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Abstract

Research background: The position of a country in the international dign of labour is
determined by the competitiveness of its trade,sthacture of which may both reveal and
perpetuate the comparative advantages possesseds Particularly true for Dutch disease
economies such as Russia. Recently, economictliteraas seen a growing interest in the
topic of Russia’s economic relations with the Ewap Union and China. This article is
aimed at being the Author’s contribution to thisalission.

Purposes of the article: (1) to discuss the existing trade interdependdrate/een Russia
and the EU28, and Russia and China; (2) to tryssess the extent to which the current
structure of Russian trade with these two partmersesponds with the competitiveness of
the Russian economy.

Methods: An in-depth analysis of Russia-EU28 and Russia-&liade interdependencies
in 2007-2015 has been conducted, with emphasishercategories of goods within the
spectrum from low- to high-technology, accordinglte OECD classification. Furthermore,
in order to analyse Russia’s competitive profiléhwiegard to the same categories of goods,
Balassa’s methodology of revealed comparative adgas has been applied.

Findings & Value added: In the recent years, a growing importance of Chlim&ussian
trade turnover can be observed, being the effectyphmic growth of Chinese economy,
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cooling political relations between Moscow and Bels and the drop in oil prices in inter-
national markets. The existing structure of Russiade with the EU28 and China seems
likely to preserve its traditional competitive adtages in the medium-low-technology
goods and oil, which, in turn, will only further @serbate the negative consequences of the
so-called Dutch disease affecting the Russian eogno

Introduction

In today’s strongly globalized world economy, thesipion of a country in
the international division of labour is in practidetermined by the trade
competitiveness of its economy. In particular, toentry’s potential com-
parative advantages in exports are of paramountrii@pce in this respect.
On the other hand, the existing structure of fordigade of the country,
which is the direct consequence of its economyee@lin the international
division of labour, can be (under certain condiicarising from trade
agreements or the possession of resources whicim éves supply world-
wide) an extremely important factor perpetuating ttompetitive ad-
vantages already enjoyed (Falkowski, 2017). Thigpasticularly so for
‘Dutch disease’ economies, such as the Russianoeppon(lto, 2017;
Tabata, 2013; Dobrynskaya & Turkisch, 2010). Imtigf the above, it is
important and interesting to identify the currenatde interdependence be-
tween Russia and the European Union (EU28) asagdRussia and China
— Russia’s two major trade partners.

The advisability of such a study may be confirmgdhe fact that over
the recent years there have been a growing nunitzgticles on economic
relations of Russia with the EU28 (i.a.: Harsem &e&3, 2013; Lavrov,
2013; Dragnev & Wolczuk, 2012) and China (i.a.: &m 2016; Un-
nikrishnan & Purushothaman, 2015; Sidorenko, 2R4dutava, 2011) in
international economic literature. This study ieided to be the Author’s
contribution to this discussion.

The main objective of this article, apart from andepth analysis of
Russian-EU and Russian-Chinese mutual trade irgerakencies, is to
answer the question to what extent the existingngodity structure of
Russia’s trade with the EU and China reflects titernational competitive
profile of the Russian economy in the contempoveaoyid.

In order to analyse in detail the competitivendsh® Russian economy
in contemporary international trade, the methodapnélysing Balassa’s
revealed comparative advantages (1965, 1989) wa®dpwhich is one of
the most widely accepted and used measures ohatienal trade speciali-
sation and comparative advantage.
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Hereinbelow, the study puts forth the thesis ththbagh both the EU28
and China have traditionally been very importaatér partners of Russia,
over the recent years a gradual increase of Chingdsrtance in Russian
foreign trade can be observed. This is not only tdude dynamic growth
of the Chinese economy and the cool political retest between Moscow
and Brussels following the introduction of economémctions in 2014, but
also of the decline in oil prices on internationarkets. Furthermore, the
existing structure of Russian trade turnover with EU28 and with China
strongly reflects the competitive profile of thedlian economy and further
reinforces its traditional competitive advantagelsich have for years been
in medium-low technology goods and oil.

This article consists of five main parts, plus theoduction and the
conclusions. In the first part, a synthetic reviefiiterature on the subject
is presented. The next section discusses the obseaethod applied, also
pointing to its main advantages and weaknessesthiittepart analyses in
detail the scope and structure of trade interdegrerids between Russia
and the EU28, and Russia and China in the peri@¥-22015, while the
fourth part describes the competitive profile oé tRussian economy in
international trade in the same period, with sgeemaphasis on the re-
vealed comparative advantages of Russian exporthel next part of the
article, the obtained results are discussed andlesions confirming the
research hypothesis are formulated.

Literature review

The EU countries have long been traditional tradiagtners for Russia.
According to some economists, one can even spealspécial partnership
in this regard (Lavrov, 2013), although this redaship has recently be-
come weaker due to the trade sanctions imposeleoRussian Federation
by the EU in 2014 in the wake of the annexatiothefCrimea and of Rus-
sian countersanctions, as observed by i.a. CroxktHénz (2016), Tuzova
and Qayum (2016), Priede and Pereira (2015) andamlt(2014).
Nevskaya (2016) states that the EU sanctions |leddecline in Russia-EU
trade, putting future economic cooperation in goestShe goes on to ob-
serve that it is Russia that has been hit espgdialid by the sanctions, as it
has simultaneously been affected by falling oil gjad prices. Still, the
most important element of this partnership is coaf@ concerning trade
in energy resources, as pointed out by Romanovad§2@®n interesting
analysis of Russia’s importance as a trading paffirethe EU28 econo-
mies separately has been conducted by Liuhto (204&jording to his

669



Equilibrium. Quarterly Journal of Economics and Boonic Policy 13(4), 667—687

conclusions, the country which depends most oretveith Russia is Lithu-
ania, followed by Finland, Bulgaria and Latvia. Atdiled analysis of the
EU28 trade with Russia has been published by thregean Commission
(2017); according to it, the EU exports to Russa dearly dominated by
manufacturing goods (88.4% in 2016), while impdrtan Russia — by
primary goods (75.2% 2016), of which as many aS%6are mineral prod-
ucts. In addition, the disparities in mutual tradehange in the years 2006-
2016 in terms of turnover and commodity structumedoods of different
technological advancement are clearly indicatedrdte and Xu (2016), in
turn, point out that the Chinese economy is a ralngdienge for further the
EU trade cooperation with Russia.

The particularly important and growing role of Chias a trading part-
ner of Russia (especially in imports) is highlightey, among others, Rau-
tava (2011), who points out that while in 1998 G@fsnshare of Russian
imports was just 3%, by 2010 it went up to as tagh7%. Moreover, pre-
cisely because of the large and highly receptivesiim domestic market,
China is very much interested in the developmemnofual economic co-
operation, especially in the context of the detation of Russia’s econom-
ic relations with the EU28 (Unnikrishnan & Purudtenan, 2015). The
obvious consequence of this is the growing defitiRussia’s trade with
China. Rautava (2011) also draws attention to thetsire of the Russian-
Chinese trade; on the one hand, China’s exportsi@m@nated by natural
resources, especially energy ones, while, on therdtand, in the imports
prevail high-value-added, technologically advanoetustrial goods. Fur-
thermore, according to Lukin (2013), it will be exthely difficult for Rus-
sia to increase its exports to China as it is lyaatile to offer any other
goods — apart from natural resources — which wdagddcompetitive on
the Chinese market. Nevertheless, as Simola (2006)s, despite the
growing economic interdependence between the twontdes, albeit
asymmetric with the predominance of Russia’s depeoel on China, it is
hard to describe it as strong. Similar conclusiese reached by i.a. Wil-
son (2015). Yet, both countries seem largely fortweexpand their mutual
commercial and investment cooperation, as obsdryeduasheng (2016)
and Wilson (2016). Moreover, as Popkova and Suklood®017) stress,
this may be a very important factor for Russia'sremmic growth in the
medium term as the need for Russian goods to faogetition in the Chi-
nese market may stimulate efforts to increase twimpetitiveness and to
diversify the goods structure of Russian exportShma.

A key role in Russian trade with both the EU28 a@tina is played by
energy resources, which, as emphasized by Covi4{2Qbnstitute the
foundation of the international competitive profiethe Russian economy,
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to the obvious detriment of the development of odeztors of the econo-
my. Moreover, as Locatelit al. (2017) state, the existing and planned
energy agreements between Russia and China wiifidiustrengthen their
interdependence, especially in the context of teeEorts to increase the
diversification of sources of energy resources (Deuther, 2016; Harsem
& Claes, 2013).

Resear ch method

First, the detailed, in-depth analysis of the simd structure of trade turno-
ver between Russia and the EU28 and Russia ancé @h2007-2015 has
been conducted using the OECD classification ofufeaturing industries
based on their technological advancement (Hatzidglou, 1997; OECD,
2011). Under this classification, 4 basic categodegoods have been dis-
tinguished, i.e. the high technology, the mediughhiechnology, the me-
dium-low technology and the low technology goodddiéionally, for the
purposes of this study, oil has been singled outs&parate analysis to
show its special importance in the Russian tradetrer.

Secondly, being aware of the existence in thedlitee of a wide variety
of methods for assessing the competitiveness afaies in international
trade (Startiene & Remeikiene, 2014), this articses the traditional and
widely applied method of analysing the revealed parative advantages
developed by Balassa (1965, 1989); in particule,lbgarithmical version
of its original formula is applied, which is aslows:

—1n (XU X
RCA; = ln(Xj : X) (1)

where:

RCA; — the revealed comparative advantages index ofjiven country in the
goods category;

X;;j — exports of the goods category from the given country to fheountry or
category of countries;

X; — total exports from the given country to fl@untry or category gfcountries;
X; — global total exports of thiegoods category;
X — global total exports.

The logarithmic form of the formula ensures the myetry of both posi-
tive and negative values of tiRCA indicators in the region around zero,
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which facilitates their interpretation (Falkowsk018; Vollrath, 1991).
A revealed comparative advantage in trading in diquéar commodity
group is only present when the value of this ingicéor the given group is
greater than zerdrCA > 0).

When choosing the above method of analysing theated comparative
advantages, one must be aware of its limitatiorts uareliability, which,
however, do not discredit it.

For example, Siggel (2006), drawing attention t® wWeaknesses of the
RCA method, stressed that although it helps idgthié existence of poten-
tial competitive advantages in exports of a giveantry in relation to the
world as a whole, its use does not allow to idgntiife sources of these
comparative advantages. What is more, he also qmiatt the fact that
such advantages must not necessarily be a signpsbvement in the gen-
eral competitiveness and efficiency of a given ecoy, but e.g. they might
be the result of a policy of subsidising the prdaucof specific goods by
the state or a policy of manipulating the exchamage. Similar conclusions
were reached by Hinloopen and Van Marrewijk (200¢ho stated that
Balassa’'s method does not allow for the exportetesgex ant¢ specific
factors which are the source of comparative adgenta be isolated. Fur-
thermore, there are some empirical distribution kmeases in Balassa's
method of analysing potential comparative advargageinly time insta-
bility and poor ordinal property ranking. Similabjections were raised by
Costinotet al. (2012), who stated that, due to the simplicityBaflassa’s
method, subtleties such as heterogeneous preferemk heterogeneous
trade costs are omitted, and therefore, using @A Rdex, we show the
effects and not the causes of the comparative sagas possessed. The
biggest problem with the RCA index according to fisam (2015) is when
the index is applied across countries with largéedinces in sizes. For
example, extremely high RCA values will be recorifeskports of certain
commodity account for a large share of total dommeskports, but they
form only a very small component of total interpatl exports. Deb and
Hauk (2017) emphasize that given the growing ingure of global pro-
duction chains, RCA indices calculated based osggexport values may
not show an accurate picture of the underlying cmaive advantages
possessed by a given country. Therefore, an adfutof the RCA index
might seem quite relevant to incorporate domestloeradded in exports.
Gnidchenko and Salnikov (2015) listed three maiakmesses of the origi-
nal formula of Balassa's RCA index, namely: 1)sénsitivity to the num-
ber of exported goods as well as countries in #gierence group; 2) the
interdependence of the index values for one goothervalues for other
goods as a high share of one good in total ex@drtise same time means
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a low share of other goods in total exports; 3aggmmetry, significantly
limiting the comparability of its values over tiraad space.

The weaknesses and limitations of Balassa’'s metiicahalysing re-
vealed comparative advantages (RCA) listed abosenadely known and
in the literature on the subject attempts have h@esented to construct
standardised indicators of relative comparativeaathge, e.g. the additive
RCA index (Hoen & Oosterhaven, 2006), the standadirelative compar-
ative advantage index (Yet al, 2000), the relative symmetrical compara-
tive advantage index (Dalurat al, 1998; lapadre, 2001). However, it
should be made clear that they have so far not bédgly recognised by
economists dealing with the competitiveness of eoves in international
trade.

Despite these weaknesses, Balassa's RCA index menmaie of the
most widely used methods of measuring internatidrzale specialisation
and comparative advantages. This is due to ittegeadvantage — sim-
plicity, of both the construction of the index ifsend the interpretation of
the results obtained (Gnidchenko & Salnikov, 20E&)thermore, the Eu-
ropean Competitiveness Report 201Mdelping firms grow (European
Commission, 2014) notes that trade data traditipneded to calculate re-
vealed comparative advantage indices are very cemepsive and it is
easy to disaggregate them to the level of indivigwaducts or groups of
products. Thanks to the use of such disaggregad&a € more complete
picture of the advantages and disadvantages ogcifispeconomy or in-
dustrial sectors of individual countries can beaalt®#d. This, in turn, allows
for comparisons and rankings to be made betweentiges (within a sec-
tor) and between sectors (within a country).

All the statistical data used for the analysis degved from the United
Nations Commodity Trade Statistics Database (UN Cadte, 2017).

Scope and structure of trade interdependence betwedRussia
vs. the EU28 and China in 2007-2015

Over the years 2082015, the value of Russia’s trade turnover with for
eign countries fluctuated markedly. While in 200&tood at 552 billion
USD, a year later it jumped to reach 735 billionDJ@&n increase of 33.2%
year-on-year), before shrinking to the dramaticédly level of just 472.6
billion the following year (a decrease of 35.7% ryea-year) on the back
of the global economic crisis, which reached itaigh in 2009. In the fol-
lowing years (2010-2013), the value of Russianidorérade was increas-
ing steadily, from 626 billion USD in 2010 to 84Rlion USD in 2013.
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From 2014 onwards, however, it started to decligairg reaching just
526.7 billion USD in 2015. The reasons for thiscdpeular fall were most-
ly: 1) a decline in energy commaodity prices (esakcioil) in international
markets, and 2) the sanctions imposed on Russennection with the
annexation of Crimea and its support for sepagaiiseastern Ukraine. On
the other hand, the counter-sanctions introducethbyKremlin to target
Western countries, which consisted, amongst otlere introduction of
an embargo on goods imported from these countnesn{y agri-food
products), adversely affected Russian imports. Desgl that, however,
Russia managed to keep its traditionally high traaglus.

When looking at the Russian trade turnover withEk28 and China in
the analysed period, it can be observed that the8Etduntries were a far
more important trading partner for Russia than @hin 2015, the EU28
accounted for 38.4% of the total value of Russ@weifin trade (202.2 bil-
lion USD), while China — only for 12.1% (63.5 bdh USD). What is
more, in 20082009 the value of Russian trade with the EU28 edede
half of the country’'s total trade turnover (reach®2.2% and 50.5%, re-
spectively).

Yet, a systematic rise of China’s importance assRistrading partner
is also noteworthy. In the analysed period, Chish&re in Russian foreign
trade total almost doubled from 7.2% in 2007 tol%2.in 2015 while the
value of total trade between the two countries jedpy 60.4% in the same
period (from 39.6 billion USD in 2007 to 63.5 ki USD in 2015). Con-
versely, in the same period an opposite tendensyra@rded in trade with
the EU28. The share of all the EU28 countries isdrs total trade turno-
ver shrank from 46.4% in 2007 to 38.4%, and theiealf total trade be-
tween Russia and the EU28 went down by 21% (from@Billion USD in
2007 to 202.2 billion USD in 2015).

Furthermore, China is a much more important traatéenpr of Russia in
imports rather than in exports, which is refleciedRussia’s negative trade
balance with that country. China’s share in thealtd®ussian imports
reached 19.3% in 2015 (against 12.2% in 2007), @dseim the exports it
was 8.2% (4.3%, respectively). In 2015, the valuRussian imports from
China reached 28.3 billion USD, up by staggering?%6 on 2007 (15.2
billion USD), while the value of exports to Chinasv35.2 billion USD, i.e.
44.3% more than in 2007 (24.4 billion USD).

In contrast, unlike with China, Russia has tradiity recorded a posi-
tive, albeit declining, trade balance in its tragiégh the EU28. While in
2007 the EU28's share in the total Russian exmidsd at 47.9% and in
imports — at 43.6%, in 2015 the respective figusese only 39.8% and
35.8%. The value of total Russian imports from Hé¢28 went down by
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25% (from 87.2 billion USD in 2007 to 65.4 billidsSD in 2015) and its
exports to the EU28 dropped by 18.9% (from 168llibhiUSD in 2007 to
136.8 billion USD in 2015).

When analysing the goods structure of Russian éxporthe EU28 and
China, one cannot but notice the enormous impoetafoil. In the case of
exports to the EU28, the value of trade in this cmdity over the analysed
period ranged from 87.7 billion USD in 2007 to ¥Billion USD in 2012,
with the exception of 2009 (71.8 billion USD) and13 (only 54 billion
USD), which was caused by a significant fall incps of this raw material
in international markets (Figure 1). In relativenis, the share of oil in total
Russian exports to the EU28 exceeded 50% betwe@h &@d 2012, only
to gradually decrease in the following years to9%48.(2013), 43.7%
(2014), and 39.5% (2015).

In contrast, the general trend was quite the oppasitrade with China
(Figure 2). Until 2011 (except for 2008), the vabieexports of Russian oil
to China did not exceed 40% of the value of allogiq rising to over 50%
of total exports from 2011 onwards. The record ealuas achieved in
2014, when the relevant share was 58.7%. In alesstduins, however, the
value of trade in this raw material with China we as high as that with
EU28, the main buyer of Russian ail, fluctuatingween 5.4 billion USD
in 2007 and 22 billion USD in record-breaking 2014.

Next, if we look at the significance of other goaddRussian exports, it
is clear that in the analysed period Russian egporthe EU28 were most-
ly from the medium-low technology category (Figute Their share in
total Russian exports to the EU28 ranged from 321832007 to 43.7% in
2015. Exports of coke, refined oil products andleac fuel played the
most important role in this category. The significa of medium-high
technology and low-technology goods was very lowv @xample, in 2015
their shares were 5.7% and 3.2% respectively), @nbligh technology
goods — dramatically low. In 2007, the latter's rghavas barely 0.4%, but
then it gradually increased year by year, eventuakching 2.4% in 2015.

On the other hand, during the analysed period tbst important (be-
sides oil) in the structure of Russian exports hin@ were low technology
goods (Figure 2), although their share in total dfars exports to China
went down from 23.7% in 2007 to 15.1% in 2015. Ralssabsolute export
hits in this category were wood, paper, paper prsjiand — to a much
lower degree — food and beverages. Interestinply,share of high tech-
nology goods in the total Russian exports to Clwaa significantly higher
than to the EU28, and ranged between 1.5% in 28d5£% in 2015. The
most important goods from this category were plamesother aircraft.
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As for Russian imports to the EU28, they have tiawlally been domi-
nated by medium-high technology goods (Figurer8}he analysed period,
nearly half of total Russian imports were from thaegory. The highest
share of these goods in Russian total imports d%Q(33.3 billion USD)
was recorded in 2015. The most important goodkighwdategory were ma-
chinery and equipment.e.c. as well as motor vehicles.

In contrast, in the analysed period almost equallyortant in Russian
imports from China were goods from high, mediumhh@nd low technol-
ogy categories (Figure 4). Their share in the tBia$sian imports ranged
from 24.3% (2013) to 26.1% (2011); from 22.6% (20t631.8% (2015);
and from 33.2% (2013) and 30.2% (2009), respegtiv€éhe most im-
portant role in the imports was played by the fellty subcategories: ra-
dio, TV and communications equipment (in the higthnology category);
machinery and equipment, n.e.c. (in the medium-keghnology category)
and textiles, textile products, leather and footw@a the low technology
category).

Summing up what has been said so far, in its tmifle the EU28
Russia recorded a surplus (positive trade balamc&pde in oil and low
technology goods throughout the entire analyzediogerbut had
a significant deficit (negative trade balance) mde in medium-high
technology goods (Figure 5).

Like with the EU28, also with China, Russia recardepositive balance
in trade in oil in the analyzed period. What is thonoting is that the
balance had grown significantly over the years 2@015 (from 5.4 billion
USD in 2007 to as much as 15.1 billion USD in 201%, almost
threefold). However, with respect to all other gaties, i.e. the high,
medium-high, medium-low and low technology goodss&ta consistently
recorded negative, and steadily growing, balaneesighout the analyzed
period (Figure 6). Therefore, it comes as no ssepthat the overall
balance in Russia’s trade with China is negative.

Competitive profile of the Russian economy in intarational
trade in 2007-2015

The analysis of potential comparative advantagdRussia’s foreign trade
in 200742015 conducted using B. Balassa’'s method of amajystvealed
comparative advantage clearly shows that the iatenmal competitiveness
of this country is generally very low and, in piaet is only limited to raw
materials and their derivatives as exemplified logitive (and relatively
stable) RCA values for the low technology categarthe analysed period
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(Figure 7). Within this category, Russia’s strorigedative comparative
advantages have traditionally been in trade in feorous metals (mainly
copper, tin, zinc, aluminium), refined oil productseon-metallic mineral
products and ferrous metals. These are mainly ratemals and low-value-
added goods, which best reflects the real competgrofile of the modern
Russian economy.

In the remaining categories of goods, i.e. in tigh hmedium-high and
low technology categories, Russia did not have aognparative ad-
vantages in international trade during the analysedod. In particular,
a difficult, if not dramatic, situation could be s#yved in the category of
high technology goods in total, although it doesmean that Russia does
not possess any competitive advantage in this aatelj is a respected and
competitive worldwide exporter of aviation equiprhand aircraft, includ-
ing spacecraft, as well as some types of arms.

On the other hand, the most uncompetitive Russialgin the interna-
tional market, as far as high technology, mediughhiechnology and low
technology goods are concerned, have for years bbammaceuticals,
computing and office machinery, motor vehicles &&D apparatus, as
well as textiles and textile products.

Discussion

The analysis of the scope and structure of theliegisrade interdepend-
ence between Russia and the EU28, and Russia dnd 4 shown that
the most important goods in Russian exports toetisesintries are those in
which Russia enjoys strong competitive advantages,raw materials,
especially oil and oil products (low-added-valual dow technologically
advanced goods). In contrast, Russian imports ftloese countries are
dominated by goods in which Russia does not hayecampetitive ad-
vantage at all — for imports from the EU28, these medium-high tech-
nology and high technology goods (in 2015, theyoanted for as much as
68.8% of total Russian imports from the EU28), velasr in the case of
imports from China, high technology, medium-higlchieology and low
technology goods absolutely dominate (83.9% ofl tBassian imports
from China in 2015). It is very clear from the abahat Russia’s foreign
trade structure with the EU28 and China is in hmi¢h the competitive
profile of the Russian economy. In this way, théstxg studies on Rus-
sia’s trade with the EU28 and China were compleggkily an extremely
important aspect of the international competitivenef the Russian econ-
omy, with special emphasis on the country’s conpagadvantages in the
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structure of trade with the EU28 and China, takirig account the techno-
logical advancement of the goods traded.

Additionally, it should be clearly emphasized tltia¢ analysis carried
out for the years 2062015 clearly shows that the goods structure of Rus-
sian trade with the EU28 and China has nothinguntiter "cemented"” the
country’s competitive profile, by reinforcing tréidhal competitive ad-
vantages long enjoyed by Russia in the medium-kehriology category
and oil, which is a direct consequence of extenggenomic growth.
Worse still, it is difficult to find any qualitates changes in the Russian
economy in terms of utilising existing productiogsources (not just raw
materials), which could serve as a foundation fable growth independent
of cyclical developments in international commodibarkets. A specific
correlation can be observed between the competébs of the Russian
economy (its revealed comparative advantages) lamdttucture of trade
with Russia’s most important trading partners,the. EU28 and China. On
the one hand, this trade (its structure) strengthiwe comparative ad-
vantages possessed in Russian exports, sanctitméngconomic policy
conducted in Russia to date; on the other handebeny it deepens the
competitive gap in Russian imports. To some extaefore, this study
complements the knowledge of contemporary Russth it economy
(lvanter, 2018; Gregory, 2018; Miller, 2018) by &iping the impact of
the external economic environment on Russia’s mateeconomic situation
in this respect.

It should be remembered that the biggest probleieciig modern
Russia is the co-called “Dutch disease”, i.e. therexploitation of natural
resources (mainly the energy ones) as a relatieagy source of budget
revenue, which in turn leads to a decline acrossrést of the Russian
economy (Mironov & Petronevich, 2015; Dilgsral, 2013). Unfortunate-
ly, the existence of large markets for Russiangneanainly oil and natural
gas, in the EU28 and China only further exacerbttesnegative conse-
guences of that disease for the Russian economy2Qt.7).

In addition, it should be borne in mind that thersloser trade interde-
pendence between Russia and China, as exemplifiedebgrowth in the
mutual trade over the recent years, may have atimegenpact on the EU
economy. It is worth noting that Herrero and Xul@pPcame to a similar
conclusion, stressing that the Chinese economybsith huge challenge for
further the EU trade cooperation with Russia. Hoevegomplementing the
conclusions reached by Herrero and Xu (2016), basetthe results of the
research presented in this article, it may be addadto a large extent the
commodity structure of the Chinese exports to Russisimilar to that of
the EU, which, in a situation of possible and amuad further liberalisa-
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tion of trade tariffs between Russia and China, tmigger additional shift-
ing effects, creating trade between these econotuid¢lse obvious detri-
ment of the EU. To the greatest extent, it may eam¢he EU exports to
Russia of Machinery and transport equipment, Chaisiand related prod,
n.e.s., Miscellaneous manufactured articles, a$ aseFood and live ani-
mals.

To sum up, the added value of this paper is thelwcted in-depth anal-
ysis of Russian-EU and Russian-Chinese mutual irddedependencies at
the same time and its reference to the interndtioompetitive profile of
the Russian economy in the modern world in ordefetify to what extent
the existing commodity structure of Russia’s tradth the EU and China
reflects this profile. Despite the existence ofimas studies dedicated to
Russia’s economic relations with the EU28 (e.g.rsdm & Claes, 2013;
Lavrov, 2013; Dragnev & Wolczuk, 2012) and Chinay(eSimola, 2016;
Unnikrishnan & Purushothaman, 2015; Sidorenko, 20R&utava, 2011)
separately, there is a lack of comprehensive coatiparcoverage of this
issue in the Polish and international literatur@ie study, which has been
done in this study.

Conclusions

The subject-matter of this article was an analgéiRussia’s trade interde-
pendence with the EU28 countries and with Chinatis-ain trading part-
ners, with respect to basic goods categories érdifit technological ad-
vancement in 2007-2015. In addition, the intermaticompetitive profile
of the Russian economy has been concisely anatgseele how the exist-
ing commodity structure of the trade correspondfdcts) that profile.

It is clear from the analysis of this issue that years both the EU28
and China have been very important trading partf@r&kussia, although
in recent years China’s role in Russia’s foreigadé& has gradually in-
creased. There are at least a few reasons fowmthish include, in particu-
lar, the dynamic development of the Chinese econdingycooling of polit-
ical relations between Moscow and Brussels follgntime introduction of
economic sanctions in 2014, and the fall in oitesi on international mar-
kets. However, the existing trade structure of Rusgth the EU28 and
China strongly reflects the competitive profiletbé Russian economy and,
moreover, further strengthens the traditional cditipe advantages Russia
has enjoyed over the years in medium-low technotgznds and oil.

Taking into account the above, as well as the fipsadf the modern
globalised world economy and dynamic changes iarmational trade, in
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which high and medium-high technology goods playiramneasingly im-
portant role, it will be difficult to expect any glitative changes in the
structure of Russia’s trade with the EU28 and Clfimahe benefit of Rus-
sia without decisive action taken by the Russiathaities aimed at in-
creasing the competitive potential of the Russiemnemy. The most im-
portant recommendations in this context, addressékde Russian authori-
ties, include, amongst others, the creation ofrapzehensive, coherent and
consistently implemented long-term economic polfogused on moderni-
sation, innovation and, consequently, growth ofdpativity and competi-
tiveness of the economy. It would also be neceskatake measures to
diversify the export offer as widely as possibla, by gradually abandon-
ing the state policy of selective support and gdlibsig the sectors of ex-
traction and processing of raw materials in favalusupporting the devel-
opment of sectors based on knowledge and innovation

As for the limitations of the research, taking iatmount objective limi-
tations of the applied research method to deteritiiaecompetitiveness of
the Russian economy in contemporary internatioaet, no reasons have
been identified in this article for Russia’s lowngoetitiveness in this area.
Due to the specific simplicity of the applied rasdamethod, the analysis
avoided such subtleties as heterogeneous preferemu heterogeneous
trade costs, and therefore, the effects, and naesa of the revealed com-
parative advantages were shown. In addition, ttength of the impact of
Russia’s trade with the EU28 and China on the coatpp@ advantages
possessed by the Russian economy was not detereithed. In this case,
a different research method should be used ang@m@riate econometric
model built. The above-listed limitations of thesearch conducted may
indicate areas for possible future studies.

References

Balassa, B. (1965). Trade liberalization and ‘résd'acomparative advantage.
Manchester School of Economic and Social Stu8igs
Balassa, B. (1989). ‘Revealed’ comparative advanteayisited. In B. Balassa
(Ed.). Comparative advantage, trade policy and economigeligpment New
York: New York University Press.
Bond, I., Odendahl, C., & Rankin, J. (201Bjozen: the politics and economics of
sanctions against Russi@entre for European Reform.
Costinot, A., Donaldson, D., & Komunjer, I. (2012)hat goods do countries
trade? A quantitative exploration of Ricardo’s isleBeview of Economics
Studies79(2). doi: 10.1093/restud/rdr033.

680



Equilibrium. Quarterly Journal of Economics and Boonic Policy 13(4), 667—687

Covi, G. (2014). Dutch disease and sustainabifitthe Russian political economy.
Economics and Policy of Energy and the Environm2ndoi: 10.3280/EFE20
14-002005.

Crozet, M., & Hinz, J. (2016). Friendly fire — theade impact of the Russia sanc-
tions and counter-sanctiort§iel Working Paper2059

Dalum, B., Laursen, K., & Villumsen, G. (1998). &ttural change in OECD ex-
port specialization patterns: de-specialization &stetkiness’. International
Review of Applied Economjc2(3). doi: 10.1080/02692179800000017.

Dannreuther, R. (2016). EU-Russia energy relatioreontext.Geopolitics 21(4).
doi: 10.1080/14650045.2016.1222521.

Deb, K., & Hauk, W. R. (2017). RCA indices, multiitanal production and the
Ricardian trade modelnternational Economics and Economic Polidy{(1).
doi: 10.1007/s10368-015-0317-z.

Dobrynskaya, V., & Turkisch, E. (2010). Economiweisification and Dutch
disease in Russi®&ost-Communist Economies,(22 doi: 10.1080/14631377.
2010.498680.

Dragneva, R., & Wolczuk, K. (2012). Russia, thedsisin customs union and the
EU: cooperation, stagnation or rivalrghatham House Briefing Paper REP
BP, 2012/01 doi: 10.2139/ssrn.2125913.

Dulger, F., Lopcu, K., Burgag, A., & Ball, E. (281l Is Russia suffering from
Dutch disease? Cointegration with structural bréésources Policy, 38).
doi: 10.1016/j.resourpol.2013.09.006.

European Commission (2014turopean competitiveness report 2014 "Helping
firms grow" Brussels: European Commission.

Falkowski, K. (2017). Long-term comparative advagetaof the Eurasian Econom-
ic Union member states in international trabtigernational Journal of Man-
agement and Economi|cs3(4). doi: 10.1515/ijme-2017-0024.

Falkowski, K. (2018). Competitiveness of the BalBtates in international
high-technology goods tradeComparative Economic Researckl(1). doi:
10.2478/cer-2018-0002.

Gnidchenko, A. A., & Salnikov, V. A. (2015). Net mparative advantage index:
overcoming the drawbacks of the existing indi¢digher School of Economics
Research PapeiWP BRP 119/EC/201%loi: 10.2139/ssrn.2709009.

Gregory, P. (2018). A reassessment of Putin's Ruis® economySouth Central
Review35(1). doi: 10.1353/scr.2018.0009.

Harsem, O., & Claes, D. H. (2013). The interdependeof European-Russian
energy relationgnergy Policy59. doi: 10.1016/j.enpol.2013.04.035.

Hatzichronoglou, T. (1997). Revision of the higleheology sector and product
classification STl Working Papers 1997/2

Herrero, A. G., & Xu J. (2016). The China-Russ&d# relationship and its impact
on Europe. Working Paper 4. Retrieved from http://bruegel.org/wp-
content/uploads/2016/07/WP-2016_04-180716.pdf.

Hinloopen, J., & Van Marrewijk, C. (2001). On thmpirical distribution of the
Balassa indeXWeltwirtschaftliches Archj\137.doi: 10.1007/BF02707598.

681



Equilibrium. Quarterly Journal of Economics and Boonic Policy 13(4), 667—687

Hoen, A. R., & Oosterhaven, J. (2006). On the mesmant of comparative ad-
vantageAnnals of Regional Sciee@0(3). doi: 10.1007/s00168-006-0076-4.

Huasheng, Z. (2016). Sino-Russian economic codperat the Far East and Cen-
tral Asia since 201Zurasia Border Reviey$(1). doi: 10.14943/ebr.6.1.103.

lapadre, P. L. (2001). Measuring international sdeation. International Ad-
vances in Economic Reseay@(2). doi: 10.1007/BF02296007.

Ito, K. (2017). Dutch disease and Rusdiaternational Economics151 doi:
10.1016/j.inteco.2017.04.001.

Ivanter, V. V. (2018). Prospects of economic depaient in RussiaStudies on
Russian Economic Developmg2&(3). doi: 10.1134/S1075700718030061.
Laursen, K. (2015). Revealed comparative advantage the alternatives as
measures of international specializati@urasian Business Revie®(1). doi:

10.1007/s40821-015-0017-1.

Lavrov, S. (2013). State of the Union Russia-Elaispects for partnership in the
changing world.Journal of Common Market Studjesl. doi: 10.1111/jcms.
12047.

Liuhto, K. (2015). The economic dependence of EUnimer states on Russia. In
A. Pabriks & A. Kudors (Eds.)The war in Ukraine: lessons for EurapRiga:
University of Latvia Press.

Locatelli, C., Abbas, M., & Rossiaud S. (2017). Témerging hydrocarbon inter-
dependence between Russia and China: institutaordkystemic implications.
Europe-Asia Studie$9(1). doi: 10.1080/09668136.2016.1274020.

Lukin, A. (2013). Russian-Chinese relatiotP| Analysis167.

Miller, Ch. (2018).Putinomics. Power and money in resurgent RusSiaapel

Hill: The University of North Carolina Press.

Mironov, V. V., & Petronevich, A. V. (2015). Discexing the signs of Dutch
disease in RussiaResources Policy46(2). doi: 10.1016/j.resourpol.2015
.09.007.

Nevskaya, A. (2016)Russia-EU economic relations: assessing two yehsaioc-
tions  Retrieved form  http://www.russia-direct.org/arsdyrussia-eu-
economic-relations-assessing-two-years-sanctions.

Organisation for Economic Co-operation and Develepim(2011).1SIC Rev. 3
Technology intensity definition. Classificationm&nufacturing industries into
categories based on R&D intensities. Retrieved from
http://www.oecd.org/sti/ind/48350231.pdf.

Popkova, E. G., & Sukhodolov, Y. A. (201Fporeign trade as a factor of econom-
ic growth. Russian-Chinese foreign trade cooperati®pringer International
Publishing.

Priede, J., & Pereira E. T. (2015). European Urdarémpetitiveness and export
performance in context of EU-Russia political amdreomic sanctiondroce-
dia — Social and Behavioral Scienc267. doi: 10.1016/j.sbspro.2015.10.138.

682



Equilibrium. Quarterly Journal of Economics and Boonic Policy 13(4), 667—687

Rautava, J. (2011). Russia's economic policy argsia«China economic relations.
In A. Moshes & M. Nojonen (Eds.Russia-China relations. Current state, al-
ternative futures, and implications for the Wedelsinki: The Finnish Institute
of International Affairs.

Romanova, T. (2014). Russian energy in the EU ntabladstered institutions and
their effectsEnergy Policy 74. doi: 10.1016/j.enpol.2014.07.019.

Rutland, P. (2014). The impact of sanctions on RuBissian Analytical Digest
157.

Sidorenko, T. (2014). The scope of economic codfmerebetween Russia and
China and future prospecRroblemas del desarroll@5(176).

Siggel, E. (2006). International competitivenessl aszomparative advantage:
a survey and a proposal for measuremamirnal of Industry, Competitiveness
and Tradef(2). doi: 10.1007/s10842-006-8430-X.

Simola, H. (2016). Economic relations between Russid China — increasing
inter-dependencyBOFIT Policy Brief 6.

Startiene, G., & Remeikiene, R. (2014). Evaluatidrrevealed comparative ad-
vantage of Lithuanian industry in global markétsocedia — Social and Behav-
ioral Sciences110. doi: 10.1016/j.sbspro.2013.12.887.

Tabata, S. (2012). Observations on Russian expdeuttee Dutch diseas&ura-
sian Geography and Economié&s3(2). doi: 10.2747/1539-7216.53.2.231.

Tuzova, Y., & Qayum, F. (2016). Global oil glut asdnctions: the impact on
Putin’s RussiaEnergy Policy90. doi: 10.1016/j.enpol.2015.12.008.

UN Comtrade (2017). United Nations commodity tresfatistics database. Re-
trieved from https://comtrade.un.org/.

Unnikrishnan, N., & Purushothaman, U. (201B)ends in Russia-China relations
New Delhi: Observer Research Foundation.

Vollrath, T. (1991). A theoretical evaluation ofeahative trade intensity measures
of revealed comparative advanta®eltwirtschaftliches Archivi27(2). doi:
10.1007/BF02707986.

Wilson, J. L. (2015)Strategic partners: Russian-Chinese relations ia post-
Soviet eraNew York: Routledge.

Wilson, J. L. (2016). The Eurasian Economic Unio £hina’s silk road: impli-
cations for the Russian—Chinese relationskpropean Politics and Society
17(1). doi: 10.1080/23745118.2016.1171288.

Yu, R., Cai, J., & Leung, P. (2009). The normalizedealed comparative ad-
vantage indexAnnals of Regional Sciencé3(1). doi: 10.1007/s00168-008-
0213-3.

683



Annex

Figure 1. Goods structure of Russian exports to the EU28007—-2015 (billion
USD)
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HT — high-technology goods, MHT — medium-high-teglogy goods, MLT — medium-low-technology
goods, LT — low-technology goods (here and in tlleing figures)

Source: own elaboration based on United Nationsr@odity Trade Statistics Database.

Figure 2. Goods structure of Russian exports to China irr22015 (billion USD)
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Source: own elaboration based on United Nationsr@odity Trade Statistics Database.



Figure 3. Goods structure of Russian imports from the EUR82007-2015
(billion USD)
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Source: own elaboration based on United Nationsr@odity Trade Statistics Database.

Figure 4. Goods structure of Russian imports from China 00722015 (billion
USD)
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Source: own elaboration based on United Nationsr@odity Trade Statistics Database.



Figure 5. Trade balance in Russian trade exchange with t28En 2007-2015
(billion USD)
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Source: own elaboration based on United Nationsr@odity Trade Statistics Database.

Figure 6. Trade balance in Russian trade exchange with Cmin2007-2015
(billion USD)
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Source: own elaboration based on United Nationsr@odity Trade Statistics Database.



Figure 7. Dynamics of comparative advantages (RCA) in Ruskaeign trade in
2007-2015, according to the OECD classificationnmnufacturing industries
based on their technological advancement excludilhgresented separately
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Source: own elaboration based on United Nationsr@odity Trade Statistics Database.





