 28.7 4377 24.4

Total 16265 100 17957 100

Source: State Statistics Committee of Ukraine.

TABLE 5.11

Geographic Distribution of Ukraine’s Commodity Imports

2001 2001 2002 2002
Amount Percentage of Amount Percentage of

(Millions USD) Total (Millions USD) Total

Armenia 10.6 0.1 7.4 0.0

Azerbaijan 8.2 0.1 5.3 0.0

Belarus 407.1 2.6 262.8 1.5

Georgia 11.2 0.1 15.8 0.1

Kazakhstan 666 4.2 382.9 2.3

Kyrgyzstan 2.6 0 4.3 0.0

Moldova 64.3 0.4 56.2 0.3

Russia 5813.5 36.9 6317.1 37.2

Tajikistan 1.6 0 2.9 0.0

Turkmenistan 1654.1 10.5 1885.7 11.1

Uzbekistan 193 1.2 27.8 0.2

Europe 4981.7 31.6 5751.1 33.9

CIS 8832.2 56 8968.2 52.8

Total 15775.1 100 16976.8 100

Source: State Statistics Committee of Ukraine.
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TABLE 5.12

FDI from CIS Countries in Ukraine

As of the beginning As of the end
2001 2001

Quantity of Thousand USD % Thousand USD %
enterprises

Total (all FDI) including — 3874964.18 100 4406173.27 100

Armenia 12 187.28 — 209.78 —

Azerbaijan 8 57.86 — 66.27 —

Belarus 60 8933.27 0.2 9760.61 0.2

Georgia 11 355.27 — 354.72 —

Kazakhstan 5 247.97 — 313.25 —

Kyrgyzstan 1 — — 0.62 —

Moldova 56 14467.37 0.4 22296.71 0.5

Russia 753 286567.37 7.4 295133.52 6.7

Tajikistan — — — — —

Turkmenistan 1 50.00 — 50.00 —

Uzbekistan 8 18675.54 0.5 18682.82 0.4

Estonia 66 4632.33 0.1 5304.68 0.1

Latvia 68 4275.85 0.1 6008.04 0.1

Lithuania 112 5579.52 0.1 7846.68 0.2

Source: State Statistics Committee of Ukraine

Ukraine’s approach to the CIS will also be influenced by its need to pre-

serve CIS markets.

The third basic proposition is that integration in the post-Soviet space

involves multiple components. Eliminating trade barriers and creating, as

Ukraine wants, a preferential trade arrangement is only one component.

There are also a “shallow” and a “deep” regulatory component. The

shallow dimension applies only to trade; deep integration entails coopera-

tion on regulatory issues going well beyond pure trade issues. Between

these two components, to this point, Ukraine has favored constructing a

free-trade regime, while Russia has pushed for means of coordinating

national economic policies. 

Then there is the political component, that is, the actual process of

coordinating economic politics. At the moment this component is among

the most important. It has a number of very specific interrelated dimen-

sions. First comes the question of how decisions are to be prepared and

then made, a matter that touches on the problem of supra-nationalism.

In some Russian quarters, the view is strongly held that successful region-



al integration requires movement toward single statehood.19 Until now,

Ukraine has resisted projects involving a high degree of integration, such

as a customs union, if they imply ceding significant authority to suprana-

tional bodies.

Similarly, Ukraine has all along maintained a skeptical attitude toward

the CIS as a collective organization, preferring to see it as a mechanism for

“civilized divorce,” rather than as the forerunner of a new supranational

body. Instead Ukraine argues for free trade agreements as a better initial

step toward economic integration, leaving the coordination of economic

policies at the national level. Belarus, on the other hand, represents the

extreme alternative case, supporting not merely a high level of integration,

but actually a merger with Russia and the formation of a united state.
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19 Yurii Godin, “Nadezhd na reintegratsiyu stanovitsya vse menshe,”

Sodruzhestvo-internet, 06 (39), June 27, 2001. <http://cis.ng.ru/tribune/

2000-11-29/1 reintegration.html>

TABLE 5.13

FDI from Ukraine to CIS countries 

As of the beginning As of the end
2001 2001

Quantity of Thousand USD % Thousand USD %
enterprises

Total (all FDI) including — 170342.78 100.0 157528.82 100

Armenia 6 110.32 — 112.78 —

Azerbaijan 2 2.08 — — —

Belarus 9 242.84 0.1 471.81 0.2

Georgia 3 883.05 0.5 838.89 0.5

Kazakhstan 1 2.16 — 2.01 —

Kyrgyzstan — — — — —

Moldova 2 19.00 — 17.74 —

Russia 72 68120.0 40.0 84887.51 53.9

Tajikistan — — — — —

Turkmenistan 1 — — 11.90 —

Uzbekistan 3 24.05 — 127.51 0.1

Estonia 1 1100.00 0.6 1100.00 0.7

Latvia 2 2.14 — 2.14 —

Lithuania 3 410.52 0.2 410.53 0.3

Comment: — data absent or negligible.

Source: State Statistics Committee of Ukraine.



As for the idea of a monetary union between Russia and Belarus, it

should be emphasized that it would be a “small state–large state” union

between states whose economic potential is utterly incomparable.20

To be achieved, the monetary system of the smaller state will have be

absorbed into that of the larger state, which will determine the union’s

monetary policy. Thus, one may wonder how attractive the benefits of

the union (such as the reduction in foreign-exchange risks and transac-

tion costs) will appear to the smaller state when compared to its loss of

monetary independence.

All this is evident in President Putin’s suggestion that the Russian

ruble be adopted as Belarusian currency, and his ideas about the role of

the Belarusian Central Bank under the proposed arrangements.21 Is

Belarus really ready to transfer an important part of its sovereignty to

Russia? The answer to this question will determine what form the emis-

sion mechanism of the future monetary union will take in practice.

Because both parties lack a clear vision of how the monetary policy is

to be carried out after the introduction of a single currency, one is left

with a profusion of contradictory statements on both sides concerning

the idea itself and the problems in implementing it.22 In general, the

Russian-Belarusian experience highlights the problems of integrating

countries whose economic potential and vectors of economic develop-

ment are markedly different. In this case, joining a small state to a large

economic complex will mean that Belarus’s economic independence will

depend not on itself but on Russian economic trends. Whether the

resultant economic consequences would be good or bad for either Russia
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20 Despite lengthy discussions and numerous political statements, it is hard to

find a serious economic analysis of the consequences of a monetary union

between Russia and Belarus. Among the works I have found I would like to

highlight Dmitry Kruk, “Monetarnye soyuzy: vygody I izderzhki,” EKOVEST

(2002) 2, 3b, pp. 462-498. In my opinion, the author’s arguments against the

creation of a monetary union are clearly explained, and I borrow from them

here.
21 Aleksej Oreshko, “Natsbank boretsia za nezavisimost,’” Belorusskie Novosti

(online newspaper BelaPAN), September 23, 2003

<http://www.naviny.by/node.phtml?index=3887>.
22 “Rossiya i Belarus’ soglasovali plan vvedeniya edinoj valyuty,” Russkaya

Pravda, June 10, 2003 <http://pravda.org.ua/news.php?content=news&id=

1055260717>.



or Belarus is difficult to judge, but it is already obvious that concrete eco-

nomic and related political problems have come to dominate relations

between the two countries. No longer are the purely military aspects of

national security in the forefront.

The “Joint Declaration” of the four CIS states of February 24, 2003,

setting up a single economic space and establishing a “single regulatory

interstate, independent commission on trade and tariffs,” does confuse

matters. On the surface, it seems to contradict Ukraine’s traditional posi-

tion. But the idea is vague. The “single economic space” is defined as an

“area, consisting of the territories of contracting parties, … where coor-

dinated tax, monetary, financial, exchange rate, trade, and customs poli-

cies are intended to ensure the free movement of goods, services, capital,

and labor.”23 The treaty explicitly states that a customs union is to pre-

cede the formation of a single economic space, suggesting something

close to a common internal market. If so, the declaration of Russia,

Belarus, Ukraine, and Kazakhstan is very similar to the EvrAzES concept.

Still, it is too early to speak of a radical change in Ukraine’s foreign

economic priorities, because few previous plans for integration in the

post-Soviet space have been implemented, and what progress has been

achieved has considerably altered the original intent. Perhaps some of

these developments, however, simply suggest a second aspect of the polit-

ical component, namely that the diplomacy surrounding regional integra-

tion often serves to signal a general orientation and specific attachments.

Often different regional and sub-regional initiatives are used by national

political elites as tools for consolidating their domestic power and coun-

terbalancing the real or perceived influence of countries from outside the

region. Economic motives, in this case, are a secondary inspiration. There

is yet a third dimension to the political component: the function of confi-

dence-building. Without first building political trust, it becomes very dif-

ficult to create and successfully launch cooperative institutions.

Fourth and finally, it is obvious that attempts to achieve integration in

the post-Soviet area will continue in the future. At the moment, many of

these inchoate structures serve as a useful forum for discussing a number

of issues. But they are not likely to amount to much more as long as
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member states lag in implementing domestic economic reform or pursue

reform “on the basis of different national patterns.”24 Meanwhile region-

al cooperation can help to address problems, such as customs procedures,

border crossings, transit fees, technical standards, intellectual property

rights, and the like. 

As for the prospects of different regional arrangements, these will

depend, first, upon the ability of participating states to achieve free trade

agreements, for, as experience elsewhere demonstrates, one cannot skip

this stage, and “jump” to a customs union or an even more advanced

level of integration. In the case of a country like Ukraine, its participation

in different regional projects will also be affected by the course of its

negotiations to enter the WTO. 

This is not to minimize the potential significance of the single eco-

nomic space project of the four countries. At a minimum, it would appear

to portend a Russian effort to coordinate the approach of the four coun-

tries to the WTO. Beyond that, because three of the four countries are

key members of EvrAzES, sooner or later they will have to choose which

project to pursue. True, nothing in principle prevents other EvrAzES

members from joining the Joint Declaration, but the initiative suggests

that Russia either no longer believes in the prospects of EvrAzES, or

wants to have more than one instrument for influencing developments in

the post-Soviet space.

Ukraine’s participation in the initiative also raises a number of ques-

tions. If Ukraine seriously wishes to participate in forming a single eco-

nomic space as a common internal market, it must then abandon the idea

of joining the EU.25 Conceivably, in the future this new group could

hope to conclude some form of agreement with the EU, but this can

only be in the very long run. Thus, if Ukraine really means to pursue

European integration, then for the moment it should limit its participa-
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24 G. N. Egorov, “Economic Transformation, Industrial Potential and Current

Status of the CIS Countries: The Role of Science and High-technology”

(Vienna: UNIDO, Vienna, 2000), p. 30.
25 One can come to this conclusion on the basis of an analysis of the Treaty on

Customs Union and Single Economic Space, as of February 26, 1999, signed

by Balarus, Kazakhstan, Kyrgyzstan, Russia, and Tajikistan. So far other clear

definitions of a single economic space are absent, and there are no grounds to

believe that this idea as expressed in the declaration of the four presidents has a

different meaning.



tion in different post-Soviet regional groupings to the pursuit of free-

trade agreements. Moreover, there is a danger that intensive movement

toward a customs union or a single economic space will obstruct WTO

accession. On the other hand, WTO accession before the emergence of a

customs union will compel new members among the post-Soviet states to

adjust tariffs in accord with WTO obligations, a prospect much opposed

by Russia.

Finally, it should also be recognized that a number of these projects

may represent attempts on the part of post-Soviet states to shape or con-

trol their relations with Russia, whether Russia is a part of the organiza-

tion or not. Ultimately, however, neither they nor Russia, but rather

forces and countries outside the post-Soviet space, will determine how

viable any of these enterprises are.
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