FREE POLICY
NETWORK  BRIEF SERIES

David Tarr, NES
Natalia Turdyeva, CEFIR
March 2016

Non-Tariff Barriers and
Trade Integration In the
EAEU

It is a commonly held view that the Eurasian Economic Union (EAEU) is a
political enterprise (Popescu, 2014) that has little economic meaning other
than redistribution of oil rents (Knobel, 2015). With a new reality of low oil
prices and reduced rents, a legitimate question is how stable this Union is,
or whether there is any hope for mutual economic benefits that can provide
incentives to all the participants to maintain their membership in the
Union? Our answer is yes, there is hope, but only if countries, especially
Russia, make progress on deep integration such as services liberalization,
trade facilitation, free movement of labor and especially in the reduction of
the substantial non-tariff barriers (NTBs). NTBs are hampering trade both
within the Union (World Bank, 2012; Vinokurov, 2015), as well as against
third country imports. Our research shows (see Knobel et al., 2016) that all
the EAEU members will reap benefits from a reduction of NTBs against
each other, but they will obtain considerably more substantial gains from a
reduction in NTBs against imports from the EU and China.



Since the early stages of creation of the Customs
Union (CU) between Belarus, Kazakhstan, and
Russia back in 2010, the economic benefits of the
CU have been questionable. The main reason for
this in Kazakhstan was the increase in its import
tariffs in order to implement the common
external tariff of the CU, which initially was
Russia’s external tariff (Tarr, 2015). Kazakhstan
almost doubled its average tariff from 5.3% to
9.5% (Shepoltylo, 2011; Jondosov and Sabyrova,
2011) in the first year of its CU accession.
Belarus did not increase its average tariff, but
the structure of its tariffs shifted toward a
protection of Russian industry.

In 2015, the CU was transformed into the EAEU,
and Armenia and Kyrgyz Republic have joined
the EAEU. These two countries are WTO
members; Kyrgyzstan entered the WTO in 1998,
and Armenia in 2001. In 2014, the simple
average most-favored nation (MFN) applied
tariff rate in Armenia was 3.7%, and 4.6% in the
Kyrgyz Republic. Due to differences between
Armenia and Kyrgyzstan’s WTO commitments
and the EAEU tariff schedule, the new members
of the EAEU are not implementing the full
EAEU tariff schedule. That is, they have
numerous exemptions. However, they have
started a WTO commitments modification
procedure.

Despite adverse impacts from the higher import
prices from implementing the common external
tariff of the EAEU in Armenia and the Kyrgyz
Republic, there are potentially offsetting gains.
Given the importance of remittances to the
Kyrgyz Republic, the benefits coming from the
right of workers to freely move and legally work
inside EAEU likely dominate the tariff issues.
Armenia also benefits from the free movement
of labor, receives Russian gas free of export
duties, and wants to preserve the military
guarantee granted by Russia through the six-
country Collective Security Treaty Organization.

In the case of Belarus, it receives Russian oil and
natural gas free of export-duties, which, when
oil prices were high, tended to dominate their
calculus. Kazakhstan hopes for more FDI as a

platform for selling to the EAEU market; but
President Nazarbaev has expressed concerns
that the EAEU is not providing net benefits to
his country.

To date, the members have judged participation
to be in their interest, but with the plunge in the
price of oil and gas, the calculus could swing
against participation in the EAEU. That is why it
is so important to achieve progress with deep
integration in the EAEU. One of the most
important areas of deep integration for the
EAEU is the substantial reduction of non-tariff
barriers in goods trade, both between the EAEU
members and against third countries. Estimates
by the Eurasian Development Bank (Vinokurov
et al., 2015) reveal that NTBs account are 15% of
the value of intra-union trade flows.

In our paper, Knobel et al (2016), we estimate
substantial gains to all the EAEU members from
a reduction of NTBs. We employ a global
computable general equilibrium model with
monopolistic competition in the Helpman-
Krugman style based on Balisteri, Yonezawa,
Tarr (2014).
equivalents of NTBs were based on Vinokurov
et al (2015) for the EAEU member countries and
Kee, Nicita, Olarreaga (2009) for non-members.

Estimates of the ad-valorem

We find that the effects of deep integration are
positive for all countries of the EAEU. Armenia's
accession to the EAEU will have a strong
positive effect only if coupled with a decrease of
non-tariff barriers. Armenian accession is
associated with an increase in external tariffs,
which causes a negative economic impact and

decrease in output.

The effect of deep integration in the EAEU will
be even greater if any spillovers effect reducing
NTBs for EAEU’s major trading partners are
present. Knobel et al. (2016) simulate a 50%
decrease in “technical” NTBs inside the EAEU
and a 20% spillover effect of reduction NTBs
toward either the EU and USA or China.
Reduction of NTBs in trade with the EU and the
USA dominates the comparable reduction of
NTBs with China for all countries of the EAEU
in terms of the welfare gain. Armenia’s welfare



gain with a spillover effect towards the EU is
1.1% of real consumption compared to 1.02%
with a spillover effect towards China. Growth in
welfare in Belarus will be 2.7% with a EU
spillover versus 2.5% with a spillover effect
towards China. Kazakhstan’s gain in real
consumption is also greater in the first
(EU+USA) case: 0.86% versus 0.66% (with
spillover towards China). Russia’s gain in real
consumption in the case of a spillover effect
with the EU is 2.01% versus 0.63% in the case of
China.

Summing up, our findings suggest an answer to
the recent concern about stability of the EAEU.
We think that eliminating NTB, hampering
mutual trade, and decreasing NTBs in either
European or Chinese direction could provide
benefits that
countries of the EAEU together, thereby giving a

mutual economic could tie
much needed solid economic ground for the

Union.

References

Balistreri, Edward J., Tarr, David G. and Hidemichi
Yonezawa (2014). Reducing trade costs in east Africa: deep
regional integration and multilateral action (No. 7049).

EEC (2015) Eurasian economic integration: facts and

figures, (in Russian).

Kee, Hiau Looi, Nicita, Alessandro, and Marcelo Olarreag
(2009) Estimating Trade Restrictiveness Indices, Economic
Journal, 119, 172-199.

Knobel, Alexander (2015) Eurasian Economic Union:

Prospects and Challenges for Development, Voprosy
Ekonomiki, 2015, No. 3, pp. 87—108. (in Russian).

Knobel, Alexander, Andrey Lipin, Andrey Malokostov,
David G. Tarr, and Natalia Turdyeva (2016) Non-tariff
barriers and trade integration in the EAEU, mimeo

Plekhanov, Alexander and Asel Isakova (2012) Customs
Union and Kazakhstan's Imports (July 1, 2012). CASE
Network Studies and Analyses No. 422.

Popescu, Nicu (2014), “Eurasian Union: the real, the
imaginary and the likely,” Chaillot Paper - No. 132,

European Union Institute for Security Studies, September
9.

Shepotylo, Oleksandr (2011), “Calculation of the tariff rates
of Kazakhstan before and after the imposition of the

customs union common external tariff in 2010.” Available
as part of World Bank (2012), Assessment of Costs and
Benefits of the Customs Union for Kazakhstan, Report
Number 65977-KZ, Washington DC, January 3, 2012.

Tarr, David G. (2015) The Eurasian Economic Union among
Russia, Belarus, Kazakhstan and Armenia: Can it succeed
where its predecessor failed? Paper prepared for the BOFIT
conference of the TIGER project, Helsinki, Finland,
September 16, 17, 2015

Vinokurov, Evgeny, Mikhail Demidenko, Igor Pelipas,
Irina Tochitskaya, Gleb Shymanovich, Andrey Lipin (2015)
Measuring the Impact of Non-Tariff Barriers in the

Eurasian Economic Union: Results of Enterprise Survey.
EDB Centre for Integration Studies Report no. 30, EDB:
Saint-Petersburg.

World Bank (2012), Assessment of Costs and Benefits of the
Customs Union for Kazakhstan, Report Number 65977-KZ,
Washington DC, January 3, 2012




David Tarr

New Economic School (NES)
DTarr@nes.ru
www.nes.ru/eng

David G. Tarr is a consultant and former Lead Economist
with the World Bank and Adjunct Professor of International
Economics at the New Economic School, Moscow. He has
authored more than 60 refereed journal articles, written or
edited 11 books or monographs and over 100 other
professional papers.

Tarr has worked in more than 25 countries providing trade
policy advice. His solely authored journal articles include
articles in Econometrica, Review of Economic Studies,
Quarterly Journal of Economics, Economic Inquiry, the
Southern Economics Journal, the Journal of International
Economics and the Journal of Comparative Economics.

Presently, his research interests include the link between the
liberalization of barriers in services and growth and poverty
reduction (with applications in Tanzania and Kenya), World
Trade Organization accession (with applications in Russia
and Kazakhstan), assessing the impact of diverse
interrelated  regional integration agreements  (with
applications in Chile, Brazil, Russia, Armenia, Tanzania,
Kenya, Kyrgyzstan and Kazakhstan), and assessing the
impact of trade liberalization with heterogeneous firms.

© Nework

Natalia Tudyeva

Centre for Economic and Financial Research (CEFIR)
NTurdyeva@cefir.ru
www.cefir.ru

Natalia Turdyeva is senior economist at CEFIR. Her
research interests include international trade, energy
economics, and computable general equilibrium (CGE)
models with regional and environmental focus.

freepolicybriefs.org

The Forum for Research on Eastern Europe and
Emerging Economies is a network of academic experts
on economic issues in Eastern Europe and the former
Soviet Union at BEROC (Minsk), BICEPS (Riga), CEFIR
(Moscow), CenEA (Szczecin), KEl (Kiev) and SITE
(Stockholm). The weekly FREE Network Policy Brief
Series provides research-based analyses of economic
policy issues relevant Eastern Europe and emerging
markets.



