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Abstract 

 

 The Master Thesis provides an analysis of the international relations between Russia and 

the European Union in economic and trade field. The first part of the Master Thesis 

introduces the European Union as an important integration system. This part also includes 

the analysis of the EU-Russia policy. In the second part of the Master Thesis there are 

explained the development of the bilateral trade and economic relations. Partnership of 

countries is described through the economic relation. Trade is the main form of economic 

cooperation between Russia and the EU. The estimation of the trade cooperation is 

performed with the help of data extracted from the Eurostat database, analysis of 

commodity structure and trend analysis. Relevance of the analysis is determined through 

the mutual interest in the development of economic cooperation between Russia and the 

EU. This Master Thesis presents the new practical moment of Russian accession to the 

WTO, which influenced the economic and trade bilateral cooperation. There are identified 

the main problems in bilateral relations and proposed the suggestions for its elimination. 

There is gathered the most relevant information and data in order to reflect the most 

reliable situation as of today. The last part of the research forecasts directions and 

prospects of the EU-Russia relations and presents the main conclusions about this theme. 
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Introduction 

Strengthening of integration processes became one of the main tendencies in world 

economy at the turn of XX-XXI centuries. Integration is the process of penetration of 

individual elements of the economy of some countries in the economy of other countries, 

the process of unification of national economies into a single system. Integration starts at 

the regional level and gradually it is extending and covering more countries. Creation of 

the European Union is the best example of integration system. The EU is one of the most 

advanced centers in the modern world. It is the world's leading trade power, it accounts for 

nearly a quarter of world trade (European Commission Trade, 2013, p.6). It is also ‘the 

world's biggest importer and exporter of agricultural products’ (Eurostat, 2012). The 

European Union is considered as the largest political and economic partner of Russia in 

Europe. Many factors, such as geographical position, culture and economy make Russia an 

important partner of the EU. From the EU point of view, Russia is the third trade partner of 

the EU following the U.S. and China (EEAS, 2013).  Taking into consideration high share 

of Russia’s oil and gas in the trade structure, the EU-Russia energy dialogue and the 

Russia’s rejection of ratification of the Energy Charter Treaty (ECT) acquire special 

importance in the development of the bilateral partnership. 

Russia and the EU are the major centers of the international division of labor. The strategic 

goal of Russia is not an accession to the EU. Russia as a great power should retain the 

freedom to conduct its own domestic and foreign policy, to contain an independent 

position in international organizations. Nevertheless, interpenetration of economics, 

convergence and comprehensive development of cooperation is not only desirable, but it is 

also the important condition for the dynamic development of Russia as well as the 

European Union. A strategic partnership should be embodied in active cooperation in 

solving the European and world issues. In practice international co-operation is not an easy 

procedure; therefore rapprochement of Russia with the EU is lengthy process with its 

successful perspectives and temporary worsening of relations in some sectors. 

Relevance of Content 

Integration processes change the economic relations between countries. It causes the 

necessity of their scientific analysis. Integrated associations have a significant impact on 

the dynamics of the member states development and world economy as a whole. Thus, the 
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relevance of the research is determined by the interest of modern society in the process of 

integration in the world economy and its influence on the member states and the world 

community as a whole. There is mutual interest in the development of economic 

cooperation between Russia and the EU. An important direction of the development of the 

bilateral partnership was the negotiations on Russia’s accession to the WTO in recent 

years. This Master thesis presents the research with the new practical moment of the 

ratification of Russia’s accession to the WTO. On 22 August 2012 the Russian Federation 

became the 156
th

 member of the WTO, which influenced the relationship between Russia 

and the EU (The WTO, 2012).  

The hypotheses of the Master thesis are:  

a) The trade between Russia and the EU is still suffering of autarchy prior to 1991. It 

is based on exchanges of natural resources for consumer goods. The trade should be 

more diverse, based on intra-industry exchanges. 

b) The EU is becoming more and more important economic partner of Russia. 

c) Russia’s accession to the WTO will expand trade and economic partnership 

between Russia and the European Union. 

d) Foreign trade relations between Russia and the EU lead to the creation of the 

preconditions for the emergence and development of economic integration during 

growing globalization of the world economy. 

The aim of the research is analyzing and creation the most reliable value of the current EU-

Russian economic and trade relations, therefore the main objectives of the Master thesis 

are distinguished as: 

 To present the stages of the EU as the main integration system 

 To determine the trade and economic policies of the EU and Russia  

 To find out the structure of the bilateral trade 

 To study the economic partnership between Russia and the EU 

 To find out the problems in economic and trade relations 

 To examine direction and prospects of bilateral relations 

The main objectives determine the structure of the research. This Master thesis is 

structured into five chapters. The first chapter describes the formation of the European 

Union and the bilateral policy. The second chapter involves the main models of 
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international trade; it also focuses on the data analysis of the development of trade and 

economic EU-Russian relations, commodity structure and trend analysis of trade 

performance. Chapter three determines the main problems in bilateral relations; it describes 

the future directions and prospects of the relations between Russia and the EU. The fourth 

chapter contains key findings about this theme, suggestion for the future research and 

conclusion. The last chapter describes the main bibliographic resources and other 

references, which were used in the research. Annexes are available at the end of the 

document. 

Overview of Literature 

The main bibliographic database for this Master thesis are books focused on the EU of 

such authors as Baldwin R., Balassa B., El-Agraa Ali M. Senior Nello; books dedicated to 

the issue of development of Russia and the EU relations such author as Honoré A, Borko 

Y.A. Haukkala H., Medvedev S., Belkin P, Imyarekov S.M, Kevbrina O., Imyarekov V.S 

normative legal acts of Russia and the EU, Partnership and Co-operation Agreement, the 

official strategies towards each other, EU documents, the EU-Russia summits, the analysis 

of the researches of leading experts in the European integration and global politics, web-

sites of the EU institutions and public authorities of the Russian Federation, and data 

gained from the Eurostat.  

Methodology 

The first part of the Master thesis introduces the theoretical fundamentals. There are used 

qualitative methods. We examine the European Union as the main integration system, the 

process of expansion from six member states to the modern look of 27 member states as 

well as the EU – Russia Policy. Second part of the research explains two basic models of 

international economics which helped to explain the trade system between Russia and the 

EU. There is provided an analysis of the main international treaties and other international 

instruments, the founding treaties of the European Union and the Partnership and 

Cooperation Agreement. The analysis of commodity structure of Russian exports and 

imports is mainly quantitative method, which is used in the research. There is presented an 

empirical approach by gathering the data from the Eurostat in order to support the 

hypotheses and theoretical statements.  
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Chapter1: The European Union as the main integration system  

Integration processes, which have formed the modern look of the EU, are developing in the 

two main directions, such as widening and deepening of the European Union. Those 

processes were developing in parallel. “Economic integration consists in removing 

economic frontiers (barriers), which constrain free movement of goods, services and 

production factors” (Dědek, 2011, p.2). There are many definitions of the Economic 

integration.  “Deutsch (1968) refers to integration as the attainment within a territory of a 

sense of a community” (Senior Nello, 2009,p.5). Haas (1958) distinguished integration as a 

“shift of loyalties, expectation and political activities to a new center, whose institutions 

possess or demand jurisdiction over pre-existing nation states” (Senior Nello, 2009, p.5). 

Lindberg (1963) defines integration as a “process whereby nations seek to take joint 

decisions or to delegate decision-making to a new central organ” (Senior Nello, 2009, p.5).  

Currently the EU consists of 27 sovereign member states: Germany, Belgium, Italy, 

Luxembourg, Netherlands, France, Denmark, Ireland, United Kingdom, Greece, Portugal, 

Spain, Austria, Finland, Sweden, Cyprus, Czech Republic, Estonia, Hungary, Latvia, 

Lithuania, Malta, Poland, Slovakia, Slovenia, Bulgaria and Rumania (The Central 

Intelligence Agency, 2013). 

1.1 Stages of economic integration of the European Union 

According to the “Theory of Economic Integration” of the economist Bela Balassa 

(Balassa, 1961, p. 174) the economic integration has different degrees of integration such 

as: 

1. “Free Trade Area (FTA) 

Removing tariffs and quotas in trading between FTA members 

2. Customs Union (CU) 

FTA & common tariffs and quotas vis-à-vis non-members 

3. Common Market (CM) 

CU & free movement of production factors + common regulation of factor mobility 

vis-à-vis non-members 

4. Economic and Monetary Union (EMU) 

CM & common currency & harmonization and coordination of selected policies 

(fiscal, regional, industrial, etc.) 
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5. Total economic integration (Political Union) 

One economic policy, supranational government (confederation) empowered with 

far-reaching competences” (Dědek, 2011, p.4). 

European integration started after the Second World War, while the European States were 

open to the radical changes. It was necessary to bring peace, political stability and security 

in Europe during the “Cold War” between the United States and the Soviet Union. 

European countries were trying to resist the military and political dominance of the USSR 

and economic expansion of the U.S. Furthermore, there were economic reasons for the 

European integration, such as the necessity to restore the damaged economy; to expand 

markets; to find new sources of raw materials and energy resources; to increase the total 

competitiveness; and to restore the position of the world economic leadership. All of those 

factors have induced European countries to combine their efforts in order to protect their 

economic and strategic interests. As a result of this, there were formed first three 

organizations – the Organization for European Economic Co-operation (OEEC), the 

Council of Europe and the Court of Human Rights, which adhered to the 

intergovernmental tradition. “The first big federalist step came in 1952 with the Schuman 

Plan inspired by the ‘father of European integration’, Jean Monnet, but promoted by the 

French Foreign Minister Robert Schuman” (Baldwin and Wyplosz, 2012, p. 11). The idea 

was to establish a single authority in order to control the production of steel and coal in 

France and Germany. This idea was accomplished in the European Coal and Steel 

Community (ECSC). “Other European nations were invited to join this ECSC” (Baldwin 

and Wyplosz, 2012, p. 11). 

The European Coal and Steel Community was established by the Treaty of Paris. “The 

Treaty of Paris was signed on April 18, 1951 and entered into force on 23 July 1952 with 

the validity for fifty years” (The EU, 2010). It has been ratified by ‘the Six’, which is a 

group of such countries as Belgium, France, West Germany, Italy, Luxembourg and 

Netherlands. 

Successful realization of the ECSC allowed to the member states to move to the next stage 

of the economic integration. At the Messina Conference in June 1955 member states of the 

ECSC proposed the decision to establish the European Economic Community (EEC) and 

European Atomic Energy Community (Euratom). Two treaties, one to create a general CM 

and another one to establish an atomic energy community were signed in Rome on 25 
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March 1957. “The EEC and Euratom came into being on 1 January 1958” (Ali M. El-

Agraa, 2007, p. 31). The main aim of the Euratom was the creation of the necessary 

conditions for the development of nuclear industry. The objective of the founding treaty for 

the EEC was harmonized development of economic activities through the creation of the 

CM. The creation of the CM implies the elimination of obstacles for the free movement of 

all factors of production within the member states. This means the rapprochement of 

national legislation and standards, the development of institutional framework. Therefore, 

there were created three different regional organizations; each of them had its own 

founding legislation and institutions. Thus, “the Six” members gave up a part of their 

sovereignty in favor of CM, convergence of economics and the harmonization 

development.  

Merger Treaty, signed on April 1965 and in force since July 1967, unified ECSC, EEC and 

Euratom into the single institutional structure, which was known as European 

Communities (EC). 

However, some Western European countries have different perception of European 

integration. This refers first of all to the United Kingdom, which together with Austria, 

Denmark, Norway, Portugal, Sweden and Switzerland established by the Stockholm 

Convention on 21 July 1959 the European Free Trade Association (EFTA). EFTA entered 

into force on 3 May 1960 (Baldwin and Wyplosz, 2012, p.39). It was set up as a rival 

organization to the EEC. Its goal was to eliminate the tariffs between the member states 

within the period of ten years, but the organization didn’t pursue the goal of establishing a 

common external tariff or the creation of a Political Union.  

The Treaties of Rome were aimed at the achievement of “four fundamental freedoms”: 

“free movement of goods, persons, services and capital”. Free movement of goods was 

chosen as the priority direction. Free movement of labor started in 1961; however, 

harmonization of labor and the social legislation wasn't finished. There were still 

restrictions on free movement of services, which were caused by the differences in national 

legislation as well as different positions of the member states in this issue. Freedom of 

capital movement was determined by the successful functioning of the common market. 

These restrictions were explained by the rigid government control of monetary and fiscal 

policy. Mobility of capital within EC was perceived by them as potential threat of 

efficiency of national monetary instruments. Policy coordination between the member 
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states was low. Thus, the goal of creation an effective common market was not achieved 

by the target date set by the Rome Treaties. 

Despite the difficulties with the CM, European economy was improving and gained the 

certain strength. The EEC started its Common Agricultural Policy (CAP) in 1962; the 

Customs Union (CU) was completed and the common external tariff was established on 1 

July 1968. 

From the early 1970s till the 1980s the European integration didn’t have the successful 

development. On the 1 January 1973 three countries such as Denmark, Ireland and the 

United Kingdom joined the EEC increasing the number of the member states to nine. 

(European Commission, 2012) The collapse of Bretton Woods system (1971) and two 

energy crises in 1973 and in 1978-1979 involved Europe in a long depression. It was time 

to change all system; as soon as coal mining, crude steel production and heavy mechanical 

engineering couldn’t serve as the engine of economy any more. The period of new 

materials, electronics and instruments started. As a result, the process of restructuring was 

conducted.  That provided successful 1980s in Europe and prepared the basis for 

information technology. However, unemployment, inflation and public debt increased in 

almost all countries at that time. In response to the economic difficulties many 

governments introduced quantitative and technical restrictions on imports from the other 

EEC countries. On 1 January 1981 the integration group was expanded by one more 

member state - Greece. (European Commission, 2012) 

The next twenty years were quite successful for European integration. Portugal and Spain 

joined the EEC on 1 January 1986 (European Commission, 2012). By the 1992 there was 

created the internal market, which allowed the free movement of goods, services, capital 

and labor as well as full equality before the competition. Its goal was to develop the 

process of integration, strengthening the position of the EU on the world market in the 

condition of the competition with the U.S. and Japan. Legal framework of the creation of 

the internal market was the Single European Act (SEA) signed by the Member States in 

February 1986 and entered into force on 1 July 1987 (Baldwin and Wyplosz, 2012, p. 40). 

The concept of a “common market” recorded in the Rome Treaties was transformed into 

the concept of “internal market”. In fact, those two concepts are identical, since they 

pursue the same goals.  
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On May 2, 1992 EFTA States excluding Switzerland and the EEC signed the agreement, 

which in 1994 established the European Economic Area (EEA) (Baldwin and Wyplosz, 

2012, p. 40). It allows new countries such as Iceland, Liechtenstein and Norway, which are 

not members of the EU, to participate in internal market. EEA brought together 18 

countries, such as Belgium, Denmark, Germany, Greece, Spain, France, Ireland, Italy, 

Luxembourg, Netherlands, Portugal, United Kingdom of Great Britain and Northern 

Ireland, Austria, Finland, Iceland, Liechtenstein, Norway, Sweden (EEA Agreement, 2011, 

p.4). Currently, EEA consists of 27 EU member states and three EFTA states, such as 

Iceland, Lichtenstein and Norway. The EEA agreement provided: 

 “ free movement of goods; 

  free movement of persons; 

 free movement of services; 

  free movement of capital; 

 setting up of a system ensuring that competition is not distorted and that the rules 

there are equally respected;  

 closer cooperation in other fields, such as research and development, the 

environment, education and social policy” (EEA Agreement, 2011, p. 7). 

One year later, the EEC was expanded by the Nordic enlargement. Austria, Finland and 

Sweden joined the EU on 1 January 1995 (European Commission, 2012). The Schengen 

agreement, which is aimed at the removing common border control and elimination of all 

control on people during the crossing frontiers between countries, was also implemented in 

1995. Schengen area as of 2011 includes 22 EU member states and four non-EU countries: 

Austria, Belgium, Czech Republic, Denmark, Estonia, Finland, France, Germany, Greece, 

Hungary, Iceland, Italy, Latvia, Liechtenstein, Lithuania, Luxembourg, Malta, 

Netherlands, Norway, Poland, Portugal, Slovakia, Slovenia, Spain, Sweden, Switzerland 

(European Commission, 2011).  

The Economic and Monetary Union and single currency the euro were adopted on 1 

January 1999 based on the rules set out in the Maastricht Treaty (Baldwin and Wyplosz, 

2012, p. 40). Maastricht Treaty entered into force on the 1 November 1993; it renamed the 

EC to the European Union. The Treaty presented criteria, which should be satisfied 

before member states could join the EMU so called ‘Convergence criteria’ and gave an 

opportunity for certain countries to opt out. Seventeen member states of the EU, such as 
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Belgium, Germany, Estonia, Ireland, Greece (2001), Spain, France, Italy, Cyprus (2008), 

Luxembourg, Malta (2008), the Netherlands, Austria, Portugal, Slovenia (2007), 

Slovakia (2009) and Finland use the euro as their currency (The EU, 2013). The EMU 

provides the mechanism of collective financial assistance to countries, which are 

experiencing serious economic difficulties with the accidents occurring beyond their 

control. In order to conduct the EMU it was implemented the European System of Central 

Banks (ESCB).  Further goals of the Maastricht Treaty were to introduce the European 

citizenship and to increase the power of the European Parliament, as well as to strengthen 

cooperation in economic and social spheres. Another achievement in the economic 

integration was the formation of three pillar structure of the EU: the EC, the Common 

and Foreign and Security Policy (CFSP) and the Justice and Home Affairs (JHA). 

Maastricht Treaty left some unresolved areas for the Amsterdam conference.  

The Amsterdam Treaty was signed on 2 October 1997; it corrected and enlarged the 

Maastricht Treaty. The Amsterdam treaty entered into force on 1 May 1999. The 

major theme, which was discussed during the conference, was preparation of European 

institutions for Eastern enlargement and strengthening of EU social policy.  

After two years there was signed the Nice Treaty, which was dealing with the 

removing leftovers of the Amsterdam Treaty. It was ratified on the 1 February 2003. 

The Nice Treaty in reality didn’t fully solve the critical Amsterdam leftovers issues 

and didn’t adjust the EU to the new coming enlargement.  

On 1 May 2004 ten new countries, such as Poland, Hungary, Slovakia, Czech 

Republic, Slovenia, Estonia, Latvia, Lithuania, Malta and Cyprus joined the EU 

(European Commission, 2012). In June of the same year 27 members of the EU signed 

the Constitutional Treaty, which considered the institutional structure for the enlarged 

EU, but the ratification process was not completed, because of the negative 

referendums in France and Netherlands. The second wave of the eastern enlargement 

was conducted on the 1 January 2007 (European Commission, 2012). Two more 

countries, such as Bulgaria and Rumania joined the EU. 

The most important treaty for the present time is the Lisbon Treaty, which amends the 

previous Treaties. The Lisbon Treaty provides the EU with methods to tackle with 

global challenges such as climate change, security and sustainable development and to 

promote more democratic and efficient development of the EU. It was signed by the 
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27 member countries on 13 December 2007 and was ratified by all EU member states 

before entering into force on 1 December 2009. 

Beside the chronology of the development of the European integration, I would like to 

present the processes of deepening and widening of the EU. “The Theory of Economic 

Integration” applied for the European economic integration is summarized in the 

Table1. 

Table 1 Stages of deepening of economic integration 

Stages Period Factors 

0) Trade agreements 1951-1957 Establishment of the ECSC as a 

new type of organization. 

Agreement on common 

operation of the coal and steel 

industry 

1) Free Trade Area (FTA) 1958-1968 Foundation of the EEC and  

EFTA (exclude agriculture), 

creation of the FTA 

2) Custom Union (CU) 1969-1985 Custom tariffs on the imported 

goods between EU member 

states were removed 

3) Common Market (CM) 1986-1992 Single European Act was signed 

and entered into force, formation 

of the internal market 

4) Economic and Monetary 

Union (EMU) 

1993-2002 Introduction of the single 

currency and monetary 

policy as well as the replacement 

of the national currencies by the 

single currency (euro) 

 

The other dimension of the European integration is widening: ‘the application of methods 

of integration into new areas’; it is described in the Table 2 (Dědek, 2011, p.5). 

Table 2 Stages of widening of the EU 

1
st
 enlargement  1 January 1973 Denmark, Ireland, UK 

2
nd

 enlargement  1 January 1981 Greece 
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3
rd

 enlargement 1 January 1986 Portugal, Spain 

4
th

 enlargement 1 January 1995 Austria, Finland, Sweden 

5
th

 enlargement 

1
st
 wave 

 

2
nd

 wave 

 

1 May 2004 

 

1 January 2007 

 

Cyprus, Czech Republic, 

Estonia, Hungary, Latvia, 

Lithuania, Malta, Poland, 

Slovakia, Slovenia 

Bulgaria, Rumania 

 Source: European Commission, 2012  

The EU enlargement from originally ‘the Six’ to the current twenty seven member state 

countries closely approached this integration group to the Russian borders. The fifth 

enlargement demonstrated the tendency of promotion of the EU economic and political 

influence to the east. Expansion of the EU to 27 members has essential impact on the 

Russian external policy. In economic sense it illustrates the importance of trade and 

investments between Russia and the expanded EU. At the present stage these relations are 

characterized on the one hand by the growing interests of EU in the Russian oil and gas 

and, on the other hand by the desire of Russia to get EU’s capitals for diversification of its 

economy. The Central and Eastern European countries, which have joined the EU, 

throughout the long period were important economic partners of Russia. Participation in 

the European integration led to the application of the EU legal basis on these countries, 

therefore Russian government started to provide its strategy concerning new member states 

of the EU taking into account their influence on the general policy of the EU. 

1.2 The European Union – Russia Policy 

Bilateral relations between Russia and the EU could be described as the existence of the 

crisis in the EU on the one side and the democratic weaknesses in Russia on the other.  

Over the last two year Russian foreign policy was making efforts to increase its role as a 

global economic player and showed its impact on its neighboring countries. “Russia’s 

global efforts are visible through its membership in the G20, the G8, its accession to the 

WTO, its efforts to join the OECD, and its status as a BRIC state. The common 

denominator among these forums is economic interest; common values, by contrast, play a 

subordinate role”(Kempe I., Ochmann C., March 2013. p.3). 
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The re-election of the Vladimir Putin as a President of Russia on March 4, 2012 led to the 

debate about Moscow’s relations with its post-Soviet neighbors (Official Website of the 

President of Russia, 2013). Russia’s regional policy is actively contributes to the 

enhancement of integration through many economic institutions and security structures. 

There are created different integrated structure such as EuAsEC, CU, and CES. “The 

Treaty establishing the EurAsEC was signed on 10 October 2000 in Astana and entered 

into force on 30 May 2001, following its ratification by all member States” (Official 

Website of the EuAsEC, 2013). Currently there are five member states such as Belarus, 

Kazakhstan, Kyrgyzstan, Russia and Tajikistan. EurAsEC is international economic 

organization, established for effective promotion of the process of formation of the 

Customs Union and Common Economic Space (CES), as well as realization of other goals 

and tasks connected with the deepening of integration. It is a project of integration of 

former Soviet republics on the basis of the EU. In accordance with the goals of EuAsEC 

Belarus, Kazakhstan and Russia formed the CU, which consequently passed to the next 

stage of economic integration the CES. The CES entered into force on the territory of the 

three countries on January 1, 2012. (The official Website of the EuAsEC, 2013) 

The first EU’s criticism of these regional groups is the presence of Russian dominance 

over the neighboring countries. The second criticism is that those integration systems 

hinder the cooperation with the EU. One of the examples was the issue with Ukraine, when 

Kiev announced that it will not join the EuAsEC justifying it by the fact that the 

membership will prevent its further integration with Europe. Almost all Ukrainian 

politicians believe that this process should take precedence over integration projects under 

Russian leadership. In response to that, Russia increased the prices for natural gas. “At 

present, Ukraine pays $430 per thousand cubic meters of gas, while Belarus only pays 

$166” (Kempe I., Ochmann C., March 2013. p.4). Current European financial crises led to 

the consideration about the Eurasian Union as an alternative integration group of the EU. 

“The EU only recognizes Russia’s role in the Eurasian Union under the condition that 

Russia can only shape the Union according to the regulations of the WTO” (Kempe I., 

Ochmann C., March 2013. p.4). The domestic policy of Russia doesn’t fully reflect the 

democratic reality. The Putin political program is trying to demonstrate to the authoritarian 

system of government and to employ restrictive methods in order to prevent society’s 

attempts to resume the democratic tendencies. The role of Russia as a global economic 

actor is hindered because of the corruption and not fully democratic developed political 
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realities. “The country is interested in using international cooperation for its technocratic 

approach to modernization. This method, however, runs up against the limits of Western 

approaches to modernization, which place democratic values in the foreground” (Kempe I., 

Ochmann C., March 2013. p.4). Russia needs modernization of its economy. Western 

expertise and international experience could help in modernization of the country, but 

Russia is quite independent country with the energy rich resources and doesn’t want to be 

influenced by demands from the outside. 

The EU is going through a quite difficult time now. After the successful development the 

EU faced some difficulties. The first problems occurred in 2004, when the large group of 

Central and Eastern European countries joined the EU. The failure of the Constitutional 

treaty led to the institutional crisis. Lisbon Treaty (2007) has saved the integration process, 

but the movement to the political union ceased.  Bulgaria and Romania, which are quite 

poor member states of the EU, joined the EU in 2007. Differentiation of the member states 

increased so much that it requested to change the format of integration. 

The financial crises which started in the 2008 year found certain flaws of European 

integration model. Those flaws had not been known by the general public before. It turned 

out that the EMU is composed of two parts of different quality. A single monetary policy is 

implemented by a supranational body such as the European Central Bank, and the general 

economic policy is carried out on the principles of intergovernmental cooperation that 

means the main role there is played by governments of the EU countries. The EU 

institutions urgently began to fill the gaps of the EU management in order to save the euro. 

The Stability and Growth Pact was tightened, the system of pan-European banking 

supervision mechanism was developed, and macroeconomic monitoring mechanism was 

strengthened. Those improvements were impressive, but the social cost of the 

transformation is high. The repressive fiscal policy suppresses the economic growth and 

exacerbates the problem of unemployment.  

It seems the idea of European unity is losing its meaning. The reason for the European 

integration was quite essential several years ago. The process of unification of Europa was 

perceived by the society as a successful implemented system. With the crisis, it became 

clear that this agenda is exhausted and there are a lot of problems to solve. There are other 

problems such as democratic deficit, the gap between the elites and society, and the 

complexity of the institutions and decision-making processes. The current broad discussion 
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on the future of the EU is required by the European society. The authorities of the EU 

maybe too long shied away from the open dialogue with citizens on matters of the 

integration system. Therefore, it will be difficult to restore the trust between the elites and 

the population. Meanwhile, the EU will have another test for legitimacy in June 2014 such 

as the elections to the European Parliament. 

Current challenges of the EU affect its relations with Russia. Something similar happened 

in the late 1990s, when the EU was absorbed by the forthcoming introduction of the euro, 

institutional reform and then eastern enlargement. The concentration of political will and 

the best specialists in these areas didn’t allow Brussels to seek the goal of building a free 

trade zone with Russia which was recorded in the PCA. A few years later European 

officials included Russia among the countries for which it was planned to extend the 

European Neighborhood Policy (2003) with its strict rules for monitoring and reporting. 

This fact suggests that the initiative was launched without prior examination and 

consideration. 

Examples of not fully generated attitude to the EU-Russian dialogue are also present in the 

Russian practice. A serious omission is the lack of a strategic action program, which is 

considered to be important direction of its foreign policy. In the summer 1999, the EU 

submitted a collective strategy of relations with Russia so called Common Strategy of the 

European Union on Russia (CSR). Russia quickly reacted with symmetric document. 

These strategies will be more detailed examined in the Chapter 2. Later, all 27 member 

states have adopted comprehensive and specialized financial program of action in respect 

of Russia - the Country Strategy Paper 2007-2013. For the period 2007-2010 a National 

Indicative Programme was annexed which included the financial plan with the list of 

priorities, expectations, risks and interaction tools. 

There is certain lack of political will between Russia and the EU in economic and trade 

relations. Deep economic integration is possible between countries with a high level of 

industrial development. Thus, the specialization and cooperation of production is 

developing, and the exchange of goods takes place not only between, but within the same 

industries too. This is the example of trade between France and Belgium, Austria and 

Czech Republic, the United Kingdom and the United States. In those cases international 

production chains are very resistant to fluctuations in the economic and political situation. 

The economic relation of Russia and the EU almost do not have these chains. Exchange of 
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raw materials to the finished product creates interdependence, but it will not generate 

integration. 

The unification of Europe exhausted the agenda not only for the EU, but also in its bilateral 

relations with Russia. There is an uncertainty between both parties about the development 

perspectives. The crisis has shown that the territorial enlargement of the EU has the 

objective limits. In the near future the EU will be able to accept a few small countries, but 

not big countries such as Turkey or Ukraine. The aggravation of social problems and the 

failure of the policy of multiculturalism increased psychological request of the Europeans 

on the designation of the borders of Europe. 

Russia and the EU haven’t yet decided how they will face the challenges of globalization - 

together or separately. Brussels has been a reliable and consistent supporter of Russia in 

the negotiations on its accession to the WTO over the years. Now this goal is realized, but 

the prospects for the Doha Round inspire small number of participants. There is increased 

attention to regional and bilateral instruments of regulation of international economic 

relations. 

The EU for a long time has special regime in the relations with the poorest of Africa, 

Caribbean and Pacific countries, European and Mediterranean neighbors. Now the EU has 

set a goal to build a global system of bilateral economic agreements. The new structure of 

free trade agreements provides not only the abolition of trade barriers, but also 

considerable improvement of the mode of doing business. Such agreements already operate 

with Mexico, Chile, South Africa and the Republic of Korea. There are singed with 

Singapore, Peru, Colombia, Ukraine and the countries of Central America. The 

negotiations with Canada are almost completed. Negotiations are underway with Malaysia, 

Vietnam, MERCOSUR, India, Georgia, Armenia and Moldova. The new negotiations will 

begin with Japan in 2013.  February 13, 2013 The EU and the U.S agreed to begin internal 

procedures that are necessary for the beginning of negotiations on the “Transatlantic trade 

and investment partnership”. Future economic and trade relations between Russia and the 

EU should be regulated by a new agreement on strategic partnership. However, the matters 

of mutual trade, investment and business hinder the negotiations. 

Summing up, domestic and foreign policy of Russia on the result of presidential elections 

is changing. The EU after overcoming the crisis and the entry into force of the new fiscal 

and budget agreement will be changed. In the system of global economic relations and 
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world politics is maturing more and more questions that require new approaches and 

adequate response. The near future partnership between Russia and the EU will be faced 

with problem of uncertainty. Therefore, it is important to understand the factors that help 

with convergence, or on the contrary, contribute to the rivalry and mutual frustration, and 

learn how to influence them in order to benefit both parties. 
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Chapter 2: The Development of Trade and Economic Relations 

between the European Union and Russia 

There are two main reasons, which induce states to trade among themselves. Each of 

countries follows its own goal and profit from the participation in trade. Firstly countries 

trade between each other, because they simply differs one from another. Nations could use 

their individual differences, if each of them will produce exactly those products that it 

could make the best. Secondly countries can achieve economy of scale through trading. 

This means that if one country produces a limited range of goods, one of those goods could 

be produced in large scale, thus, it would be more effectively than to make all goods 

immediately. In real live those two incentives are interconnected. 

The basic model of international trade was developed by the British economist David 

Ricardo. This model is closely connected with the analysis of comparative advantage. 

According to the Ricardian model, ‘international trade is solely due to international 

difference in the productivity of labor’ (Krugman P., Obstfeld M. and Melitz, 2009, p.29). 

This analysis is based on number of assumptions, such as 

 The presence of two countries and two goods 

 Production costs are presented in the only form of wages, which is equal for all 

professions 

 Differences in the wage levels between countries is not taking into account 

 The lack of transport cost and the availability of free trade 

 ‘Labor is the only factor of production’ 

In order to be able to increase the world output, countries should concentrate on 

specialization in the production of those good, in which the country has a comparative 

advantage. That means that ‘opportunity cost of producing that good in terms of other 

goods is lower in that country than it is in other countries’ (Krugman P., Obstfeld M., 

2009, p.29).  Ricardian analysis came from the fact that in situation of absolute freedom of 

trade the principle of comparative advantage operates automatically and leads to the 

maximum of specialization. The main interconnection between comparative advantage and 

international trade in this model is “Trade between two countries can benefit both countries 

if each country exports the goods in which it has a comparative advantage” (Krugman P., 

Obstfeld M., 2009, p.29). 
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There is theoretical evidence that the Ricardian model make accurate predictions about 

international trade in situations with the many products and when transport costs are taken 

into account. Thus, theory of comparative advantage encourages the county to import those 

products, whose production costs compare to other commodities are higher in this country 

than exported goods. 

There are certain situations when the Ricardian model explanations are improper. Firstly, 

this model forecasts an extreme degree of specialization that is not typical in the present 

world. The model doesn’t take in the account the influence of trade on income distribution, 

which has a big effect in practice. Ricardian model doesn’t cover the resource differences 

of countries and doesn’t explain the possibility of economies of scale as a reason for 

international trade. In spite of some weaknesses of this model, the main statement of the 

Ricardian model - “that countries will tend to export goods in which they have relatively 

high productivity- has been confirmed by a number of studies.” (Krugman P., Obstfeld M., 

2009, p 51) 

While the Ricardian model predicts comparative advantage in international trade because 

of different labor productivity, the other famous theory includes also the influence of 

countries’ resources. The theory is known as Heckscher-Ohlin model. This theory is 

especially relevant in the structure of trade between Russia and the EU.  Heckscher-Ohlin 

theory successfully explains many patterns of international trade. Swedish economists Eli 

Heckscher and Bertil Ohlin connected comparative advantages of countries with the 

availability of proportions of different factors of production and the technology of 

production. The model is examined with the assumption that ‘resource differences are the 

only source of trade’ (Krugman P., Obstfeld M., 2009, p. 54). “A country will tend to 

produce relatively more of goods that use its abundant resources intensively” (Krugman P., 

Obstfeld M., 2009, p. 82). Therefore, the main idea of the Hecksher-Ohlin theory is that 

“Countries tend to export goods that are intensive in the factors which they are abundantly 

supplied” (Krugman P., Obstfeld M., 2009, p. 82). International exchange between 

countries could be explained as the exchange of abundant factors on scarce factors. Some 

empirical testing showed that not all effects of international trade fit into the scheme 

proposed by Heckscher and Ohlin. For example “the United States continues to be a high 

on the scale of countries as ranked by capital-labor ratios”(Krugman P., Obstfeld M., 2009, 

p. 75). Thus, according to the Hecksher-Ohlin theory, the United States would tend to 

export the capital-intensive goods and to import the labor-intensive goods. The famous 
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study of Wassily Leontief found that contrary to the Hecksher-Ohlin model “United States 

exports were less capital-intensive than U.S. imports. This result is known as the Leontief 

paradox” ( Krugman P., Obstfeld M., 2009, p. 75).  While Leontief paradox left 

unanswered some questions, many other tests of this theory, which were taking into 

account the qualification of the labor force and covering many counties and many factors 

of production, confirmed the justice of the Hecksher-Ohlin theory of factor-proportions 

theory. Thus Leontief paradox continues to be a serious warning from the direct use of this 

theory in practice, but despite of this, the theory of the Hecksher –Ohlin continues to be an 

important tool of economic analysis of international trade. 

Presented theories have reflection in the real world and they also help to analyze why trade 

occurs so important position in relations between Russia and the EU.  The structure of the 

EU trade is following the main idea of the Ricardian model. Each of 27 member states 

countries use the possibility of exporting the goods in which they have a comparative 

advantage.  In this case countries’ resources doesn’t represent so significant role. The main 

export commodities of the EU to Russia are machinery and transport equipment and 

chemicals and related products.  

The structure of Russian market on the contrary stresses the importance to take in 

consideration resources of the country as Hecksher and Ohlin stated in the factor-

proportions theory. The main Russian export represents mineral fuels, lubricants and 

related materials, which depends on natural resources of the country.  

According to the Table3, the volume of trade in goods between The EU and Russia has 

increased in almost four times for the period from 2000 till 2012. Exports from the EU to 

Russia rose from the mark 23 billion euros in 2000 to the level of 123 bn euros in 2012, 

while imports have increased from 64 bn euros to 213 bn euros. Thus the trade deficit of 

the EU27 with Russia has significantly increased; it represented 41 bn euros in 2000 while 

in 2012 it reached 90 bn euros. During this period the EU remained negative trade balance. 

Negative trade balance means that the volume of imports exceeds the volume of exports. 

The International Monetary Fund in its recommendations and conditions of granting loans 

points to the need and usefulness for the economy to have a positive balance of trade. 

“This increased deficit was due to EU27 imports of energy from Russia, which grew from 

120 bn in 2010 to 158 bn in 2011, partially offset by EU27 exports of manufactured goods 

to Russia, which rose from 74 bn to 95 bn”(Eurostat news release, 2012, p.1). 
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Table 3 Trade between EU27 and Russian Federation (million EUR) 

Period/ 

Flows 

2000 2001  2002 2003 2004  2005 2006 2007 2008 2009 2010 2011 2012 

Exports 22738 31602 34420 37205 46030 56696 72328 89082 104834 65578 86131 108337 123270 

 

Imports 

63777 65875 64493 70660 83954 112591 140916 145025 178300 118001 160681 199181 213394 

Balance -41039 

-

34273 

-

30073 

-

33455 

-

37924 -55895 -68588 -55943 -73466 -52423 -74550 -90844 -90124 

 

Source: Eurostat database, available through http://epp.eurostat.ec.europa.eu/newxtweb 

[Extracted by the author on 31.03.2013]  

Low trade volumes in 2000 year could be explained by the structural factors of Russia such 

as incompleteness of the processes of the formation of the market economy, large scale of 

the shadow economy, high level of corruption (According to Global Corruption Report 

2001, Russia ranks 79 place) and social and political instability. Overcoming these 

distortions and structural reforms required years. Russian progress in this direction 

expanded capabilities and dynamic development of its economic cooperation with the EU. 

The first condition of the resumption of positive dynamics of cooperation was to achieve 

macroeconomic stability and the resumption of economic growth. The results of 1999 and 

the first half of 2000 was sharp decline in inflation and the budget deficit, quite stable 

exchange rate, GDP and industrial production growth. The big step in the development of 

bilateral economic relations was the EU recognition of Russian status of market economy 

country on 7 November 2002 (European Commission, 2003). Another progress in bilateral 

relations was signing the “road maps” on Russia-EU summit in 2005. One of the “road 

maps” was aimed at creation of the CES that mean the creation of integrated market 

between the EU and Russia. This document clearly defined range of partnership areas, 

described the possible mechanisms and forms of cooperation. The disadvantage of the 

“road maps” is the fact that they are not legally binding. Therefore, the progress to the CES 

mainly depends on political will of the participants. In recent years, both Russia and the 

EU consider the convergence of the economies as a mutually beneficial process. 

Relations between the EU and Russia have been characterized as ‘strategic partnership’ 

since 1999-2000.  However in the recent years bilateral relations of Russia and the EU 

started to take the nature of ‘interdependence’ between the two sides. 

 

http://epp.eurostat.ec.europa.eu/newxtweb
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2.1 Regulatory Legal Basis for Trade Relations 

Since the mid-1990s, the Partnership and Cooperation Agreement (PCA) is the legal basis 

for the relations between Russia and the European Union. 

PCA was signed on 24 June1994 and entered into force on 01 December 1997 (The EU, 

2013). PCA covers the main areas in relationship of Russia and the EU such as political, 

trade, economic and cultural. Title III is particularly focusing on ‘Trade in Goods’ and 

Title VII is dedicated to ‘Economic Cooperation’, nevertheless many over articles cover 

economic cooperation. PCA establishes a partnership between Russia and the European 

Communities and their Member States. PCA has played an important historical role in 

improving relations between Russia and the EU. PCA is the first bilateral international 

legal agreement, where Western countries consider Russia as a country with a transitional 

economy.  

Title III ‘Trade in Goods’ determines main principles of trade between Russia and the EU, 

such as the joint efforts of the Parties to create a free trade area between them (PCA, 1997, 

Article 3), creation of trade relations based on the principles of the General Agreement on 

Tariffs and Trade (GATT) with the regard to the future of Russia's accession to the WTO 

(PCA, 1997, Article 4). The Parties accorded most-favored-nation treatment in respect to 

tariffs.  EU removed all quantitative restrictions on imports from Russia, with the 

exception of those categories of goods whose trade is regulated by separate PCA articles 

(20-22) (textile products, ECSC steel products and nuclear materials). Russia retained the 

right to impose quantitative restrictions on imports from the EU in some sectors in certain 

conditions: if those sectors had a structural reorganization; if there were facing serious 

social problem; if Russian producers threatened to complete or essential loss of position in 

the domestic market or if some new production was developing (PCA, 1997, Article 15). 

“The PCA establishes a permanent continuous multilevel dialogue between the EU and 

Russia. The main forums for this dialogue are biannual summits between the EU Troika 

and the President of Russia, the annual Cooperation Council, which meets at ministerial 

level, the many different Working Groups that meets at least twice a year and the 

Parliamentary Cooperation Committee between the European Parliament and the Russian 

Duma” (Haukkala and Medvedev, 2001, p. 26). 
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In general, the PCA created a considerable foundation for long-term and stable cooperation 

between Russia and the EU covering economic, political, business, trade, investment, 

cultural issues and other different areas of life. PCA has a nature of integration agreement. 

Along with a list of areas of cooperation and mechanisms for its achievement, it 

established the legal status of economic activity of individuals of different nationalities as 

well as provided the approximation of legislations. PCA is a part of domestic law of Russia 

and the EU; however, it has precedence over national law. 

PCA is complemented by sectoral and special agreements, protocols, international 

conventions and other bilateral and multilateral documents. Particular importance among 

these documents represents ‘road maps’, which is a document of creation four ‘Common 

Spaces’, such as the ‘Common Economic Space, the Common Space of Freedom, Security 

and Justice; the Common Space of External Security and the Common Space of Research 

and Education’.  

Period of validity of PCA is 10 years with the subsequent extension, if one of the Parties 

has not announced of its intention to withdraw from the agreement. PCA was automatically 

prolonged in 2007. 

PCA is the best economic agreement concluded between Russia and the EU in the 1990s, 

but at the present time it is quite obsolete in many elements. It has to be brought into 

conformity with the current needs. It is important to carry out modernization of PCA in 

order to promote partnership and cooperation to a new level as well as to give the 

necessary impact for their further progressive development. “Negotiations on a New EU-

Russia Agreement were launched at the 2008 Khanty-Mansiysk summit” (EEAS, 2013). 

“By now twelve negotiation rounds have been conducted” (Permanent Mission of the 

Russian Federation to the European Union, 2013). 

Besides the PCA, there are other international documents that establish the legal basis for 

bilateral cooperation. One of them is Common Strategy of the European Union on Russia 

(CSR) adopted in Cologne on 4 June 1999. CSR defined the main goals, objectives and 

means in development of this partnership mainly in the political sphere. Analyzing this 

international document, it should be noted that long term policy orientations of the EU are 

more specified in the CSR than before. Those directions are not only orientated on the 

future creation of free trade area, as it was set in PCA, but also on integration of Russia 

into a common European economic and social space and strategic partnership in order to 
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strengthen security in Europe.  Objectives and policy instruments of the EU are described 

more fully with the regard on tendencies of economic and political development of Russia 

since 1994. Those objectives are directed on assistance to reforms, the construction of an 

efficient market economy, civil society and a democratic state in Russia. Tasks and 

possibilities of political dialogue between Parties is formulated with new specifics in 

connection with the transition of the EU to the common foreign and security policy, as well 

as a course on conducting its own defense policy. In comparison with the PCA there are 

specified and added the provisions concerning the cooperation in such fields as 

environmental protection, health care, higher education, training, approximation of 

legislation and standards, the development of regional and cross-border cooperation and 

joint fight against organized crime. 

In response to the CSR, Russia presented at Helsinki Summit (October 1999) the Medium-

term Strategy for developing relations of the Russian Federation with the European Union 

for 2000-2010. Its main objective was to confirm Russia’s commitment to the strategic 

partnership and define the goals of cooperation in the medium term. 

In 1999, the EU and Russia adopted international documents that define their strategy in 

relation to each other. They are not identical and differ in a number of areas. Nevertheless, 

both strategies coincide in the main aspect such as understanding the necessity, importance 

and priority of partnership between Russia and the EU in the interests of peace and 

security, development of economic and cultural cooperation in Europe as well as 

promotion its constructive role in world politics and economics. 

A recent important initiative is the EU-Russia Partnership for Modernization, which was 

proposed on the EU-Russia Summit on 18 November 2009 as one of the main directions of 

deepening the strategic nature of Russia-EU relations. Leaders of Russia and the EU signed 

a Joint Declaration on “Partnership for modernization” at the summit, which took place in 

Rostov-na-Donu in June 2010 (Kulik S.A., Urgens I.U, November 2011). The document 

sets out the priorities and scope of the intensification of cooperation in the interests of the 

modernization between Russia and the European Union. The main direction of cooperation 

are expansion of opportunities for investment in key sectors, creation of favorable 

conditions for small and medium enterprises, promoting the alignment of technical 

regulations and standards, as well as a high level of protection of intellectual property 

rights; transport; the promotion of the development of a sustainable low-carbon economy 
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and energy and strengthening of cooperation in the spheres of innovations and 

development. 

2.2 Economic Relations between Russia and the European Union at the 

present stage 

Economic cooperation is the most advanced and ambitious scope of relations between 

Russia and the EU. This is the sphere, where the EU has extensive powers, which 

manifests itself and in its relations with Russia. 

From the economic point of view current predictions demonstrate the slow downs and 

stagnation in Russia. “Growth in Russian GDP for 2013 and 2014 is predicted to reach no 

higher than 3.7 percent” (Kempe I., Ochmann C., March 2013 p.3). While Russian 

economy is growing at least at minimal pace and personal alternative to Putin is not 

expected, the further protests are not predicted. 

Interest in modernization is key aspect in economic relations between Russia and the EU. 

The main source of modernization of Russia’s modernization and its appeal for the EU is 

natural resources particular oil and gas. The Putin system has provided the progress in 

European energy market. “For example, BP’s joint venture in Russia, BP-TNK, has agreed 

to sell 50 percent of its shares to the state-owned oil company Rosneft, in an equity swap. 

Rosneft’s daily production of 10.37 million barrels puts it ahead of Arab countries and 

makes it the world’s largest oil producer. Rosneft is administratively weak, but is never-

theless considered a major pillar of the Putin system.” (Kempe I., Ochmann C., March 

2013. P.6) 

Energy is the key element in economic relations between Russia and the EU. In 2011 

EU27 import 32,3% of the World’s consumed energy ( Kempe I. and Ochmann C., 2012, 

p.6). It is assumed that by 2020, this figure will increase to 62% (Soloduhin U.A, 2002). 

The further development in modernization and many decisions and actions of Russia 

depends on prices in global energy markets. Nowadays Russia is significant supplier of oil 

and gas; furthermore its opportunities and reserves are not exhausted. To be able to 

develop Russian energy products, to use renewable sources of energy and to increase its 

attractiveness for small and medium-sized enterprises, it should be conducted the 

modernization. On this point, interdependence and the overlapping of interests is essential. 



 

36 

 

The EU need stable export of energy source as well as Russia needs the EU capitals for the 

further development of it.  

With the help of regression model it is possible to determine the high level of influence of 

the growth rate of energy products on the growth rate on the all volume of EU imports 

from Russia in the bilateral trade structure. The equation of the regression is: 

Y = - 0,028+1,01208 x+0,00039t, 

 

Where:  x= lnr SITC3 

y=lnrM 

t=time 

Remark: (SITC3 is group of commodities which includes mainly fuel and energy products, 

r- growth of rate) 

With the growth of the growth rates of energy on 1% the total volume of EU imports from 

Russia will increase by 1,01208%. (Full regression output is presented in the Annex 1) 

The Treaty of Lisbon (13 December, 2007) effectively gives to energy a new legal basis 

which is lacked in the previous treaties. According to the European Commission (2008), 

the most important suppliers of crude oil and natural gas are Russia (33% of oil imports 

and 40% of gas imports) and Norway (16% and 23% respectively).  

Several EU member states are totally dependent on Russian natural gas for their domestic 

energy consumption. Some of them such as Spain, which is large natural gas consumer, on 

the contrary don’t import any gas from Russia. Table 4 describes extent of dependency on 

Russian natural gas in selected nations of the EU. 
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Table 4 Dependency on Russian natural gas in selected nations of the EU 

 

Source: Belkin, Paul. 2008. p.6 

Russian gas exports to Western Europe transit  

 through Ukraine (around 80 %of Russian exports in 2007)  

 through Belarus/Finland/Turkey (20%) 

Russia’s relationship with its two main transit countries has often been troubled in the post-

Soviet period and particularly since 2004. The main transportation capacities are presented 

in the table 5. In the late 1990s, Gazprom decided to diversify gas export routes to Europe 

and decrease its dependence on Ukraine transit: 

 The Yamal-Europe pipeline project was aimed at creating an alternative pipeline 

corridor for Russian gas to Europe. 

 The Blue Stream pipeline project across the Black Sea to Turkey was built with the 

same objective. 

Table 5 Transportation Capacity of Russian gas to Europe, in 2009 

Source: Honoré, A. 2010.145p. 
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The successful joint economic project is the EU-Russia Technology Centre, which started 

on 5 November 2002. The main activities of the center focus on technologies in the 

following fields: oil and gas electricity coal, renewable sources of energy and energy 

efficiency. The project is engaged in exchange of advanced technologies and information, 

promotion of other projects of common technological interest, coordination activities 

connected with the technology transfer. 

The key objectives nowadays is to  encourage investments in development of the Russian 

fuel and energy complex and introduction of modern energy-saving technologies and 

equipment, cleaner production technologies and the extraction of fuel resources. “Northern 

dimension” project is partly aims at achieving these goals. 

Projects on natural gas production at the Shtokman field in the Barents Sea were signed 

between Russia, France and Norway in 2007; where Russian Open Joint Stock Company 

Gazprom share 50%, French company Total and Norwegian Statoil share 25 % each. 

Gazprom had built a reputation of being a reliable gas supplier to its European customers 

over several decades, but the Ukrainian crises of January 2006 and 2009, and the crises 

with Belarus in 2007 have damaged this reputation. European officials always criticize 

Russian dominance over the Post-Soviet countries. The result of the first phase of the gas 

dispute is the realization Europe its gas dependence on Russia as well as attempts to get 

over it. So there were plans to build new terminals and pipelines, which would be linked to 

continental Europe with gas fields in Norway, North Africa and Central Asia (Nabucco), 

bypassing Russia. 

New Pipeline Projects from Russia 

As it was already mentioned, relations between Russia and the EU have ‘interdependence’ 

nature. Not only the EU depends on Russia’s energy sources, but Russia also depends on 

European markets. The EU is traditional and the largest market for the Russian energy 

sources. The European Union is becoming increasingly important export market for 

Russian oil and gas companies. Its share in total exports tends to rise. Thus, a special 

strategic importance has the Joint economic project the North Stream gas pipeline. The 

main Nord Stream AG shareholders are Russian OAO Gazprom (51%), German 

Wintershall Holding GmbH (a BASF subsidiary) (15,5%), German E.ON Ruhrgas AG 
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(15,5%), the Netherlands and northern Germany N.V. Nederlandse Gasunie (9%) and 

Brussels, Luxembourg and Paris GDF SUEZ(9%). 

Nord Stream gas pipeline passes from Vyborg in Russia to Greifswald in Germany via the 

Baltic Sea. The laying of the pipeline began in April 2010. In September 2011 started the 

process gas filling of the first two lines, the first gas deliveries started on November 8, 

2011. 

A distinctive feature of the Nord Stream gas pipeline is the lack of transit states on its way, 

which reduces the risks and costs of transportation of Russian gas and at the same time it 

increases the reliability of gas exports. 

South Stream gas pipeline is to connect Djugba on the Russian Black sea cost – the starting 

point for the Blue Sea to Bulgaria before dividing into a northern and a southern route. The 

southern route will transit through Greece, and onto Italy via a 200 km pipeline under the 

Ionian Sea. The northern route would head northwest via Serbia and Hungary to the 

Baumgarten hub in Austria. The first gas deliveries are scheduled for the end of 2015.  

South Stream is a competitive project of the planned project Nabucco pipeline, which 

should go straight to Europe to the south of Russia and which is supported by the EU and 

the U.S. 

The Yamal – Europe-2 is another future economic project between Russia and the EU. The 

project will help to increase the transit capacity for the supply of gas to Hungary, Poland 

and Slovakia as well as to transmission costs and, consequently, will increase the volumes 

of Russian export to the EU. The Chairman of the Gazprom Management Committee 

Alexey Miller and Director General of EuRoPol GAZ Miroslaw Dobrut signed 

Memorandum of Understanding as part of the project in April 2013.  

Summing up, Russia has played very important role in the energy market of EU. However, 

there occurred some problems, mainly export of the Russian gas via Ukraine. This transit 

issue used to be always Achilles’ heel both for Russia and EU. Therefore, the new pipeline 

Nord Stream connects Russia directly to Europe. It mainly ensured diversification of the 

Russian supply to the EU markets. The EU was trying to reduce its dependence in Russia 

by diversifying suppliers of oil and gas, but instability in the Middle East showed that there 

is not much alternatives to Russian energy. At the same time both Russia and the EU 

recognize that partnership relations could not be built solely on energy. It is important to 
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develop high-tech projects, which is stipulated in “Partnership for Modernization”. 

Nowadays, there are created long-term projects of Russian and European companies, 

which form a single multi-national chain. Such forms of cooperation reduce the level of 

mistrust between Russians and Europeans as well as accelerate the macroeconomic 

integration, which includes the removal of tariffs barriers and harmonization of legislation. 

As Katinka Barysh the deputy director of the Centre for European Reform mentioned in 

2004 that “The two key words characterizing Russia’s trade with Western Europe are 

energy and asymmetry” (Barysh K., 2004, p.14). This aspect is quite similar today, but 

there are certain changes. While at the beginning of 2000 the EU was mainly interested in 

Russia as an exporter of energy sources, today more and more entrepreneurs from EU 

countries consider Russian colleagues as equal partners. Russian economy is gradually 

becoming larger and more diversified in order to attract interest of the EU. 

2.3 Foreign Trade Turnover between Russia and the European Union 

Trade is the main form of economic cooperation between Russia and the EU. During the 

analysis of the indicators of the official statistics of the EU and Russia it should be 

mentioned the peculiarities of methodology in the calculation. Methodology of the two 

systems of statistics of the Federal Custom Service of Russia and the Eurostat has some 

fundamental differences. For the comparative analysis of the main indicators of trade and 

economic cooperation we use the data mainly based in Eurostat statistics. 

The EU is the main trade partner of Russia. According to the Table 6, only for the year 

2011 the foreign trade turnover between Russia and the EU reached 307406.3 million 

EUR. According to the International Trade Statistics 2012, Russia’s world trade volume 

accounted 647613 million EUR in 2011, which means that the EU accounts nearly 50 % of 

Russian foreign trade.  

The role of Russia as a trade partner for the EU is less significant. Russia is the third trade 

partner of the EU after the United States and China, which is demonstrated in the Table 6 

Despite the fact that such an asymmetry in the trade already now is becoming visible 

limitation of bilateral relations, Russia doesn’t need so much to reduce the total share of 

the EU in its foreign trade as it needs to diversify its export and to develop other areas. 
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Table 6 EU27 TRADE WIH MAIN PARTNERS 2011  

 

Source: European Commission, 2012 

Bilateral trade between Russia and the EU is characterized by two main features. From the 

dynamic point of view it is distinguished as a moderate pace, with the exception of 

reduction of exports and imports due to the financial crises of 2008, which is presented in 

the Table 7. 

Table 7 

 

Source: European Commission, 2012 

The structure is another feature of the bilateral trade. In terms of structure the trade 

between Russia and the EU is distinguished by the double asymmetry. Firstly, the share of 

Russia in the EU27 external trade is much smaller than the share of EU27 in the foreign 

trade of Russia. Secondly, the product structure is quite asymmetric. According to the 

Table 8, the main part of the EU imports from Russia by the end of 2011 accounts for the 
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following commodity groups: mineral products, mainly products of the fuel and energy 

present 78.9% (of the Total volume of imports) as well as manufactured goods classified 

chiefly by material 7.5% (metals and commodities mainly made from products of fuel and 

energy complex). There is a small share of chemical industry products (2.8%), crude 

materials, inedible, except fuels (2.1%), commodities and transactions n.o.e. (1.9%) and 

machinery and transport equipment (0.8%). 

Leaders by the volumes of imported energy and raw materials goods from Russia for the 

2011 year are “Germany (38.0 bn or 19% of EU imports), followed by the Netherlands 

(25.8 bn or 13%), Poland (18.1 bn or 9%), Italy (18.0 bn or 9%) and France (13.2 bn or 

7%)” (Eurostat news release, 2012, p.1). “Germany, the second biggest natural gas 

consumer and Russia’s largest market, relied on Russia for almost 40% of its imports in 

2011. The opening of the Nord Stream pipeline in late 2011 and Germany’s planned 

closure of its nuclear power plants highlights Germany’s potentially greater reliance on 

Russia” (Ratner M., Belkin P., Nichol J., Woehrel S. 2013, p.6). At the same time 

Germany is the largest exporter to Russia among EU27 “(34.3 bn euro or 32% of EU 

exports), followed by Italy (9.3 bn or 9%) and France (7.5 bn or 7%)” (Eurostat news 

release, 2012, p.1). 

Table 8 

 

Source: European Commission, 2012 

Table 9 explains the main European Union exports to Russia. The main EU27 exports 

mostly machinery and transport equipment and their components such as passenger cars 

and freight vehicles (48.2%), chemicals and related products such as drugs, serums and 

blood products  (16.5%), miscellaneous manufactured articles,(11.8%), manufactured 
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goods classified chiefly by material (10.9%), food and live animals such as meat (pork) 

and meat products, cheeses, fruits, chocolate, alcoholic beverages, foodstuffs for animals 

(7.1%) and small share of crude materials, inedible , except fuels (1.4) and beverages and 

tobacco (1.2%).   

Table 9 

 

Source: European Commission, 2012 

From the analysis of the presented tables, it is quite visible that the structure of the EU 

exports is much more diverse than Russian exports. Russian exports to the EU are based on 

natural resources for consumer goods. Therefore, Russia should restructure its foreign 

trade, which should be based on the industrial specialization and the exchange of the 

mainly finished commodity. Presented study of the commodity structure of trade between 

the EU and Russia has supported the first hypothesis “The trade between Russia and the 

EU is still suffering of autarchy prior to 1991. It is based on exchanges of NR for consumer 

goods. The trade should be more diverse, based on intra-industry exchanges.” The EU 

could play an important role in solving this problem. The EU is interested in the 

sustainable growth of its exports to Russia. It is obvious that the growth of the EU exports 

could be realized under the condition of a counterparty growth of its exports to the EU, 

which is impossible without the restructuring of the Russian industry. 

An important element of the international trade performance is the trend analysis. There 

are presented six trends, such as Russian exports (EU27 imports, M) values in EUR, 

Russian exports in quantities: kg (QM), the Unite Ton Price of Russian exports (UTPM), the 

EU exports values in EUR (X), the EU exports values in quantities (kg, QX) and the Unit 
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Ton Price of the EU27 exports (UTPX).  Annex 2 presents Russian exports value trend 

regression for 2000-2012 years. Since the 2000 till 2002 trend had a minor change. In the 

period from 2002 till 2008 trend line was steadily growing. World Financial Crisis had 

significant impact on the trend. It is explained by the sharp decline of it in 2009.  From 

2009 to 2011, the trend variable indicates the upward acceleration of growth and represents 

a stable growth in 2012. According to the regression model the average growth rate for 

2000-2012 amounted 8,6 %, which means that the trend is in the state of positive 

development. 

Compare to the other regression models, Russian exports in quantities model, which is 

presented in the Annex 3 has a quadratic equation. The trend line was rapidly increasing 

from the period of 2000- 2004 and then gradually stabilized from 2004-2006. Since 2006 

there was gradually declining with a sharp decrease in 2009. Analysis of trend since 2009 

shows that the new phase of slow growth started and a declined a little in 2012. 

A proxy indicator of the quality of Russian exports to the EU was decreasing from 2000 till 

2003 (Annex 4). Trend variable of UTP of the Russian exports was increasing from 2003 

to 2008. As well as in the previous models the World Financial Crisis reduced the level of 

manufacturing in 2009. From the 2009 the trend of the Russian exports UTP has a good 

tendency of development. The average growth rate from 2000 to 2012 is 6,7%. 

The EU exports in values were stable increasing from the 2000 till 2008. (Annex 5) After 

the sharp fall of level of exports in 2009, the stable growth phase has started. The average 

growth rate of export is 10, 81%. 

The EU exports in quantities regression model (Annex 6) have the similar tendency as the 

previous model.  The trend line has gradually increased from the period 2000 to 2008; 

there was a large decline in exports in 2009 and a rapid increase of it in 2010. For the 

period of 2010-2012 the EU27 exports in growing. The average growth rate of The EU 

exports in quantities is 7, 85%. 

The regression model presented in the Annex 7 is showing the evolution of quality of 

trade. The UTP of the EU27 exports was increasing from the 2000 to 2008. From the 2008 

to 2010 The UTP was gradually reducing and after 2010 started to rise. It is important to 

increase the UTP for Russia as well as for the EU in order develop the level of trade.  
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From the presented trend analysis it is possible to conclude that Russia’s exports to the 

EU27 as well as the EU27 exports to Russia have a good level of development. All trend 

variables were significantly affected by the World Financial Crisis.  EU27 exports trends 

had a stable development except the year 2009 while Russia’s exports trends had a 

different cycles of development. 

Russia is trying to gain an equal role in terms of global partnership. Russian accession to 

the WTO was an important step in the EU-Russian trade relations. On 22 August 2012 

after the 18 years of negotiations the Russian Federation became the 156th member of the 

WTO, which has an impact on the relationship between Russia and the EU (The WTO, 

2012).  

Dialogue between Russia and the EU has played a key role in solving most fundamental 

issues of the Russian accession into the World Trade Organization. Problems emerged 

until the last moment. Nevertheless at the final stage of a long way they were removed. 

Russia’s accession to the WTO should bring a positive impact on trade and capital 

investment between Russia and the EU. The geographical position and the importance of 

Russian market in terms of volume growth make Russia an important partner of the EU. 

Russian accession to the WTO will reduce import duties, limit export duties, provide wider 

market access for European service provider and simplify the rules and procedures in many 

areas affecting bilateral economic relations. The particular importance will acquire the 

legal system in the customs procedures, the use of sanitary and health measures and 

technical standards. 

According to the Chart 1, the volume of imports increased on 1981 million EUR during the 

period from January-March. From the March to July there was a decline on 4494 million 

EUR. From the July to September the volume of trade increased on 2476 million EUR. 

The dynamic of volume of EU27 imports after the accession of Russia to the WTO is an 

increase during the September – October period on 2117 million EUR and flowing decline 

on 2029 from October to December. 
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Chart 1 EU27 imports to Russia by months (Jan. 2012- Dec.2012) 

 

PERIOD VALUE IN MILLION EUR 

Jan. 2011 

Feb. 2011 

Mar. 2011 

Apr. 2011 

May.2011 

Jun. 2011 

Jul. 2011 

Aug. 2011 

Sep. 2011 

Oct. 2011 

Nov. 2011 

Dec. 2011 

Jan. 2012 

Feb. 2012 

Mar. 2012 

Apr. 2012 

May.2012 

Jun. 2012 

Jul. 2012 

Aug. 2012 

Sep. 2012 

Oct. 2012 

Nov. 2012 

Dec. 2012 

15878 

15418 

18287 

18143 

18187 

15204 

16808 

15504 

15655 

16843 

16624 

16632 

17627 

17985 

19608 

18404 

17898 

16231 

15114 

17335 

17590 

19707 

18218 

17678 

Table 10 Source: Eurostat database available through 

http://epp.eurostat.ec.europa.eu/newxtweb [Extracted by the author on 31.03.2013] 

Chart 2 presents the main EU27 exports to Russia by months. The volume of the 

EU exports increased on 3122 million EUR from January to March and decline on 899 

million EUR during the March-April period. From the July to September there was decline 

http://epp.eurostat.ec.europa.eu/newxtweb
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on 847 million EUR. After the Russian accession to the WTO the EU27 volume of exports 

increased on 1556 million EUR from the September to November and declined on 3018 

million EUR during the November –December period. 

According to the data presented in the Table 3, the total trade turnover between Russia and 

the EU consists 307518 million EUR in 2011 and 336664 million EUR in 2012. Therefore, 

the growth rate in foreign trade between the EU27 and Russia amounted 109.4 % in annual 

terms. 

Chart 2 EU27 exports to Russia by months (Jan. 2012- Dec.2012) 

 

 

PERIOD VALUE IN MILLION EUR 

Jan. 2011 

Feb. 2011 

Mar. 2011 

Apr. 2011 

May.2011 

Jun. 2011 

Jul. 2011 

Aug. 2011 

Sep. 2011 

Oct. 2011 

Nov. 2011 

Dec. 2011 

Jan. 2012 

Feb. 2012 

Mar. 2012 

Apr. 2012 

May.2012 

Jun. 2012 

Jul. 2012 

6159  

8032  

9278  

8452  

9083  

8905  

9314  

9555  

10122  

9703  

10643  

9091  

7676  

9635  

10798  

9899  

10103  

10684  

11089  
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Aug. 2012 

Sep. 2012 

Oct. 2012 

Nov. 2012 

Dec. 2012 

10931  

10242  

11635  

11798  

8780 

Table 11Source: Eurostat database available through 

http://epp.eurostat.ec.europa.eu/newxtweb [Extracted by the author on 28.03.2013]  

According to the data from the Table 10 and Table 11, the total trade turnover of the 

bilateral trade for the period after Russian accession to the WTO from September to 

December 2012 represents 115648 million EUR. In the same period in 2011 the trade 

turnover amounted 105313 million EUR, which means that trade turnover increased by 

9,8% in 2012.  

According to the Federal Custom Service of Russia, the total trade turnover of Russia for 

the January-February 2013 period amounted 62064.4 millions of USD and in comparison 

with January – February 2012 total trade turnover increased by 1%.  Thus, the analysis has 

demonstrated that after Russian accession to the WTO, the trade and economic partnership 

is expanding. It supports one of the formulated hypotheses. 

Besides some positive impacts of Russia’s accession to the WTO on bilateral relations, 

new problems are still occurring. Russia is a member of the Customs Union of Russia, 

Kazakhstan and Belarus. This structure acquires some features of supranationality. 

Therefore some custom regulations and different aspects of the trade policy are decided not 

on the national level but with taking in the account opinion of all member states. Thus, the 

implementation of a number of obligations that must be met by Russia in the context of its 

accession to the WTO partly should be executed by the Custom Union too. This aspect also 

complicates the process of negotiations between Russia and the EU concerning the new 

legal basic agreement.   

Already after two weeks after Russia’s accession in the WTO, EU Trade Commissioner 

Karel De Gucht started to talk about the unresolved issues connected with Russian duties 

on the Russian-Finnish seminar. He made it clear that there is a possibility of applying to 

the Committee for the dispute settlement of the WTO. The main claims of European 

officials were linked to the two protectionist measures – recycling fee on cars and a cattle 

import ban from the EU to Russia. EU officials believe that Russians do not carry out a 

number of the WTO requirements related to the automotive industry and animal 

husbandry. Russia is also blamed for the introduction of a number of protectionist 

http://epp.eurostat.ec.europa.eu/newxtweb
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measures against foreign producers. The United States and Japan agreed with accusations 

of the EU. According to representatives of the EU, the trade policy of Russia violates the 

rights of European companies and hinders healthy competition. 

It is not excluded that these emerging issues will not be the last. Russia’s negotiations 

about the accession to the WTO were lasted for 18 years. After the country was finally able 

to join this organization this solution was criticized as by many economists as well as from 

the producers’ side. Opponents of Russia’s accession to the WTO fear that the sale of 

Russian industrial goods will be reduced. 

Results of the Center for Economic and Financial Research at New Economic School 

(CEFIR) demonstrated that the growth of Russian economy, because of the accession to 

the WTO, will account 0.41% of GDP in the first couple of years after the all tariff 

reduction (gradual tariff reduction will be held on during 5 years).  The growth of Russian 

economy is supposed to be 0.96% in 5-6 years after the final tariff reduction (CEFIR 24. 

December 2011). The calculation of the economic impact of Russian accession to the 

WTO on the economy of Russia objectively is quite challenging. This is confirmed by the 

fact that any developed country hasn’t a precise and complete economic analysis of the 

benefits of their participation in the WTO. Available formulas (for example, in the United 

States for goods and in Australia for services) are guided by the theory of comparative 

advantage, which is too general. Those formulas don’t take into account the cross-sectoral 

consequences. For example, how the decline in production of meat caused by the reduction 

of tariffs will affect the volume of production of meat processing equipment or 

refrigerators. More reliable estimates of the consequences of Russia’s accession to the 

WTO could be made after the experience of the first years of application of the WTO 

agreements, when it will be possible to assess the impact of participation in the WTO in 

terms of trade growth, decrease or increase of the number of trade conflicts and the impact 

of the adapted to the WTO legislation norms on the development of the national economy. 

From the fact that none of the 156 countries, including developed and least developed 

countries didn’t come out of the WTO and non-member states seeking to join the 

organization, it implies that the WTO membership as a whole does not prevent the 

implementation of the national interests, but rather contributes to their achievement. As a 

result of Russia’s accession, many trading partners including the EU will gain facilitation 

in trade conditions, although it also depends on how Russian civil service will be able to 

implement these obligations in practice. 
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Russia’s accession to the WTO is an important direction as from the international point of 

view as well as from the bilateral prospects. The main changes are related with improving 

market access for goods and services. According to the report of the Working Group on 

Russia's accession to the WTO, average import duties for goods will be reduced from 10% 

to 7.8%. “In some important sectors, such as automotive, the import duty reductions are 

more significant (decreasing from currently 30% to 25% upon accession and to 15% after 7 

years). It is estimated that the overall tariff reduction will result in savings of 2.5 billion 

euros annually in import duties for EU exporters. Furthermore the reduced tariffs are 

estimated to stimulate 3.9 billion euros of additional EU exports to Russia per year” 

(EEAS, 2012). 
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Chapter 3: The strategic vision of the EU-Russia bilateral 

partnership 

Trade and Economic relations between Russia and the EU are the most active, problematic 

and promising areas of bilateral partnership. Political realities at the present time don’t 

have a proper reflection in the bilateral partnership, while trade and economic relations 

have stable development and the level of interdependence of the parties is very high. The 

EU and Russia are influenced by the number of factors and experience the political, 

economic and social transformation, which has significant implications for their relations. 

The partnership between Russia and the EU has been influenced by many problems, which 

is important to analyze and eliminate. 

3.1 Main problems in relations between Russia and the EU 

Problems in bilateral relations occur in the legal basis of the economic and trade relations 

between Russia and the EU. Despite the fact that Partnership and Co-operation Agreement 

was quite successful agreement from 1997, nowadays, many significant changes have 

occurred since that time and the renewal agreement should be elaborated. “Compared with 

current political realities, the agreement does not form the foundation for a comprehensive 

partnership based on common values and norms” (Kempe I., Ochmann C., March 2013, 

p.5). Nowadays, PCA doesn’t work properly; therefore political and economic cooperation 

is losing further development.  

Negotiations on a new agreement are slow developing. The last of the twelve rounds took 

place in December 2010. The main dispute was divergence of positions in the issues of 

bilateral trade and investment. The drafting group meeting in December 2012 provided the 

cause for the cautious optimism. It is supposed that the negotiations will be resumed in 

2013. 

The other aspect is different vision of the new legal basis agreement of the parties. 

According to Moscow’s opinion at this stage, it is enough to conclude relatively short-term 

contract, which would be further supplemented by sectorial agreements. Brussels continues 

to insist on the negotiations of comprehensive agreement.  

There are few important factors, which will affect the delay of the negotiations on a new 

agreement. Russia need some time in order to adapt to the WTO regime, to examine 
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aspects, which the membership brings to the specific market and specific producers. For 

many Russian businesses certain agreements on the terms of accession were an unpleasant 

surprise. One of the examples is that duties on the import of pork products remain, at the 

same time Russia should remove the duty on the import of live pigs. It is essential that it 

will have serious impact on the Russian pig farms. Different industrial projects, which are 

connected with construction of wood processing enterprises, slow down its development. It 

was promised a certain protection from competition as for internal as well as for external 

economic entities, but in reality on the contrary it is removed. There are numbers of such 

examples. Russia and the EU started to follow the same economic rules. Russia has a 

certain concerns about the agricultural sector, because agricultural production in the EU is 

much more powerful than in Russia. 

As it was mentioned in the Chapter 2, from the point of view of the comparability of the 

data of the foreign trade turnover there are a number of differences in the methodology of 

accounting between the Russian and The EU statistics, which affects the value of mutual 

trade turnover. These problems are partially the result of gaps in Russian legislation. 

Commercial structures involved in foreign economic relations try to increase its net profit 

through a variety of schemes, aimed at the falsification of the data of the customs of 

accounting of goods. Therefore, the one of the object of state authorities should be the 

convergence of methodological approaches and standards for the collection and processing 

of information. It also seems necessary to introduce tighter controls over the quality of the 

data provided, to ensure the calculation and publication of traditional economic indicators 

of international statistics, which would more accurately predict the economic activities of 

the state and to determine its role in the international arena. 

One of the natural fears of the Russia and the EU is energy security. Russian transport 

infrastructure is interdependent with the EU. After the implementation of the “Nord 

Stream”, Russia’s dependence on exports to the EU has increased. In case of the fast 

realization of the “South Stream” project it will acquire an unprecedented scale of 

dependency. Russian partners from Germany and other EU member states are also worried 

about it. This supports the hypothesis which was stated at the beginning “The EU is 

becoming more and more important economic partner of Russia.” 

Russia is also an important market for the EU and it has big opportunities. But nowadays, 

it is mostly only potential. It is also in Russian interest to move to another type of external 
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trade. Predominating role of energy carriers, instead of final goods is negative aspect in the 

Russian exports. In order to develop bilateral relations, Russia should provide the 

restructuring of its industry with the help of the EU capitals. The EU member states in the 

meantime do not show excessive interest in expanding the range of imports from Russia 

and consider Russia mostly as a raw materials appendage. The sustainable energy supplies 

along with the maintenance of the basic political stability are the main priorities of the EU 

policy now. It is important to note that the EU counties by themselves are seeking to 

develop new energy resources in order to be able to protect themselves from potential 

domestic Russian disputes and to secure themselves from the Russian eventual possibility 

of using its energy resources as an instrument of political influence.  

The key problems in the economic relations in energy security are the lack of clearly 

formulated objective and the legal framework. The energy security reveals the weaknesses 

of the relations between countries and shows the way to strengthen them. The aspirations 

of the partners have undergone serious changes since 2000. Nowadays, Moscow and 

Brussels are oriented on the single energy market; this is the goal of the “Roadmap for 

cooperation between Russia and the EU in the energy sector until 2050” project (European 

Commission, 2013). Nevertheless, this definition of the objective of cooperation is 

complicated by the differences in the vision of energy sector and external activities by the 

parties.  

According to the “Energy Strategy for the period up to 2030” Russia focuses on the budget 

efficiency, modernization and stability of institutions (Ministry of Energy of the Russian 

Federation, 2010). The main aim of Russia is the maximization of the income, which is 

guaranteed by the control of gas pipelines and by the access to the end consumers of the 

EU.  

According to the Green Paper of 2006 “A European Strategy for Sustainable, Competitive 

and Secure Energy” the liberalization of the energy market by the introduction of the 

competition through a hard separation of production, transportation and distribution is one 

of the priorities of the EU (Official Journal of the European Union, 8 March 2006). 

Disagreements between Russia and the EU regarding the objective of cooperation are most 

clearly manifested in the gas sector. It is demonstrated by the disputes on the Third Energy 

Package adopted by the EU in 2009, disputes between the Russia and the EU are related to 

the pricing principle in this area. The reciprocity principle is understood differently. Russia 
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means by this term the overall responsibility for delivery, while the EU interprets it as the 

common rules and the liberalization of markets. Because of the different positions, the 

export of nuclear technology and energy is under the threat. 

The EU in many respects is dedicated by the desire to implement in the partner country not 

only market mechanisms, but also its legal regulation. Moreover, these legal standards do 

not always provide the best solution for the internal problems of the EU. In reality, they 

represent the decision, which is acceptable for the majority of the member states at the 

moment. Extrapolation of legislation is beneficial to the EU because it simplifies the 

cooperation with third countries and facilitates the activities of the European companies. 

As a result of it, the EU occurs the leading position and the specifics of the partner are not 

fully take into account, which contradicts the principle of equal partnership. 

Energy sector represents a complex combination of economy and politics. Its connection 

with the high income and security of the country is evident. In this context energy sources 

are used not only for economic cooperation but as a tool of political confrontation. The 

politicization was quite regular presented in the relations between Russia and the EU.  It 

was provoked by the EU accession of new members and the suspension of Russian gas 

supplies. Some EU countries are more than others exposed to the influence of the 

politicization process. It is caused by the stereotypes of the past, which play an important 

role in the citizens thinking of such countries as Baltic States and Poland, and the lack of 

alternative channels of supply of natural gas. The acuity of the problem is closely 

connected with the fact that infrastructure development particular the construction of 

pipelines is lagging from the liberalization. Thus, the internal energy market exists only on 

the paper, as it is created the necessary legal framework, but it is not implemented in 

practice. Both sides stands for the depolitization of the energy sector, the concentration of 

the integration in economic area, however, this process is differently understood. The EU 

means by this the extension of the market regime and Russia orients on the profit 

maximization. There is existence of the certain criticism: Russia's refusal of the EU norms 

automatically interpreted by some of its members and institutions as a reason for 

politicization. Russia on the other side due to the specific of its foreign policy vision is 

inclined to interpret the EU's approach as interference in its internal affairs. 

There were two possibilities to provide the legal framework for the international energy 

cooperation. The first one is negotiations on the Energy Charter Declaration in 1991 and 
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Energy Charter Treaty (ECT) in 1994. Russia took and active part in the development of 

these documents, but refused to ratify the Energy Charter Treaty. The ECT would provide 

the non-discriminatory treatment of foreign investment. It would allow European 

companies to acquire certain rights to natural resourced and energy companies, thus, 

withdrawing huge financial flows from oil and gas industry of Russia. The EU specialists 

suggest that as soon as there are financial and technological possibilities, Russian company 

don’t want to have competition from the other foreign companies.  

The second opportunity was during the negotiations on the PCA in 1994. However, the 

energy security is not reflected in the PCA, because at that time of negotiations Russia and 

the EU expected that the main legal provisions will be set out in the ECT. Thus, already in 

1990s there were problems in the legal framework of energy sector, which the parties 

partly covered in the EU-Russia Energy Dialogue. It was initiated in 2000 and in fact 

represented the consultation on the regulations of certain aspect of cooperation. 

Subsequently, the “road map” for the CES in 2005 and the “Partnership for 

Modernization” of 2010 followed the same purpose. The energy security still remains one 

of the least developed areas of legal economic relations between Russia and the EU. 

Therefore, the energy security is one of the main issues in the negotiations on a new 

agreement. In this case, the EU is committed to include in the text of the document the 

provisions of the liberalization, while Russia to preserve the freedom of action and to 

separate energy sector as a subject of the special protocol. 

At the present time economy of Russia is still facing corruption. Investment climate needs 

the radical improvement, because the investments are not used in the full extent. 

It is important to diversify and increase the efficiency of the national economy including 

the implementation of structural reforms. There is an outflow of capital from the country, 

which has reached the worrisome scale. 

There is a presence of a number of contradictions between Moscow and Brussels in the 

understanding of the basic values and their implementation on practice. These basic values 

are the certain guarantee of protection of property rights, legal regulation and law 

enforcement. There is also political criticism of Russian dominance over the Post-soviet 

countries, which hinder the improvement in the relations. “The German parliament’s 

resolution “Strengthen the Rule of Law and Civil Society in Russia Through Cooperation,” 

passed on 6 November 2012, is one example” (Kempe I., Ochmann C., March 2013, p.5). 
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The essential problem is mistrust between the EU and Russia. Internal problems of the 

integration system of the EU are much publicized. There are also internal disputes inside 

the structure of the EU about the vision of the relations with Russia. There is missing the 

unanimity in the EU decisions, which prevents in the certain extent the solution of number 

of questions. The policy of the EU to rescue Greece from the default in the past two years 

was not very clear. According to the preliminary estimated of the competent international 

and supranational structures, it will be the zero or in case the market situation does not get 

worse it will be minimal economic growth. Along with this scenario, there is a possibility 

of less optimistic scenarios such as: the internal market will be reduced, unemployment 

will get a higher level and economy measures will reduce the possibilities of qualitative 

economic growth in the region. 

The presence of the problems, which were revealed during the analysis doesn’t 

significantly threat the trade relations by itself, but they fundamentally slow down the 

further integration process between Russia and the EU. It is important to eliminate these 

problems, but it is impossible to solve them immediately. It requires the experience of 

cooperation between energy companies, this in turn requires time. There is a need in 

researches, which will reflect the vision of the both parties. Nevertheless, already now 

some suggestions for neutralization of these problems would be provided. 

Energy security needs the clear definition of the goal of further development. It is 

important to determine what both countries understand by notion the single energy market. 

It should be leaved the space for the selection of the tools for achieving the goal, based on 

specifics of the partners. The mechanism of the decision making within the EU, which 

allows to take into account the differences in preferences of the structure of the economy 

and culture differences of the member states, could also serve for the partnership of Russia 

and the EU. The diversification of the trade could also help to eliminate the problems.  

The first direction is the improvement of the energy efficiency and the development of 

renewable sources of energy. In this aspect the EU has an advantage. This idea occupies an 

important position in the “Partnership for Modernization” agreement. The second direction 

is the complement of the intergovernmental dialogue, which should involve the senior 

governance and the heads of departments of energy. It would be useful to involve the day-

to-day cooperation of different levels officials and representatives of regulatory authorities. 

This practice became widespread in the Energy Dialogue and it would be efficient to 
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develop it further. This so called “transnational links” is the form of negotiations of 

business, environment organizations and independent experts. The other direction is the 

usage of negotiation platforms of international organization such as G8 and G20. The EU 

and Russia are both member states of these organizations. The advantage of cooperation in 

the framework of international organizations lies in the fact that the international forum 

leads to the mutually acceptable for the countries mechanisms that would be implemented 

in their legislation. It ensures the equality of the partners in negotiations process. Russian 

accession to the WTO should serve as a positive factor for elaboration of the strategy 

concerning the regional integration. Russia should reconsider the ECT, if it is amended 

with the reflection of its interests, which are formulated in the Draft Convention on 

Ensuring International Energy Security. 

Internal policy of the partners should be directed to the solution of fundamental problems 

of the energy sector. Thus, the improvement of the infrastructure of the internal market the 

EU could contribute to de-politicization of the bilateral relationship. It is quite paradoxical; 

nevertheless the development of shale gas in Poland and the construction of a terminal for 

acceptance of liquefied natural gas in the Baltic Sea region would be favorable for Russia. 

These costly projects would not be an alternative for Russian natural resources, whereas 

would create the potential for diversification and would contribute in de-politicization of 

relations. For Russia the alternative markets of oil and natural gas are important. In this 

context its Asian orientated policy is a good step, because of the greater number of options. 

Russia should make internal restructuring of its industry in order to diversify its production 

and develop its trade structure with the EU.  

Summing up, problems that are hindering the development of economic and trade relations 

are demonstrated mainly in legal basis of the bilateral relations, investment sphere and 

energy security. Energy will be always controversial issue for countries, but at the same 

time the success of energy cooperation will set the impulse for economic cooperation in the 

other areas.  

The lack of the significant progress in integration process is quite understandable. Russian 

economy as well as the EU economy is not ready for the integration. Russia just recently 

accessed the WTO and achieved during the difficult negotiations rights on a certain level 

of protection of domestic markers and seven years of transit period. During this period, the 

level of the protection should be reduced. The gradual reduction of barriers will allow 
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Russian industries to adapt to the increased competition with the foreign companies. It will 

lead to realization of the need for implementation of measures aimed at increasing the 

competitiveness of the Russian goods and services production. In this circumstance it 

would be illogical to remove tariffs and other barriers in order to create free movement of 

goods, services and capital before the end of transition period and thus, starting the 

promotion of regional integration. Firstly, it is important to regulate the level of foreign 

competition in respect of employers of all countries and only after to transit to the full 

opening of the Russian market for European companies. Creation of the FTA between 

Russia and the EU at the present time would bring benefits mostly for the EU. 

The transition to the FTA of Russia with the EU could lead to the serious loss of budget 

revenues of Russia. The EU accounts for a half of the foreign trade turnover of Russia, 

consequently about the same share of the proceeds from the collection of imports and 

export custom duties. Whether the government will be able to find compensation for the 

shortfall in income is quite uncertain. With regard to the longer-term perspective, the 

possibility of closer integration of Russia with the EU should be considered only in the 

context of achieving progress in the modernization of the national economy of Russia and 

the growth of the ability of Russian business to compete and the approximation of the 

Russian economic legislation with the EU norms.  

Closer cooperation of entrepreneurship will not guarantee the elimination of problems in 

economic relations. Therefore, it isn’t impossible to develop economic sector without the 

participation of the state sector. It will require the bilateral political dialogue with the 

solution, which would minimize the negative effects on the economies of Russia as well as 

the EU. 

Complex problems which arose in economic and trade relations as in domestic situations in 

Russia and the EU might in some extent hinder the development of the further bilateral 

cooperation. However, Russian and European entrepreneurs are still required to find the 

ways for the further mutually beneficial cooperation. There is already established an 

institutional mechanism in the form of round table of industrialists from the both sides, 

which is usually take place simultaneously with the EU - Russia summits. As a part of 

round table, there are working groups on energy sectors, financial services, information, 

space, telecommunication technologies, transport and wood processing industries. Another 

space for the discussion of the issues of economic cooperation is Russian-German 



 

59 

 

Chamber of Commerce in Moscow. It is obvious, that joint efforts of Russian and 

European businesses will be able to find mutually acceptable and beneficial compromises.  

3.2 The EU-Russia relations: directions and prospects 

The EU market is very important for Russia as well as Russian market for the EU. Such 

factors as the geographical proximity the complementarity of bilateral economics and 

infrastructures, legal base of cooperation and long-standing business tradition contributes 

to the development of trade and economic relations between Russia and the EU. 

“One important task for Europe is the establishment of think tanks in policy-oriented 

analysis of Russia. These centers, with participation from Russia and the other post-Soviet 

states, would work on a realignment of relations: From a new institutional approach, from 

analyses, and from newly constructed networks a road map to a new basic agreement 

between Russia and Europe that is attractive and gives directions to both sides can be 

developed”( Kempe I., Ochmann C., March 2013).  

The future development of relations depends on ability of the EU to act. The EU should 

unanimously make decisions as a global actor in order to solve the current energy issues. 

The EU will gain a special attractiveness as a Russian partner only, if it is able to overcome 

the present financial crises. Otherwise, it would not be able to promote the modernization 

of Russia. “The EU must develop and implement new forms of institutional cooperation, 

such as tiered integration through partial membership on a free-trade zone” (Kempe I., 

Ochmann C., March 2013, p.7).  Historically the deepening and widening of the European 

integration was good contribution for ensuring of well-being of the European continent. 

These countries have common interests and values. In order to promote the closer 

integration between Russia and the EU, it should be not only economic reasons but also the 

common interests and values of the countries. 

Despite the current political differences, Russia and the European Union remain stable 

economic partners. Russian export of energy resources to the EU is the base of trade 

relations with the main member states of the EU. Therefore, the prosperity of the EU-

Russian relations and the image of Russia as a reliable political and economic partner are 

largely depended on the stability of energy supply. 

Nevertheless, energy cooperation is not able to replace the political guidelines for the 

further development of relations. In this regard, there is lack of political will in the 



 

60 

 

negotiations on the further bilateral future. Russia is satisfied with the current level of the 

energy interdependence relations, while the EU doesn’t much trust reforms of the President 

of Russia V. Putin and doesn’t see further joint future without sharing common values 

(Borko Y. A., 2001, p.48). It is important to understand that economic interdependence 

doesn’t guarantee the full agreement on political issues. The economy is a strong weapon 

in political disputes, but it is not able to solve all problems. Whereas the use of natural 

resources as a political tool is not the most profitable, rather deceptive advantage of Russia. 

Like some other countries, which are rich in resources, Russia is beginning to suffer from 

the so called ‘Dutch disease’, and this could mean unwillingness to take any structural 

reforms in the economic sphere, because of the high natural resource rent and favorable 

market conditions. 

Summing up, the prospects of relations between Russia and the EU are very ambiguous.  

Russia is pursuing its own national interests. The EU is a partner and a competitor at the 

same time; that’s the complexity of relations. Despite the current political differences, 

Russia and the European Union remain constant economic partners. Economy is a strong 

mean of settling political instability, but it is not able to solve the entire problem, there is a 

necessity of the decision-making. Closer Russian-European economic cooperation meets 

the political obstacles and the lack of proper legal base barrier. Cooperation in the energy 

sector cannot substitute the political orientation of the further development of relations. 

The phenomenon of globalization of the world economy deserves a special attention 

among the new tendencies in the global economy. The globalization of the world economy 

demonstrates the universal trend of converge of countries by the level of its economic 

development. The practice has shown that countries are not able to develop without the 

integration in the world economy. Moreover, foreign economic relations are an important 

exogenous factor that has a significant impact on the dynamics and stability of the national 

economy, the formation of its structure and the efficiency of operation. External trade and 

investment cooperation are traditional forms of foreign economic relations between Russia 

and the EU. The EU has always been a strategic partner of Russia in economic sphere. For 

a long time the EU was the best example of integration system, which was becoming 

stronger player in the world. One of the priorities of foreign policy of Russia at the present 

stage is to create the most favorable conditions for its economic cooperation with key 

partners on the world market. The European Union is the main foreign partner of Russia. 

After the implementation of economic and political reforms in Russia, the scope of its 
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foreign economic relations became even more important. Trade relations are the main form 

of international economic relations of the EU. Thus, in particular foreign trade relations 

between Russia and the EU lead to the creation of the preconditions for the emergence and 

development of economic integration during growing globalization of the world economy, 

as it was stated in the hypotheses. Eastern enlargement made the EU the neighbor of 

Russia and should contribute to the deepening of cooperation between Russia and the EU, 

but it also brought some problems to the integration system. It should be emphasized that 

this is only prerequisites for the further integration and in the short run neither Russia nor 

the EU are ready for it. The detailed reasons for the unavailability of both parties are 

considered in the first possible scenario of the development of trade and economic 

relations. 

Two possible scenarios of the future development of trade and economic relations between 

Russia and the EU are presented in order to examine the prospects of bilateral relations. 

The first variant is less likely to happen.  

This possibility is the coordination of the text and the signing of the new agreement within 

next one or two years. At the best the new agreement will be ratified by all member states 

of the EU and Russia and will enter into force. It will give the precondition for the whole 

Europe to establish a common market with the free movement of goods, capital and 

services. But this will require the participation in the agreement of immediate partners such 

as the Eurasian Economic Community (EurAsEC) and the European Economic Space. 

Neither the EU nor Russia is ready for this, although it could be the new strategic goal of 

their relations. Until now the authorities of the EU do not want to engage the dialogue with 

the EurAsEC or the Commonwealth of Independent States (CIS). They justify their refusal 

to the fact that the groups in the former Soviet Union are not integration system. This 

argument is criticized, because the EU is engaged in dialogue with the African, Caribbean 

and Pacific Group of States (ACP countries). The negotiations between these groups are 

not bound by any formalities. In terms of quantitative and qualitative indicators of the 

integration, the EurAsEC is comparable with MERCOSUR or ASEAN. The EU has a 

framework agreement with these organizations agreements. 

The formation of Pan-European FTA will not fully respond to the interests of the EU, 

because the EU will not be so attractive for the neighboring countries and it will probably 

change the balance of power in favor of Russia. Thus, Ukraine will understand that it will 
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not be able to access the EU and will get the freedom to access the Pan-European 

integration and will stop to maneuver between Russia and the EU.  

The Pan-European operation will require high degree of political consensus and mutual 

trust between Russia and the EU. It is reasonable to assume that major decisions would be 

taken in the triangle of Berlin-Paris-Moscow with the help of Rome, Kiev, London, 

Warsaw and Ankara. The fate of a large part of Eurasia will depend of the ability of the 

group to quickly and appropriately respond to the challenges. The experience of the 

multilateral governance of so vast region has not ever happened yet. The time for it hasn’t 

come yet, because countries the EU should first to overcome the current financial crisis of 

the euro and Russia should modernize its national economy. 

The other prediction of the further development of relations is delaying the negotiations 

and the preservation of the status quo in the short term. In my opinion, this scenario will 

more truthfully reflect the reality of the future economic and trade relations between 

Russia and the EU. In this case legal framework of economic and trade relations will be 

based on the existing documents. The main goal for Russia will be obtaining the visa-free 

regime. From the EU point of view, the main objective will be ensuring the security of 

energy supplies and reducing dependence on Russian gas. 

Despite remaining differences, including issues of mutual investments and access to 

markets, Russia and the EU will remain important trading partners. The EU traditionally 

held the top place in the list of Russia’s trading partners. Russia is the third most important 

trading partner of the EU as it was mentioned in my research.  Thus the desire of each 

party to diversify its foreign economic relations will lead to some changes, but these 

changes will be very slow. It would be difficult for Russia to transfer the purchase of 

advanced equipment and high-quality consumer goods in the other regions, as well as it 

would be problematic to replace the Russian raw materials of the same raw materials from 

the other suppliers. 

It is not excluded that both parties will be interested in prolonging the negotiations on the 

new agreement. Each of them has a reason for this. The EU will avoid politically 

dangerous concessions in advance of negotiations with strong negotiators such as the U.S. 

and Japan. Russia will get a reprieve, which it can use to strengthen relations with its 

immediate neighbors including China and Kazakhstan. If the negotiations on the new EU 

agreements with Japan and the United States will be successful, the texts could help to 
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develop the model for a future agreement with Russia. Moreover, this model will be tested 

in terms of equal partnership, whereas the current agreements between the EU and Peru, 

Ukraine or Moldova are based on a different scheme. In case of failure of negotiations with 

Japan and the United States, Russia and the EU will be back to the starting point with a 

new knowledge about the possibilities and limits of diversification of its foreign policy.  

At the present moment it is important that during the negotiation period both parties will 

not pass to the tactics of mutual threats, ultimatums or sanctions. None of the partners 

should assume that a high degree of current mutual dependence gives the reason to the 

other partner for requirements, which are on the contrary with reality and common sense. 

Russia and the EU are weakened now. The EU is impaired because of the consequence of 

the eastern enlargement and the crisis of Eurozone. Russian economic development is slow 

because of the technical lag and slow modernization.  
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Conclusion 

The aim of the Master Thesis is analyzing and creation the most reliable value of the 

current EU-Russian economic and trade relations. During the analysis it was found out that 

the European integration has acquired the features of the large-scale integration process, 

which has not analogues in the history. The creation of the European Union is a gradual 

process that consists of several stages. At the beginning it was mainly based on economic 

and technical cooperation. Economic integration with the EU had a number of objectives, 

such as the preservation of peace and strengthening of its positions on the world arena, 

social and political stability, and the creation of the economic and political union. The 

central point of the economic integration is an internal market, established by the member 

states in order to create a unified economic territory without custom and trade barriers and 

accompanied by the introduction of the EMU. At the heart of the internal market are four 

main principles such as “the free movement of goods, labor, services and capital”. 

After twenty years of the successful development the EU is facing some problems. After 

the eastern enlargement the EU was at the crossroads of different ways for further 

development. The new phase of existence came up with the fifth enlargement. On the one 

hand, it was the unification of Europe after the artificial division of Europe caused by  the 

Second World War and on the other hand, it lead to the facing of new institutional 

challenges. 

The internal problems of the EU and Russia have a big impact on the development of 

economic and trade relations. In practice economy is closely connected with the political 

relations between countries, therefore there was examined the EU-Russia policy toward 

each other. The analysis showed that the transition to the more closely integrations is 

hindered by many aspects such as the presence of the financial crisis in the EU and the 

democratic weakness in Russia. A lot of political changes have occurred in domestic and 

foreign policy of Russia, such as re-election of Vladimir Putin and the efforts of Russia to 

increase its role as a global economic player. For the long period of time the main priority 

of Russian foreign policy was closer integration with the EU. Current economic difficulties 

of the EU led to the possibility of alternative integration system such as Eurasian Union 

and created a certain lack of political will of the further integration between Russia and the 

EU. 
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In the second chapter of the present Master Thesis it was provided the analysis of the 

development of trade and economic relations between the European Union and Russia. It 

was explained the reasons for international trade and two important models such as 

Ricardian model and Hecksher –Ohlin models of international trade. Those models are 

reflected in the real world and explain the trade system between Russia and the EU. Later 

on, we have described dynamic of the volume of trade in goods in the period from 2000 – 

2012 and explained the reasons and main factors which have influenced the volume of 

trade in goods. It was presented the main legal basis for the EU-Russian economic and 

trade relations which plays an important role. At the present time, relations between Russia 

and the EU are ruled by the following documents: 

 Partnership and Cooperation agreement (1997) 

 Common Strategy of the European Union on Russia (1999) 

 Medium-term Strategy for developing relations of the Russian Federation with the 

European Union for 2000-2010 

 Road maps:  Common Economic Space; Common Space of Freedom , Security and 

Justice; Common Space of External Security and Common Space of Research and 

Education (2005) 

 Partnership for Modernization (2010) 

The other sub-chapters of the second part of the research include an empirical study of 

economic and trade partnership, the commodity structure of the bilateral trade and trend 

analysis. During the implementation of quantitative analysis in the Master Thesis we faced 

the existence of problems in statistics of external trade. The data published by the EU 

institutions and Federal Custom Service of Russia differs from each other, which hampers 

the comparability of the published figures. Those problems are connected with the 

conceptual, methodological principles of collection and processing of statistical data 

between Russia and the EU. Therefore, the data mainly from the Eurostat were used in the 

research. From the bilateral structure of trade and the regression analysis it is possible to 

make the conclusion that trade between Russia and the EU is based on exchanges of 

natural resources for consumer goods that support the first hypothesis, which was stated at 

the beginning of the Master Thesis. 

Relations between the EU and Russia were described as a ‘strategic partnership’ from 2000 

year; however the perception of the bilateral economic relations was changed in the 
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‘interdependence’ nature. Russia’s dependence on EU markets has increased with the 

implementation of the “Nord Stream” Joint economic project, which supports the second 

hypothesis of the Master Thesis. 

Master Thesis is focusing on Russia’s accession to the WTO. After 18 years of 

negotiations Russia became the member of the WTO; it has affected the economic and 

trade relations between Russia and the EU. Provided empirical analysis confirmed the third 

hypothesis “Russia’s accession to the WTO will expand trade and economic partnership 

between Russia and the European Union.” The percentage of trade growth over a such 

short period is small, but I think in the long run, when the EU overcome the financial crisis 

and Russia will have experience of the first years of application of the WTO agreements, 

trade and economic partnership will expand. 

The third chapter is dedicated to the main problems in economic and trade relations, which 

occur mainly in legal basis, energy security, investment climate, and internal policies as of 

Russia as well as the EU. There were provided the possible suggestions in order to 

eliminate those problems. Countries tend to integrate with each other in the currently 

growing globalization of the world economy; trade relations between Russia and the EU 

has promoted the preconditions for the emergence and development of economic 

integration between parties. We have examined the directions and prospects of bilateral 

relation. There is proposed the scenarios of the future development of bilateral partnership. 

The first one is desirable scenario and the second variant is more corresponded to reality. 

Summing up many factors determine the characteristics of economic and trade relations 

between Russia and the EU. Many of them will negatively and positively influence the 

mutual economic cooperation in the future. In the analysis of different aspect and prospect 

for bilateral relations it should be preceded from the fact that the nature of these relations 

will be depended on the development of the economy of the EU as well as Russian national 

economy. 

For the main contribution of the Master thesis is considered the detailed analysis of the 

commodity structure of bilateral trade, identification of current problems and ideas about 

its elimination. Conclusions and recommendations formulated in the thesis could be useful 

in the work of the Ministry of foreign Affairs of Russia, the EEAS and other institutions 

and scientific researches. 
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Annex 1 

 

 

 

 

For the analysis of correlations deviations it was used Durbin-Watson statistics and 

showed that autocorrelation of the residuals were not detected. Test the Significance of 

Regression showed that the model is statistically significant at the 96% confidence level. 

White’s test for heteroskedasticity showed that test statistic is less than the critical value. 

Those factors allow to suggest that the model is properly specified. 



 

73 

 

Annex 2  

 

SUMMARY OUTPUT 

       

         Regression Statistics 

       Multiple R 0,9127 

       R Square 0,8331 

       Adjusted R 

Square 0,8179 

       Standard 

Error 0,1566 

       Observation

s 13,0000 

       

         ANOVA 

        

  df SS MS F 

Significanc

e F 

   

Regression 1,0000 1,3461 1,3461 

54,896

8 0,0000 

   Residual 11,0000 0,2697 0,0245 

     Total 12,0000 1,6158       

   

         

         

  

Coefficient

s 

Standar

d Error t Stat P-value Lower 95% 

Upper 

95% 

Lower 

95,0% 

Upper 

95,0% 

Intercept 24,8104 0,0821 

302,290

9 0,0000 24,6298 

24,991

1 

24,629

8 

24,991

1 

X Variable 1 0,0860 0,0116 7,4092 0,0000 0,0605 0,1115 0,0605 0,1115 
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Annex 3 
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Annex 4 

 

 

SUMMARY OUTPUT 

       

         
Regression Statistics 

       Multiple R 0,8793 

       R Square 0,7732 

       Adjusted R 

Square 0,7526 

       Standard 

Error 0,1475 

       Observation

s 13,0000 

       

         
ANOVA 

        

  df SS MS F 

Significanc

e F 

   

Regression 1,0000 0,8159 0,8159 

37,506

7 0,0001 

   Residual 11,0000 0,2393 0,0218 

     
Total 12,0000 1,0552       

   

         

  

Coefficient

s 

Standard 

Error t Stat P-value Lower 95% 

Upper 

95% 

Lower 

95,0% 

Upper 

95,0% 

Intercept -1,7418 0,0773 

-

22,530

3 0,0000 -1,9119 -1,5716 -1,9119 -1,5716 

X Variable 1 0,0670 0,0109 6,1243 0,0001 0,0429 0,0910 0,0429 0,0910 
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Annex 5 
 

 

 

SUMMARY OUTPUT 

       

         
Regression Statistics 

       
Multiple R 0,9237 

       
R Square 0,8533 

       Adjusted R 

Square 0,8399 

       Standard 

Error 0,1824 

       
Observations 13,0000 

       

         
ANOVA 

        

  df SS MS F 

Significance 

F 

   
Regression 1,0000 2,1281 2,1281 63,9625 0,0000 

   
Residual 11,0000 0,3660 0,0333 

     
Total 12,0000 2,4941       

   

         

  Coefficients 

Standard 

Error t Stat P-value Lower  95% 

Upper 

95% 

Lower 

95,0% 

Upper 

95,0% 

Intercept 24,0331 0,0956 251,3790 0,0000 23,8227 24,2435 23,8227 24,2435 

X Variable 1 0,1081 0,0135 7,9977 0,0000 0,0784 0,1379 0,0784 0,1379 
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Annex 6 

 

 

SUMMARY OUTPUT 

       

         Regression Statistics 

       Multiple R 0,9382 

       R Square 0,8801 

       Adjusted R 

Square 0,8692 

       Standard 

Error 0,1178 

       Observations 13,0000 

       

         ANOVA 

        

  df SS MS F 

Significance 

F 

   Regression 1,0000 1,1204 1,1204 80,7742 0,0000 

   Residual 11,0000 0,1526 0,0139 

     Total 12,0000 1,2730       

   

         

  Coefficients 

Standard 

Error t Stat P-value Lower 95% Upper95% 

Lower 

95% 

Upper  

95,0% 

Intercept 23,1985 0,0617 375,7954 0,0000 23,0626 23,3344 23,0626 23,3344 

X Variable 1 0,0785 0,0087 8,9874 0,0000 0,0592 0,0977 0,0592 0,0977 
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Annex 7 

 

 

 
 

SUMMARY OUTPUT 

       

         
Regression Statistics 

       Multiple R 0,8423 

       R Square 0,7095 

       Adjusted R 

Square 0,6831 

       Standard 

Error 0,0772 

       Observations 13,0000 

       

         ANOVA 

        

  df SS MS F 

Significance 

F 

   Regression 1,0000 0,1602 0,1602 26,8713 0,0003 

   Residual 11,0000 0,0656 0,0060 

     Total 12,0000 0,2258       

   

         

  Coefficients 

Standard 

Error t Stat P-value Lower 95% 

Upper 

95% 

Lower 

95,0% 

Upper  

95% 

Intercept 0,8346 0,0405 20,6200 0,0000 0,7455 0,9236 0,7455 0,9236 

X Variable 1 0,0297 0,0057 5,1838 0,0003 0,0171 0,0423 0,0171 0,0423 
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Annex 8 
 

 

EU27 imports to Russia 

Period VALUE_IN_BN 

EUROS 

QUANTITY_IN_100K

G 

UTPM lnM lnQM lnUTPM 

Jan.-Dec. 

2000 

63,78 2962336337 0,22 24,88 26,41 -1,54 

Jan.-Dec. 

2001 

65,87 3167231776 0,20 24,89 26,48 -1,59 

Jan.-Dec. 

2002 

64,49 3391564843 0,18 24,85 26,55 -1,70 

Jan.-Dec. 

2003 

70,66 3725136083 0,18 24,92 26,64 -1,72 

Jan.-Dec. 

2004 

83,95 4077231008 0,19 25,07 26,73 -1,66 

Jan.-Dec. 

2005 

112,59 4222036512 0,24 25,34 26,77 -1,43 

Jan.-Dec. 

2006 

140,92 4291655260 0,29 25,55 26,79 -1,24 

Jan.-Dec. 

2007 

145,03 4261103742 0,29 25,55 26,78 -1,23 

Jan.-Dec. 

2008 

178,30 4127203641 0,36 25,72 26,75 -1,02 

Jan.-Dec. 

2009 

118,00 3821878353 0,25 25,30 26,67 -1,37 

Jan.-Dec. 

2010 

160,68 3964747812 0,33 25,59 26,71 -1,12 

Jan.-Dec. 

2011 

199,92 3959487134 0,39 25,78 26,70 -0,93 

Jan.-Dec. 

2012 

213,21 3877066203 0,42 25,81 26,68 -0,87 

(Remark :UTP: Unit tonne price) 

EU27 exports to Russia 

Period VALUE_IN_BN 

EUROS 

QUANTITY_IN_100K

G 

UTPx lnX ln QX lnUTPx 

Jan.-Dec. 2000 22,74 111438622 2,04 23,85 23,13 0,71 

Jan.-Dec. 2001 31,60 129657525 2,38 24,15 23,29 0,87 

Jan.-Dec. 2002 34,42 136373253 2,42 24,22 23,34 0,88 

Jan.-Dec. 2003 37,21 139449405 2,51 24,28 23,36 0,92 

Jan.-Dec. 2004 46,03 161258562 2,63 24,47 23,50 0,97 

Jan.-Dec. 2005 56,70 182118553 2,81 24,66 23,63 1,03 

Jan.-Dec. 2006 72,33 214676303 2,97 24,88 23,79 1,09 

Jan.-Dec. 2007 89,08 240881756 3,19 25,06 23,90 1,16 

Jan.-Dec. 2008 104,83 267112098 3,26 25,19 24,01 1,18 

Jan.-Dec. 2009 65,58 187594888 2,88 24,71 23,65 1,06 

Jan.-Dec. 2010 86,13 244075324 2,84 24,96 23,92 1,05 

Jan.-Dec. 2011 108,35 287387834 2,95 25,16 24,08 1,08 

Jan.-Dec. 2012 123,26 292667593 3,21 25,27 24,10 1,17 

 

 


