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1. Theories of economic integration.

Economic integration defined by Balassa® as a process and as a state of affairs. Economic
integration comprises the set of political and economic measures to eliminate discrimination
between economic units that belong to different national states. It represents the absence of

discrimination between national economies.

Integration according to Machlup? is the process of combining separate economies into a
larger economic region. Machlup® and Staley* further argue that integration is concerned with

the utilization of all opportunities of efficient division of labor".

There are several forms of economic integration. They have different degrees of
discrimination between partner countries and between them and third parties. The most common
forms referred are the following.

Preferential Trade Agreements (PTAS): are arrangements through which member countries
receive reductions in tariffs or preferential treatment within quantitative restrictions on their
trade with other member countries while maintaining against third parties a normal level of trade
restrictions. This type of arrangement frequently applies only to a group of products and is

unilaterally granted.

Free Trade Areas (FTAS): accords by which member countries eliminate trade barriers
among themselves while maintaining their individual national barriers against third countries.

The disparity in the level of discrimination against third parties makes critical the control of trade
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flows coming through the different partners into the Free Trade Areas. Normally, strict rules of

origin and expensive customs inspection are necessary to prevent trade deflection.

Customs Unions (CUs): member countries remove all barriers to trade among themselves
and adopt a common set of tariffs for third countries; consequently, the adoption of intra-
Customs Union rules of origin and the need for customs inspection become obsolete. The level
of the common tariff is critical in determining the economic outcome of a Customs Union and
may be relevant in defining other domestic economic policies given its potential impact on
public revenues (although Customs Unions do not imply per se any harmonization of domestic

policies).

The following definition of the customs union theory (economic integration theory) was by
Lipsey as follows: "The theory of customs unions may be defined as that branch of tariff theory
which deals with the effects of geographically discriminatory changes in trade barriers [among

countries]"

Common Markets (CMs): these are arrangements that comprise all the characteristics that
define a Customs Union, but also allow for full mobility of factors of production. The member
countries within a Common Market define common policies regulating factor flows with third
countries. In this case, the need for domestic policy harmonization is more compelling than in
the Customs Union s case. However, there is no formal obligation for member countries to move

in this direction®.
Traditional Economic Integration Theories

Studies discussing trade gains from the integration and explaining the theoretical
implications of preferential trade agreements are based on the study of Viner’. His book titled:
"The Customs Union Issue™ was reviewed by many researchers in well known journals. These
also include Catudal® who describes Viner's work on the economics of customs unions as the
first time that anyone has subjected such a detailed and critical analysis of the issue of gains from

economic integration from a purely economic point of view.

Salera® has also described Viner's book as the first rigorous treatment of the subject. Other

book reviews of Viner's book include Cheng, Henderson, Ellsworth, Martin, Imlah, Stopler, and
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Kreps. We will review Viner's traditional customs unions theory, as well as the subsequent

developments made by many authors, especially Meade™ and Lipsey™.

Viner's study was the first who identified the concrete criteria to distinguish between the
possible advantages and disadvantages of economic integration. Viner's so-called “static
analysis™ of economic integration has divided possible effects of economic integration into the

well-known effects of trade creation and trade diversion.

Trade creation is the case when two or more countries enter into a trade agreement, and
trade shifts from a high-cost supplier member country to a low-cost supplier member country in

the union.

Trade diversion occurs when imports are shifted from a low-cost supplier of a non-member
country of the union (third country) to a high-cost supplier member country inside the union.
This may be the case if common tariff after the union protects the high cost supplier member-

country inside the union.
This can be illustrated by the following example:
Suppose that country 1 enters a customs union with country 2 or 3.

Country 1 will be better off because the domestic price of product X in country 1 (40) is
higher than in country 2 (30) or 3 (25). The direction of trade will shift from a high-cost member

(country 1) to a low-cost member (country 2 or 3). This is an example of trade creation.

If, for example, country 1 will levy a tariff of 100% on product X, then it will buy it from
country 3, which is the low-cost producer in this case. If country 1 enters a customs union with
country 2, then country 1 will buy product X from country 2 (selling at 30), not from country C
(selling at 50). The direction of trade has therefore shifted from an originally low-cost non-
member country (country 3) to a high-cost member country (country 2). This is an example of

trade diversion.

We can see that the whole issue of customs union can be disentangled in the free trade-
protection argument. As Salera'? points out that, the main purpose of any customs union is to
shift sources of supply. The customs unions are considered a movement towards free trade, if
this shift is from a high-cost to a low-cost source. However, if the shift is in the different

direction, then customs union may become a device for making tariff protection more effective.
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Viner announced that trade creation raises the home country's welfare, while trade diversion

lowers it®.

Viner also agreed that size does matter'®. He identified economies of scale, where the
larger the economic area of the customs union, the more likely is a customs union to operate in

the free trade direction.

Viner has concluded that customs unions are unlikely to provide more economic gains than
harm, unless strict circumstances prevail™. In this case, Kreps didn’t agree with Viner's general

conclusion concerning customs union, because it is rather negative™.

The idea that supported this conclusion is that trade-diverting effects of customs union can
outweigh their trade-creating effects, even if the resulting union tariff is lower than the average

fl7

level of the previous tariff™". Viner in his conclusion calls for worldwide non-discrimination of

trade barriers.

According to Viner's theory, countries are motivated to integrate if integration is likely to

produce static gains more than losses (trade creation more than trade diversion).

Many developments have been made to the Viner static analysis of economic integration

effects. The following is the summary of the major developments.
Trade expansion or trade creation and diversion

Meade has admired but criticized Viner's notion of trade diversion where a customs union
may actually lead to misallocation of the world's resources®®. He argued that analysis of Viner is
only true when there are conditions of inelastic demand and completely elastic supply. He
concludes that a customs union can actually increase the volume of trade even though there is
trade diversion if demand will be more elastic. Meade named this effect as "trade expansion”.
Meade suggests the traditional Viner analysis of trade creation and diversion should be updated

by this effect, because in this case trade diversion may not be that harmful®.

Customs Unions’ effects of Production and Consumption
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Perhaps this development is the most important contribution to the theory of customs
unions. Lipsey” argues that Viner has concluded that trade creation when production shifts from
the high-cost source to the low-cost source is "good", while trade diversion is considered the
"bad thing" in terms of economic welfare. However, Lipsey thinks this must not be the case, as
production and consumption effects both are included in economic welfare?. The Viner analysis
has concentrated only on the production side and neglected the consumption effect. The
illustration of this case is as following: when a customs union is formed, relative prices in the
domestic markets of member countries change because of the reduction in tariff barriers between
them. These price changes have two effects. A production effect as illustrated by Viner®?, and
secondly, a consumption effect where union members will obviously increase their consumption
of each other's products, while reducing consumption from countries outside the union. The
weakness in the analysis of Viner was determined by Sheer®. Sheer thinks that it is the
assumption that consumption is independent of these relative price changes. In other words
whether the world production is fixed, there will still be some changes in world consumption due
to the relative change in prices. Gehrels gave the identification to the consumption effects as the

response of consumers to the drop in import prices caused by the tariff removal®*.

Lipsey claimed that Viner's conclusion that trade diversion is a bad thing implies a welfare
judgment®. Because by Lipsey? the first effect "production effect of the union” has been taken
into account by Viner, while the second effect "consumption effect of the union™ has not.
However, a welfare judgment in turn requires the combination of the two effects just mentioned,
not only one. Lipsey concludes that the Viner classification of trade creation and trade diversion
is fundamental to classify changes in the production effect, but it cannot be used to make
judgments regarding the economic welfare of customs unions?’. This point of view is shared by

other researchers such as Gehrels®®, Lipsey®® and Krauss*.
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Lipsey® argued that this distinction of the production effect and consumption effect of
customs unions is misleading because consumption changes in themselves will stimulate
production changes. Therefore, he suggested different distinction that is between "inter-country
substitution™ and "inter-commaodity substitution™. Inter-country substitution is the situation when
one country is substituted by another as Viner's original trade creation and diversion analysis
explains. While, inter-commodity substitution is when one commodity is substituted by another
as a result of the relative price change.

Trade-Diversion and Welfare

Cooper and Massell*?, Johnson®®, and Pomfret** summarized the implications of the issue
of production and consumption effects of a customs union in simple words. Johnson®, suggests
that trade-diversion may be welfare-increasing if we take into account both production and
substitution effects, in the sense that the welfare losses resulting from the diversion to a high-cost
supplier country may be more than outweighed by the welfare gains resulting from the reduced
prices to consumers due to the elimination of tariff on imports. Pomfret®® argues that this results
in increased consumer surplus whether or not the increased imports were from the least-cost

supplier.
Secondary effects

Meade®’ gave another development to the Viner study, which is cited in his work as the
idea that Viner’s analysis was concentrated on the effect from tariff reduction on a single
commodity. Meade® according to Hawtrey*® argues that additional welfare may be gained if we
consider the secondary effects on complements and substitute goods. He cites the example of
Holland reducing its duty on imports of beer from Belgium, while the duty on beer from other
countries remains unchanged. Meade*® according to Hawtrey*" argues that one must trace out the
repercussions of this tariff reduction of a single commodity on all the quantities of all the
products traded internationally to be able to assess the actual effect of this change on economic

welfare of the country.

Tariff reductions
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Lipsey and Lancaster made a big contribution to the Viner’s static analysis, where they
discussed about small and large tariff reductions in a customs union®?. They suppose that a small

reduction of tariffs must raise welfare, while a large reduction may raise or lower it.

In the case of gradual tariff reductions Lipsey and Lancaster*® dealt with the consequences
of reducing tariffs in stages. They decided that initial stages of tariff reductions raise welfare,

while final stages lower it, depending on the specific conditions assumptions made in their study.
The Terms of Trade effect

Krauss** argued that studies analyzing the welfare impacts of economic integration so far
have assumed that the country at question is a small country with no effect on world prices.
However, this may not always be true. If the country is large enough to change world prices, and
if this country levies a tariff, it will reduce the demand for imports and will therefore cause the
prices of those imported goods to fall in world markets relative to its exports, and thus improving
its terms of trade. This process is known as the terms of trade effect. Krauss* argued that

allowing for the terms of trade effect, will dramatically alter the perspective of the analysis.
Comepetitive vs. Complementary countries and their integration

Viner®, Meyer*’, and Lipsey*® claimed that gains will arise between member-countries of
a union when they are producing the same commodity. Some economists, such as Makower and
Morton®®, claimed that the gains will be larger the larger is the difference between the costs at
which the same commodity is produced in the countries of the union, under the condition of
fixed demand. Meyer™ gave definition of complementary goods as where the consumption of
one good enhances the satisfaction yielded by the other. While, competitive goods are where the
consumption of one good is a substitute for the other, diminishing the satisfaction it can provide.

An example is brush and paint, in comparison to chocolate ice cream and vanilla ice cream.
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Meade™ suggested that if the partner countries are competitive but potentially
complementary, if the initial tariff levels were very high, and if each partner is the principle
supplier to the other partner of the traded products in this case a customs union may be welfare

increasing™.
Dynamic vs. Static analysis of integration

In addition to Viner static analysis Balassa>, and Cooper and Massell>* introduced the
concept of dynamic effects of economic integration. This analysis added a new dimension to this
area of study. The dynamic theory of economic integration proved that the trade creation and
trade diversion in static analysis are simply not enough to fully capture and analyze welfare gains

from economic integration.

According to Allen®, the principle dynamic effects of integration were listed by Balassa>®
as economies of large-scale, technological change and the impact of integration on market
structure and competition, productivity growth, risk and uncertainty, and investment activity.
Brada and Mendez>’ integration is assumed to raise investment and reduce risks. Schiff and
Winters summarized the definition of the dynamic effects of economic integration schemes as

anything that affects the country's rate of economic growth over the medium term>.
Old regionalism vs. new regionalism.

A number of recent studies have referred to the static effects and developments of the
theory of economic integration so far (Viner and developments) as "old regionalism”, while
"new regionalism™ is represented by dynamic effects such as increased competition, investment

flows, economies of scale, technology transfer, and improved productivity®°.

Goldstein® argues that integration agreements are now about much more than merely

reducing tariffs and quotas.
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Current forces driving integration.

Lawrence® pointed out that the driving forces of the current integration developments have
a radical difference from those driving previous waves of regionalism. Issues of private sector
participation, competition, foreign direct investment (FDI), and the increased importance of
services all contributed to changing the scenes from those that prevailed during the Viner and

following near period.
Economies of scale.

Economies of scale — reductions in inputs per unit of output — result from the efficient use
of factors of production at large outputs. This concept was firstly introduced by Corden® in the
customs union theory. Balassa®® argue that small markets increase costs, limit the extent of
product specialization, reduce competition, and lessen the incentives for technological

improvements.
Investment creation and Investment diversion.

When investment barriers are removed, investment creation according to Dee and Gali® is
the case when production is moved from a high-cost source to a lower-cost source in the union.
Investment diversion occurs when production is moved from a low-cost non-member country to

a higher-cost member country of the union because of the PTA.

An interesting fact according to Lawrence® is that the private firms support current wave
of integration. This can be seen from the case of the NAFTA, where the US Chamber of
Commerce in the United States of America, and the Canadian Manufacturers Association in

Canada were the main supporters of the conclusion of this trade agreement.

The world services sector has been booming both in terms of contribution to world trade
and world GDP.

FDI in services has been growing more rapidly than in goods®. As manufacturing firms
move to other countries, other services firms providing complementary inputs and services such

as banking, advertising, and transporting accompany them. The rising importance of the services
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sector has significantly changed the world economic environment and created new incentives of

integration.

Direct investment nowadays is growing faster than trade®. Foreign direct investments are
considered as a major impulse for countries to integrate, especially among developing countries,

because of its link with exports and economic growth.

Shams suggested that FDI create more scope for mutual trade and increase the degree of
market interpenetration®. FDI to the integrated region will increase by the formation of an

economic integration scheme itself .

Regarding the link between FDI and economic growth, studies have proved that increased
investments and more rapid technological change because of integration may significantly
contribute to the economic growth of member countries. This argument can be especially
important to the case of developing countries, where FDI is used by developing countries as a

way through which can modernize.
Conclusion of the Dynamic Theories of Economic Integration

Old and new regionalism refer to static and dynamic theories of economic integration.
According to the studies because of the recent changes in the world economy, the dynamic
effects of economic integration have recently emerged as a result. But other analysts suppose that
static economic integration theories of Viner could be useless in the case of developing

countries.
2. European Union as a model of regional economic integration

When there is a discussion about economic integration, the example of the European Union

Is a necessary point of reference.

European Union has a long history, wide scope, continuing deepening, and successive
enlargements. The European Union is taken as a model of regional integration very often. Many
regional groupings use the Union as an example to be followed by other. However, this example
is not considered in the short-run, because there are many unfavorable circumstances and

condition prevailing on the territory of the region, but as an ultimate goal to achieve in the long
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term. In other regions, the European integration experience is assumed as an "anti-model"™, a
form of deeper integration than the one, which is pursued by other countries. In any case,
regional integration initiatives across the world are compared with the European example.

The European Union, for its part, has since a long time been in favor of regional
integration its neighbors or in other parts of the world. The European Union has often provided
support to such initiatives, and over the last decade has entered formal political and economic

cooperation agreements with some regions.
The most important principles of the success of the European Union project include’:

— Robert Schuman of France and Konrad Adenauer of Germany, who conceived of a new
form of politics based on the supranational "community method" instead of the traditional

balance-of-power model.

—Paris and Berlin remain the driving force behind European integration because of

leadership generated by the Franco-German axis through the history of the Europe.

— The readiness of the governments to share sovereignty and build strong, legally based,
common institutions to look after the integration project.

—The European Union approach, which is based on the policy of with solidarity and
tolerance. It rejects isolation of any member of the union whether they have problems or not. The
Union’s will to move forward with laws and policies only after the high majority of the country-
members are ready. A willingness to provide significant financial aid to poor states of the union
to help them achieve the stability.

There are three key economic achievements of the European Union”

» The creation of a single market in which capital, goods, services and people move almost
without any border and non-tariffs barriers. Market liberalization and the adoption of a common
system of regulation have a big progress. This was one of the reasons of the deeper integration
over the recent years. Firms and investors now can develop wide strategies and accelerate the
development of trade and financial flows, which will lead to higher efficiency, as well as, to the

economies of scale.
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» The creation of an economic and monetary union. The creation and adoption of a single
currency accelerated and consolidated the single market. For the financial sector, it acted as a
strong push for further structural change. The introduction of the euro has accelerated the advent

of deeper and more unified European financial markets.

» The development of an efficient system for policy co-ordination. After the adoption of
the euro, there was a conclusion that there is the need to follow prudent macroeconomic policies
and implement structural reforms in the markets for goods, labor and financial products. The
country-members of the European Union have successfully created a comprehensive set of

methods and procedures for co-ordination of the policy.

There have been several efforts to create regional integration similar to the European
Union. Among them, there are the Association of South East Asian Nations (ASEAN), African
Union (AU), Gulf Cooperation Council (GCC), and Mercosur in South America. But
unfortunately or not these structures of the regional integration have all failed to create anything
resembling the same result as the members of the European Union. The Association of South
East Asian Nations is the most advanced of these tries. It regularly sends people to seek ideas
and learn from the EU experience. ASEAN is a strictly intergovernmental body but there is no
glimpse of interest in sovereignty sharing, which could be one of the reasons of the failure. It is a
similar situation everywhere: there is no other regional body, which is anywhere near the
European Union not integration but in political or economic cooperation. The basic requirements
of integration are dealing with historical reconciliation and development of the necessary
political will. No grouping has even gotten in terms of this requirement. There have been many
announcements from groupings in Asia, Africa, the Middle East, South and Central America
about the readiness and desirability of making the cooperation closer and even the possibility of

integration, but the words have not been made in reality and matched by action.

As was showed above the European Union’s historical reconciliation is an important
principle’ in creating the political will for cooperation and integration. The fundamental step to
the success of the EU is the historical reconciliation between France and Germany’™. The
reconciliation was attained by the leaders of both countries through the years of hard political
struggles and efforts. There has been no efforts to reach such an agreement among the countries
seeking for integration. For example, East Asian integration is far from reality without
reconciliation between Japan and China, as well as between Japan and Korea. The similar
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situation unresolved problems, absence of the trust and deep suspicions between, for example,
Pakistan and India, Argentina and Brazil. These examples and experience of the European
integration show that the historical reconciliation is a necessary point for countries to proceed
through the many stages required to create a free trade area, a customs union, a single market, a

single currency, a common passport area and a common foreign policy.

While the European Union was severely disturbed by the recent economic crisis. The most
developed example of regional integration began the increase doubts about the integration
process. The structural and institutional weaknesses’® of the European Union, such as budgetary
and economic imbalances, functional weaknesses of the European Union’s structure and defects
in the supervisory procedures and economic policies’ co-ordination, were revealed by the
financial crisis. The crisis has temporarily weakened the European Union’s status as a model for
regional integration, but as the EU recovers its confidence, as it always has after previous crises,

it will continue to be the leading example for other efforts at regional integration”’.
3. Problems of the integration in Central Asia

Integration is a process of interaction and convergence of national economies, the
formation of groups of regional economic character. The groups are based on the processes of
interdependence of national economies in order to eliminate national barriers of trade and
investment cooperation, production of business entities on equal conditions. A single economic
space is created on the basis of harmonization, unification and harmonization of budget and tax

policies, monetary system’®,

In the recent years problems of economic integration attracted the attention of foreign and
domestic scientists. Early links of economic integration between certain countries were
characterized as military-political alliances and mainly affected the military-industrial

complex”™.

In the current period of globalization Central Asian region with its rich natural resources
and an important strategic position quickly became the center where the economic and political
interests of the world powers intertwined. Countries of the region have difficulty to enter into

"® Sikora, Justyna. (2011). Economic governance in the european monetary union - weaknesses revealed during the
crisis 2007—2009 and direction of reforms. Finanse, rynki finansowe, ubezpieczenia, Nr 43.

" Fraser, Cameron. (2010). The European Union as a Model for Regional Integration. Working Paper. New York:
Council on Foreign Relations, Inc.

’® Smagulova, D. (2012). Integrational processes in the Central Asia: problems and prospective. Eurasian economic
integration, 4 (17).

" Tinasilov, M. D. (1999). Problems of the economic integration of the countries of the Central Asia in transfer
economy. Dissertation.



international politics due to a number of factors, one of which is the lack of experience and the

need to balance between the centers of power in accordance with the interests of the country.

On the territory of the former Soviet Union, there are various opinions about the future and
fate of the Commonwealth of Independent States (CIS) development recently. One of the experts
believes that this form of integration is outdated and its effectiveness is zero. As the evidence,
they cite the amount of unrealized agreements and treaties adopted by the co-development
programs, such as Organization for Democracy and Economic Development (GUAM), the
Organization of Central Asian Cooperation (OCAC), Eurasian Economic Community

(EurAsEC), where almost put the same tasks as in the CIS.

During 15 years there were 1500 documents that constitute the legal framework of
relations. Not less than 2/3 of the documents were adopted at the beginning of the CIS®. This is
a consequence of the former Soviet republics have tried to resolve the problems associated with
the division of property, debt, and assets of the USSR. The problems were acute and tension
sometimes appeared between the former "brothers”. But the foundation of CIS allowed to avoid
the Balkan scenario.

On the other side, some of the documents remained in theory, because the scountries had

no real basis for their implementation.

The new agreements are also with different problems. The reason is that national laws have
different bases and support the interests of their own states. These interests often do not have a

common ground.

In this regard, many analysts, mostly western, suspiciously look at the current trends in the
post-Soviet area. They think that the collapse of the CIS as inevitable as it happened with the
Soviet Union. The bright trend are "blocks", a visa-free regime, fanning of the situation in the

border problems (difficulty of demarcation and delimitation).

Meanwhile, there are new calls to create an economic union. This initiative was made by
the president of Kazakhstan Nursultan Nazarbayev. He suggested to organize a union in Central
Asia®. This caused confusion among the neighbors. The reason is the existence of the
Organization of Central Asian Cooperation (OCAC), the Commonwealth of Independent States,

the Shanghai Cooperation Organization (SCO) and the Eurasian Economic Community

8 Mahmudov, A. (2005). CIS: Integration in different forms. Retrieved from:
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(EurAseC), but a little has been achieved by these structures, so what is the point to form new

alliances with unclear objectives.

However, the Commonwealth of Independent States has a future, it all depends on how
active the creators and participants of the Commonwealth will be in the integration. This will

lead to the situation when the cooperation will become irreversible.
Economic integration is generally considered as a deepening of cooperation between states.

Countries may create all sorts of conditions and the most favorable economic climate, but

work together will only with bordering countries or neighbors.
The following number of factors determines role of the Central Asian region®:

1. Geographical location of the region has a strategic importance in relation to the impact
on stability and security of a big part of the Eurasian continent;

2. Concentration of natural resources in Central Asian, especially hydrocarbons, draws big
attention of many of the leading countries of the world to the region, because the control over the
fuel and energy resources management and transportation gives an influence on the region and

the world market;

3. Central Asia lies on the intersection of the transportation corridors of Eurasia and has a

broad transportation and communications network.
There are also positive trends in regional cooperation®*:

1. There are concluded agreements of eternal friendship, cooperation and mutual
assistance between Kazakhstan, Kyrgyzstan and Uzbekistan. This indicates the formation of the

legal framework for the development of integration and cooperation in the Central Asia.

2. In order to implement the Treaty of the establishment of a single economic space, there
were created an organizational structure for deepening cooperation between the countries. The
structure is the Interstate council, which includes the heads of the countries, the councils of the

prime ministers, ministers of foreign affairs and defense.
However, the unresolved issues remains:

1. The lack of mechanisms for the implementation of the decisions. There is an inequality
of positions of the member-countries in the Central Asia and the Commonwealth of Independent

States. Documents are only advisory in nature.
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The problematic question is the rational use of water and energy resources in the Central

Asian region.

After the gain of independence in the economic development, the gap between the
countries of Central Asia increased. Moreover, the question about the use of water resources
arose. The disputes over the water resources in the Central Asia focused on three issues. There is
a rapid economic development in Kazakhstan, Uzbekistan, and Turkmenistan. The mainstay is
the energy production and improved industrial system. At the same time, Tajikistan and
Kyrgyzstan, located in the upper reaches, are busy with solving problems of food and energy
crisis. Geographic conditions, limited natural resources put two states in a difficult position. The
development of water resources will lead Kyrgyzstan and Tajikistan to the reduction of
economic growth, but if the upstream will reduce the supply of irrigation water, the countries in

the lower reaches of this will have a serious problem and the negative impact on the economy®*.

There are three key main questions at the moment. First, the construction of hydroelectric
power plants. Tajikistan and Kyrgyzstan are going to build new large hydropower to increase the
generating capacity, but Uzbekistan and Kazakhstan expressed dissatisfaction and concern.
Second, guarantee of the water supplies for irrigation. Tajikistan and Kyrgyzstan want more of
energy compensations from the countries of the lower reaches of rivers, but Uzbekistan and
Kazakhstan are against the granting of natural gas, coal and electricity at lower prices because of
the debt and other issues. During the winter, there were electricity shortages in Tajikistan and
Kyrgyzstan. There was a necessity to flush the water for energy production, which led to a
significant reduction of the water reserves. This affected the process of irrigation in the summer
season. Third, the protection of the environment. Summer in the Central Asia is arid, because of
the climate the environmental situation is very vulnerable. There is also a question of pollution

of rivers, which makes the problem of water resources even more pressing.

Use of the water resources is a regional problem to solve and discuss by the countries
through negotiations. Over 10 years, the problem of water has been the focus of regional
cooperation in Central Asia, which failed to reach an agreement, despite the creation of a number
of multilateral mechanisms and committees. The problem continues to generate new conflicts.
Parties do not want the compromise they achieved in key economic interests to prevent
international cooperation. Therefore, high international prices on energy do not fall. Kazakhstan
and Uzbekistan do not want to give free energy to Tajikistan and Kyrgyzstan, which in turn stand

for "commercialization" of water resources and going to "sell water" to the downstream

8 Kurtov, A. (2013). Water resources as the reason of the conflicts in the Central Asia. Retrieved from:
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countries. This is why it is so hard to all parties to the dispute to come to a common

denominator®.
Lack of coordinated actions impedes integration processes.

2. Different level of economic development in Central Asia. Countries in the region have
different levels of the economy and the rate of development, which is a limiting factor in the

integration cooperation in Central Asia.

3. Inefficient development of a mutual trade in Central Asia. Differences in the scale and
pace of economic liberalization, low level of economic interaction between states are the main

factors of ineffective development of the mutual trade.

Note that the Central Asian economies in many positions complement each other, which
makes it possible to extend the commodity nomenclature of the mutual trade in Central Asia.

4. Irregular migration of the population of Central Asia®®.

There are serious problems in the Central Asian region because of the presence of
significant human and natural resources. Negative impact of drug trafficking, extremism, illegal
migration to other countries is a major concern of the international community and requires a

coordinated policy in Central Asia.

To do this there is a need in further deepening of regional and international cooperation.
However, the real integration capabilities are currently small because narrow national interests
prevail in the region, while the haphazard and inadequate economic reforms increasingly cause

disintegration®’.

Therefore, the relationships between some the countries in the region (Kazakhstan and
Uzbekistan, Tajikistan and Uzbekistan) are relatively intense instead of brotherly or friendly.
However, there is a development of programs and their options for integration development
under the influence of globalization processes of the recent years. States in the region are
interested in coordinated actions in the region because there are many issues that are relevant and
meaningful for each state and the region as a whole. The variety of approaches to the forms of
partnerships is not an obstacle for the Central Asian countries to be aware of the importance of

strong relationships, which are important for the future development of the Central Asian region.
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Currently, it takes the form of bilateral, multilateral agreements on joint actions in the economic,

political, cultural and other fields, but the real returns are not great.

The existing barriers of integration have a partial relation to the complex processes of

geopolitical, cultural and civilizational self-determination of the countries in the region. The

opinions of the countries of the region about the integration processes differ. This is seen in the

contrast of social advantages of settled and nomadic cultures, ill feeling between the countries'

population to each other, which the growing trend of mutual alienation among the peoples of the

region®.

Despite the borders of the Central Asian region, the peoples are living in the same cultural

and civilizational space, have common traditions, culture, religion and history. It is impossible to

share this heritage. The heritage belongs to all people of the region. The understanding of this

should send the countries of the region to new ideas of regional integration.
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