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1. Introduction

Collapse of the Soviet Union initiated a set of disintegration and integration processes in the region. Originally established as an “instrument of civilized divorce”, the Commonwealth of Independent States (including all post-Soviet states except Baltic countries) has been used for new integration attempts. Since mid 90th, further subregional groups (like EAEC, CES or OCAC) replaced the CIS in this function. New projects are now under consideration. However, the success of the formal (top-down) integration remains insignificant. Even the most successful integration projects are limited to a free trade area with several exceptions. The political coordination is even less developed. 

However, the post-Soviet integration is still worth discussing. First, in spite of lacking success of the top-down integration, the countries initiate new regional projects. This situation (with repeating attempts of unsuccessful integration) is not unique for the post-Soviet space and plays an important role for many South-South regionalism projects. Therefore the CIS region is an interesting laboratory for studying the reasons for this apparently irrational behavior of international actors. Second, the top-down integration represents only one side of the coin. The other one is the bottom-up integration, i.e. interaction of businesses and migration. Since 2000, the post-Soviet space experienced an increasing investment expansion of Russian corporations, creating a new regionalization trend. Its political-economic effects may be of great importance for the development of the region.

The aim of this paper is to discuss the (dis)integration processes in the former Soviet Union (FSU) area by concentrating on the interdependence of top-down and bottom-up integration. The paper includes three following sections. The next section discusses the top-down formal integration projects in the post-Soviet world. It provides a short overview of the major integration attempts and considers the reasons for their failure. The third section focuses on the rationale for countries to repeat attempts to create new unsuccessful integration groups (usually using the same patterns and organizational structures), i.e. pseudo-integration. The fourth section analyzes the current experience and the economic effects of the bottom-up integration via interaction of private businesses and individuals, as well as its economic and political consequences. The last section concludes. 

2. Top-Down Integration in the Post-Soviet Space.

After the collapse of the Soviet Union, two major concepts dominated the political and expert communities of both Russia and other post-Soviet countries (Grinberg, 2004). The first one was based on the assumption, that the new independent states had no vital ability, and the reintegration was the only natural outcome of their coexistence. The second thesis was, that the new spontaneous economic ties were more efficient, than that existing in the Soviet planned economy, and the reintegration was useless. Both concepts proved to be wrong. On the one hand, the majority of the post-Soviet states were able to develop their own identity. On the other hand, the post-Soviet space still maintains a great level of economic and political interdependence.

The major source of the interrelations is the still existing social integration (Sukhareva, 1999) of the post-Soviet countries, which exceeds even the level of this integration in the EU. Its population shares common values and principles. The Russian language still acts as lingua franca in the whole region (even the post-Soviet integration groups without Russia’s participation, i.e. GUAM, use Russian as the official language of communication). People in different countries of the FSU are connected through developed social networks used for informal communication. For example, according to some estimates, one third of the Russian population has relatives in Belarus and Ukraine (Barometer of Eurasian Integration, 2004). Moreover, a kind of “regional identity” still exists. Of course, this social integration is a “disappearing reality” (Grinberg, 2005), but it is still important for the development of the post-Soviet space.

Although social integration and geographic location of the FSU countries in a clearly separated region may form a good basis for their interaction and regional integration, its results are less than satisfactory. During the last 15 years, the post-Soviet space witnessed a great number of regional integration projects. As the Commonwealth of Independent States turned to be inefficient, new integration groups were established by different groups of nations to overcome the limitations of the CIS. The first group of these integration projects includes Russia-led structures with similar functions to the original CIS, but including other groups of the states: the Russia-Belarus Union State and the Euro-Asian Economic Community (EAEC). The recently established Common Economic Space (CES) may also be considered in line with this tradition, but it includes certain features of a more flexible institutional and organizational structure. The political element of the structure is the Organization of the Collective Security Treaty (OCST), which is strongly affiliated with EAEC and includes the same countries plus Armenia. A typical element of the groups mentioned above is a developed set of supranational bodies (the CIS includes about 70 supranational structures in different areas) with insignificant real influence. The second group was formed by the projects without Russia’s participation. The most important example of these structures is the GUAM, formed as a kind of opposition to the Russian influence in the post-Soviet space. Originally the major focus of the organization was the development of the pipeline network for the Caspian oil and the participation in the TRASECA project. After the “orange revolution” in Ukraine, the GUAM was revived and may form the basis for the new “Community of Democratic Choice” with the aims of the democratization of the region. The Organization of the Central Asian Cooperation (OCAC) was established as a “subregional” integration area; however, after Russia’s accession to the OCAC in 2004 it becomes similar to the EAEC and other structures. It may be one of the reasons for Kazakhstan and Uzbekistan to discuss a new integration project. Furthermore, post-Soviet states are engaged in different supraregional integration groups, e.g. Organization of Black Sea Cooperation, or the Economic Cooperation Organization (Afghanistan, Azerbaijan, Iran, Pakistan, Kazakhstan, Kyrgyzstan, Tajikistan, Turkey, Turkmenistan, and Uzbekistan); the Eurasian Economic Union (Russia, Azerbaijan and Turkey) is now under discussion. An overview of the goals and achievements of the major integration groups is provided by the table 1 (OCST and supranational structures not included).
Table 1: Major Economic Integration Projects in the Post-Soviet Space

	Project
	Members
	Year
	Aims
	Factual Results of the Integration 

	Economic Union of the CIS
	All 12 CIS states (with Ukraine as an associated member)
	1993
	FTA, custom union, common market and economic union
	A multilateral FTA is not established; there are plans to introduce the FTA in 2012

	Eurasian Economic Community (originally the Custom Union)
	Russia, Belarus, Kazakhstan, Kyrgyz Republic, Tajikistan
	1995
	Custom union, common market, common currency
	A limited FTA and a developing customs union

	Union State of Russia and Belarus (originally the Commonwealth of Russia and Belarus)
	Russia, Belarus
	1996
	Confederation of two states, common economic space and common currency
	A limited FTA

	Common Economic Space
	Russia, Ukraine, Kazakhstan, Belarus
	2003
	Common economic space (as manifestation of “four freedoms”) with perspectives of establishment of supranational structures
	Still under consideration

	GUAM
	Georgia, Ukraine, Azerbaijan, Moldova (Uzbekistan left the organization in 2005)
	1996
	Perspectives of a FTA and regional economic cooperation, mutual investment projects, regional security (e.g. secession problems) and democratization issues
	Several mutual projects 

	Organization of the Central Asian Cooperation
	Kazakhstan, Uzbekistan, Tajikistan, Kyrgyz Republic, Russia
	2002 (the first agreement signed in 1994)
	Perspectives of a common economic space, focus on mutual state-funded investment projects
	A limited FTA; the interstate cooperation bank dissolved due to the low efficiency.


Sources: Grinberg, Kosikova, 2004; Ushakova, 2004
The table above proves a very limited success of the regional integration. Two factors contributed to the disintegration trends. First, the governmental policies and political regimes in the post-Soviet space diverge: several countries (like Uzbekistan, Belarus or Turkmenistan) still preserve significant elements of the planned economy; the speed of reforms is also very different (however, in the leading group of the states the divergence is not larger, than under the new EU members of the 2004 accession round) (Chubik, Pelipas, 2004). Second, despite the formal agreements (and partly in line with them) the member countries introduce new (often unilateral) restrictions on trade, investments and migration. The trade wars (like in case of the pipe or sugar wars between Russia and Ukraine) have an important influence on the mutual trade. Therefore the post-Soviet integration turned to be a kind of “paper integration”, i.e. creation of supranational bodies and treatments without any economic and political power. 

The trade statistics also support this thesis. As compared with the mid-90s (i.e. after the inevitable initial disintegration period) the chare of the intraregional trade went down significantly by the majority of countries (see chart 1). There are several signs of convergence of macroeconomic indicators (for example, the variation of the growth rates of the GDP for 11 CIS states (without Turkmenistan) dropped constantly from 1992 to 2004), but the reason may be similar integration patterns in the world economy.
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Chart 1: Change of Intra-Regional Share of Foreign Trade, pp., 1995-2004

Source: CIS Interstate Statistical Committee, 2005

The unsuccessful regionalization in the post-Soviet space may be explained by several factors. In order to consider the reasons of this process, I apply three concepts of institutionalism developed by DiMaggio (1998): the rational choice institutionalism, the social constructivist institutionalism and the mediated-conflict institutionalism. Theses three “pure” concepts of institutions may explain different aspects of disintegration in the CIS region; however, it is clear, that the distinction is made only for analytical purposes.

The rational choice institutionalism considers institutions as media to reduce transaction costs for coordination between egoistic actors with given preferences. From this point of view, the failure of regional cooperation may be explained as a prisoner’s dilemma. This point of view is typical for the IR theory; however, it also develops a set of instruments to overcome Pareto-inferior equilibrium, i.e. the “shadow of the future”, international regimes, leadership (or even) hegemony in international relations, reducing the number of actors and epistemic communities. However, these instruments are not given or cannot be applied in the post-Soviet space, as demonstrated bellow.

· The “shadow of the future” argument states, that the cooperation is more probable by repeating interaction. I believe, that in case of significant uncertainty it is more important, that the interaction is perceived as repeated by the actors (i.e. post-Soviet states). The post-Soviet republics do not consider their status (as members of a community of post-Soviet states) as given: for the European countries (Moldova, Belarus and Ukraine) and partly for the Transcaucasian region (Armenia, Azerbaijan and Georgia) the integration with the European Union is an interesting alternative. Even the Belarus regime, which has been practically hostile to the West during a decade, tried to focus on the relations with the EU when troubles with relations to Russia occurred.

· The framework of international institutions in the post-Soviet space is underdeveloped due the short period of existence of the post-Soviet integration, as well as political transformation within the participating countries. Therefore transaction costs for interaction between states are still high. The supranational institutions are weak: one of the reasons for this fact is the dominance of Russia in the region and in the integration institutions; therefore supranational structures become a “periphery” of the Russian politics or the place of exile for less successful politicians. The most prominent example is Pavel Borodin, the former head of administrative affairs in the Yeltsin’s administration, who is now responsible for the Russia-Belarus integration. 

· The hegemony or clear leadership in the region also does not exist. One the one hand, Russia is the largest country in the post-Soviet space with significant economic and political power and share of population and economic potential of the region. On the other hand, it proved to possess little potential to influence effectively the development of the post-Soviet states (as the recent situation in the Ukraine demonstrated). It is possible to argue, that Russia is too powerful to be perceived as a threat by the post-Soviet countries (especially because of a difficult history of their relations), but not enough powerful to realize its hegemonial potential. Other countries pretending to become regional leaders (like the Ukraine) do not the influence needed in the whole post-Soviet space.

· The reduction of number of actors has been the most important instrument of development of post-Soviet regionalism. The overview above demonstrates, that different regional projects have been nothing but recombination of participating countries (two, five or four members). The insignificant success of the integration may be connected with this factor. However, in a smaller community the problem of the excessive, but insufficient Russia’s power potential (discussed in the previous paragraph) becomes more important.

· The epistemic communities have an ambiguous influence on the integration processes. The scientific and expert communities both in Russia and in other post-Soviet countries are split. The post-Soviet integration is often considered either not important for the solution of the core problems of the transformation countries or having a negative influence on their development (and there are good reasons for this fact, as pointed out in the next paragraph).

Another point important from the point of view of the rational choice institutionalism is the free rider problem and “hold-up”-situations typical for economic relations between many post-Soviet countries. The energy transport is a good case to demonstrate this situation. Several post-Soviet countries possess monopolistic power as the only transport country (like Russia for Turkmenistan or Ukraine or Belarus for Russia).

From the point of view it may be reasonable to mention one more factor influencing the efficiency of the post-Soviet integration, i.e. the competition of integration projects. It is especially important for interrelation between the post-Soviet and the European vectors of integration for several countries, which are often considered as substitutive and not as complementary. Therefore two traps appear: first, the trap of integration illusions, when countries expecting the EU accession are not ready to enter any post-Soviet integration projects, even if the European integration is less realistic in the short and even medium term, and the trap of integration disillusions, when the failing disciplinizing pressure of the European perspectives allows the incumbents to block the necessary reforms, thus preventing not only European, but also post-Soviet integration. Paradoxically both traps are often combined in the same countries (Ukraine is may be the most interesting example). As Grinberg (2005) puts it, the post-Soviet elites are willing to follow the Russian “rules of the games” (i.e. semi-authoritarian institutions), but are reluctant to support integration with Russia; vice versa, they are willing to support the EU integration, but reluctant (or unable) to leave under the European rules of transparency. Furthermore, the relations between Russia and the West in respect to the post-Soviet integration have important features of a system-induced security dilemma (when any steps towards integration are considered as a threat for the counterpart), which is developing to a state-induced security dilemma (when any strengthening of the counterpart is considering as a threat) (Collins, 2004): Russia misinterprets the Western attention to democratic values as an interest-lead Realpolitik (Timmermann, 2005), and the West considers Russian attempts of integration as new instrument of “Russian imperialism” (Link, 2001) or creation of a “a reserve of clan capitalism” (as Frankrurter Allgemeine Zeitung, December 29, 2004, calls the new Common Economic Space).

The mediated-conflict institutionalism focuses on institutions as results of redistributive conflicts both within national borders and between countries. From this point of view it is first necessary to state, that the majority of the post-Soviet may be defined as semi-authoritarian regime (like that dominating in the majority of post-Soviet countries), which does not allow any power change as result of free elections and tends to control it supporting incumbent candidates, changing the election rules and influencing the count process. Olcott and Ottaway (1999) define the post-Soviet political regimes (focusing on the Central Asia) as follows:

In choosing the term semi-authoritarian, we are not seeking to engage in a semantic discussion, but to highlight what we view as the defining characteristic of these regimes: the existence and persistence of mechanisms that effectively prevent the transfer of power through elections from the hands of the incumbent leaders or party to a new political elite or political organization. These mechanisms function despite the adoption of formal democratic institutions and despite a degree of political freedom granted to the citizens of the country.

Similar statement may be made regarding other post-Soviet countries. In this case the national incumbents do not accept integration as another form of limitation of their internal power. Even accessing an integration community because of different reasons (discussed bellow in greater detail), they hope that theses structures do not succeed. For example, Timmermann (2005) believes, that the decision of Lukashenko so sign the CES treaty was based on the hope, that the project would fail because of reluctance of Ukraine to conclude further steps of integration. It is also important to notice, that many post-Soviet countries are developing their national identity as “new countries”; the processes of self-identification and integration can hardly be combined.


The inter-state conflicts often result from a difficult nexus of relations between post-Soviet countries typical for any disintegrated area (e.g. the problems with distribution of foreign property of Austria-Hungary were finally settled in 1986, i.e. about seventy years after the end of World War I): the borders between states and their property, as well as their positions in the international community are not clearly separated. Besides, the sectoral integration of post-Soviet space (the only possible in the world of high transaction costs) causes important redistributive effects because of structural asymmetries in the economies of post-Soviet countries; they often have different preferences regarding trade restrictions and tariff policy.


Finally, the social constructivism institutionalism focuses on institutional isomorphism as an important source of integration. However, in the post-Soviet space the major source of “useful experience” applied by epistemic communities to develop a basis for economic and political integration was the experience of the EU. It is not clear, whether the European experience of regionalism is exactly the most appropriate one for the specific case of integration in the CIS space. The open regionalism or the competitive regionalism may be more appropriate for this region. Moreover, the functional integration focusing on selected economic projects may be more important than a broad integration initiative. The Common Economic Space was the first less ambitious project in the region that included several elements of open regionalism and “integration of different speeds”. Since the recent decision of Russia, Belarus and Kazakhstan to insist on the “package principle”, i.e. adoption of all agreements of the CES establishing a custom union, it is doubtful, whether the CES is going to hold these principles in the future.


In conclusion, the post-Soviet regionalism did not meet expectations of the participating actors. The disintegration trends and lack of cooperation dominate the intergovernmental relations in the region. In spite of this fact, the integration may have other, “non-traditional gains” for participants, even if it does not perform its traditional function. These gains are discussed in the next section.

3. What Does the Post-Soviet Integration Really Achieve?


It would be too simple to stop the analysis at this stage without considering further effects of the integration processes in the post-Soviet world. From the point of view of rational actors it seems to be paradoxical, that the states continue initiating various integration projects and sign agreements that they even do not plan to fulfill. As the post-Soviet regimes proved to be really stable (with the only exception of recent “revolutions” in the Ukraine, Georgia and Kyrgyz Republic), these processes cannot be explained by internal political changes. It is also hardly a case of reaction to unexpected results of previous integration steps, as there are no such steps at all. However, the post-Soviet integration is not only a process, but also a rhetorical construction used by elites to achieve their internal and external goal. From this point of view, there are at least three important factors explaining the integration in the post-Soviet space. The first one is of pure rhetorical nature; the second and the third include both rhetorical elements and real intergovernmental cooperation.


First, the post-Soviet integration has an important psychological effect, mostly for Russia, but also for several post-Soviet countries. The collapse of the Soviet Union could cause a wave of nationalistic movements in the states of the region, primarily in Russia. The situation was very similar to the Yugoslavian case: large population of ethnic Russians in the neighboring countries (like Ukraine or Kazakhstan), disputable borders often established by the former Soviet government, as well as the feeling of humiliation of at least part of the Russian population and elites because of the lost superpower status and influence in other regions of the world (like the Central and Eastern Europe). The existence of the CIS offered a kind of softening instrument: it demonstrated the apparent unity of the post-Soviet republics for the population and apparent preservation of the Russian influence for the elites. The gradual process of disintegration became less “visible” from psychological point of view and therefore prevented negative reaction by both elites and population. This effect was especially important in the first half of the 90s and has a decreasing significance. However, it explains the preexistence of the Commonwealth even after numerous internal struggles between its members. The membership in the CIS is perceived as a sign of respect to Russia from the post-Soviet elites. Even the countries with problematic relations to Russia like Georgia or the countries reluctant to participate in any integration like Turkmenistan still remain members of the CIS (at least, they hold an “associated membership”).

Second, an important element of the post-Soviet regionalism is what may be called protective integration. The integration rhetoric is used to prevent social, economic and political changes in the post-Soviet countries. It includes two major elements: 

a) Protection of technological monopolies from competition inside and outside the CIS and protection of inefficient institutional systems in different countries (Yevstigneev, 1997). Osmakov and Kopylov (2003) call the post-Soviet integration projects “integration of common exclusions” (not of “common rules”), as their core is to guarantee exclusive monopolistic positions for every participant. In this case the integration is used as countervailing argument to the economic opening-up with increasing competition from other regions of the world. 

b) Protection of inefficient semi-authoritarian regimes, which seek the support of their neighbors to prevent democratization (Furman, 2004a). The “integration” is often used as an argument of existing regimes in the CIS in their confrontation with democratic opposition: the Belarus is may be the most prominent case of this development. However, other post-Soviet regimes also initiated new integration projects in case of significant threat for their power. For example, the Common Economic Space was established and supported by the Ukrainian government before the new election campaign 2004. After rebellion in Andijan, President Islam Karimov (Uzbkistan) signed a new agreement on military cooperation with Russia. 

The post-Soviet regimes are often always willing to support their counterparts, e.g. in the case of Ukrainian elections 2004, when Russia was actively involved in support of the incumbent candidate Yanukovich. The “colored revolutions” in 2003-2005 show, that the events in other post-Soviet countries may be imitated by the domestic opposition (proving the high degree of social integration in the region). Thus it is possible to argue, that there is a kind of “yardstick competition” in the post-Soviet space. Like the common notion of the yardstick competition as use of  “voice” by individuals in order to imitate efficient economic policies implemented abroad, in the post-Soviet space citizens participate in “colored revolutions” supporting the new reforms. The social integration of the post-Soviet space intensifies this yardstick competition. By cooperating (i.e. in form of the regional integration) the incumbents can prevent the yardstick competition and new democratization wave in the post-Soviet space. As the competition comes also outside the region (i.e. citizens of the post-Soviet states support the imitation of efficient institutional frameworks of the developed countries), it is possible to say, that the protective integration as described here is an instrument of “regional taming” the political and economic globalization.

The experience of elections in Ukraine and Abkhasia (2004) shows that that the structures of CIS usually support incumbents in their struggle with opposition. An important element of the current CIS institutional structure is the system of election monitoring in the member states. It is a typical situation for post-Soviet countries (as in Kazakhstan and in Ukraine in 2004), that observers from international organizations like OSCE give evidence concerning the incomplete conformity of elections with democratic standards, and observers from the CIS do not note any problems. From this point of view, Furman (2004) to compare the CIS and other post-Soviet integration projects with the “Holy Alliance” of European monarchies in the first half of the nineteenth century, which was established to prevent revolutions in Europe. The current changes of the OCST organizational structure may also be connected with similar aims of the participating regimes.


Third, the immediate break of the economic ties between post-Soviet countries could cause negative economic effects. Empirical studies show that the collapse of the Soviet Union contributed significantly to the economic recession in the 90s (Linn, 2004). Therefore many post-Soviet states practiced a kind of survival integration: the borders between states have remained transparent for capital and labor flows as an attempt to survive the appearing economic shocks of disintegration, as well as a manifestation of lacking capacity of new governments to create an efficient control over cross-border transactions. Thus they allowed the private businesses to develop economic relations to the neighboring countries (even in the shadow economy) and preserved the possibility to export workforce to the more successful countries (e.g. Russia) with transfers of migrants as important source of income for many households (see Tiuriukanova, 2005). Furthermore, the membership in formal integration groups and new integration projects provided access to the cheaper Russian gas. The situation seems to change now, as the Russian gas giant Gazprom is going to raise prices for several countries (e.g. for Georgia – from $60 to $110).

The major problem is, that the situation described above creates a kind of pseudomorphism in the institutions of post-Soviet integration (Yevstigneev, 1997). It includes institutions, which appear to be similar to existing examples abroad, but perform completely different function. The problem is, that individuals sharing the institutions of pseudomorphism, begin to believe, that the formal meaning of these institutions and their real social function are always identical, and that is why mistrust any institutions with the same appearance. Recent sociological surveys prove, that the confidence of post-Soviet citizens to the integration projects is very low. According to the recent Eurasian Barometer survey (April 2005), only 11% of the Russians want to live in a “community of independent nations” (i.e. CIS), and 15% - in the CES. The support of the integration in Belarus, Ukraine and Kazakhstan is higher (Kazakhstan: 27% in favor of the CES; Ukraine: 26%, Belarus: 24%). That is why successful pseudomorhism of integration institutions prevents the “real” economic and political integration.

Democratization process and disappearance of still existing social integration and economic interdependence make the future of the existing top-down approach to integration doubtful. Focusing on cooperation of semi-autocracies, as well as on psychological effects, it does not provide any impetus towards internal reforms and development for the post-Soviet states, reduces confidence to any integration. The “colored revolutions” show, that the attempts to limit the yardstick competition in the region have limited efficiency. The perspectives of the new regimes in Ukraine, Kyrgyzstan and Georgia are doubtful (especially from the point of view of the current political crisis in Ukraine and “self-destruction” of the opposition in Georgia), but at least they demonstrate the low efficiency of the post-Soviet integration as a new Holly Alliance. Furthermore, the support of the existing regimes, is, as stated above, an important problem for the fostering the “real” integration; i.e. the post-Soviet integration in existing form does not benefit, but harms the regionalization processes in the CIS.

4. Bottom-Up Integration


Previous sections were based on the assumption, that post-Soviet integration has been unsuccessful up till now. That is really true if we consider the process of delegation of power from nation-states to supranational bodies. However, from the point of view of economic linkage between different states, the situation is more difficult. The problem of quantitative analysis of post-Soviet economies is usually insufficient or doubtful statistical information provided by governmental agencies. The main reason for incomplete information is a high share of “shadow” economy, as well as half-legal operations with legal form distinguishing significantly from their economic purpose. E.g., investment flows between post-Soviet countries are usually directed through offshore zones, making statistical data misleading (Heifez, 2005). International labor flows (which are intervened with significant cash transactions) are also only hardly controlled by the government. That means, that the real grade of interdependence of national economies may be significantly higher, than the official statistics shows.

It is possible to argue, that the disintegration trend on the level of interaction of private actors changes significantly in 2000s. First, the volume of intra-regional trade increased significantly by a constant share of intra-regional trade (Kosikova, 2004). According to Goskomstat, 2004 the turnover of Russian trade with the post-Soviet states increase by 40%.  This trend does not seem to continue in the 2005 because of the introduction of the destination principle in the VAT taxation in the Eurasian Economic Community. However, even the evidence of the early 2000s is significant.

Second, and more important, the cross-border investment flows skyrocketed. The investment expansion of Russian transnational corporations was especially important (Shurubovich, Ushakova, 2002). These cross-border flows are mostly statistically invisible (because of lack of control and use of “shadow” and offshore mechanisms); that is why statistical indicators do not provide an adequate representation of cross-border investment flows. For example, according to the official statistics Russian corporation account for less than 6% of total FDI in Ukraine. However, according to the expert opinion, Russian corporations control about 83% of the oil processing industry; 66,7% of the non-ferrous metallurgy (including 90% of the aluminum industry), 36% of the power utilities, 33% of the machine building industry and the banking sector, 20% of the ferrous metallurgy and the gas industry, 30% of the milk products market and 50% of the telecommunication sector (Lebedev, 2005). The UNCTAD (2004) estimates show, that Ukraine, Belarus, Kazakhstan and Uzbekistan were among the top 6 targets for Russian FDI projects abroad. Other post-Soviet countries also increased their investment activity in the region like Kazakhstan with its expanding banking sector. This trend has been typical for all corporations from the developing world, which started their international activity from their neighboring countries (UN, 1993). In the post-Soviet case the business structures use the mentioned resource of the social integration. 

The official data on Russian investments (even incomplete) also demonstrate an increasing capital flow to the post-Soviet republic. The annual investment flow in the region increased from $130 bln. in 2000 to $713 bln. in 2004 (see Chart 2). According to the most recent statistics (as of April 1, 2005), 48% of accumulate investments are placed in Ukraine, 16% in Moldova, 14% in Armenia, 2% in Uzbekistan and 9% in Belarus. Other countries are less important for Russian investments, although Kazakhstan and Azerbaijan attracted the absolute majority of FDI from all sources in the region (according to the UNCTAD 2004 World Investment Report, these two countries account for 43% and 21% of all FDI respectively). These two countries with important natural resources (oil and gas, as well as non-ferrous metals in Kazakhstan) carried out a policy focusing on attracting FDI since the early 90s and were able to attract global multinationals. The current political changes in Kazakhstan making this country less attractive for international investors contributed, however, to the increasing investments of Russian corporations in the country. The Russian business benefits from new policy of Kazakh government, as the recent case of the conflict between the Russian LUKoil and the Canadian PetroKazakhstan shows: the latter was forced to sell its Kazakh assets that he partly shared with LUKoil in a joint venture to the Chinese National Petroleum Company, which may sell them to the state-owned Kazakh Kazmunaigaz; all demands of LUKoil were fulfilled by the Kazakh administrative and judiciary forces. Currently other Russian oil companies (Rosneft and Sibneft) are investing or are planning to invest in the Kazakh assets.
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Chart 2: Russian Investments in the Post-Soviet Space, Bln. US$

Source: Goskomstat, 2005

The Russian FDI in the region focus on following sectors of economy:

· Oil & gas, oil processing and oil refinery. The Russian gas corporations Gazprom and ITERA own the gas distributing pipelines in the majority of the post-Soviet countries. These countries, as well as the private oil companies LUKoil, Tatneft and TNK-BP participate in several (less important) projects in Azerbaijan, Uzbekistan and Kazakhstan, as well as control the oil processing plants in Ukraine.

· Power utilities. The Russian monopolist RAO UES is now implementing a focused policy of expansion in the post-Soviet space. Its CEO Anatolii Chubais introduced in 2003 the idea of the “liberal empire”, i.e. use of private investments of Russian corporations as the major source of influence in the post-Soviet space. The corporation controls assets in Ukraine and in Georgia and participates in a joint project in the Northern Kazakhstan.

· Telecommunications. As Alfa Bank report from November 2004 states, the Russian mobile phone corporations (MTS and VymbelCom) are entering the post-Soviet markets as the “second Russia”, i.e. a region with significant growth potential (Bogdanov, Sukhanov, 2004). Currently the Russian investors control the largest mobile phone corporations the majority of the post-Soviet states (i.e. Kazakhstan, Ukraine etc.).

There are several other specific fields where Russian businesses have the dominant position, i.e. agricultural machine-building  (Rostselmash, Agromashholding), motoring (GAZ, KamAZ), retail (Evroset, DIXIT, Perekriostok) and food industry (Wimm-Bill-Dann). Although the banking and insurance sectors are still less important (see e.g. Vernikov, 2005), companies like Vneshtorgbank, Ingosstrakh, NRB or Alfa-Bank are now actively involved in investment expansion in the post-Soviet countries.


Russian corporations are the most important, but not the unique group of businesses carrying out the investment expansion policy in the region. The investments of other CIS countries in the region are also increasingly important. For example, the Kazakh banks (e.g. TuranAlem) are raising their investment activity in the region. In several countries Russian and Kazakh investors are competing with each other (as in case of the Kyrgyz telecommunication sector).


The changing situation with the bottom-up regionalization created new hopes related with the post-Soviet integration. It is argued, that these corporations may create the basis for the new reintegration of the region, and that the major task of the governmental policy is to support the expansion of the national business (see discussion and critique of this thesis in Grinberg, 2004), as the Japanese corporations do in the South-East Asia (Pascha, 2003). There are indeed arguments in favor of this project: first, it seems to be more realistic and pragmatically oriented; second, it does not require a high degree of intergovernmental cooperation and third, a really existing interest group with significant influence supports it. 
However, even if bottom-up integration is really supporting the regional integration in the post-Soviet space, it does not mean, that it is economically and politically beneficial. In a multi-jurisdictional economy with absent intergovernmental coordination the corporations receive the additional bargaining power that they can use to enforce the institutional frameworks and policies more attractive for them (see e.g. Beck, 2002). The recent experience shows that Russian investments in the post-Soviet space conserve inefficient economic and political orders, which play the crucial role in the majority of the post-Soviet states. It seems to be logical, as the problem of “demand for bad institutions” has been one of the central for the post-Soviet transformation (Hellman, 1998; Sonin, 2003; Hoff, Stiglitz, 2003, 2004, 2004a; Polishchuk, Savvateev, 2004)

· First, Russian corporations often use dubious investment and business mechanisms. Even the state-owned Gazprom organized its reselling activities with the Turkmenistan gas to be sold via Ukraine with subsidiaries Eural TransGas and (since 2004) RosUkrEnergo, which proved to be highly intransparent. As Russian business has significant experience in working with “shadow” schemes, it continues using this experience abroad and thus “export” inefficient institutions or apply their experience of intransparent institutional systems as a competitive advantage. As Sukhinov (2004) argues, the inefficient institutions (or even “anti-institutions”, i.e. rules of the game that run contrary to the “sense of the game”) are often expanding abroad via national borders. 

· Second, investments are used to monopolize national markets. For example, a recently proposed Eurasian Mining Company of Russian, Ukrainian and Kazakhstan plants, has, according to several estimates, its most important objective in receiving control over the Russian Magnitogorsk Metallurgical Plant (MMK). The first visible result of the establishment of this Company was the significant increase of supply prices for the MMK, which turned the company to reduce its production.

· Third, Russian corporations use their political influence to support semi-autocratic regimes. The most notorious cases are the investments of the Deripaska’s group in the aluminum industry of Tajikistan and the planned activities of LUKoil in the oil sector of Turkmenistan. Even the current investments in Kazakhstan are associated with support of semi-authoritarian regime, which seems to be less stable then before. As semi-autocracies are one of the major sources of inefficient institutions in the post-Soviet countries, the Russian corporations thus support the existing inefficient institutional equilibrium (however, this feature (support of semi-autocracies) is typical not only for post-Soviet corporations, but also for many Western companies (e.g. Bayulgen, 2005)). 

From this point of view, the bottom-up integration may also have an important negative influence on the post-Soviet space, stabilizing the existing inefficient equilibrium. The post-Soviet countries ensure a significant investment inflow (from Russia) without need to reform its economic and political institutions (as the intransparent systems of the post-Soviet countries may be used by the Russian corporations as an important competition advantage). 


Furthermore, there is an additional problem of integration and disintegration processes in the post-Soviet world. The (dis)integration on the level of the regional agreements is accompanied by the disintegration on the national level. It may partly result in trade reduction between several parts of the member countries, as in the 90s, but the disintegration of national markets in the post-Soviet space is not only of a geographical nature. Two factors contributed to this process: a significant deficit of trust (Oleinik, 2002), as well as a very low level of trust in the society (World Bank, 1997; Leipold, 1997; Raiser, 1997; Raiser, 1999; World Value Survey, 2002; Oleinik, 2004, 2005). Similar factors (with a larger effect due to the inevitable uncertainty and additional costs of any transborder activity) prevent interaction on intranational level, even despite the capital of social integration. Therefore on the level of the transborder transactions appear similar processes to the intrastate transactions: they are internalized by vertical hierarchies, which are based on power relations and also contribute to the inefficient equilibrium (Dinello, 1999).

5. Conclusion


The situation in the post-Soviet space seems to be dismal. The regional initiatives are not implemented and remain on paper; the real forms of international cooperation (both on the interstate and corporate levels) have a negative influence on the institutional change in the region. The formal integration acts as an instrument of support of semi-autocracies and monopolistic structures; the bottom-up integration leads to increasing bargaining power of business used in order to support inefficient institutions. Therefore a negative conclusion regarding the idea of the post-Soviet regionalism seems to be obvious. However, I argue that the demonstrated drawbacks of the post-Soviet regionalism do not mean, that the economic and political integration in the post-Soviet space is useless and per se inefficient.


Despite the described problems, there are still well known “traditional” and “non-traditional” positive effects of economic integration (from the trade creation effects to the reduction of the shocks from globalized markets), which may be partly very important for the post-Soviet space. The traditional regional integration literature arguments may also be applied for the post-Soviet space. Here I would like to mention several examples: 

· broader markets could act as a source of increasing competition in the CIS countries, thus deconstructing the monopolistic positions of domestic actors (i.e. Ukrainian ferrous metallurgy in respect to the Russian business groups);

· economic integration could limit the national governments acting as an additional instrument of “taming the Leviathan”, especially if other instruments of control are weak, e.g. an efficient supranational competition policy (as in the case of the EU) could contribute to liberalization and demonopolization of markets;

· the problem of regional public goods is important fro the post-Soviet space due to the still existing interdependence of infrastructure, common ecological problems etc.;

· a larger economic area is more likely to attract foreign investments, as well as increase predictability of the national policy and be used as a “signaling” instrument to avoid information asymmetry for investors (see e.g. Fernandez, Portes, 1998; Nesadurai, 2002).

Thus a “real” integration may contribute to overcoming economic problems and getting out the inefficient “institutional trap”. The capital of social integration forms a good basis for the economic integration in the region that could be used not only by large corporations dominating the current bottom-up integration, but also by small and medium enterprises in order to interact without high transaction costs.

An additional point is the opportunity to construct the European and the post-Soviet integration as complementary projects. From this point of view, several points are to be considered. First, post-Soviet integration is to be coordinated with individual and collective integration attempts of the post-Soviet countries with the European Union (e.g. “four spaces” of Russia or Ukraine’s attempts to become an associated member). Second, it could act as an instrument of adopting the European standards. Third, the post-Soviet integration may have similar role to the CEE integration (CEFTA. Vyshegrad Group and other projects) by supporting integration with the EU. Fourth, the idea of open regionalism could be especially interesting, as it neglects the “protective” nature of the old regionalism and integrations regional agreements into the globalization process (Grinberg, 2005a; Lebedev, 2005).


It is possible to conclude, that the post-Soviet integration needs to be reshaped and restructured in order to become efficient. However, it requires important changes in political and economic structure of participating countries. A paradoxical situation appears: efficient integration can contribute to getting out the institutional trap, but, in order to become efficient, the member countries have to solve their institutional problems. The changes should be implemented before the capital of the “social integration” should have been lost. Otherwise there is no hope on successful integration in the post-Soviet space.
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