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Annoranus. ToproBoe coriamenne 0 EBpa3suilckoM SKOHOMHYECKOM COr03¢ BCTymmio B cmiay B 2015 romy mocie
co3manms ExgmHOTO SKOHOMHUUYeckoro mpoctpanctsa B 2012 roxy. Llenpio commamieHus sSBIBDIACH OONBIIAasi HHTETPALIAS
MEXIy YICHaMH 3a CUeT yBEIWUYCHHUs TOPIOBIM B PErHMOHE. B 3TOM mokymeHTe omeHmBaercs Bompoc, opur mu EADC
BBITOZICH IJIs1 CO3JaHUsI TOPTOBJIM B PETHMOHE M MPHUBEN JIM OH K OTBETBICHUIO TOPTOBIX CO CTpaHAMHU-NIApPTHEPAMH, HE
BXO/SIIIMU B TOPrOBBIH OJIOK. /IJIs1 KOIMYECTBEHHOTO aHaJIN3a MOJIENIEH TOPTOBIN Mbl UCIIOIb3YEM MTaHEIbHBIC JaHHbIC
CEPII mo 253 crpanam ¢ 2000 mo 2019 rox, uro0sr onernts BiamsiHne EADC Ha CTpaHBI-WIEHBI IyTEM MTOCTPOCHUS
KOHKPETHBIX (1)I/IKTI/IBHI)IX NEPEMECHHBIX. BI/IHapHI)IC NEPEMCHHBIC TPCAHA3HAYCHBI [JIA OTpPaXXCHUSA CO3JaHUA
BHYTPHOJIOKOBOM TOPIOBJIM, CO3[JaHWS MMIIOPTHOW TOPTOBIM W CO3JaHUsI SKCIHOPTHOH TOPIOBIM CO CTpPaHaAMH-
HapTHEpaMH, HE BXOISIIMMH B OJIOK. DTO OTpaykaeT MacuITadbl IIOTEHIUAIBHBIX S((EKTOB OTKJIOHEHHUS TOProBiIH. MbI
3aIlyCKaeM CTPYKTYPHPOBAHHYIO FPAaBUTAI[MOHHYIO MOJEIb, HCIOIB3Ysl pa3paboTaHHbIe OMHapHBIE IepeMeHHble. Hamm
JlaHHBIE MOKa3bIBaoT, 4To EADC ynanock co3narh TOPrOBIO BHYTPH OJIOKA, OJHAKO TOPrOBOE COIIAIICHHE MCKAa3HIIO
MOJZIETIM TOPTOBIIH C YK€ CYIIECTBYIOIIMMH TOPTOBBIMH MapTHepamu 3a npenesnamu EADC, 0co0EHHO ¢ TOYKH 3pEHHS
AMIOPTa B 0OoOJiee BBICOKMX MacmTa0ax. ODMIUPUYECKHE pe3yiabTarbl MOKas3pBarT, yTo EADC co3maer kKamMHH
MIPETKHOBEHUSI B CO3JAHWHM TOPTOBBIX CBs3ed. Jlamee Mbl HCHONB30BAIM OLEHKY (PUKCHPOBAaHHBIX 3()(EKTOB I
KOHTPOJIA (pUKCHUpOBaHHBIX 3(h(EeKTOB SKcmopTepa M HMITOpTEepa. BriroueHne (QUKCHPOBAHHBIX 3(P(EKTOB IMO3BOISET
HaM KOHTPOJIMPOBATh CPEAHHUE PA3IUIHS MEX Ly CTPAaHAMH U HEHAOII0AaeMbIe XapaKTePHCTHKH 00EHX CTPaH.
KuroueBble ciioBa: EADC, co3nmanue ToproBiu, TUBEPCHs TOPTOBIIH, TOPTOBIE COMIANIEHHSI, TPABUTAIIMOHHAS MOJIEITH
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Introduction

Eurasian Economic Union started its operation
as a customs union in 2011 and moved towards a
deeper integration by establishing an economic
union in 2015. The Union consists of Armenia,
Belarus, Kazakhstan, the Kyrgyz Republic, and
Russia. The personality of the wunion is
internationally recognized and established by the
Treaty on the Eurasian Economic Union. The Treaty
[1] defines the purposes of the agreement as stable
economic development, the creation of common and
harmonized markers for goods and services and
boosting the global competitiveness within the trade
bloc members. It covers an economic area of $2,045
trillion GDP, 183.6 million people and is a major
hub of oil, gas, and power generation. The economic
area is also notable for its agriculture production
which reaches 136 billion USD [2].

Formal discussions regarding the agreement
started in 2011 when Vladimir Putin expressed its
desire to bring more ex-soviet countries into the
existing trade agreement with Belarus and
Kazakhstan and lead to liberalization of economic
factors among the members [3].

The past literature has been critical towards the
success of the union. Evgeny Vinokurov mentions
[4] how the initial rapid trade growth of the union
was followed by a momentum of slow growth and
political instability. One example is related to the
sanctions Russia was imposing on Ukraine whereas
the other member-states continued to conduct their
trade activities with Ukrainian partners. However,
the author also notes how beneficial the removal of
non-tariff barriers has been for member countries,
despite the heterogenous impact.

However, not all objectives of the agreement
have been fulfilled yet by showing any relevant
trade creation among member countries. I evaluate
the relevance of this conclusion by analysing
bilateral trade flows among EAEU countries to
identify trade creation effects. My main hypothesis
is that EAEU was significant in increasing trade
flows among the member-states and had trade
diversion effects with non-bloc partners.

Ruben Tasmanian [S5] employs a similar
methodological approach to augment the gravity
model and shows the trade creation effect. However,
the analysis is done by the date on 56 countries and
in 2016 which was the year after the agreement
signed and the trade patterns were not fully clear
yet.

In this paper I will analyse the role of EAEU in
trade creation within the members of this trade
agreement and the consecutive trading patterns with
the rest of the world economies. [ employ
augmented gravity model analysis for RTA by using
panel data from the CEPII for 2000-2019 where 1
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manipulate the datasets using the software package
R to maintain the data needed for analysis and
replication. The analyses usually test the trade
creation and diversion effects of trade agreements.

Methodology

The gravity model will allow us to conclude
whether trade increased among EAEI countries or
not. The coefficients for the dummy variables
capturing the FTA effects are estimated with data
from 2015 till 2019 when the agreement was in
force. The model is as follows

Intradeflowi,j,t = InGDPi,t + InGDPj,t +
Indistwi,j + Inpopi,t + Inpopj,t + contigi,j+
comlangi,j+ comreligi,j + col45i,j,t +
EAEUintrai,j,t + WorldRTAij,t + EAEUexpi,j,t
+ EAEUiLj,t + &i,j,t

EAEU intra_block: Dummy = 1 if both
countries i and j are members of EAEU in year t.

worldRTA: Dummy = 1 if both countries i and j
are not members of EAEU and belong to the same
regional trade agreement.

EAEU exp: Dummy = 1 if country i (exporter)
belongs to EAEU and country j (importer) is not a
member of EAEU in year t.

EAEU imp: Dummy = 1 if country i (exporter)
is not a member of EAEU and country j (importer)
is a member of EAEU in year t.

Positive coefficients for EAEUintrai,j,t indicate
trade creation within EAEU, meaning that the
agreement serves its purpose of increasing trade in
the bloc. With the worldRTAi,j,t dummy, we want to
capture the international trade flows when excluding
EAEU countries from the specification. We include
this dummy to track the global effect of RTA on
international trade flows. EAEU expij,t and
EAEU impij,t dummies are designed to indicate
trade creation or diversion effects for AANZFTA
countries with their trading partners outside the
bloc. Thus, considering the capacity of designed
methodology, we propose 2 hypotheses:

H1: EAEU creation was significant in
increasing the trade among the bloc countries.

H2: EAEU created significant trade diversions
with non-EAEU trading partners.

Findings and Results

After running the specified gravity model by
using OLS estimation, we get the results represented
on the Table 1. The model does a good job by
having relatively high explanatory power due to the
Adjusted R-square. The software clusters standard
errors to address the heterogeneity among different
trade groups. The model preserves 361,427
observations.
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Table 1: OLS estimation for the specified gravity model
OLS estimation, Dep. Var.: ln_tradeflow

Observations: 361,427

Standard-errors: Clustered (pair_id)

Estimate Std. Error  t value Pr(>Itl)

(Intercept) -17.963287  0.267997 -67.028006 < 2.2e-16 ***
1n_gdp_d 0.857996  0.008234 104.201094 < 2.2e-16 **+
In_gdp_o 1.258%44  0.008241 152.769784 < 2.2e-16 ***
In_distw -1.400679  0.020742 -67.529471 < 2.2e-16 ***
In_pop_d 0.018690 0.009893 1.889111 0.0588% .
In_pop_o -0.009652  0.010405 -0.927668 0.353594
contig 1.329067  0.109747 12.110313 < 2.2e-16 ***
comlang_off 0.948881  0.047129 20.133662 < 2.2e-16 ***
comrelig -0.114340  0.059907 -1.908635 0.056328 .
col45 1.216060 0.138244  8.796450 < 2.2e-16 ***
EAEU_intra_block 1.034280 0.426992 2.422245 0.015436 *
worldRTA 0.058373  0.027507 2.122089 ©0.033846 *
EAEU_exp -0.997123  0.094927 -10.504151 < 2.2e-16 ***
EAEU_imp -1,269122  0.097435 -13.025332 < 2.2e-16 ***

Signif. codes: @ "***' 0.001 '**' 0.01 '*' 0.05"'." 0.1 "' "1
RMSE: 2.4399 Adj. R2: 0.629618

Consistent with international trade theory, the
economic outputs have positive and statistically
significant impact on bilateral trade at 1%,
meanwhile distance has negative impact. However,
the variables of interest are the last four referring to
EAEU trade pattern.

The results show coefficients for bilateral
resistance terms in line with the well-established
previous literature. All 4 binary variables appear to
have statistically significant impact on trade flows
variations. More specifically, EAEUintra has a
positive coefficient which shows that the trade
within the bloc countries has witnessed growth and
the Union could manage to generate trade creation
effects. However, the impact is only statistically
significant at 10%. To have a benchmark of
comparison, we shall look at the worldRTA variable.
To recall, the worldRTA variables shows how the
bilateral trade patterns have evolved over the
selected years for RTAs excluding the EAEU bloc
countries. The variable of interest has the same sign
and the same statistically significant level, 10%, yet
shows a smaller coefficient of 0.05 compared to
1.03 of intra-bloc trade creation.

This supports our HI that the EAEU served its
purpose of creating trade among member states.
Trade growth within the EAEU is in line with the
overall trade growth among countries outside the
EAEU.

Moving forward, we shall address the possible
trade diversion effects to have a more robust
comparability of the initial outcomes. EAEUexp has
negative and statistically significant coefficient,
which highlight that exports to mnon-member
countries has decreased significantly and is a clear

sign of trade diversion. These results are applied to
EAEUimp variable as well, at a higher magnitude
and with a higher significance level as opposed to
initial coefficients. From trade theory perspective,
this can be alarming to an extent that the trade
creation benefits are undermined by the significantly
higher diversion effects with third partner countries
and the EAEU member states might be switching
from relatively high-efficient non-EAEU trading
partners to low efficient EAEU partners.

Thus, we do not reject the H2 as the trade
agreement did “distort” the trade with already
existing trading partners outside the EAEU to
certain extend and particularly from import
perspective.  Empirical results suggest that the
EAEU has been notable for creating stumbling
blocks in trade creation with non-EAEU partners.

Looking at the Table 2, our results are
consistent with the initial OLS estimations when we
control for exporter-year and importer-year fixed
effects. Including fixed effects allows us to control
for average differences among countries and for
unobservable characteristics of both countries and
years.

Table 2: Augmented gravity with Fixed Effects model
OLS estimation, Dep. Var.: ln_tradeflow
Observations: 381,691
Fixed-effects: fe_exp_year: 3,094,
Standard-errors: Clustered (pair_id)
Estimate Std. Error

fe_imp_year: 3,791

t value PrGItl)

In_distw -1.790206  0.021862 -81.88842 < 2.2e-16 ***
contig 0.855218  0.124423  6.87347 6.4949e-12 ***
comlang_of f 0.847493  0.041901 20.22629 < 2.2e-16 ***
comrelig 0.447764  0.057608 7.77265 8.1465e-15 ***
col45 1.360056  0.153003  8.88909 < 2.2e-16 ***
EAEU_intra_block 2.881325 0.469986 6.13066 8.9549e-10 ***
worldRTA 0.405637  0.034947 11.60717 < 2.2e-16 ***

0 "HEET 0,001 'R .01 '+ 0.05 . 0.1 ' 1
Adj. R2: 0.743655
Within R2: .336711

Signif. codes:
RMSE: 2.01354

The fixed-effects model gives a positive and
statistically significant coefficient for intra bloc
trade, consistent to the result for the OLS
estimation. This result shows a higher magnitude of
trade creation due to a higher coefficient for the
EAEU intra_bloc. However, the import and export
related variables are excluded from the specification
due to the multicollinearity issue.

Conclusions

As a relatively newly established trade
agreement and union, EAEU needs a continuous
assessment to better capture the trade benefits that
the participating economies observe. Using CEPII
data from 2000-2019, we augmented the structural
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gravity model of international trade to shed a light
on potential trade creation and diversion effects of
the Union.

OLS estimation showed a trade creation
patterns for countries benefiting the preferential
treatment of EAEU with statistically significant and
positive coefficient. The fixed effect estimations
resulted in the same outcome with a higher
coefficient, despite removing the import and export
creation/diversion variables due to multicollinearity.
The EAEU within bloc trade creation is consistent
with the average world RTA patterns in terms of
promoting the bilateral trade creation among the
RTA partners. The results are vastly different when
it comes to bilateral trade with the non-EAEU
members. Both import and export creation variables
showed a statistically significant yet negative
impact, which further highlight the pressing need to
rethink of political considerations that will not harm
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the economic gains and will promote a healthy
cooperation with extra-bloc partners.
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