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This paper examines the determinants of trade flows among the CIS countries 
after the signature of several free trade agreements in an attempt to create a 
trade bloc aimed at benefiting from the world globalization process. Further-
more, we test the extent to which the CIS countries' trade growth has been asso-
ciated with Russian economic performance. Our findings suggest that free trade 
agreements have favoured the creation of trade amongst CIS countries. Howev-
er, intra-regional trade has not soared due to geographical disadvantages or 
certain lack of governance quality. The Russian influence in the region appears 
to be declining; however, new linkages such as migration, remittances, finance 
and energy supply dependency have recently sustained the Russian relevance. 
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1. Introduction 

The collapse of the Soviet Union1 was expected to lead to a major reorientation of each 
post-Soviet republic's trade pattern, since the politically determined commercial links un-
der central planning had given rise to a substantial over-trading amongst the post-Soviet 
states (Grigoriou 2007). In the course of this process, the structures of these economies 
have been, at least partially, reoriented away from a single centralized command economy 
towards more decentralized and diversified economies, which respond to price signals and 
incentives. As a result, the strong interconnections between these economies weakened at 
the beginning of independence, whereas the links to the rest of the world strengthened 
following a pattern of trade creation and diversification (Viner 1950). 

The transmission mechanism linking Russia's economic policy and performance to 
the CIS growth evolved considerably during the 1990s. The gradual integration of the 
CIS into the global economy changed the structure and strength of the CIS economic 
ties with Russia. In the beginning, the break-up of the Soviet Union and the subsequent 
collapse of the trade and payment systems along with the cessation of fiscal transfers 
from Moscow led to a substantial decline in the output throughout the region (Robson 
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2006). From that moment onwards, the traditional Russian influence on the CIS eco-
nomic performance through trade appears to be declining, while new linkages such as 
migration, remittances, finance and political gains through the CIS dependency on the 
Russian energy supply and transit emerged. New commercial hubs, such as the Europe-
an Union (EU) and China have become important trading partners for many CIS coun-
tries. Hence, the perception of Russia's regional economic influence should be nuanced 
in order to reflect these new realities. 

Although the geographical destination of the CIS countries' exports of natural re-
sources and raw materials has diversified, Russia remains both the largest import and ex-
port partner for all CIS countries. Economic pressure, energy dependency, multilateral 
groupings, diasporas and the reapplication of Russian cultural education are all used to 
sustain the old, but recently revived, fantasy of the Eurasian Economic Union2 (EEU) 
(Nixey 2012). Regaining political control over the post-Soviet space through the EEU is 
one of the main Russia's targets in the present moment. Russia could exert its political 
influence to hamper the full integration of the CIS countries into the world market by 
applying those different strategies. Regarding some CIS countries, we can mention the 
loss of sovereignty by Kazakhstan and Belarus after joining the EEU, which hinders 
their capability of independently managing their internal and external affairs (Falyakhov 
2013). Other CIS countries such as Tajikistan, Moldova and Uzbekistan also strive to 
avoid the dependence on one state (Galstyan 2017). Nevertheless, these three countries 
feel that joining the EEU is inevitable, since millions of Tajik, Uzbek and Moldavian 
migrants are working in Russia and in the case of reluctance towards the EEU, Russia 
could exert its political influence to hinder these countries' economic development (Se-
bastian 1998; Europe and Central Asia Report #240, 2016). However, despite the Rus-
sian political pressure and the poor level of institutional quality, which probably reduces 
their potential growth (Havrylyshyn et al. 1998; EBRD 2003; Freinkman et al. 2004), 
new initiatives for regional cooperation indicate that the CIS countries are aware of poten-
tial benefits from trade integration (Kurmanalieva and Vinokurov 2011). Promoting the 
trade flows amongst the CIS countries should thus be a policy priority for governments 
and international institutions. However, the intra-regional trade growth has faced some 
obstacles due to the low level of institutional quality even after signing different agree-
ments aimed at creating a trade bloc among the former Soviet Central Asian countries. 

The main objective of this paper is to examine the existing regional trade links be-
tween the CIS countries in order to shed light on both the determinants of the CIS bilat-
eral trade flows and connection between economic growth in Russia and in eleven CIS 
countries. 

We have used the gravity model to estimate the trade patterns of the twelve CIS coun-
tries covering the period from 1997 to 2014, including factors such as quality of countries' 
institutions, geographic disadvantages (landlockedness3), and the restrictiveness of the 
trade regime apart from a set of control variables. This study utilized an empirical model 
which is similar to the one used by Elborgh-Woytek (2003), Havrylyshyn and Al-Atrash 
(1998), Freinkman et al. (2004), or Babetskaia-Kukharchuk and Maurel (2004). Our em-
pirical analysis has been carried out in order to test the following hypotheses: 

H1: Belonging to the same free trade agreement has provoked an increase in trade 
flows amongst the CIS countries. 
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H2: Each country's particular institutions do play a role in explaining the trade 
flows amongst the CIS countries: countries with higher level of institutional quality 
demonstrate better trade performance. 

H3: Geographic disadvantage (landlocked and poor infrastructure) impacts the 
trade amongst the CIS countries: the landlocked country's trade indices are lower. 

H4: Russia's economic performance has a strong impact on the CIS countries' trade 
flows. 

H5: Globalization has hardly favoured the trade growth among the CIS countries.  
The paper proceeds as follows: in the next section, we provide a survey of the liter-

ature concerning the trade flows amongst the CIS countries. Section 3 describes some 
problems in the economic integration of the Soviet Central Asian countries and Russia 
in the context of globalization. Section 4 describes the basic economic features of the 
CIS countries. Section 5 presents inter-regional trade performance amongst the CIS 
countries, whereas Section 6 shows the methodology of the paper. Our econometric 
model and empirical results are explained in Section 7. The concluding section summa-
rizes and discusses potential development implications. 

2. Literature Review of the Factors Driving the Trade Growth and Development 

Gains from trade are amongst the earliest and most enticing discussions in economics. 
No country in recent decades has achieved economic success, in terms of substantial 
increase in living standards for its people, without being open to the rest of the world 
(IMF 2001). In the 1990s, the Washington Consensus, based on the recommendation of 
the International Monetary Fund (IMF) and the World Bank (WB), regarded trade 
openness as essential factor for achieving a high level of economic growth (Washington 
Consensus 1993. According to the World Trade Organization (WTO 2008), openness 
and trade liberalization not only promote a country's exports and imports, but also stim-
ulate economic activities of the private sector, attract foreign investment, reduce pov-
erty rates, create employment and increase foreign earnings. 

In spite of the wave of liberalization undertaken during the last three decades, the 
debate on the links and causality between trade openness and economic growth or in-
come distribution is still an open issue (Rodriguez and Rodrik 2001). Utilizing different 
econometric techniques, many authors have attempted to determine whether increased 
openness leads to an economic expansion. Most empirical works dealing with openness 
and growth claim to find a positive association between economic integration and 
growth. For instance, David Dollar (1992) stated that open economies grew remarkably 
faster compared to closed economies during the period from 1976 to 1985. Sachs and 
Warner (1995) argued that open developing and developed countries grew annually at 
4.49 per cent and 2.29 per cent rates respectively, whereas closed economies grew  
at 0.69 per cent and 0.74 per cent. Edwards (1998), performing a survey of empirical 
literature, defended the positive effect of openness on economic growth and claimed 
that the trade-growth nexus was not only robust to the indicators of openness but also to 
functional forms, estimation techniques and periods. Jeffrey (1997) utilized a panel data 
set for 65 countries covering the period from 1985 to 1997 and concluded that a one-
percent increase in trade-GDP ratio could raise per-capita income by at least 0.5 per cent.4 

However, Rodriguez and Rodrik (2001) questioned the robustness of the studies 
proving the trade-growth positive relationship. They mainly criticized the inappropriate 
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econometric techniques and the lack of control of other important determinants, an idea 
also supported by Baldwin (2003). Additionally, Rodriguez and Rodrik (2000) stated 
that this controversy is not about the positive or negative relationship between trade and 
growth, but that it is rather about the proper use of empirical procedures, as well as 
about their interpretation. Finally yet importantly, Hallak and Levinsohn (2004) stated 
that the regression framework is too simple to capture the relationship between trade 
policy and economic growth.5 

Notwithstanding, free trade supporters dismissed Rodrik and Rodriguez's critiques. 
For instance, Bhagqati (2001) and Panagariya (2004), after having analyzed Rodrik and 
Rodriguez's view, asserted that their criticism is inconclusive. They concluded that the 
evidence from cross-country growth regressions is not that weak and therefore, out-
ward-oriented policies cannot be rejected. Later Tung (2015), using a panel data set for 
71 developing countries (1980–1990), concluded that there is a positive correlation be-
tween openness and economic growth, while Mendoza (2010) found a conditional rela-
tionship between trade and economic growth. 

Although there is an abundant body of literature regarding the openness-trade nexus 
in many world regions, the CIS countries' case studies are scarce. Amongst them, Havry-
lyshyn and Al-Atrash (1998) stated that several CIS countries6 are becoming as open as 
similar market economies, but many others remain relatively closed. The closest nations7 
to the EU are the most successful. Freinkman et al. (2004) concluded that the process of 
trade diversification in CIS-78 countries remains incomplete, especially amongst the low-
income CIS countries. However, according to Elborgh-Woytek (2003), openness has been 
falling since 1997 among the CIS countries and will likely increase if market reforms are 
carried out more ambitiously. Elborgh-Woytek analyzed developments in the structure of 
trade in the CIS countries during the period of 1993–2002, concluding that during those 
years, the CIS changed less than other transition economies because of geographical as-
pects, restrictions on trade, governance and corruption problems, weak infrastructure, lack 
of regional cooperation and political conflicts amongst the CIS countries. Similarly, 
Djankov and Freund (2000) explained home bias with Russia, through the introduction of 
high external tariffs and past links, such as infrastructure, business networks and produc-
tion chains. Recently, Ian Babetskii et al. (2004) used cross-section data for the period 
spanning 1970–2004 finding that if the CIS countries accessed jointly the WTO, their 
total trade volume would increase by 50 per cent. 

Whether a country should adopt a free-trade regime with neighbouring countries or 
not, is still a highly debated issue amongst experts. International trade theories, from 
Ricardo's comparative advantage model to the two-country endogenous growth models 
developed by Grossman and Helpman (1991) and Feenstra and Hanson (1996), can be 
considered a justification for the formation of free trade agreements (FTA). However, if 
we look at empirical studies about FTA effects on trade growth, we will find mixed re-
sults. For instance, Nobel laureate Jan Tinbergen (1962) was the first to publish an 
econometric study using the gravity equation for international trade flows, which in-
cluded evaluating the effect of FTA dummy variables on trade. He found economically 
insignificant ‘average treatment effects’ of FTAs on trade growth. Similarly, Bergstrand 
(1985) and Frankel and Romer (1995) found an insignificant effect of the FTA on trade 
amongst European Community (EC) member countries, opposite to Aitken (1973), 
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Abrams (1980) and Brada and Mendez (1985), who found a statistically significant ef-
fect on trade flows amongst the EC members. Baier and Bergstrand (2007), using panel 
data for 96 countries over 1960–2000, found that, on average, an FTA approximately 
doubles two members' bilateral trade flows after ten years. 

Regarding the FTA effect on output and trade growth amongst the CIS countries, 
Francois and Manchin (2009) stated that a thorough FTA with the EU would not only 
reduce tariffs but also lead to an average 0.62 percent increase in the CIS countries' real 
income. Emerson et al. (2006) analyzed the FTA effect on the EU and Ukraine trade 
performance and argued that the overall welfare gain for Ukraine from the FTA with 
the EU would be above 10 per cent. Maliszewska (2008) stated that an FTA with the 
EU is expected to bring an increase of 3.38 per cent in Armenian GDP and 6.5 per cent 
in the Georgian GDP. In addition, they concluded that due to an FTA with the EU, 
Georgian exports were expected to increase by 13.5 per cent in five years. De Souza 
(2004) and Sulamaa and Widgren (2004), focusing on the Russian case, suggested that 
Russia would benefit from an FTA with the EU in case Russia improved its productivi-
ty through better institutions or received more inward FDI. 

Other studies have identified that good institutions are the main key in enhancing 
economic growth. Therefore, liberal trade policies also need to be complemented with 
effective institutional improvement policies to ensure a longer-term effect on growth 
(Lee and Swagel 1997; Rodrik 2006; Anderson and van Wincoop 2003; Elborgh-Woytek 
2003; Acemoglu and Robinson 2006). 

North (1981) and Acemoglu and Robinson (2002) define institutions as a cluster of 
social arrangements that include constitutional and social limits on politicians' and 
elites' power, provisions for mediating social cleavages, strong property rights enforce-
ment, the rule of law, a minimum amount of equal opportunities and relatively broad-
based access to education. 

Hence, some authors have revealed that a better quality of institutions could enhance 
economic growth.9 For instance, Burnside and Dollar (2000) using a panel data set for 57 
developing countries (1970–1993), and Vijayaraghavan and Ward (2001) for 43 develop-
ing countries (1975–1990), concluded that institutional qualities such as property rights, 
governance, government size and political freedom enhance economic growth. 

The transition of post-Soviet states into market economies was a phenomenon that 
inspired rethinking the role of institutions in reform programmes and economic perfor-
mance. Amongst other empirical studies, the European Bank for Reconstruction and 
Development (2003) reports that a low quality of economic institutions is to be blamed 
for the ‘trade gap’10 of 60 per cent between the CIS countries and the EU. Grinsberg 
and Mertenz (2005) state that because of low institutional quality in the post-Soviet 
states, over 1,000 official agreements have been passed to regulate the trade within the 
CIS, but only about 10 per cent are effective. 

However, institutional quality and trade barriers are not the most relevant factors for 
trade performance amongst developing countries, since remoteness, poor road/maritime 
infrastructure and landlockedness appear to be the most important causes of trade slow 
growth.11 According to Beilock et al. (1996), each border crossing within the post-Soviet 
states' region implies over a 400 USD increase in per truck-load freight rates. However, 
we should take into account that 84.7 per cent of total freight transports in Central Asian 
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countries were carried out by rail during 2015 (CISSTAT 2017) and therefore it is too 
difficult to measure the high negative impact of the low infrastructure level in Central 
Asian trade relations. In contrast, Limao and Venables (2001) suggested that distance ex-
plains only 10 per cent of the change in transport costs, whereas poor road infrastructure 
explains 40 per cent in coastal countries and 60 per cent in landlocked countries. Grigori-
ou (2007), using panel data for 167 countries, including Central Asian ones over the peri-
od of 1992–2004, concluded that an improvement in infrastructure of Central Asian coun-
tries would raise exports by 65 per cent and imports by 8.6 per cent. According to the UN-
OHRLLS’12 (2013) report, most CIS countries reveal transport costs that are up to 40 per 
cent higher than those of a representative coastal economy. 

The literature has explained the link between landlockedness, transport costs, infra-
structure and growth. For instance, Bougheas et al. (1999) and McKellar et al. (2000) 
developed the theoretical relationship between infrastructure and trade growth, whereas 
Radelet and Sachs (1998) and Raballand (2003), who carried out a survey on the impact 
of landlockedness on trade, provided empirical evidence.  

To summarize, we acknowledge that most studies confirm the existence of a posi-
tive link between trade and growth, but the validity of the results could be questioned 
based on robustness tests. However, the presence of econometric and measurement 
problems does not permit a thorough rejection of the observed positive link between 
trade openness and economic growth. Trade policies ought to be properly complement-
ed with the improvement of institutions inside countries to optimize gains from trade. 

There have been, however, some political obstacles for the establishment of institu-
tions over the last decades. Additionally, as shown by the above-mentioned empirical 
literature, the highest priority for the CIS countries lies in the improvement of their 
transport infrastructure, especially amongst landlocked countries, which would help 
contribute favouring better export performance amongst the CIS countries. 

3. Problems of the Economic Integration of Central Asian Countries  
in the Context of Globalization 

During the last decades, the globalization of the world economy has developed quite 
quickly. One of the mostly widespread considerations, regarding globalization, views it 
as an irreversible process imposed upon the world by some countries and institutions. 
Furthermore, globalization as an increasingly free flow of ideas, people, goods, ser-
vices, and capital has led to a deeper integration of economies and societies (IMF 
2002). Nevertheless, globalization is also far from being uncontroversial since econom-
ic theory does not provide a clear answer for the effect of globalization on growth. On 
the one hand, many authors claim that there is a positive relationship between globaliza-
tion and economic development. There is, however, little evidence supporting this 
statement. Mrak (2000) claims that the world GDP growth rates in the 1980s and 1990s 
have declined since the 1970s when financial liberalization started to grow. Brethelot 
(1999) asserts that the share of investment over the world GDP has generally fallen, 
suggesting a lower willingness to undertake long-term investments. Furthermore, 
Hoffmann (2002) stated that globalization and world trade created a global market, but 
it did not lead to the establishment of a global government or global society. Freinkman 
et al. (2004) analysed13 selected CIS countries finding that low income economies 
among the CIS countries have been performing on average just marginally better than 
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other low-income countries and, overall, they have been falling behind the countries 
that benefit the most from globalization.  

The effect of globalization is a highly uneven process also among the former Soviet 
Central Asian countries. After gaining independence in 1991, the CIS countries adopted 
economic openness as the main basic strategy for their economic growth. Due to diffi-
culties in accessing global markets, trade amongst the CIS countries has become of par-
amount relevance. One of the most important factors of economic development is for-
eign trade, and Central Asian economies should seek a higher volume of intra-regional 
trade. Almost all world regions have enjoyed from the creation of regional organiza-
tions since the end of the Cold War; however, regional cooperation among the Central 
Asian countries remains unsuccessful. As a result, Mattli (1999) argues that the EU 
members' intraregional trade reaches more than 60 per cent of the total exports and im-
ports flows, as the main driver for European integration comes from comparative ad-
vantages and economies of scale inside the single market. On the contrary, the share of 
intraregional trade within Central Asia is only about 10 per cent. Intra-regional trade 
among the Central Asian countries has been even declining since the dissolution of the 
Soviet Union at the beginning of the 1990s. Figure 1 shows the trade turnover of Kyr-
gyzstan and Tajikistan drastically reduced to 45–50 per cent in the last two decades. 
Following Uzbekistan's trade share falling to 20–25 per cent, while Kazakhstan stands 
out as the least regionally integrated country, because its intraregional trade share de-
clined up to a modest 10–15 per cent from the 1990s to 2017 (see Figure 1). 

 

Fig. 1. Trade turnover of Central Asian countries 
Note: Turkmenistan: Turkmenistan is not included due to the lack of reliable trade data.  
Source: UN Comtrade database (comtrade.un.org). The Statistical Agency of Tajikistan 

(www.stat.tj/ru). 
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There are significant barriers to trade in Central Asia in terms of trade policy, difficul-
ties in transport and transit systems, as well as certain lack of trade complementariness. 
The Asian Development Bank (2010) claims that the most notable barriers in Central 
Asian region are a complex tariff schedule and the relatively high tariffs, the frequent and 
unpredictable changes in the tariff schedule or the high level of protectionism (i.e. high 
implicit tariffs in the form of taxes that are levied on imported goods but not on domesti-
cally produced goods). Furthermore, the EU's large agricultural subsidies to their farmers 
constitute a significant barrier for the Central Asian countries' exports to the EU. Notably, 
long and unpredictable transit times have constrained exports of time-sensitive goods and 
manufactured products with relatively low profit margins more than exports of primary 
commodities, which are not time-sensitive and can be transported in bulk at relatively low 
costs (Raballand et al. 2005). Wang (2014) asserts that Central Asian countries have rela-
tively similar commodity-dependent economies and they produce and export many of the 
same items and therefore need to look for trade partners beyond their immediate neigh-
bours, therefore they have repeatedly deployed protectionist measures against each other. 
The literature so far explains hysteresis in the former Soviet Union trade by remoteness 
and landlockedness (Hamilton and Winters 1992; Djankov and Freund 2002; Grafe, Rais-
er and Sakatsume 2005), distance (Fidrmuc and Fidrmuc 2003), poor access to markets 
and incomplete reforms (Havrylishin and Al-Atrash 1998), or weak institutions (Ba-
betskaia-Kukharchuk and Maurel 2004). 

For instance, Jan Fidrmuc and Jarko Fidrmuc (2003) estimated that the former Soviet 
Union states traded 43 times more between each other than predicted by GDP and dis-
tance. Raballand (2003), who analyzed the effect of landlockedness14 on trade in the case 
of Central Asian countries over the period of 1995–1999, found that landlockedness re-
duces their trade by more than 80 per cent. Limao and Venables (2001) and Hogan-Brun 
(2005) highlighted the high impact of remoteness and poor infrastructures on trade costs. 
Central Asian economies are dependent on the export of agricultural products and a few 
commodities such as gas and oil to extra-regional markets. Moreover, they all share the 
fundamental infrastructure problems of landlocked countries at the periphery of the global 
market (Myant and Drahokoupil 2008). Krapohl and Visileva-Dienes (2019) claim that 
Central Asian countries could improve their trade infrastructure and their share in the 
global market considerably, in case they cooperated with each other. 

Whereas intra-regional trade is low in Central Asia, trade dependence on external 
actors, foremost Russia but also increasingly China, is high. Russia has been the most 
important trading partner for Central Asia since the early 1990s and at least up until the 
financial crisis of 2008/9 (Jenish 2015). Russia is the main bridge between Central 
Asian countries and Europe: 70 per cent of Central Asian exports reach Europe through 
Russia (Krapohl and Visileva-Dienes 2019). Moreover, Central Asian countries are in-
terested in the access to Russian financial resources, discounted energy prices and free 
movement of labour, which leads to high remittances flows from migrants (Spechler 
2002; Abduvaliev and Bustillo 2020). During the last decades, the cross border finan-
cial transactions and labor-remittance flows between Russia and these countries have 
become increasingly important and Russia appears to influence regional growth mainly 
through the remittance channel and less through the financial channel. Russia, as the 



Abduvaliev and Bustillo • Factors Explaining the Trade Growth 

 

27 

main destination for migrants from the CIS region, accumulates 88 per cent of the CIS 
migrants (CISSTAT 2017), where Armenia, Azerbaijan, Belarus, Georgia, Kyrgyzstan, 
Moldova, Tajikistan, Turkmenistan, Uzbekistan and Ukraine are net remittances-
receiving countries. Long before the Russian economic crisis started in 2014, related to 
the Western economic sanctions against Russia over the Ukraine Crisis in mid-2014, the 
labour migrants constituted approximately 49.6 per cent of Tajikistan's GDP, 38.1 per 
cent of Kyrgyzstan's GDP, and 16 per cent of Uzbekistan's GDP (World Bank 2015). 
Still, cooperation with China is crucial for the Central Asian economies in terms of 
trade relation. Although, crisis in 2008/9 deteriorated cooperation between Russian and 
Central Asian countries, the Chinese trade share to Central Asian countries did not de-
cline within the crisis both within financial crisis in 2008–2009 and the ongoing finan-
cial crisis since 2014. Even though Russia still remains the most important trading part-
ner for Kazakhstan (after the EU), China is increasingly becoming an economic driver 
of the region that has already caught up in the case of Kyrgyzstan, Tajikistan, Turkmen-
istan and Uzbekistan (Stronski and Ng 2018). In recent years, China has been develop-
ing infrastructure projects in five Central Asian countries under the Belt and Road Initi-
ative. The region is being transformed by China's infrastructure investment, with the 
launch of railway logistics routes connecting Central Asia and Europe, and the devel-
opment of highways, oil and gas pipelines, transmission networks, and optical fibre ca-
bles (Kitade 2019). Natural resources as well as their strategic location, especially their 
proximity to China, could serve as a good platform for the future development of Cen-
tral Asian economies. 

In consequence, we must highlight that the CIS intra-regional trade has not devel-
oped as in other regions. Most countries in Central Asia are establishing a closer trade 
relation with other nations outside the CIS (Krapohl and Vasilieva-Dienes 2019) because 
of the factors discussed above. Therefore, we can at least confirm the fact that the ongoing 
globalization has not created a high volume of trade inside the region, but on the contrary, 
it has connected these nations with other external partners such as China or the EU,  
thus supporting the fifth hypothesis put forward in the introduction. 

4. Stylized Facts about Economic Performance amongst the CIS Countries 

The economic dependence of the CIS countries mostly divides them into the following 
two categories:  

1. Net oil and gas exporters. 
2. Countries heavily dependent on migrant remittances and foreign aid (Official 

Development Assistance, ODA). 
The CIS countries dispose of a significant endowment of natural resources account-

ing for nearly 5.5–5.7 per cent of global supplies of oil and 11.4–11.6 per cent of natu-
ral gas resources (CISSTAT 2017) where Azerbaijan, Kazakhstan and Turkmenistan are 
the main oil and gas exporting countries in the CIS region, excluding Russia.  

The CIS countries that belong to the second category of economic dependence re-
veal data of remittances between 5 and 43 per cent and ODA 2.1–7.8 per cent of GDP, 
respectively (World Bank 2016a). 
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Fig. 2. The CIS countries: Remittances and ODA, % GDP, 2015 
Source: World Bank 2015.  
Note: The data for Uzbekistan and Turkmenistan have been obtained from the Central Bank of 

Russia. 

Figure 2 indicates that migrants' remittances as a ratio to GDP exceed ODA in most 
CIS countries. The USA, Germany, Turkey, Japan, Switzerland and France are the main 
ODA donors for the CIS countries (OECD/DAC 2015). 

From 2000 to 2014, all CIS countries except Kyrgyzstan, Georgia and Ukraine reg-
istered strong economic growth. From 2005 to 2010, some CIS countries (Kyrgyzstan; 
from 2008 to 2009, Georgia; and from 2012 to 2014, Ukraine) have suffered from so-
cio-political disturbances leading to disruptions in economic activity and changes in 
leadership. Despite the relatively weaker economic performance of these three coun-
tries, the average annual growth rate of the rest of the CIS countries was 6.1 per cent 
during the period of 1998–2016 (see Figure 3). 

According to the Heritage Foundation and Index of Economic Freedom (2014), all 
CIS countries substantially increased their economic freedom positions. This improve-
ment may have helped promote economic growth amongst these countries. 

 

Fig. 3. CIS 11 annual average growth, 1998–2015 
Source: World Economic Factbook, 2016a. 
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If we look at the recent economic behaviour of the CIS countries, we will find that 
they experienced four crises since the collapse of the USSR (Figure 4). 

 
Fig. 4. The CIS countries: GDP, Exports and Imports (annual real growth), 1994–2014 

Note: Per cent change of gross domestic product, constant prices, volume of export and import of 
goods and services.  

Source: UNCTAD (2007), World Bank (2010), IMF (2015a). 

The most relevant cause of the last crisis in Russia is mainly associated with the in-
ternational economic sanctions imposed by Western countries, following the Russian an-
nexation of Crimea (Ukraine). Sanctions provoked a negative effect on Russian crude oil 
prices and led to a devaluation of the ruble against the US dollar (Dreger et al. 2015). This 
reduced the migrant remittances transferred from Russia to the CIS countries. 

In 2014, the CIS countries economic growth dropped from 1.25 per cent to 5.25 per 
cent respectively, driven, in part, by lower commodity prices and Russia economic 
slowdown (IMF 2015b), which has a close relationship with the CIS region through 
remittances, trade and the volume of investment (see Figure 5). 

 

Fig. 5. Relationship between economic growth of CIS countries  
and Russian real GDP growth (Annual percent change) 

Source: IMF Databases, 2017.  
Note: * CIS oil exporters: UZB, KAZ, TKM, AZE.  
            ** CIS oil importers: KGZ, ARM, TJK, GEO, UKR, BEL and MOL. 
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The lower Russian oil prices have been amplified by a slowdown in Kazakhstan 
and Azerbaijan domestic oil production, while delays in the development of new Ka-
zakh oil fields have resulted in the decline of the CIS oil exports by 2 percentage points 
to 3.5 per cent in 2015 (IMF 2016). Imports from Russia, including energy imports, 
constitute more than 5 per cent of GDP for most CIS countries. For a number of coun-
tries (Armenia, Belarus, Moldova and Ukraine), energy imports from Russia exceeded  
23 per cent of their total energy consumption in 2016 (CBR 2017).  

In the CIS, the oil importers' domestic demand is weakened by declining remittanc-
es, as remittances are the key channel of transmission of shocks from Russia to the CIS 
oil importers. The World Bank Development Prospects Group (World Bank 2016b) 
reports that three CIS countries have ranked first, second and fourth amongst the top ten 
remittances recipient countries in the world according to the ratio of remittances to 
GDP. Remittances constitute about 40 per cent of GDP in Tajikistan, 28 per cent in the 
Kyrgyz Republic, 21 per cent in Moldova and 18 per cent of GDP in Armenia as of 
2016, with the bulk of these remittances originating in Russia. The Bank of America 
Merrill Lynch (2013) reported that a reduction of Russia's GDP by 1 per cent would 
reduce remittances inflows to Central Asian countries by 5 per cent. 

Amongst the CIS countries, the situation fluctuated more after the USSR dissolu-
tion, and, almost two decades after independence from the Soviet Union, they have de-
veloped healthier deeper links with the Russian economy. This is perceptible, despite 
the geographical tension and sanctions that have sharply decreased the oil price in Rus-
sia since late 2014, resulting in negative spillovers (trade, remittances, FDI) on the CIS 
countries. An ongoing Russian crisis is an obvious example of how geopolitical risk is 
real and, in fact, can dramatically change a country's economy, particularly in Central 
Asian and Caucasian countries. The Russian politicians' decisions might not only result 
in circumstances that sink their own country's economy, but could also make the lives 
worse off for residents of other countries who have economic and socio-cultural ties 
with Russia. 

5. Inter-Regional Trade Performance and FTA amongst the CIS Countries 

The CIS countries are suffering the effects of a changing regional trade relationship. 
According to Head, Mayer and Ries (2010) opinion about post-colonial ties, a country's 
trade with their colonizer typically falls by 60 per cent and with siblings by 20 per cent 
after thirty years of independence. However, after 27 years of independence, the rela-
tionship between the CIS economies and Russian development, overall, through trade, 
financial and remittance channels is still strong (Table 1). The aim of this paper is not to 
test Head, Mayer and Ries's findings, but rather to explore the extent to which Russian 
economic performance has a strong impact on neighbouring CIS countries. The CIS 
countries have not yet managed to achieve considerable success in opening markets and 
in coordination of macroeconomic policies. 
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Table 1 
CIS links with Russia, 2016 

 

 

Source: IMF Database, 2017. (*) Gas exports to Russia; Gas/energy imports from Russia are 
scaled by country' energy consumption; other variables are scaled by GDP. Turkmenistan is an associ-
ate member of the CIS; Georgia used to be the CIS member (1993–2009) and Ukraine 1993–2014. 

The IMF (2015b) reports that the trade links with Russia are generally weaker 
mostly in Central Asian countries, although for some CIS countries, trade exposure is 
still considerable. ‘In addition, indirect spillovers through confidence effects and com-
mon investor linkages could be substantial, which is difficult to quantify’ (Stepanyan et 
al. 2015). FDI is another important channel of spillovers from Russia, which is highly 
relevant for the CIS countries. 

The trade volume of Russia with the CIS increased since 2001. The maximum val-
ue of Russia's trade surplus reached $33 billion in 2008, in contrast with $3.8 billion in 
1994. After the 2009 downturn, Russia remained a large net exporter, although the trade 
surplus decreased by $8 billion (Andreev 2010; CISSTAT 2017) Notwithstanding, Rus-
sia is an important export destination and remains a relevant niche market for the CIS 
countries. For instance, Belarus and Turkmenistan have the largest exposure, with ex-
ports to Russia exceeding 10 per cent of GDP (IMF 2015b). Russia accounts for about 
half of non-oil exports for Azerbaijan, and Armenian food products have been a source 
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of dynamism for the Russian economy, while a quarter of Moldova's agriculture exports 
were destined for Russia in 2015 (IMF 2016). Kazakhstan is still the main Russia's trad-
ing partner in iron, manganese, copper and chromium ores and concentrates, aluminium, 
coal, ferrous metals and uranium (Basargin 2012). Russia accounts for about a quarter of 
Turkmenistan's and Uzbekistan's gas exports (down from around 70 per cent during the 
global financial crisis). Imports from Russia, including energy imports, constitute more 
than 5 per cent of GDP for most CIS countries and energy imports from Russia to Arme-
nia, Belarus, Moldova, Tajikistan and Ukraine exceeded 20 per cent of their total energy 
consumption (IMF 2015a). However, some CIS oil importing countries may not benefit 
from the lower price provided by Russia, since contracts on gas supply are usually long 
term and, in some cases, with fixed prices over several years. 

The current Russian financial crisis has produced adverse spillovers to the CIS oil 
importers that account for more than 2.5 percentage points of downward growth, while 
for the CIS oil exporters, negative spillovers from Russia contributed to around 1 per 
cent downward revision of their economic growth (IMF 2016). 

 

Fig. 6. The CIS countries: openness to trade in percentage, 2001–2016 
Source: Authors' calculation. 

The foreign trade pattern of the CIS countries is also diverse. Openness promotes a 
more efficient allocation of resources through comparative advantage. The average trade 
openness (percentage of Export + Import over GDP) amongst the CIS on average remained 
96.1 per cent in 2014 (Figure 6). The World Bank (2016b) reports that some of the CIS 
countries are ‘more open’, while some of them are relatively low. For example, on av-
erage, trade openness to Belarus is 131.8, Moldova 129.1, Turkmenistan 123.9, Kyr-
gyzstan 112.6, Tajikistan 108.2, Ukraine 104.5, Azerbaijan 88.5, Kazakhstan 85.5, 
Georgia 79.5, Armenia 69.6, Uzbekistan 62.3, and Russia 56.3. We must mention that 
trade openness figures amongst several CIS countries are above 100 per cent mainly 
because these figures are from small countries with very high import levels, which are 
not thoroughly consumed inside the country, under the risk of double accountancy. Fig-
ure 6 indicates that in 2016 the openness to trade dramatically decreased by 71.4 per 
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cent due to the ongoing financial crisis of Russia (Dorning and Katz 2016), something 
that reveals the CIS countries' dependence on Russian economic performance. 

Table 2 
Overview of the Preferential Trade Agreement in CIS area 

 ARM AZE GEO KRG MOL TAJ UZB BEL KAZ RUS TKM UKR 

ARM  NO 
95-cur: 

FTA (bl) 

94-11: 
FTA 
(bl)* 
11-

cur:FTA 
CIS* 

93-11: 
FTA 
(bl)* 

11-cur: 
FTA 
CIS* 

11:cur: 
FTA 
CIS* 

NO 

00-11: 
FTA (bl)*

11-cur: 
FTA CIS*

01-11: 
FTA (bl)*

11-cur: 
FTA CIS*

01-11: FTA 
(bl) 

11-cur:FTA 
CIS* 

04-11 
FTA 
(bl)* 

11-cur: 
FTA 
CIS* 

96-11: 
FTA 
(bl) 

11-cur: 
FTA 
CIS* 

AZE NO  
96-cur: 

FTA (bl) 
NO NO NO NO NO NO 

93-cur FTA 
(bl)* 

NO 
96- cur: 

FTA 
(bl) 

GEO 
95-cur: 

FTA (bl) 

96-cur: 
FTA 
(bl) 

 NO NO NO NO NO 
97-cur: 
FTA(bl) 

94-cur: 
FTA(bl) 

96-cur: 
FTA(bl) 

95-cur: 
FTA(bl

) 

KRG 

95-11: 
FTA 
(bl)* 

11-cur: 
FTA 
CIS* 

15-cur: 
EEU 

NO NO  

95-11: 
FTA 
(bl)* 

11-cur: 
FTA 
CIS* 

99-11: 
FTA 
(bl)* 

11-cur: 
FTA 
CIS* 

96-cur: 
FTA(bl

)* 

99-11: 
FTA (bl)*

11-cur: 
FTA CIS*

15-cur: 
EEU 

95-11: 
FTA (bl)*

11-cur: 
FTA CIS*

15-cur: 
EEU 

92-11: FTA 
(bl)* 

11-cur: FTA 
CIS* 

15-cur: 
EEU 

NO 

95-11: 
FTA 
(bl) 

11-cur: 
FTA 
CIS* 

MOL 

93-11: 
FTA (bl) 
11-cur: 

FTA 
CIS* 

NO NO 

93-11: 
FTA (bl)
11-cur: 

FTA 
CIS* 

 
11-cur: 

FTA 
CIS* 

NO 

93-11: 
FTA (bl) 
11-cur: 

FTA CIS*
15-cur: 
EEU 

11-cur: 
FTA CIS*

15-cur: 
EEU 

93-11: FTA 
(bl)* 

11-cur: FTA 
CIS* 

15-cur: 
EEU 

NO 
11-cur: 

FTA 
CIS* 

TAJ 
11-cur: 

FTA 
CIS* 

NO NO 

99-11: 
FTA 
(bl)* 

11-cur: 
FTA 
CIS* 

11-cur: 
FTA 
CIS* 

 NO 

98-11: 
FTA (bl) 
11-cur: 

FTA CIS*

95-11: 
FTA (bl)*

11-cur: 
FTA CIS*

92-11: FTA 
(bl)* 

11-cur: FTA 
CIS* 

NO 

01-11: 
FTA 
(bl) 

11-cur: 
FTA 
CIS* 

UZB NO NO NO 
96-cur: 

FTA 
CIS* 

NO NO  NO NO 
99-cur: 

FTA(bl)* 
NO NO 

BEL 

00-11: 
FTA 
(bl)* 

11-cur: 
FTA 
CIS* 

15-cur: 
EEU 

NO NO 

99-11: 
FTA (bl)
11-cur: 

FTA 
CIS* 

15-cur: 
EEU 

93-11: 
FTA (bl)
11-cur: 

FTA 
CIS* 

15-cur: 
EEU 

98-11: 
FTA 
(bl) 

11-cur: 
FTA 
CIS* 

NO  

97-10: 
FTA (bl) 
10-cur: 

CU 
11-cur: 

FTA CIS*
12-cur: 

CES 
15-cur: 
EEU 

92-10: FTA 
(bl)* 

10-cur: CU 
11-cur: FTA 

CIS* 
12-curr: 

CES 
15-cur: 
EEU 

NO 

92-11: 
FTA 
(bl)* 

11-cur: 
FTA 
CIS* 

KAZ 

01-11: 
FTA (bl) 
11-cur: 

FTA 
CIS* 

15-cur: 
EEU 

NO 
97-cur: 

FTA 
(bl)* 

95-11: 
FTA (bl)
11-cur: 

FTA 
CIS* 

15-cur: 
EEU 

11-cur: 
FTA 
CIS* 

95-11: 
FTA 
(bl)* 

11-cur: 
FTA 
CIS* 

NO 

97-10: 
FTA (bl) 
10-cur: 

CU 
11-cur: 

FTA CIS*
12-cur: 

CES 
15-cur: 
EEU 

 

92-10: FTA 
(bl)* 

10-cur: CU 
11-cur: FTA 

CIS* 
12-cur: CES 

15-cur: 
EEU 

NO 

94-11: 
FTA 
(bl) 

11-cur: 
FTA 
CIS* 
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Table 2 continued 
 ARM AZE GEO KRG MOL TAJ UZB BEL KAZ RUS TKM UKR 

RUS 

04-11: 
FTA 
(bl)* 

11-cur: 
FTA 
CIS* 

15-cur: 
EEU 

93-cur: 
FTA 
(bl)* 

94-cur: 
FTA 
(bl)* 

92-11: 
FTA (bl) 
11-cur: 

FTA 
CIS* 

15-cur: 
EEU 

93-11: 
FTA 
(bl)* 

11-cur: 
FTA 
CIS* 

92-11: 
FTA 
(bl)* 

11-cur: 
FTA 
CIS* 

92-cur: 
FTA 
(bl)* 

92-10: 
FTA (bl)*

10-cur: 
CU 

11-cur: 
FTA CIS*
12-curr: 

CES 
15-cur: 
EEU 

92-10: 
FTA (bl)*

10-cur: 
CU 

11-cur: 
FTA CIS*

12-cur: 
CES 

15-cur: 
EEU 

 
92-cur: 

FTA 
(bl)* 

93-11: 
FTA 
(bl)* 

11-cur: 
FTA 
CIS* 

TKM 
96-curr: 
FTA (bl) 

NO 
96-curr: 
FTA (bl) 

NO NO NO NO NO NO 
92-curr: 

FTA (bl)* 
 

95-curr: 
FTA 
(bl) 

UKR 

96-11: 
FTA (bl) 
11-cur: 

FTA 
CIS* 

96-cur: 
FTA 
(bl) 

95-cur: 
FTA (bl) 

95-11: 
FTA (bl) 
11-cur: 

FTA 
CIS* 

11-cur: 
FTA 
CIS* 

01-11: 
FTA 
(bl) 

11-cur: 
FTA 
CIS* 

NO 

92-11: 
FTA (bl)*

11-cur: 
FTA CIS*

94-11: 
FTA (bl) 
11-cur: 

FTA CIS*

93-11: FTA 
(bl)* 

11-cur: FTA 
CIS* 

95-cur: 
FTA (bl) 

 

 

 

Note: (bl) – bilateral agreement; 95 – year of the signing the protocol on the complete abolition of 
exemptions from the free trade; *PTA with exemptions; CU – Customs union, EEU – Eurasian Eco-
nomic Union, CES – Common economic space; cur – currently.  

Source: Listing of bilateral international agreements of the Russian Federation – Ministry of Eco-
nomic Development of the Russian Federation, World Bank Global PTA Database, WTO PTA Data-
base, UNESCAP PTA Database, CIASSTAT Database. 

The objective of creating a deeper trade link amongst post-Soviet States, namely 
the objective of favouring commercial integration, requires a certain degree of political 
integration. 

The first attempt to create a multilateral FTA in the CIS area was made in Septem-
ber 1994 (the CIS Agreement from 15.04.1994 ‘On the establishment of a free trade 
area’), which included ten CIS countries15 and was aimed at the future establishment of 
an economic union. The agreement was expected to come into force after the signing 
parties agree on the list of exemptions from it. However, if we look at the realization of 
these agreements, we will find that most member countries did not implement measures 
to make the FTA effective16 (Kulik and Spartak 2013). Hence, the multilateral PTAs17 
(Preferential trade agreements) did not exist in the CIS area until the end of 2012. Thus, 
the CIS countries attempted to create a multilateral PTA in a bilateral regime, conclud-
ing agreements in a relatively short time, followed by subsequent approval of the list of 
reciprocal exemptions and simultaneous agreements on terms of their elimination. 
Summary table including information on PTAs effective in 2016 in the CIS area is pre-
sented in Table 2. 

Additionally, other integration processes were developing. In January 2014, Russia, 
Kazakhstan and Belarus signed the agreement for the creation of the Eurasian Econom-
ic Union (EEU), which came into force in 2015. The main aim of this union is creation 
of a common market for labour and capital. However, according to the UN reports, de-
spite having signed an agreement, the CIS countries' trade policy is far from being 

In force Signed, but inactive No agreement 
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common. The number of non-coincident import tariff rates is very high, around 50 per 
cent. The reason is partly the lack of a strong supra national institution to control national 
trade policies. Moreover, there are several agreements within the CIS Economic Union 
that remain dysfunctional due to governance and institutional setbacks in the CIS region 
(Gurova and Efremova 2012). Grinsberg and Mertenz (2005) concluded that over 
1,000 official trade agreements were signed, but only about 10 per cent are effective. 

Clearly, Russia is a dominant power in this project in the EEU, and its political in-
terests may outweigh economic ones. Four potential EEU members (Belarus, Kazakh-
stan, Armenia and Kyrgyz Republic) have been forcefully pushed into the agreement 
firstly because Russia is the most accessible market for their exports and migration, and 
a source of cheap natural resources. 

A closer regional integration among the CIS countries could complement the inte-
gration process with the world economy. Improvements of institutional bases of the 
organization would be the best guarantee of development. Because of poor control over 
the implementation of its decisions, along with the unwillingness of a number of them 
for further integration, the role of the Commonwealth in promoting growth and stability 
in the region has not reached its full potential. 

6. Methodology 

In this section we will address two important issues. Firstly, to what extent do free trade 
agreements, institutional and geographical factors favour the trade flows amongst the CIS 
countries? Secondly, whether the Russian economy exerts a strong influence on the  
CIS countries' bilateral flows or not. 

The gravity equation provides a general empirical framework suited to the exami-
nation of these issues. This model allows us to identify the impact on bilateral trade of 
variables such as infrastructure, landlockedness, institutions, and free trade agreements, 
once all other structural determinants of trade, mainly GDP, contiguity and Russian 
economic development, are controlled for. 

We follow the basic model suggested by Anderson and van Wincoop (2003). The 
selection of the best model specification has been made using the following expression: 

ሺܺ௧ሻ	݊ܫ ൌ ߚ 	ߚଵܦܩ ௧ܲିଵ,  ௧݈݀݁݇ܿ݀݊ܽܮଶߚ  ௧ݕݐ݅ݑݍ݅ݐ݊ܥଷߚ 
௧ܿܿܣݎݎܥݏݑସܴߚ  ߚହܴ݉ܿ݊ܫݏݏݑ௧  ݂ܧݒܩߚ ௧݂  ܯ଼ܴ݃݁ߚ௧ 

ܣଽܲܵߚ ௧ܸ  ௧ܺܿܿܣ݁ܿ݅ଽܸߚ	   ௧ܣܶܨܵܫܥଽߚ  ߱௧;  
߱௧ ൌ ߤ  ௧ݒ , ݐ ൌ 1,… , ܶ; ݅ ൌ 1,… ,ܰ, 

Eq. 1 

We applied a fixed effects (FE) model, which assumes constant but not equal indi-
vidual country effects, which leads to a fixed effect model. The second method is a ran-
dom effect (RE) method, and the assumption is a situation where the country effects are 
not constant, but are treated such as disturbances. 

We estimated our model using a panel data set of bilateral export flows between 
Russia and each of the eleven CIS countries. The time span for the analysis is 17 years 
from 1997 to 2014, due to the limited data available. We test the importance of the trade 
regime (Free Trade Association Regime between the two countries partners). Addition-
ally, we check the effect of the relevance of Russian economic policy and performance 
on bilateral commerce figures, the reason why bilateral Russia-other CIS partners' flows 
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are used. We will test the link between each country's institutions’18 quality and trade 
flows. In addition to these variables, we include a rich set of control variables, such as 
GDP, landlockedness and the effect of contiguity. However, we do not use distance, as it 
does not show statistical significance because Moscow, which is the main trading cen-
tre-partner for most CIS countries, is very far from the frontiers of all CIS countries. 
The definition, description and expected sign of each variable are indicated in Table 3. 

Table 3 
Definition of the variables 

Variables Description Formula 
Ex-

pected 
sign 

Source 

InXijt Log of export of country i to country j, 
f.o.b. value in million USD

 
IMF-DOT 

InGDPit Log of GDP of country i, in current USD, 
in million USD 

+ 

WDI 
(worldwide 
global indi-
cators) 

InGDPijt Log of GDP of country j, in current USD, 
in million USD where i exporting , j im-
porting countries 

+ 
WDI 

Landlocked Dummy for landlocked 1 if country i
and j are land-
locked and 0 
otherwise

– 

CEPII 

Contigij Dummy contiguity ij for having a common 
border between the countries 

1 if countries i
and j are con-
tiguous; 
0 otherwise

+ 

 
CEPII 

RUS_CURR
_ACC (as 
percentage  
of CIS trade) 

An indicator of the national savings that are 
available for investment abroad – expressed 
as a ratio of the combined CIS trade 

+ 

WB  
IMF-DOT 

RUS_ 
INCOME 
(% over CIS 
trade) 

 

+ 

WB and 
IMF-DOT 

Government 
Effective-
ness 

Measures the perceptions of public ser-
vices’ quality, civil services’ quality, quali-
ty of formulation and implementation of 
polices and credibility of government’s 
commitment to follow the policies for 
country i and j 

Goveffit = 
(corjt + lawjt + 
regjt + acc jt + 
polstab jt) 

+/ – 

WBI- WGI  

Governance 
it 

Simple average of governance score for 
country i based on: control of corruption, 
rule of law, regulatory quality, voice and 
accountability, government effectiveness, 
political stability and absence of violence

Governance it= 
(corit+ lawit + 
regit + accit + 
govit + polstabit )

+/ – 

Own calcula-
tions based 
on WBI- 
WGI  

Governance 
jt 

Simple average of governance score for 
country j based on: control of corruption, 
rule of law, regulatory quality, voice and 
accountability, government effectiveness,

Governanceit = 
(corjt + lawjt + 
regjt + acc jt + 
govjt +polstab jt)

+/ – 

Own calcula-
tions based 
on WBI- 
WGI  
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Table 3 continued 
Regulatory 
Quality 

Measures the perceptions of governmental 
capabilities to draw and implement policies 
for development of private sector for coun-
try i and j 

Regit = (corjt + 
lawjt + govjt + 
acc jt +polstab jt)

+/ – 

WBI- WGI  

Political 
Stability and 
Absence of 
Violence/ 
Terrorism 

Measures the perceptions of the likelihood 
of government overthrow, political violence 
and terrorism for country i and j 

Polstabit =  
(corjt + lawjt + 
regjt + govjt + 
acc jt) 

+/ – 

WBI- WGI  

Rule of Law Measures the perceptions of the contract 
reinforcement quality, respect for property 
rights, the quality of police and the courts, 
likelihood of crime and violence for coun-
try i & j 

Lawit = (corjt + 
regjt + govjt + 
acc jt +  
polstab jt) 

+/ – 

WBI- WGI  

Voice and 
Accountabil-
ity 

Measures perceptions of the degree to 
which citizens can participate in govern-
ment selection; freedom of expression, 
freedom of association and media for coun-
try i and j  

Accit = (corjt + 
lawjt + regjt + 
govjt +  
polstab jt) 

+/ – 

WBI- WGI  

FTAij Dummy for an FTA between country i and j 1 if countries i 
and j have and 
FTA; 0 other-
wise 

+ 

WTO and 
CISSTAT 
RTA data-
base 

Note: The institutional variables are taken from the World Bank's database of Worldwide Gov-
ernance Indicators and calculated separately for exporting and importing country as a simple average 
of six indicators. These six indicators represent quality of governance in the three main areas: Selec-
tion, monitoring and replacement process of governments.  

7. Main Results 

The results of the estimation are presented in Table 4.  
Our results suggest that Russian economic performance is positively related to bi-

lateral trade flows, so we can state that Russian economy's health (proxied with the in-
clusion of Russian Income and Russian Current Account variable) positively affects 
bilateral trade flows. It also should be noted that trade between the CIS countries is fa-
voured by the existence of an FTA bilateral agreement, confirming the hypotheses put 
forward above. The results in columns (1) and (4) in Table 4 reveal that FTA has posi-
tive and statistically significant effects on trade flows. 

Regarding signs, estimated coefficients across different estimators show the ex-
pected relationship with the dependent variable. 

Trade, as expected, is positively associated with exporter and importer GDPs. 
However, the coefficients estimated for the exporting and importing countries do slight-
ly differ from each other. Supply determinants are more significant than demand ones: 
coefficients for the RE model range from 0.154 to 0.194 and from 0.030 to 0.032 by FE 
models for the exporting country. For the importing country, our coefficient ranges only 
from 0.098 to 0.114 (RE) and from 0.001 to 0.0008 (FE). 

In contrast, landlockedness is negatively correlated with trade. Both our RE model 
procedures show negative results of –2.115 and –0.486 for that variable, while FE mod-
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els show similar negative results. Although in many gravity papers the common border 
is found to have a positive correlation with trade in our model it does not register a sta-
tistically significant result. 

As we mentioned in Section 5, we do not use distance, as it does not show statisti-
cal significance because of huge distance between the CIS countries and major industri-
al areas of Russia (Moscow, Ural and Siberia). 

Table 4 
GDP growth rate in CIS countries: Regression results  

 MODEL 1 MODEL 2 MODEL 1 MODEL2 

Variables Random Effect Random Effect Fixed Effect Fixed Effect 

CONST 14.2940*** 15.6558*** 14.8113*** 15.7892*** 

GDP_X_USD 0.194833*** 0.154915*** 0.0326209*** 0.0304988*** 

GDP_M_USD 0.114661*** 0.0986743*** 0.001122547* 0.000886885 

Landlocked_0 –2.11573*** –0.48602*** –2.59631*** –2.58965*** 

Contiguity  0.0845933 0.0802030 0.0860580 0.104733 

RUS_CURR_ACC 0.0431802*** 0.0263873*** 0.207349*** 0.199077*** 

RUS_INCOME 0.0428229** 0.0244380*** 3.44454*** 3.14826*** 

GOVEFF_M – 0.248074*** – 0.000799202 

REGQ_M – 0.638863*** – –0.0249250 

PSAV_X – 1.17621*** – 0.284640*** 

Voice_Acc_X – –1.47401*** – –0.601901*** 

CIS FTA_X 1.39310*** – – 1.49478*** 

– – – –2.30611*** –2.17224*** 

– – – –2.49145*** –2.34241*** 

– – – –3.04355*** –2.88818*** 

– – – –1.95947*** –1.89300*** 

– – – 4.96002*** 4.46442*** 

– – – –3.06073*** –2.84299*** 

– – – 0.171544* 0.110577*** 

– – – –0.581723*** –3.0613772*** 

– – – –3.38115*** 3.14419*** 

– – – –3.42003*** –3.16764*** 

– – – 3.59030*** 3.24748*** 

– – – 2.35479*** 2.15142*** 

No. of observations 2512 2512 2512 2512 

R-squared 0.73 0.81 0.69 0.74 

Adjusted R-squared 0.68 0.79 0.67 0.70 

Regarding institutional variables, our estimates show that government effectiveness 
and regulatory quality (among importing countries) register the expected positive and 
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significant sign for the RE procedure, while the absence of violence (exporting coun-
tries) reveal the expected positive result for both the FE and the RE procedures. How-
ever, the measure of the level of democracy (Voice Accountability) appears to be nega-
tively correlated with export flows. 

8. Conclusions 

Our findings suggest that the creation of FTA has positively influenced trade flows 
amongst the CIS countries, mainly because FTAs allow the CIS countries to decrease 
the size of transit costs. 

Secondly, the CIS countries can give the largest boost to their exports by improving 
their governance quality, especially in the areas of governmental effectiveness, regula-
tion and absence of violence, the level of democracy. However, voice accountability 
does not seem to favour trade growth. Although improvement of governance quality in 
the CIS countries is a challenging process that could take some time, it is definitely a job 
worth accomplishing. 

Thirdly, another factor having considerable effects on the CIS trade growth is land-
lockedness due to the lack of access to the sea ports (Grigoriou 2007; Kulipanova 2012) 
and transit systems in the CIS region (Raballand 2003). In support of Hypothesis 3, our 
empirical analyses suggest that geographical disadvantage negatively affects the CIS 
trade flows. High transport costs are certainly one of the main impediments to the reori-
entation of the CIS trade flows. Because overland distances are more penalizing than 
sea distances due to their higher costs per mile (Carrere and Grigoriou 2008), the CIS 
landlocked countries (particularly Central Asian countries) are dependent on sovereign 
transit countries for their trade. Moreover, high transportation costs amongst the CIS 
countries have a negative impact, not just on transportation budgets, but also on broader 
supply chain and financial performance. 

In support of the fourth hypothesis, our study suggests that the economic policy and 
performance of Russia have a strong impact on trade growth in the rest CIS countries, 
primarily via remittances, FDI and exports. The strength and nature of the economic 
linkages between Russia and the CIS countries are still greater than might be expected. 
Thus, those experts who foresaw that a country's trade with their colonizer typically 
falls after 30 years of independence, or predicted that Russia influence would quickly 
vanish among the CIS countries after the collapse Soviet Union, were mistaken. 

Furthermore, the globalization process does not seem to have exerted so far, such a 
strong influence on the CIS countries' intra-regional trade growth. Geographical obstacles, 
problems with the management of different Free Trade Agreements or certain lack of 
commercial complementariness have hindered trade expansion amongst the CIS coun-
tries. Therefore, we can accept the fifth hypothesis put forward in the introduction. In con-
sequence, there should be an additional joint effort to reform regional trade agreements, 
apart from a progressive improvement of infrastructures to favour trade growth. 

NOTES 
1 The Soviet Union with 15 republics ceased to exist in 1991, when the Commonwealth of Inde-

pendent States (CIS) was established. 
2 The EEU or EAEU members are: Armenia, Belarus, Kazakhstan, Kyrgyzstan and Russia. 
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3 According to the geographical definition, a landlocked country is one that does not have open 
access to the sea (Raballand 2003).  

4 The positive relation between trade and growth was also found in, among others, Mckinnon 
(1973), Shaw (1973), Dollar (1992), Sachs and Warner (1995), Levine (1997), Edwards (1998), 
Frankel and Rommer (1999), Jin (2000), Wacziarg (2001), Greenaway et al. (2002), Berg and Krueger 
(2003), Winter (2004) and Anderson and Babula (2008). 

5 Vamvakidis (2002), using cross-section data for developed and developing countries over the 
period from 1920 to 1990, revealed that there was no positive relationship between openness to inter-
national trade and economic growth before 1970. 

6 Armenia, Azerbaijan, Belarus, Kazakhstan and Ukraine. 
7 Estonia, Latvia and Lithuania. 
8 The CIS-7 countries include Armenia, Azerbaijan, Georgia, Kyrgyz Republic, Moldova, Tajiki-

stan and Uzbekistan.  
9 Moers (1999), Grogan and Moers (2001) have concluded that high corruption levels reduce the 

volume of inward FDI. 
10 EBRD indicates that transition countries, on average, trade between 40 and 75 per cent less 

than the average non-transition country. 
11 Obviously, distance and geographical factors, in general, can explain the level of transport 

costs. Bilateral distance is, for instance, at the core of the gravity approach. Tinbergen (1962) empiri-
cally demonstrated the negative correlation between bilateral distance and trade flows. 

12 United Nations Office of the High Representative for the Least Developed Countries, Land-
locked Developing Countries and Small Island Developing States. 

13 This group of countries includes Armenia, Azerbaijan, Georgia, Kyrgyzstan, Moldova, Tajiki-
stan, and Uzbekistan. 

14 Only Kazakhstan and Turkmenistan have access to the Caspian Sea, while Kyrgyzstan, Tajiki-
stan and Uzbekistan are twice landlocked countries, i.e. surrounded by countries that are themselves 
landlocked. 

15 Armenia, Azerbaijan, Belarus, Georgia, Kazakhstan, Kyrgyzstan, Moldova, Russia, Tajikistan 
and Uzbekistan. 

16 In 2008, Georgia, due to Russian political intervention in the Georgian region of Abkhazia, and 
in 2010, Ukraine due to the Orange Revolution, decided to leave the Economic Union.  

17 Preferential trade agreement is a trading bloc that gives preferential access to certain products 
from the participating countries. This is carried out by reducing tariffs but not by abolishing them 
completely.  

18 As measured by the World Bank governance indicators. 
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