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Executive Summary

The Eurasian Economic Union (EEU), created in 2015 by Russia, Kazakhstan, Kyrgyz-
stan, Belarus and Armenia, claims to be the first successful post-Soviet initiative to
overcome trade barriers and promote integration in a fragmented, under-developed
region. Supporters argue that it could be a mechanism for dialogue with the Europe-
an Union (EU) and other international partners. Critics portray a destabilising pro-
ject that increases Russia’s domination of the region and limits its other members’
relations with the West. The EU views the project as a challenge to sovereign choices
in its Eastern neighbourhood. Positions hardened after Armenia’s 2013 departure
from the Association Agreement with the EU, including the Deep and Comprehen-
sive Free Trade area, and Russia’s annexation of Crimea.

On paper, the EEU is an economic, technocratic project that offers some benefits
to members, particularly in easing cross-border trade and facilitating labour migra-
tion, but also poses economic risks by raising external tariffs and potentially orienting
economies away from global markets. So far it has had little economic success, though
access to Russia’s labour market has been an important motivator and, on balance,
a positive outcome for struggling post-Soviet economies. Beset by trade disputes,
sanctions regimes and a regional economic crisis, trade inside the EEU fell by 26 per
cent in 2015. But optimists argue that the legal status of labour migrants within the
bloc has improved, and there will be long-term gains from harmonising customs and
trade rules.

The main political tensions around the EEU, however, stem from its role in region-
al politics. Russia views it not only as an economic grouping, but also as a mechanism
to institutionalise influence over its neighbours and as a building block in a new in-
ternational order. This raises tensions with members and has led to a clash with other
integration drivers in the EU’s and Russia’s shared neighbourhood, specifically the
EU’s Association Agreements, including a Deep and Comprehensive Free Trade area
(AA/DCFTA). Moscow views these EU initiatives as encroachment into its sphere of
influence. This clash between different regional projects contributed to the tensions
and conflict in Ukraine in 2014, and while Moscow argued the AA/DCFTA was
harmful for its economy, EU officials saw the concern as political, stressing that EU
standards are not a burden even for EU companies when exporting to Russia or co-
operating with Russian companies. Both sides view the other as a rival, but EEU
member states other than Russia have sought to deepen their relationships with the
EU where they can.

Closer economic integration within the EEU should make conflicts between mem-
bers (for instance, between Russia and Kazakhstan) less likely. Easier cross-border
trade and movement could reduce tensions in Central Asia. Yet, if Russia uses the
EEU to dominate the region politically and as a platform for confrontation with the
West, other members are likely to view the organisation as a threat to their independ-
ence. Rival economic partnerships — whether with the EU or China — would then
look more attractive, potentially creating tensions in relations between EEU mem-
bers and Moscow.

The EEU’s uncertain role and future and the standoff with Russia over Crimea
and eastern Ukraine, make it difficult for the EU to develop a coherent policy toward
it. Some Brussels officials and member states are opposed to any talks, fearing they




The Eurasian Economic Union: Power, Politics and Trade
Crisis Group Europe and Central Asia Report N°240, 20 July 2016 Page ii

would legitimise Russia’s policies toward its neighbours and cut across bilateral rela-
tions between the EU and Armenia, Kazakhstan, Kyrgyzstan and Belarus — all of
which have experienced new momentum in the past year and a half. Others argue that
EU engagement with the EEU is a possible channel for a breakthrough in relations
with Russia, or at least that it could help build bridges, or even take pressure off
countries in the Eastern neighbourhood and Central Asia, some of whom have com-
plained about being trapped between Moscow and Brussels.

Political engagement between the two blocs is hardly realistic at present, in par-
ticular until conditions such as implementation of the Minsk Agreement on the
Ukraine conflict are met. While Moscow has repeatedly expressed an interest in for-
malising relations, many in the EU have concerns that such a step would produce a
substantively empty process with an appearance of normal relations but minimal
substantive gains.

If approached with full awareness of the above risks, low-level technical talks be-
tween EU and EEU officials could, however, help inform future strategies and offer
some pragmatic short-term gains, at least in terms of defining substance for future
discussions.

Higher-level engagement, however, should only follow serious shifts in Russian
policy, both in Ukraine and in relation to other regional states, and this is highly
unlikely in the short-to-medium term. The EU would also have to consider whether
recognition of the EEU would enhance or undermine the ability of smaller EEU mem-
ber states to define their bilateral relationship with Brussels.

Moscow/Astana/Bishkek/Dushanbe/Brussels, 20 July 2016



International Crisis Group

Europe and Central Asia Report N°240 20 July 2016

The Eurasian Economic Union:
Power, Politics and Trade

I. Introduction

This is the first of two reports that aim to inform debates around the EEU and other
regional projects in Russia’s neighbourhood. It examines the institution’s develop-
ment, its economic and political impact and its geopolitical significance. A second
report will assess the EEU’s role in Central Asia in more detail, its economic impact
on smaller member states and its relationship to other regional projects, such as
China’s Silk Road Economic Belt (SREB). Research was conducted in Moscow, Astana,
Bishkek, Dushanbe and Brussels in 2015-2016.
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II. Soviet Collapse and Post-Soviet Integration

Crisis Group’s research on Central Asia and the Caucasus has highlighted the instabil-
ity caused by closed or disputed borders, lack of economic cooperation and political
disputes among former Soviet states.' Regional initiatives that contribute to economic
prosperity should improve political and social stability. Projects that successfully pro-
mote open borders and cross-border cooperation can help to prevent and manage
conflict. In practice, however, post-Soviet regional projects have often been divisive
and fuelled rather than resolved political and economic tensions. The EEU may
claim potential to contribute to a more cooperative, integrated region, but so far its
development has often exacerbated tensions between Russia and its neighbours.

When the USSR collapsed in 1991 many former Soviet republics were hostile to
regional reintegration, but a core of six states continued to pursue a variety of regional
initiatives from the late 1990s onwards, with little success.? Belarus, Russia and
Kazakhstan were the main drivers; Kyrgyzstan and Tajikistan sought economic and
security benefits from a close relationship with Moscow, and Armenia sought close
security and economic ties with Russia because of its conflict with Azerbaijan and
border closures with that country and Turkey. Even among these states, divergent
economic and trade policies made cross-border commerce and travel more difficult.
Customs officers became rich, but regional trade dwindled.

When Russia, Kazakhstan and Belarus announced a new Customs Union (CU)
in 2006, it was met with widespread scepticism, but spurred by the 2008 economic
crisis, they began to make progress. They agreed a common code in 2009 to replace
domestic laws and formally launched the CU in 2010. Unlike previous agreements, it
had tangible impact, removing customs barriers in 2011. It was also committed to
engaging with the global trade regime, prioritising World Trade Organisation (WTO)
provisions and coordinating with Russia’s WTO accession in 2012. In January 2012,
the three launched a Single Economic Space (SES) to harmonise policy more widely.
In a major shift, they also set up the Eurasian Economic Commission (EEC) that year,
a supranational body with power to overrule states. These steps gained attention: the
European Bank for Reconstruction and Development (EBRD) labelled the CU a quali-
fied success. But even in 2012, questions were raised about its political nature and
whether it might be a “front behind which Russia is collecting former Soviet lands”.?

! Crisis Group Europe and Central Asia Briefings N°s 76, Kyrgyzstan: An Uncertain Trajectory, 30
September 2015; 74, Stress Tests for Kazakhstan, 13 May 2015; and 71, Armenia and Azerbaijan:
A Season of Risks, 26 September 2013.

* The Baltic states rejected all post-Soviet bodies, including the weak Commonwealth of Independ-
ent States (CIS). Azerbaijan, Georgia, Uzbekistan and Turkmenistan minimised involvement in
Russian-led regional organisations. Moldova shifted toward Western Europe. Internally divided
Ukraine wavered. The first post-Soviet organisation, the Commonwealth of Independent States,
established in December 1991 and originally comprising eleven ex-Soviet Republics, failed to main-
tain close economic and political ties among members, though a 2011 Free Trade Agreement has
been more successful. Armenia, Belarus, Kazakhstan, Kyrgyzstan, Russia and Tajikistan in 2000
created the Eurasian Economic Community (EurAsEC), which also largely failed. Nicu Popescu, a
senior analyst at the European Union Institute for Security Studies, wrote that the “recent history of
Russian attempts to reintegrate the post-Soviet space is littered with failed political and economic
initiatives”. “Eurasian Union: The real, the imaginary and the likely”, European Union Institute for
Security Studies, September, 2014.

3 Rilka Dragneva, Kataryna Wolczuk, “Eurasian Economic Integration: Institutions, Promises and
Faultlines”, The Geopolitics of Eurasian Economic Integration (London, 2014), pp. 8-15. Svitlana
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A.  Putin’s “Big Idea”

In November 2011, Vladimir Putin, as part of his campaign to regain the Russian
presidency, called for a new regional initiative, the “Eurasian Union”. It was to build
on the CU and SES to promote closer economic integration and freedom of move-
ment for labour and capital, largely inspired by the EU. Putin denied any attempt to
recreate the Soviet Union: the new Union would be “open to the world” and bring its
members into a “Greater Europe”.*

Despite this rhetorical emphasis on economic integration and modernisation, the
geopolitical significance and aspiration of the new organisation became clear in 2013,
when it came into direct competition with the EU’s Eastern Partnership. Russia ob-
jected to the EU’s Association Agreements, including the Deep and Comprehensive
Free Trade Areas (AA/DCFTA), negotiated with Armenia, Georgia, Moldova and
Ukraine. The AA/DCFTAs frame contractual relationships leading to systemic eco-
nomic and regulatory reform. A DCFTA facilitates access to the EU’s internal market,
so is incompatible with another arrangement by which a DCFTA state would give up
sovereignty over external tariffs. In effect this means that a state with a DCFTA could
not join the EEU. Russia strongly objected to the level of economic cooperation these
agreements envisioned, claiming that they would damage its own economic interests.
Moscow’s political objections to a DCFTA state’s closer relations with the EU were,
however, more salient.’

In addition to political reforms envisaged in the Association Agreements, the trade-
related DCFTAs involved two key aspects: elimination of most customs tariffs with
the EU; and extensive and systemic reforms based on harmonisation of major parts
of domestic legislation with EU rules to improve compliance with EU regulations in
awide range of areas, such as technical barriers to trade, sanitary and phytosanitary
standards, public procurement, and competition policy.

The EEU, which was modelled on the EU, had a similar set of goals, removing
customs duties between member states (but putting in place a common external tar-
iff with third countries), while also agreeing common standards for traded goods
among members and developing a single market in services and labour. However,
the EEU’s regulatory requirements were less modernised and far-reaching than those
of the EU, being based on more familiar Soviet-era technical standards (GOST). The
DCFTAs have potentially significant structural impact by encouraging economic re-
form; the EEU, on the other hand, is unlikely to play a role in tackling poor govern-
ance or problems of corruption, and therefore poses less threat to existing political
and business elites.

Under Russian pressure, first Armenia, then Ukraine backed out of agreements
with Brussels in favour of joining the new Eurasian grouping. Russia used intense

Pyrkalo, “Customs Union of Russia, Kazakhstan and Belarus is first success in CIS integration, says
EBRD”, EBRD, 7 November 2012. Olga Shumylo-Tapiola, “The Eurasian Customs Union: Friend or
Foe of the EU?”, Carnegie Endowment for International Peace, October 2012.

#Vladimir Putin, “HoBblit HHTErpalMOHHbIH TPOEKT 71 EBpasun — 6y/yIiee, KOTOpoe POsKIAaeTcs
cerozias” [“A new integration project for Eurasia — the future, which is being born today”], Izvesti-
ya, 3 October 2011. This political aspect of the new union was welcomed by nationalist Eurasianists
such as Alexander Dugin. See his, Beauxas Boiina xonmunenmos [ The Great War of Continents]
(Moscow, 2014), p. 106.

5 Although the Ukrainian DCFTA did pose problems for Russian-Ukrainian economic ties, the po-
tential challenges were probably overstated, and the trilateral Russia-EU-Ukraine DCFTA talks
stalled on political rather than trade issues.
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pressure to achieve a U-turn by Yerevan in September 2013, just two months after it
finalised an AA/DCFTA. Society was divided, with many preferring to keep good
relations with both the EU and Moscow, but Russia used the security relationship to
persuade the Armenian leadership to switch.®

Ukrainian society was divided between pro-Moscow and pro-EU orientations,
with many also preferring to avoid a stark choice. Kyiv had traditionally manoeuvred
between Moscow and the West to maximise economic and political gains. In October
2013, under Russian pressure, President Viktor Yanukovich said he would not sign
the AA/DCFTA at an EU summit the next month. The resulting anti-government
demonstrations in Kyiv culminated in his ouster in February 2014, followed by Rus-
sian annexation of Crimea and conflict in eastern Ukraine.

Only three states, Russia, Belarus and Kazakhstan, signed the Eurasian Economic
Union Treaty on 29 May 2014. Putin’s original “Eurasian Union” formulation had
been seen as too political, so “Economic” was added to define the nature and limits
of the agreement. Armenia’s accession was agreed in October 2014, followed by Kyr-
gyzstan’s in December. The EEU entered into force on 1 January 2015 among Russia,
Belarus, Kazakhstan and Armenia. Kyrgyzstan’s membership — broadly supported
domestically, reflecting traditionally close ties with Russia — was confirmed in May
and formalised in August. Kyrgyz officials said non-membership was not an option,
as they otherwise feared problems for their migrants in Russia and economic isola-
tion. The country’s main trade and transport routes pass through Kazakhstan. “We
had to join the EEU”, an official said, or “the Kazakh borders would be closed”.”

The EEU was thus born amid international conflict and divisive geopolitics. The
Ukraine conflict encapsulated the dangers of tensions between rival regional projects
and made any dialogue with the EU very difficult. Belarus and Kazakhstan, con-
cerned by the fallout from that conflict, became more cautious about Eurasian inte-
gration. For some Western commentators, events in Ukraine confirmed fears that
the EEU would threaten regional stability and undermine relations with the West.?
Sceptics argued that the EEU was “set up for failure”, “nothing more than an illusion”,
and “might not survive 2015”.°

Though it survived the year, it was seriously challenged by international tensions,
disputes between member states and regional economic crisis. Above all, it failed to
make progress in reconciling its multiple identities, as ideological goal, geopolitical
project and economic bloc.

% For details, see Pasquale De Micco, “When choosing means losing: The Eastern partners, the EU
and the Eurasian Economic Union”, European Parliament Think Tank, March 2015. “EU Relations
with Armenia”, EU External Action Service. Richard Girogosian, “Armenia and the Eurasian Eco-
nomic Union: The View from Yerevan”, European Council for Foreign Relations, 8 January 2015.
7 Apparently President Nazarbayev lobbied to add “Economic” to the Union’s title. Benoit Vitkine,
“Vladimir Putin’s Eurasian Economic Union gets ready to take on the world”, The Guardian, 28
October 2014. Crisis Group interview, government advisor, Bishkek, April 2015.

8A typical view is that of Ariel Cohen, who warned in 2013 that “the EAU [Eurasian Union] could
threaten regional stability and undermine economic and political freedom in Eastern Europe and
Central Asia”. “Russia’s Eurasian Union Could Endanger the Neighborhood and U.S. Interests”, The
Heritage Foundation, 14 June 2013.

9 Tony van der Togt, Francesco S. Montesano, Iaroslav Kozak, “From Competition to Compatibility:
Striking a Eurasian balance in EU-Russia relations”, Clingendael Report, Netherlands Institute of
International Relations, October 2015; Anton Barbashin, “The Eurasian illusion: the myth of Rus-
sia’s Economic Union”, Foreign Affairs (online), 15 January 2015; Nate Schenkkan, “Eurasian dis-
union: why the Union might not survive 2015”, Foreign Affairs (online), 26 December 2015.
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III. The EEU as Idea: Eurasianism

Official EEU publications consist mostly of upbeat statistics and technical news, but
they occasionally include the romantic notion of Eurasianism, a vague and contested
ideology that can be traced back to discussions among Russian exiles in Europe in
the 1920s."° Philosophers such as Petr Savitsky argued that Russia should consider
itself not part of Europe, but as the centre of Eurasia, a region of steppe lands stretch-
ing from the Carpathian mountains in Europe to the borders of China that define a
distinct civilisation, neither European nor Asian, but a mix of Slavic and Turkic peo-
ples with Russia at its heart. Resurrected in the 1990s, the idea of Eurasia is now a
staple of foreign policy rhetoric in Russia."

That idea is not clearly defined geographically or ideologically.'* At least four broad
interpretations are in use today. Far-right ideologues such as Alexander Dugin see
Eurasianism as both a global campaign against the West and a process of neo-imperial
regional integration centred on Moscow."® Some echoes of his anti-Western thinking
can be seen in official policy, though his influence should not be exaggerated.

A more moderate position espoused by some Russian officials and analysts, though
retaining nationalist overtones, sees Eurasianism as a way for Russia to reassert its
international role. For these advocates of Eurasian integration, the EEU is a way for
Russia both to “pivot to Asia” and to reconnect with Europe on its own terms."

More liberal EEU advocates reject nationalist versions and emphasise pragmatic
links between Eurasian integration and the wider international economic system,
East and West. This technocratic Eurasianism is common among officials working in
regional institutions but is a minority position: there is still much scepticism among
experts about regional integration prospects, and enthusiasm for the EEU as an
institution remains muted among policy analysts in Moscow.'®

Kazakhstan has its own version of Eurasianism, promulgated by President Nur-
sultan Nazarbayev in numerous publications and speeches since the early 1990s.
Here too the meaning is slippery. It is a useful metaphor that avoids difficult choices
for the country’s multi-vector foreign policy, while helping to consolidate its multi-
ethnic population, but it is sharply at odds with Russo-centric ideologies.'® Far from
promoting Moscow’s “Great Power” aspirations, Kazakh leaders view the EEU as a
way of containing Russia within a supranational organisation.

These varied interpretations — from autarkic, neo-imperialist, anti-liberal ideolo-
gy to framework for inter-ethnic cooperation and economic integration — make Eur-

19 Egpazusa: Om udeu — x unmezpayuu [Eurasia: From idea to integration], Eurasian Economic
Commission, (Moscow, 2015).

" For background, see Marlene Laruelle, Russian Eurasianism: An Ideology of Empire (Baltimore,
2012).

12 Marlene Laruelle, “Eurasia, Eurasianism, Eurasian Union: Terminological Gaps and Overlaps”,
PONARS Eurasia, no. 366 (2015); Alexander Dugin offers seven meanings for Eurasianism. Dugin,
The Great War of Continents, op. cit., pp. 131-143; Vinokurov and Libman offer three. Yevgeny
Vinokurov and Alexander Libman, Egpasutickas konmuxenmanvHas unmeepayus [ Eurasian con-
tinental integration] (Saint Petersburg, 2012), pp. 12-23.

'3 Dugin, Beauxas Boiina konmunenmos [The Great War of Continents], op. cit. p. 133.

!4 Crisis Group interviews, academics, Moscow, March 2016.

15 Yevgeny Vinokurov, “Pragmatic Eurasianism: Prospects for Eurasian Integration”, Russia in Global
Affairs, vol. 2, no. 2 (2013), pp. 87-96. Crisis Group interviews, analysts, Moscow, March 2016.
16 Golam Mostafa, “The Concept of ‘Eurasia’: Kazakhstan’s Eurasian Policy and its Implications”,
Journal of Eurasian Studies, vol. 4, no. 2 (2013), pp. 160-170. Vinokurov and Libman, op. cit., p. 19.
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asianism a highly flexible ideology. EEU members can support “integration” while
glossing over fundamental foreign policy differences, but this makes it difficult to
agree a coherent path for the EEU’s development.
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IV. The EEU as Political Project

If its ideological framework is disputed, so too is the EEU’s geopolitical significance.
While Russian officials have not disguised the importance of the EEU to their vision
of Russia as a “Great Power”, Belarusian and Kazakh officials repeatedly stress that
the EEU is an economic initiative free of overt political commitments. The tension
between these views is perhaps the central challenge faced by the EEU and will de-
termine its future direction.

There are three main geopolitical aspects to the Russian concept. First, President
Putin has frequently argued that the international system is breaking into “geopoliti-
cal zones”, a version of the idea of a multipolar world, and that the EEU should be
one such pole or zone. “Eurasian integration”, he argues, “is a chance for the entire
post-Soviet space to become an independent centre for global development, rather
than remaining on the outskirts of Europe and Asia”."”

Some Russian officials express this in almost existential terms. Presidential ad-
viser Sergei Glazyev argues that “Russia is facing a clear choice: either become a
powerful ideological and civilizational centre in its own right ... or integrate with one
of the existing power centres and lose its identity”. In this thinking, the EEU is a
mechanism for Russian influence in a “sphere of special interests” in the former
Soviet republics, where Russia opposes Western political or security influence, par-
ticularly achieved through the kind of “colour revolutions” experienced in Georgia,
Kyrgyzstan and Ukraine. Russian officials continue to see the West as a destabilising
actor in Eurasia, seeking to undermine friendly regimes.*® This argues for a more polit-
ically integrated EEU, capable of resisting such influence.

Secondly, the Russian leadership views the EEU as a mechanism to prevent neigh-
bours being absorbed into rival regional blocs, particularly the EU’s Eastern Partner-
ship (EaP), but also potentially Chinese-led projects. The EU’s cooperation with
former Soviet states is seen as an expansionist precursor to NATO encroachment,
something Russia says challenges its security interests."

Thirdly, an even more ambitious view of the EEU is as the core of a wider regional
grouping, a “Greater Eurasia”, extending “from Murmansk to Shanghai”.?* In June
2016, President Putin announced support for a “more extensive Eurasian partner-
ship involving the [EEU] and countries with which we already have close partnership

7 Vladimir Putin, Valdai Group plenary meeting, Novgorod region, 19 September 2013.

18 Sergei Glazyev, “Russia and the Eurasian Union”, in Piotr Dutkiewicz and Richard Sakwa (eds.),
Eurasian Integration — The View from Within (Routledge, 2015), pp. 84-96. Dmitry Trenin, “Rus-
sia’s spheres of interest, not influence”, The Washington Quarterly, vol. 32, no. 4 (2009), pp. 3-22.
“Lavrov accuses West of seeking ‘regime change’ in Russia”, Reuters, 22 November 2014.

19 Alexei Podberezkin, an academic and government adviser, sees a Eurasian bloc as a potential
“third centre of power and influence that will be able to become a counterweight to the two already
existing ones led by the U.S. and China. This centre of force would prevent agreements between the
two already existing at the expense of the third countries”. Podberezkin, K. P. Borishpolets, O. A.
Podberezkina, Eepasus u Poccus [Eurasia and Russia] (Moscow, 2013), p. 109. “BocTouHoe
MapTHEPCTBO : IPO6JIEMBI peasin3anuy U Bo3MoxkHble nocsencrsusa” [“The Eastern Partnership:
problems of implementation and possible consequences”], Council of the Federation of Russia,
November 2009, pp. 33-37-

20 “Toward the Great Ocean-3: Creating Central Eurasia”, Valdai Discussion Club, June 2015. “Hapsi-
uikuH: Pocenst xoresa 6b1 co3aaTh 30Hy cBo6ogHOM Toproiau ¢ IITOC u ACEAH” [“Naryshkin: Rus-
sia wants to create a free trade zone with SCO and ASEAN”], TASS, 19 April 2016.
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— China, India, Pakistan and Iran”, but also including the EU.*' Much of this is still
just rhetoric, but ideas for future cooperation with China, India and Iran are com-
mon features of Eurasianist thinking.

There is some common political thinking among EEU members; Belarus, Kazakh-
stan and Russia are all suspicious of Western democracy promotion and human rights
advocacy. But the first two strongly oppose the notion of the EEU as a closer political
union or a bloc with an anti-Western agenda. Nazarbayev and President Alexander
Lukashenko are outspoken in resistance to any political integration, such as a joint
parliament or common currency. Both countries are enhancing relations with the
EU, though they remain resistant to substantive discussion of human rights or
democratisation.*

Wider differences among members over Russian foreign policy, particularly in
Ukraine, make regional integration harder, but other conflicts also demonstrate a
lack of political solidarity. An outbreak of fighting around Nagorno-Karabakh in April
2016 exposed stark differences. Kazakhstan has closer relations with Azerbaijan than
with fellow EEU member Armenia. An EEU summit due for Yerevan in April had to
be shifted to Moscow after Kazakh officials made it clear they would not attend while
hostilities continued around Nagorno-Karabakh.?3

2! Speech at plenary of St. Petersburg International Economic Forum, 17 June 2016, http://en.
kremlin.ru/events/president/news/52178.

22 “Kazakh Experts on the Eurasian Economic Union: Aligned Competition or Aligned Stagnation?”,
Russian International Affairs Council, May 2015. On 17 March 2016, the Kazakh parliament ratified
an Enhanced Partnership and Cooperation Agreement with the EU. “Kazakhstan does not want to
be married in an exclusive way to Russia”, a senior EU diplomat said. Crisis Group interview, Asta-
na, April 2015. Robin Emmott, “Europe ends sanctions on Belarus, seeks better ties”, Reuters, 15
February 2016.

23 Sara Hojoyan, “Conspicuous by Presence: Armenia attends EEU summit moved from Yerevan
amid Karabakh crisis”, Armenianow.com, 14 April 2016.
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V. The EEU as Economic Bloc

For most people in the region, the EEU will be measured by its impact on daily busi-
ness, trade and labour migration. Its long-term success will depend on its ability to
build effective institutions, make progress on trade liberalisation and boost econom-
ic prosperity. So far, it has had little positive impact. Trade fell by almost 26 per cent
inside the bloc in 2015, and by 34 per cent with other countries. Figures were wors-
ened by currency volatility and low oil prices, but the economic problems under-
mined confidence in the bloc, and trade barriers were re-introduced between some
member states as they tried to protect their domestic markets.>*

A. Institutions

Unlike previous regional initiatives, the EEU has a potentially powerful supranational
body mandated to overrule narrow national interests in agreed trade policy areas.
The Eurasian Economic Commission (EEC) has a well-qualified staff of over 1,000
specialists at its Moscow headquarters but is often sidelined by national leaders, who
continue to manage economic disputes through political deals rather than agreed
rules and processes.

Loosely modelled on its Brussels counterpart, the EEC is headed by ten “Mem-
bers of the Collegium” (or ministers), two from each member state. Each presides
over several of 25 thematic departments, of which perhaps the largest and most im-
portant is trade policy. The leader is former Armenian Prime Minister Tigran Sarg-
syan. Other key members include Minister for Trade Veronika Nikishina, who was
deputy head of the delegation that negotiated Russia’s WTO accession, and Tatiana
Valovaya, the integration and macroeconomics minister. These senior technocrats
are seen as competent potential interlocutors by some in Brussels, but their political
remit is very limited.*

In theory, EEC decisions are binding on all member states if passed by a two-thirds
vote at a full meeting of the Collegium. However, each state has a veto through the
Council of the Eurasian Economic Commission, which comprises the deputy prime
ministers of member states and must affirm Collegium decisions. In practice, deci-
sions are usually by consensus, achieved through long discussion with national agen-
cies, either directly or in Consultative Committees — advisory bodies under the Col-
legium.2® If there is a dispute, it is quickly escalated to prime ministers, who meet
twice yearly as the Eurasian Intergovernmental Council. Particularly controversial
issues are sent to the Supreme Eurasian Economic Council, which convenes at head-
of-state level at least annually.

This structure appears to work smoothly in relatively uncontroversial areas, where
the emphasis is on bureaucratic and technical decisions. In any areas of controversy,
however, it faces three key problems:

24 Oleg Cherkovets, “Uto >xe 3a maTerparnusa Takaa?” [“What sort of integration is this?”], Pravda,
5-8 February 2016. “O6 utorax BHeIIHeH 1 B3AUMHOU TOPrOBJIX TOBapaMu EBpasuiickoro s3koHo-
MUYECKOTO 01033, fIHBaph — ekabpb 2015 roga” [“Foreign and mutual trade in goods of the Eura-
sian Economic Union, January-December 2015”], EEC, 17 February 2016. Russian GDP fell by 3.7
per cent in 2015, according to the IMF: “Subdued Demand, Diminished Prospects”, January 2016.
%5 For the internal organisation of the EEU, see www.eurasiancommission.org. Crisis Group inter-
view, EU official, Brussels, March 2016.

26 Crisis Group interviews, EEC, Moscow, March 2016.
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0 Though Russia is outnumbered in the Collegium and has no veto, it has greater
sway on decisions. Some officials deny this. “Probably we give way too often”, com-
plained a Russian expert.”” But overall, Russia’s economic and political weight,
together with its advantage in technical and specialist knowledge (the majority of
EEC staff are Russian citizens), inevitably has an impact.

0 The EEC has few real sanctions and relies on political leverage and peer pressure
to ensure compliance. Its court, based in Minsk, has not been used to bring mem-
ber states into line.?®

0 Thereis no mechanism for resolving complex disputes except escalation to high-
level political channels. Rather than work through the EEC, leaders prefer a tele-
phone call and making decisions on a one-to-one basis. On major issues, the EEC
often appears to be sidelined. It is “becoming largely irrelevant”, an analyst said,

“because policymaking is highly centralised and top-down”.*®

B. Trade

The initial creation of the Customs Union coincided with a boost in intra-regional
trade, up by 32.1 per cent in 2011 to some $62 billion, and by a further 7.5 per cent in
2012. Since then, however, the trend has been strongly downwards, falling by 5.5 per
cent in 2013, 11 per cent in 2014 and 25.8 per cent in 2015. By 2015 trade among
EEU members was down to $45 billion. In January-April 2016, trade was down 18.4
per cent, year-on-year.3° Foreign trade outside the EEU has also been in decline for
the bloc since 2012, shrinking by 34 per cent in 2015.

It is difficult to assess the EEU’s direct impact on trade, because its introduction
coincided with an economic slowdown in Russia and Kazakhstan and sharp currency
devaluations. Above all, the decline in oil and commodity prices skewed figures sharp-
ly downwards (mineral resources were two-thirds of EEU exports and one-third of
trade within the EEU in 2015).3" As a result foreign trade for EEU members has
declined with all major partners, both within and outside the EEU.3?

EEC officials highlight real achievements in cross-border trade, starting with the
abolition of customs barriers between Russia, Kazakhstan and Belarus in 2011 and
their removal from the Kazakh-Kyrgyz border in August 2015. However, travellers
continue to report frequent delays at borders, where guards still check identity
papers and paperwork for vehicles, and stringent quality checks on goods are some-

%7 Crisis Group interview, Moscow, March 2016.

28 The court has two judges from each member state and a permanent home in Minsk, www.court
eurasian.org. Some companies have challenged EEC decisions in court, with mixed success. Tony
van der Togt, et al., “From Competition to Compatibility”, op. cit. pp. 24-25.

29 Crisis Group telephone interview, Rilka Dragneva-Lewers, University of Birmingham, 20 April
2016.

39 Figures are for Russia, Kazakhstan and Belarus for 2011-2014. From 2015 they include Kyrgyz-
stan and Armenia. Official EEC statistics, at www.eurasiancommission.org/ru/act/integr_i_makroec/
dep_stat/tradestat/analytics/Pages/default.aspx.

3! According to the EEC, 65.6 per cent of EEU exports in 2015 were mineral resources. See www.
eurasiancommission.org/ru/act/integr_i_makroec/dep_stat/tradestat/analytics/Pages/default.aspx.
32 Kazakhstan, for example, experienced a 28.8 per cent decline in foreign trade with Russia, 48.4
per cent with China and 41.5 per cent with Europe. These differences relate primarily to the struc-
ture of trade (China and Europe are both importers of Kazakh oil and gas) rather than any impact of
the EEU. See “Kazakhstan: Balance of Payments and External Debt for 2015”, National Bank of
Kazakhstan, p. 37, http://bit.ly/29vIswQ.
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times imposed. Moreover, numerous exemptions and restrictions limit trade liberal-
isation inside the bloc, while sanction regimes and currency volatility have added
further problems.

The EEU replaced its members’ individual tariff regimes with a single external
tariff. In most cases this was based on pre-existing Russian trade tariffs, which were
relatively high and therefore raised levies on imports for the more open economies of
Kyrgyzstan, Kazakhstan and Armenia, although there have been transition arrange-
ments for tariffs on many goods.3? Nevertheless, for countries such as Kyrgyzstan,
which had low tariffs on its consumer-goods trade with China, the result has been
higher prices on Chinese imports and difficulties for wholesale and re-export trade.
Russian goods, on the other hand, have become cheaper, largely as a result of the
weaker rouble.34

Unified external tariffs are expected to fall gradually over the next few years in
line with commitments Russia made on joining the WTO in 2012.%5 In other cases,
however, WTO membership complicated the tariff regime. Kazakhstan joined in 2015
and now has in effect two sets of tariffs, one for goods destined for other EEU states
and another for those destined exclusively for its home market.3® WTO membership
also slowed progress on a unified EEU Customs Code. Promised in 2015, it will come
into force in 2017 at the earliest.?”

More important than formal tariffs are non-tariff barriers (NTB), ranging from
time taken to cross borders to the use of sanitary checks or product standards to
restrict trade. The EEC is trying to harmonise these, but quality standards on many
consumer goods, particularly foodstuffs, remain a popular way for governments to
restrict trade. Russian standards agencies have frequently imposed selective, infor-
mal sanctions during Moscow’s political disputes with the EU, Ukraine, Turkey,
Georgia, Moldova and others.3® In 2015, Kazakhstan used its own standards bodies
to block cheap imports of Russian dairy products. In other instances, the problem is
capacity, not politics. Kyrgyzstan has struggled to meet EEC standards, because it
lacks the necessary infrastructure, such as veterinary services and laboratories.3°
Russia and Kazakhstan have given Bishkek grants to support certification of its food
exports, but compliance will take time.

33 Armenia (until 2022) and Kyrgyzstan (until 2020) have arrangements in place to retain former
tariffs for a transitional period on some imports that are only used inside the country. See “Eura-
sian Economic Union One Year On”, U.S. Department of Agriculture Foreign Agricultural Service,
GAIN report, 11 March 2016; David G. Tarr, “The Eurasian Economic Union among Russia, Bela-
rus, Kazakhstan, Armenia and the Kyrgyz Republic: Can it succeed where its predecessor failed?”,
Eastern European Economics, vol. 54, 1 (2016). Crisis Group interviews, Bishkek, March 2016.
34 Crisis Group interviews, Bishkek, March 2016.

35 0On Russian accession and the WTO, see R. Connolly, “Russia, the Eurasian Customs Union and
the WTO”, in R. Dragneva and K. Wolczuk (eds.), Eurasian Economic Integration: Law, Policy and
Politics (Cheltenham, 2013).

36 A European diplomat said Kazakhstan “busted a gut to get entry to the WTO ... a lot of that was
about [sending a signal] to Moscow”. Crisis Group interview, Astana, April 2015.

37 Evgeny Denisenko, “Munucrp E9K ot Keiprelzcrana Hazsas TPHOPUTETH B TAMOKEHHOI chepe
EA3C” [“EEC Minister from Kyrgyzstan named the priorities in the customs sphere in the EEU”],
Vecherny Bishkek, 4 February 2016.

38 Notably Russia’s activist (and highly politicised) bodies Rosselkhoznadzor (Federal Service for
Veterinary and Phytosanitary Surveillance) and Rospotrebnadzor (Federal Service for Supervision
of Consumer Rights Protection and Human Well-Being).

39 Crisis Group interviews, EEC staff, Moscow, March 2016.
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C. Sanctions

The goal of improving regional trade has been badly damaged by Russia’s involvement
in a series of sanctions regimes since 2014. U.S. and EU sanctions imposed in 2014
in response to actions in Ukraine had only a limited direct impact on other EEU mem-
bers but contributed to Russia’s economic slowdown. Moscow’s response, which in-
cluded an embargo against EU agricultural products, was much more significant. No
fellow EEU state supported it. Instead, they quickly found ways to profit. EU imports
began entering the Russian market via Belarus, often with allegedly forged docu-
ments or by listing Kazakhstan as country of destination. A mini trade war ensued.
By December 2014, just weeks before the EEU’s formal launch, Russia and Belarus
had in effect reinstated customs controls. Gradually, both de-escalated: Russia relaxed
its controls, and Belarus did more to stop the most overt smuggling, but Russia’s
sanctions on EU foods continued to drive a wedge among members.*°

Another example of the fault lines in the EEU was illustrated by Russia’s unilateral
sanctions against Turkey, introduced in December 2015 in response to the shoot-
down of a Russian plane on the Turkish-Syrian border. The standards agency Rossel-
khoznadzor (Federal Service for Veterinary and Phytosanitary Surveillance) led the
clampdown.* Kazakhstan and Kyrgyzstan have particularly close economic ties with
Ankara and refused to support Russian sanctions.

EEU members also refused public support to Russia in its conflict with Ukraine
and maintained cordial relations with Kyiv. On 1 January 2016, Russia suspended its
recognition of a CIS Free Trade Agreement with Ukraine in response to the entry
into force of that country’s AA/DCFTA with the EU; announced an embargo on
Ukrainian food imports; and imposed obstacles on Ukrainian goods transiting to
Kazakhstan and Kyrgyzstan.** The rest of the EEU continued normal trade: Ukraine,
for example, is one of Kazakhstan’s top five importers. To avoid transit difficulties,
an alternative route has been opened through Georgia, Azerbaijan and across the
Caspian Sea.*3

Significantly, Moscow took all these decisions on its own, with little or no prior
consultation with other EEU members. Though the EEC discussed the issues, it was
unable to resolve differences.** Russia’s foreign policy goals consistently trumped
economic cooperation.

40 Ryhor Astapenia, “Belarus reinstates customs control on the border with Russia: the end of the
Eurasian Union?”, Belarus Digest, 11 December 2014. Igar Gubarevich, “Belarus and Russian food
embargo: a success story?”, Belarus Digest, 18 August 2015.

41 “Russia retaliates against Turkey with range of trade sanctions”, Financial Times, 26 November
2015.

42 “Turkey, EU, U.S., Canada support Ukraine’s statement on Russian restrictions at WTO General
Council”, Interfax-Ukraine, 25 February 2016; Kataryna Wolczuk, Rilka Dragneva-Lewers, “No Eco-
nomic Bright Spot in Tensions Between the EU, Ukraine and Russia”, Chatham House, 17 Decem-
ber 2015.

43 “Ukraine to ship goods to Kazakhstan, bypassing Russia”, Radio Free Europe/Radio Liberty
(RFE/RL), 13 January 2016, www.rferl.org/content/ukraine-goods-kazakhstan-bypassing-russia/
27486101.html.

44 “Pagpormacua crpas-yuactaur, EADC [0 IIOBOJY TOPrOBHIX CAHKIMH paspemuT cyn” [“Disa-
greements of the member-states on trade sanctions will be reviewed by the court”], ExcedresHuk,
6 March 2015.
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D. Economic Impact

Even without the negative impact of geopolitics and a regional economic crisis, some
economists have thought the EEU will not bring substantial economic benefits, be-
cause its higher external tariff will not be offset by more internal trade. More recent
analysis suggests this may change over time, as tariffs are gradually reduced. That
could be positive for members, but only if non-tariff barriers are cut and the busi-
ness environment improves.*

One of the biggest challenges to emerge in 2014-2015 was exchange rate vola-
tility. The rouble’s sharp devaluation in 2014 significantly impacted intra-regional
trade. Kazakhstan resisted devaluation until 2015 and was forced to ban imports of
much cheaper Russian goods to protect domestic producers, but eventually also de-
valued amid general volatility in Central Asian currencies. The EEU could do little to
counter the problems. Closer monetary and financial integration is envisaged in the
treaty but is a distant prospect. Russian officials have raised the notion of a single
currency, but this has been firmly rejected by the other members, who view it as an
infringement on their sovereignty.+®

The economic crisis not only undermined the main attraction for EEU states —
closer integration with a growing Russian market — it also made it more difficult for
Moscow to provide the funds that made integration more financially attractive to
poorer states. In 2015, it pledged Bishkek some $1 billion in direct grants and con-
tributions to a Kyrgyz-Russian Development Fund designed to assist the former in
overcoming the economic adjustments of membership, but further promised invest-
ments in hydro-electric plants were cancelled.’

Perhaps most importantly, the challenges to economic growth are still primarily
located in domestic economies. Each EEU state faces serious governance problems.
Members all score much worse on corruption, rule-of-law and regulatory indicators
than states with similar income levels elsewhere.*® The EEC has no explicit mandate
to improve economic governance among member states; at best, it was expected to
stimulate an improved business environment across the region. In practice, how-
ever, it is unable to tackle obstacles to economic reform, which are entrenched and
politicised across the region.

45 A 2011 World Bank paper suggested that trade diversion, owing to higher external tariffs, would
offset any benefits from internal trade liberalisation. L. Vinhas de Souza, “An Initial Estimation of
the Economic Effects of the Creation of the EurAsEc Customs Union on its Member States”, The
World Bank Economic Premise, no. 47 (2011). Tarr, “The Eurasian Economic Union”, op. cit.

46 At a March 2015 EEU summit in Astana, Putin announced “the time has come to start talking
about the possibility of forming a currency union”. This was news to the Kazakh and Belarusian
presidents, who had repeatedly rejected this. On 22 April, Kazakh Deputy Economy Minister Timur
Zhagsylyqov noted that “Kazakhstan has a clear and consistent position on excluding the possibility
of introducing a single currency within the framework of the Eurasian Economic Union”. “Kazakh-
stan rejects Moscow’s single currency proposal”’, RFE/RL, 22 April 2015.

47 David Lewis, “Reasserting hegemony in Central Asia: Russian policy in post-2010 Kyrgyzstan”,
Comillas Journal of International Relations 3 (2015), pp. 73-74. Bruce Pannier, “Kyrgyzstan re-
vokes hydropower deal with Russia”, RFE/RL, 20 January 2016.

48 Rilka Dragneva says “poor governance characterising the current and prospective member states
— Russia, Belarus, Kazakhstan and Armenia — presents a severe test to the effective functioning of
the union as a rules-based regime pursuing deep economic integration”. Dragneva, Wolczuk, “Eura-
sian Economic Integration”, (2014), op. cit., p. 11. Crisis Group Briefing, Stress Tests for Kazakh-
stan, op. cit. World Bank governance indicators, at www.govindicators.org.
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VI. Social Welfare and Migration

Proponents of Eurasian integration have had little to say on social issues, but the
EEU has a potentially positive role to play on welfare and labour migration. Russia
and Kazakhstan are host to millions of labour migrants from poorer ex-Soviet states,
such as Tajikistan, Uzbekistan and Kyrgyzstan.*® Migration flows have important
consequences for prosperity and stability across the region. As Russia’s economy
worsened in 2015, some migrants left, and remittances dropped sharply. The pro-
spect of thousands of unemployed young men returning to poor, fragile states such
as Tajikistan is concerning.”®

The EEU distinguishes between migrants from member states, who now have less
paperwork, and those from non-members, such as Tajikistan and Uzbekistan, who face
growing obstacles to working legally. While migrants from Central Asia have visa-
free travel to Russia, administrative and residency requirements often leave them
working illegally, vulnerable to exploitation or deportation. Small rule infringements
can lead to being blacklisted for up to five years. In theory, EEU membership reduces
the administrative burden for labour migrants, ending requirements for Kyrgyz and
Armenians to pass language and history exams and allowing them to spend a month
in Russia before registering.>* Though migration is primarily a national responsibility,
the EEC has set up a department for it and produced research on flows and a guide on
migrants’ rights in member states. It has also begun to work on other welfare issues,
such as pension harmonisation, but the complexity of member-state systems means
there will be no quick fix.5*

Kyrgyz are most likely to benefit from the new rules. Kyrgyzstan has managed to
get some citizens removed from Russia’s migrant blacklist. A Russian diplomat said,
“one of the most important aspects of the EEU is freedom of movement. In Kyrgyz-
stan, we hope people who can do business will come back. It’s a two way street”.>3 Most
Kyrgyz migrants Crisis Group interviewed had not yet noticed significant change,

49 According to the Russian Federal Migration Service, in April 2016 there were 1,755,781 Uzbek
citizens, 878,536 Tajik citizens, 574,194 Kyrgyz citizens, 588,811 Kazakh citizens and 24,363 Turk-
men citizens in Russia. In 2012, those numbers had been 2,333,244 Uzbeks, 1,061,770 Tajiks,
544,365 Kyrgyz, 553,457, Kazakhs and 26,332 Turkmen. See KosinuecrBo TpyZi0BbIX MUTPAHTOB 13
LlenTpasnbHO A3un B Poccuu Heckoibko cokpatiutoch” [“Number of Central Asian labour migrants
in Russia has reduced”], Fergana News Agency, 7 April 2016; and Alexey Bessudnov, “Ckosibko
racrapbaiitepoB B Poccun?” [“How many labour migrants are in Russia?”], Slon, 27 December
2012.

59 In 2014, personal remittances accounted for 42 per cent of GDP in Tajikistan and 30 per cent in
Kyrgyzstan, making them the world’s first and second most remittance dependent countries, ac-
cording to the World Bank. “Personal remittances, received (% of GDP)”, The World Bank. In 2015,
they were down by some 25 per cent in Tajikistan and as much as 46 per cent in Uzbekistan. “Mi-
gration and Development Brief”, no. 26, World Bank Group, April 2016, p. 22. Crisis Group Europe
and Central Asia Briefing N°78, Tajikistan: Early Warning: Internal Pressures, External Threats,
11 January 2016.

5! Evgeny Denisenko, “ToxTo60510T0B: Berymnenne 8 EADC cepbe3HO H3MEHHIIO CTATYC TPYAOBBIX
murpanToB” [“Toktobolotov: Entry into the EEU has seriously changed the status of labour mi-
grants”], Vecherniy Bishkek, 4 April 2016.

52 Crisis Group interviews, EEC officials, Moscow, March 2016.

53 Migrants deported for minor infringements are denied re-entry. Diana Esenalieva, “B 2015 roxy
u3 uepHoro crucka ®MC BriBezieHo 76 Thic. Kbipreiscranues” [“76 thousand Kyrgyzstanis were
taken out of the blacklist of the FMS in 2015”], K-News, 5 February 2016. Crisis Group interview,
Bishkek, April 2015.
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however, and officials expect continued registration and contract problems. More-
over, rule changes may have less impact due to informal employer-employee arrange-
ments. Nevertheless, early figures suggest the EEU rules may be having a positive
impact for Kyrgyz migrants.>*

54 Crisis Group interviews, Bishkek, April 2016. See also Denisenko, “Toxro6010T0B” [“Toktobolo-
tov”] op. cit. In January 2016, Kyrgyz migrants grew by 2 per cent, while Uzbeks fell by 4.1 per cent
and Tajiks by 3.8 per cent. Uzbek migrants were down by 18.6 per cent compared with January 2015.
See “OMC Poccuun: KosrnuecTBO Tpy10BBIX MUTPAHTOB 13 KbIprei3craHa pacret, u3 Y30eKucTana u
Tamxukrcrana — cumkaercs:” [“Federal Migration Service of Russia: The number of labour mi-
grants from Kyrgyzstan increases, from Uzbekistan and Tajikistan — falls”], Fergana, 13 January 2016.
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VII. Enlargement and Popular Support

The EEU faces many challenges in achieving deeper integration, but some support-
ers are also keen to enlarge membership. The options are limited. Though eligibility
is not limited to post-Soviet states, the idea of Turkey or EU members such as Greece
or Cyprus joining was always unrealistic. Talk of Iranian membership is mostly geo-
political posturing, but a free trade agreement is conceivable.5>

In 2015, Russian diplomats argued that membership was the only solution for
Tajikistan’s security and economic problems;>® Moscow’s enthusiasm may be waning,
however, with recognition that such a new member, the poorest post-Soviet state,
could make solving EEU internal problems even harder. Russia would likely struggle
to find money to support early entry. Growing economic ties to China may limit sup-
port for the EEU among Tajik leaders, who see Beijing as a more likely source of
lucrative investment.

No current member has held a referendum on the EEU or (with the partial excep-
tion of Kyrgyzstan, where there was some lively media discussion) allowed informed
debate on joining. Media across the region is dominated by Russian outlets, which
invariably present the EEU positively. As a result, opinion polls should be regarded
cautiously, but some broad trends are worth noting. Surveys in the last several years
suggest general support across Central Asia, both in member states (Kazakhstan 8o
per cent or more) and non-member states (Uzbekistan 68 per cent and Tajikistan 72
per cent). Support is lower in Armenia (56 per cent), where there was significant back-
lash after the government’s 2013 U-turn on the AA/DCFTA, and in Belarus (60 per
cent), but both leaders and a significant part of the populations have been broadly in
favour. 5

The picture in Armenia is perhaps more nuanced than the above number sug-
gests, with significant overlap between support for the EU and for the EEU. A 2013
survey found that while 55 per cent “rather” or “fully” supported membership of the
EEU’s predecessor, EurAsEC, 40 per cent favoured EU membership, and 60 per cent
of respondents who “fully” supported Eurasian integration also “fully” supported EU
membership.5® Similar backing for involvement in multiple regional initiatives is
also evident in other states in the region.

55 presidential adviser Sergei Glazyev has advocated enlargement to encompass Greece and Cyprus.
Kazakh President Nazarbayev invited Turkey to join in 2014. “Is Eurasian Economic Union mem-
bership possible for Turkey?”, Turkish Weekly, 6 April 2015. “Eurasian Economic Union starts
working on a free trade zone with Iran”, EEC, 24 December 2015.

56 Crisis Group interview, Russian diplomat, October 2015.

57 “EDB Integration Barometer, 2015, Analytical Summary”, Eurasian Development Bank, Centre
for Integration Studies, October 2015. Unless otherwise stated, figures here are also from the EDB.
The EDB has a strong interest in further regional integration, so its published polls should be con-
sidered in that light. However, their figures are broadly in line with other surveys, although all on
this topic demonstrate considerable volatility. For comparison, an International Republican Insti-
tute (IRI) poll in Kyrgyzstan found that in July 2015 82 per cent strongly or somewhat supported
joining the Customs Union with Russia, Kazakhstan and Belarus, though support in previous (2013-
2015) polls had fluctuated between 49 per cent and 776 per cent. “Public Opinion Survey, Residents
of Kyrgyzstan July 22-31, 20157, IRI.

58 “Do Armenians Still View Integration with the EU as Part of a Positive-Sum Game?”, Caucasus
Research Resource Centres (CRRC) (http://crre-caucasus.blogspot.com/2014/10/do-armenians-
still-view-integration.html), 20 October 2014. In summer 2013, the debate in Armenia over the choice
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Elsewhere, support for the EEU is muted. In Georgia and Azerbaijan both elites
and the populations have consistently opposed any integration mechanism with Rus-
sia.5® Ukraine was once divided (in 2013, half the citizenry favoured EEU membership),
but after two years of war in the east, only 19 per cent would join. Moldova remains
divided.®®

Support for Eurasian integration is quite volatile and depends on concrete eco-
nomic benefits and the possible alternatives. In Central Asia, the main alternative
economic partner is China, not the EU. Support also varies among social groups.
While EEU membership has quite widespread support in some countries, influential
opinion-formers and intellectuals in states such as Belarus, Kazakhstan and Armenia
are often more sceptical or indifferent. Moreover, in Russia, where support is gener-
ally high (78 per cent), enlargement to include poorer Central Asian states could
provoke domestic opposition, despite official assertions that Tajikistan’s member-
ship would improve regional security.%!

between EU and EEU integration projects was vivid, and many criticised the “non-transparent,
secret choice by the leadership”. Crisis Group interview, diplomat, Brussels, June 2016.

59 The EDB records 22 per cent support in Azerbaijan and 41 per cent support in Georgia. The latter
figure appears high — the National Democratic Institute (NDI) found 31 per cent support in Geor-
gia, and even this was much queried in a country where backing for Euro-Atlantic integration has
been high, especially since the 2008 war with Russia. Some 61 per cent would join the EU. “Public
attitudes in Georgia”, Survey by CRRC for NDI, August 2015, www.ndi.org/files/NDI_August_
2015_Survey_public%20Political ENG_vf.pdf.

60«gpB Integration Barometer, 2015”, op. cit. In November 2015, an NDI poll suggested 43 per cent
support for the EEU and 41 per cent for the EU. “Moldovans’ Public Perceptions of Politics and
Government: Results of NDI's November 2015 Public Opinion Research”, 18 December 2015.

%1 Belarus has seen a pro-European shift in recent years, according to Elena Korosteleva. “Belarus
between the EU and the EEU”, in Dutkiewicz and Sakwa (eds.), Eurasian Integration — The View
from Within, op. cit., pp. 84-96 and 111-125. Crisis Group interview, Russian diplomat, February
2016.
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VIII. The EEU and the World

EEC officials emphasise willingness to engage with the wider world, noting that trade
agreement talks have begun with some 40 states. A free trade agreement with Viet-
nam was reached in 2015. Iran signed a temporary trade deal in December 2015, and
talks are ongoing with Egypt, Israel, India and others.%? But the key relationships for
the EEU are with the West, the EU in particular, and with China. The second report
in this series will analyse the impact of EEU membership on smaller states’ political
and economic relations with the EU and China and the impact of different regional
projects on stability in the Central Asian region.

A. EEU and China

Though relations with the West are the most controversial, perhaps the most sig-
nificant potential relationship for the EEU is with China, which is also a particularly
important partner for Kazakhstan and Kyrgyzstan. “Chinese economic plans are
vast; they see [Central Asia] as absolutely necessary to implement the Silk Road
through which trade routes will transit”, said a Russian diplomat.®® China has its own
regional economic initiative, the ambitious Silk Road Economic Belt (SREB), which
crosses Central Asia to Europe and is one of two strands of the One Belt, One Road
project (OBOR), the transport, infrastructure and trade initiative President Xi Jin-
ping launched in 2013. The SREB still lacks a clear program but is backed by at least
$40 billion of promised investments in infrastructure for trade routes from western
China through Central Asia and Russia to the Middle East and Europe. On paper at
least, it is a challenge to the EEU project.

In May 2015, President Putin highlighted “the possibility of a harmonious align-
ment” with the Chinese initiative. In December 2015, after talks in Beijing, Prime Min-
ister Dmitry Medvedev announced initial agreement “to search for points of com-
mon interest”.% Working groups are putting a roadmap together, but it is hard to
imagine substantive joint initiatives. Some observers say the EEU must cooperate
with the Shanghai Cooperation Organisation (SCO) to sustain growth. But from the
EEU perspective this could increase difficulties. More likely, the EEU and China’s
SREB will work largely in parallel, with China focusing on bilateral investments and
infrastructure and the EEU on cooperation among its members. This also would have
complications, as protests in Kazakhstan over the possible rent of agricultural land
to foreigners (Chinese) in April and May 2016 showed.® States such as Kazakhstan
will try to balance domestic stability against potential financial and trade benefits of
closer cooperation with China.

62 Crisis Group interview, Saadat Asanseitova, Department of Economic Integration, EEC, Moscow,
28 March 2016. “Eurasian Economic Union starts working on a free trade zone with Iran”, EEC,
op. cit.

%3 Crisis Group interview, Astana, April 2015.

64 “Meeting of Supreme Eurasian Economic Council 8 May 2015”, President of Russia, 8 May 2015.
“HuTepBbio MuHHCcTpa MHOCTpaHHbIX eyt Poccuu C.B.JIaBpoBa Testekanaiy «3Be3zna»” [“Interview
of Russian Foreign Minister S.V. Lavrov to Zvezda TV channel”], foreign ministry, 30 December
2015.

65 “EEU is only the first step, I think; now we need to create and be part of a trading union in the
framework of the Shanghai Cooperation Organisation”. Crisis Group interview, trade expert, Bish-
kek, March 2016. “Kazakhstan’s Protests Postponed — But for How Long?”, Crisis Group In Pursuit
of Peace blog, 12 May 2016.
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B. EEUand EU

Western responses to the EEU have been largely hostile. U.S. officials are critical or
dismissive. In December 2012, Secretary of State Hillary Clinton called the projected
EEU “a move to re-Sovietise the region” and said, “we are trying to figure out effec-
tive ways to slow down or prevent it”. This position has largely been maintained by
the U.S. administration. The EU reaction is more nuanced. Viktor Khristenko, then
head of the EEC, formally requested negotiations with the European Commission in
October 2015. European Commission President Jean-Claude Juncker responded
with a letter to President Putin in November 2015 that held out the possibility of
cooperation with the EEU under certain conditions. That was too much for Eastern
European member states; Juncker’s initiative was sharply criticised by Poland and
Lithuania among others.6

There are several obstacles to closer links:
O the dispute over Crimea’s status and the conflict in eastern Ukraine;

0 Russia’s opposition to decisions by Ukraine, Moldova and Georgia to pursue po-
litical association and economic integration with the EU;®”

O thedesire of non-Russian EEU members to maintain or enhance bilateral relations
with the EU, rather than negotiate through the EEU, though some say a combina-
tion of both channels could be the winning option;%®

O thedifficulty of harmonising EEU and EU standards; though trade specialists see
them as worlds apart in their logic, this is a challenge that might begin to be ad-
dressed via technical negotiations;* and

66 «Clinton calls Eurasian integration an effort to ‘re-Sovietize”, RFE/RL, 7 December 2012. “Letter
on cooperation between EU, Eurasian Economic Union sent by EC chief to Putin”, TASS, 19 No-
vember 2015; Andrew Rettman, “Poland and Lithuania rebuke Juncker on Russia”, EU Observer,
15 December 2015.

%7 In the case of Georgia, reactions from Moscow have been less harsh than originally anticipated and
trade between the two has even increased in the wake of the EU-Russia sanctions; but trade had
been at a historic low in the run-up to and following the 2008 war, with suspension of trade and
diplomatic relations in 2006. Trade in the first quarter of 2016 increased 17 per cent compared to
the same period in 2015, amounting to more than $256.2 million and accounting for 7.8 per cent of
Georgia's total foreign trade turnover. In this time period, Russia was recorded to be Georgia's third
major trading partner after Turkey and Canada. “Poccus BXOAUT B TPOMKY OCHOBHBIX TOPTOBBIX
naptHepoB I'pysun” [“Russia now in the top three of Georgia’s trade partners”], Sputnik-Georgia.ru,
24 May 2016. The August 2014 suspension of tariff-free preferences under the 2011 Russia-Moldova
CIS Free Trade Agreement for nineteen categories of predominantly agri-food products, not dis-
counting the 2013 ban on imports of Moldovan wine, impacted Moldovan producers dependent on
the Russian market. In the first five months of 2014 the share of exports to CIS countries shrank by
18.8 per cent, while exports to the EU grew by 22.5 per cent compared to the same period of 2013;
with access to the EU market reinforced by historically strong bilateral ties with Romania. Moldo-
van exports to Russia continue to fall. In 2013, exports to Russia accounted for 26 per cent of all
exports, dropping to just 11.08 per cent in 2015. “Russia’s Punitive Trade Policy Measures towards
Ukraine, Moldova and Georgia”, No. 400 CEPS Working Document, September 2014. See also “Ex-
port of the Republic of Moldova by main partner-countries (2005-2016)” and “External trade of the
Republic of Moldova in January-May 2015-2016)”, National Bureau of Statistics of the Republic of
Moldova.

68 As a Customs Union, the EEU restricts members’ ability to conclude separate trade deals, but they
remain free to make significant agreements with the EU, such as the Kazakhstan Enhanced Part-
nership and Cooperation Agreement in 2015.

%9 De Micco, “When choosing means losing”, op. cit.
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0O many Russian analysts see the proposed EU-U.S. Transatlantic Trade and Invest-
ment Partnership (TTIP) as making any pan-European (EU-EEU) deal much more
difficult.”

These obstacles, and especially the political standoff over Ukraine, lead many to
oppose any form of an EU-EEU dialogue. Many in the EU believe Russia’s partners
are keen on formalising a process that would project a sense of normalcy in relations
between Moscow and Brussels and between the two blocs, but which would be essen-
tially devoid of substance.” There is also reluctance to legitimise what is seen as
Russia’s domination of the EEU region.”” Another critic calls it “a misguided attempt
to find another technical solution to what is essentially a problem of different values
with Russia”.”® A similar position is held by many officials who view the EEU as a pro-
ject that threatens Ukraine’s European aspirations. As a result, few EU diplomats see
opportunities for substantive dialogue:

Let’s say the EU thinks it’s a good idea to talk with the EEU, to turn a page, a new
partnership to maybe indirectly get around sanctions; but how Russia behaves
doesn’t seem to be anything but Russia pursuing its interests. [The EEU is] not
like the EU, where small states matter. ... Russia needs to make membership
equitable, with internal mechanisms that lead to consulted opinion that really is a
shared opinion. But this would be just a pre-requisite [to dialogue]; we would
still face fundamental questions about Ukraine.”

Despite these problems, ideas of dialogue with the EEU still circulate in Europe, not
least because the new organisation is likely to play an increasing role on issues of
regional alignments and, potentially, trade.

A pragmatic view argues for some level of technical contacts, which could help in-
form future strategies and offer some short-term gains, or at least seek to respond to
practical issues of trade and cross-border customs procedures. This might be feasi-
ble, though trade and cross-border cooperation have at times fallen prey to Russia’s
broader political interests. Potentially, it could lay the basis for higher-level talks in
future, if other conditions are met, crucially among them implementation of the
Minsk Agreement on Ukraine. A more ambitious position — substantive talks with
the EEU to overcome the zero-sum relationship between the EU and Russia in their
joint neighbourhood — could only follow serious shifts in Russian policy, both in
Ukraine and in relation to its other regional partners.

Some have argued that Europe should use the EEU as a mechanism to “forge a
new post-Crimea relationship with Russia ... through economic competition rather
than military confrontation”.”> Engagement might also encourage EEC officials and
national governments which seek to develop the organisation as a genuine economic

79 Crisis Group interviews, analysts, Moscow, March 2015.

7! Crisis Group interview, EU member-state diplomat, July 2016. The experience of the technical
trilateral DCFTA talks between the EU, Russia and Ukraine suggests to many on the EU side that
problems that need to be addressed are of a political, not a trade or technical nature.

72 David J. Kramer, “Why Europe shouldn’t cooperate with Russia’s economic bloc”, politico.eu,
17 December 2015.

73 Kataryna Wolczuk, Rilka Dragneva-Lewers, “No Economic Bright Spot in Tensions between the
EU, Ukraine and Russia”, Chatham House, 17 December 2015.

74 Crisis Group interview, EU member-state diplomat, Bishkek, December 2015.

75 Mark Leonard and Ivan Krastev, “The New European Disorder”, European Council on Foreign
Relations, 20 November 2014.
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project, rather than as a platform for geopolitical confrontation, and to encourage
more progressive policies in governance, migration and external trade. However, such
goals are unrealistic at present, and even initial discussions on them would require
genuine changes in Russian policy in the region.

The EU has continued to forge deeper economic relations with members of the
EEU: negotiations with Armenia “on a new overarching framework for the deepen-
ing of their bilateral relations” began in 2015; sanctions against Belarus were lifted
in February 2016; an Enhanced Partnership and Cooperation Agreement was signed
with Kazakhstan in December 2015; and Kyrgyzstan was granted GSP+ status in
February 2016.7° Membership of the EEU has not, for now, constrained the desire or
legal ability of its members to pursue contractual arrangements with the EU that are
compatible with their EEU membership obligations. But it remains to be seen if a
direct EU-EEU relationship would limit bilateral engagement with EEU members
that seek not just economic advantages from the EU, but also use Brussels as a coun-
terweight against Russian pressure in other areas.

President Nazarbayev has frequently called for closer ties between the EU and the
EEU. In June 2016, he asserted that “the collaboration of economic spaces of the Eu-
ropean Union and the [EEU] has great potential for a breakthrough in the develop-
ment of the entire Greater Eurasia and the world as a whole. I was and remain a strong
supporter of this process. I constantly raise this issue at my meetings with European
partners”.”” However, smaller EEU nations may be more cautious about talks between
the two organisations if they feel ties will constrain their own bilateral relations with
Brussels.

76 “EU and Armenia launch negotiations for a new agreement”, press release, EU External Action,

7 December 2015; Jennifer Rankin, “EU lifts most sanctions against Belarus despite human rights
concerns”, The Guardian, 15 February 2016; “EU and Kazakhstan sign Enhanced Partnership and
Cooperation Agreement”, press release, EU External Action, 21 December 2015; “European Union
grants GSP+ status to the Kyrgyz Republic”, press release, EU Delegation to the Kyrgyz Republic,
2 February 2016. GSP+ is a component of the EU Generalised Scheme of Preferences for developing
countries.

77 Malika Orazgaliyeva, “President Nazarbayev calls for further integration and international coop-
eration”, The Astana Times, 18 June 2016.
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IX. Conclusion

To date, the EEU has failed to achieve the breakthroughs its advocates promised.
Multiple, often contradictory identities make it difficult to develop a coherent policy
acceptable to all members. Russia’s geopolitical concept of it has undermined the
supranational, technocratic elements that offer some prospect of economic moderni-
sation and regional cooperation. Nevertheless, it is too early to dismiss the EEU as just
another failed post-Soviet project, as some critics have done. Leaders in the region
have invested heavily in its success, and whether it develops or stagnates will be im-
portant for regional stability and economic prosperity. Developments in five key areas
will decide whether the EEU becomes a successful regional body.

Openness to the outside world. The EEU will only be effective if it engages with
other regional bodies and global trade regimes. That requires Russia to accept a
more independent stance for members and potential members.

A shift away from geopolitics. Russian policy will need to turn from using the
EEU for geopolitical confrontation toward a renewed commitment to regional eco-
nomic growth and modernisation.

A focus on governance. Economic progress requires EEU states to embrace re-
forms that promote good governance and tackle corruption.

An emphasis on social welfare and migration. Improving the lives of millions
of labour migrants could win the EEU popular support and positively impact eco-
nomic growth in Central Asia.

Improved institutions. A successful EEU requires a stronger EEC, with the capaci-
ty and political clout to tackle non-tariff barriers and protectionism, and a court that
can enforce regulations.

Such a pattern of regional development could contribute to stability and promote
prosperity. At present, however, member states have limited political will for policy
reform, and the EEU in its current form will struggle to play a positive role in man-
aging the political, economic and social challenges in the region.

Moscow/Astana/Bishkek/Dushanbe/Brussels, 20 July 2016
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Appendix A: Map of Eurasian Economic Union
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Appendix B: EEU Members Trade with Russia, China and EU

Source: The information presented in the graphs is from the International Monetary Fund cited in “European Union,
Trade in goods with Armenia”, “European Union, Trade in goods with Belarus”, “European Union, Trade in goods with
Kazakhstan”, “European Union, Trade in goods with Kyrgyzstan”, “European Union, Trade in goods with Russia”, Euro-
pean Commission, Directorate-General for Trade, 21 June 2016.
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Armenia’s total trade in 2015 was 4.273 billion euro. Major trading partners also include Iran, Georgia,
U.S. and Turkey.
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Belarus’s total trade in 2015 was 51.318 billion euro. Major trading partners also include Ukraine, Brazil,
Turkey and Kazakhstan.
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Kazakhstan Trade with Russia, EU28 and China
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Kazakhstan’s total trade in 2015 was 63.998 billion euro. Major trading partners also include

Uzbekistan, Turkey, U.S. and Ukraine.
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Kyrgyzstan’s total trade in 2015 was 8.927 billion euro. Major trading partners also include Kazakhstan,

Uzhekistan, Switzerland and Turkey.
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Russia Trade with EU28, China, Belarus and Kazakhstan
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Russia’s total trade in 2015 was 473.934 billion euro. Major trading partners also include Belarus,
Turkey, Japan and the U.S.



The Eurasian Economic Union: Power, Politics and Trade
Crisis Group Europe and Central Asia Report N°240, 20 July 2016 Page 27

Appendix C: About the International Crisis Group

The International Crisis Group (Crisis Group) is an independent, non-profit, non-governmental organisa-
tion, with some 120 staff members on five continents, working through field-based analysis and high-level
advocacy to prevent and resolve deadly conflict.

Crisis Group’s approach is grounded in field research. Teams of political analysts are located within or
close by countries or regions at risk of outbreak, escalation or recurrence of violent conflict. Based on in-
formation and assessments from the field, it produces analytical reports containing practical recommen-
dations targeted at key international, regional and national decision-takers. Crisis Group also publishes
CrisisWatch, a monthly early warning bulletin, providing a succinct regular update on the state of play in
up to 70 situations of conflict or potential conflict around the world.

Crisis Group’s reports are distributed widely by email and made available simultaneously on its website,
www.crisisgroup.org. Crisis Group works closely with governments and those who influence them, includ-
ing the media, to highlight its crisis analyses and to generate support for its policy prescriptions.

The Crisis Group Board of Trustees — which includes prominent figures from the fields of politics, diploma-
cy, business and the media — is directly involved in helping to bring the reports and recommendations to
the attention of senior policymakers around the world. Crisis Group is chaired by former UN Deputy Secre-
tary-General and Administrator of the United Nations Development Programme (UNDP), Lord Mark Mal-
loch-Brown. Its Vice Chair is Ayo Obe, a Legal Practitioner, Columnist and TV Presenter in Nigeria.

Crisis Group’s President & CEO, Jean-Marie Guéhenno, served as the UN Under-Secretary-General for
Peacekeeping Operations from 2000-2008, and in 2012, as Deputy Joint Special Envoy of the United Na-
tions and the League of Arab States on Syria. He left his post as Deputy Joint Special Envoy to chair the
commission that prepared the white paper on French defence and national security in 2013. Crisis Group’s
international headquarters is in Brussels, and the organisation has offices in nine other locations: Bish-
kek, Bogota, Dakar, Islamabad, Istanbul, Nairobi, London, New York, and Washington DC. It also has
staff representation in the following locations: Bangkok, Beijing, Beirut, Caracas, Delhi, Dubai, Gaza City,
Guatemala City, Jerusalem, Johannesburg, Kabul, Kiev, Mexico City, Rabat, Sydney, Tunis, and Yangon.

Crisis Group receives financial support from a wide range of governments, foundations, and private
sources. Currently Crisis Group holds relationships with the following governmental departments and
agencies: Australian Department of Foreign Affairs and Trade, Austrian Development Agency, Canadian
Department of Foreign Affairs, Trade and Development, Danish Ministry of Foreign Affairs, Dutch Ministry
of Foreign Affairs, European Union Instrument contributing to Stability and Peace (IcSP), French Ministry
of Foreign Affairs, German Federal Foreign Office, Irish Aid, Principality of Liechtenstein, Luxembourg
Ministry of Foreign Affairs, New Zealand Ministry of Foreign Affairs and Trade, Norwegian Ministry of For-
eign Affairs, Swedish Ministry of Foreign Affairs, Swiss Federal Department of Foreign Affairs, and U.S.
Agency for International Development.

Crisis Group also holds relationships with the following foundations: Carnegie Corporation of New York,
Henry Luce Foundation, Humanity United, John D. and Catherine T. MacArthur Foundation, Koerber
Foundation, Open Society Foundations, Open Society Initiative for West Africa, Ploughshares Fund,
Robert Bosch Stiftung, Rockefeller Brothers Fund, and Tinker Foundation.

July 2016



The Eurasian Economic Union: Power, Politics and Trade

Crisis Group Europe and Central Asia Report N°240, 20 July 2016

Page 28
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