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Summary

The aim of the current research is to study the effects of economic integration
within the Cooperation Council for the Arab States of the Gulf (CCASG) and its
influence on the trade within the region as well as with other countries. The trade
development of member countries of the Cooperation Council for the Arab States
of the Gulf was analysed with the help of gravitation model in the context of the
existing agreements of the trading preferences on the Middle East and North Africa.
It was proved that establishment of CCASG made extremely positive influence on
the development of the intraregional trade. It was also discovered that economic
integration of the CCASG members showed rather the effect of trade creation than
the effect of trade diversion. Signing of free trading agreement between the CCASG
and the EU and between the CCASG and the USA had also positive results.
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Introduction

The characteristic feature of international economic relations on the modern stage is
a growing tendency for separate countries to international economic integration. That results
from the extension of international labour division, higher internationalisation level of eco-
nomic life.

Integration triggers qualitative changes in many components of the modern world. First
of all, areal organisation of international economic relation system is being transformed,;
secondly, roles are redistributed between the members, and their place is taken by the inter-
national unions founded in different parts of the world. The problem of integration, develop-
ment of mutually profitable relations with countries of the world, participation in interna-
tional economic relations as an independent country, the search of one’s own place to solve
vital problems of the world development are extremely important problems. In this context,
research of integration processes in Persian Gulf, formation of mutually profitable relations
between the countries is an objective for solving the tasks of effective integration for the
countries of the region into the world community.

The Persian Gulf region occupies a special place in the system of international economic
relations, based on its unique geostrategic geographical location, rich stock of energy re-
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sources (64% of real world oil stock and 10.2% of world gas stock are concentrated in this
region); some of Arabic countries are the world finance-currency centres (Volovych 2011).

Evolution of views on the economic integration and its effects

The development of integration processes in Europe and other regions showed that in
order to achieve success in the integration of national economy it is not enough to use only
market methods. The participation of state and interstate institutions in regulatory mecha-
nism of international economic integration is obvious. This has led to appearance of the
school named as market-institutional, which recognised alongside with market factors the
important role of economic politics of the states and interstate structures developing in the
integration unions. The representatives of this school such as B. Balassa are trying to find
a compromise between the market and state integration mechanisms (Hosny 2013, p. 133-155).

Unlike representatives of the market school, they consider integration as the consistency
and harmonisation of economic and economic-juridical elements at the international level.
Meanwhile the unity is being formed gradually, stage by stage, from the lower forms to the
higher ones. B. Balassa’s suggestion about the classification of integration levels remains
relevant. Main integration stages are free trade zone, customs union, common market, eco-
nomic union, full economic integration (Balassa 2011).

Representatives of the structure school (K.G. Myrdal, A. Marshall, F. Perroux) consider
economic integration as a process of structural changes in the economy of the countries hav-
ing big companies (MNC) and whole industrial branches as centres of integration develop-
ment. In their opinion, such changes result in a qualitatively new integration zone with far
more perfect economic mechanism. They consider integration as a creation process of a new
economic structure. Thus, for example, A. Marshall, who developed the idea about real inte-
gration, stresses that it is only possible on the stage of economic union, when interpenetra-
tion of national economics takes place, and it is connected with changes in their structures
(Hosny 2013).

It is worth mentioning one more trend of international integration theory — neo- Keynesian
economics, described in the dirigisme concept. Representatives of this school consider inte-
gration as the process of optimal market structure formation (as, for example, R. Cooper and
others.). The main problem of regional integration is the search of optimal combination of
two possible variants of economic integration development: a) union of countries with fur-
ther loss of their sovereign and mutual agreement of economic politics; b) integration with
maximal preservation of national autonomy. Thus, J. Tinbergen (one of the dirigisme theorists)
considered that functioning of international integrated structures was possible on the basis of
common economic politics developed by their members and agreed social law (Balassa 2011).

The integration theories researching economic consequences of integration have a practi-
cal value. First among them is the theory of customs union, offered by J. Viner. This theory
is based upon the comparison of trades between countries under conditions of own customs
tariffs for each of them and under conditions of agreement about customs union signed
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between them, with no tariffs in mutual trading. As a result of customs union creation and
cancellation of tariffs in mutual trading, member states have two contrary consequences:
a) static effects, arising as a result of the redistribution of the existing assets, labour and
other resources of the member economies; b) dynamic effects, influencing production ca-
pacities, productivity and growth of member economies (Azavedo 2004).

The alternative concepts of international economic integration have arisen. They are dif-
ferentiated in accordance with aims and time duration of the integration process. On this
basis models of two-speed and multi-speed Europe are considered (Ehlermann and Ehring
2005, p. 51-75). They consider that as a result of different starting conditions, integration
participants, having declaimed common goals, may lose different amount of time for their
achievement. Examples of multi-speed integration are the Maastricht Treaty (1992) about
the convergence criteria as to creation of an internal market for the EU and the European
Monetary Fund.

The aim of the current research is to study effects of economic integration within the
Cooperation Council for the Arab States of the Gulf and its influence on trade within the
region and with third countries.

Investigation of the economic integration effects within CCASG

Using the gravitation model we shall try to investigate CCASG effects on the trade de-
velopment within the region and to define trading potential of CCASG member countries
with countries or groups of countries, with which free trading zone agreements are signed. In
order to estimate the model, based upon 7500 observations (2001-2012), the cross regression
method of united time series was used. The countries of Middle East and North Africa will
be used as a control group for CCASG, as CCASG member countries have the most stable
economic, political and cultural relations with them.

CCASG member countries heavily depend on foreign trade. Export ratio deviates from
74% for Bahrain to 41% for Saudi Arabia. Totally, 82% of regional export consists of oil.
Saudi Arabia is the most powerful participant; it maintains 46% of regional export and 38%
of regional import. In the second place there is the UAE with 21% of export and 35% of im-
port. The biggest shares of import are cars and equipment (38%), the manufacturing sector
(18%) and food products (11%) (United Nations 2014).

Providing that CCASG member countries are big oil exporters, their main trade partners
are outside of the region. Only 4.12% of export is realised on the markets within the region
and only 9.74% of import come from CCASG member countries. The small volume of
intraregional trade is explained by the similarity of economic structure of CCASG member
countries and lack of industrial diversification (EIA, 2014). Nevertheless, if oil trading is
excluded, part of intraregional export will increase to 26.7%, which is a much higher value
that can be compared with values of such integration unions as Mercosur or ASEAN. This
shows that intraregional trade of CCASG is more intensive, and economies of the region’s
countries are more integrated than it seems from the first site.
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Table 1 provides trade directions of CCASG member countries in 2001-2012. South-East
Asia, the USA and the EU — 22%, 9.8% and 8.6% of total CCASG export respectively, and
Arabic countries (including CCASG countries themselves) — only 6%. If oil is excluded,
Arabic countries (including CCASG) will get 35% of export, while the rest of export is
directed to South-East Asia (17%), the EU (8%) and the USA (6%). Obviously, oil does not
influence so much on the import (United Nations 2014).

In order to define how the geographical structure of foreign trade of CCASG member
countries was changing during the years we separated the period 2001-2012 into three sub-
periods. As it can be seen from the table, the ratio of CCASG intraregional export, excluding
oil, was gradually decreasing (26.6% in 2001-2004 to 21.5% in 2009-2012). Shortening
of intraregional total export was compensated by the increasing export ratio to main trade
partners, while export decrease excluding oil is accompanied by decrease of ratio falling on
main trade partners and increase of ratio for ‘other’ countries. In order to explain these struc-
tural changes in CCASG trade, it is necessary to build a formal model, which would take
into account different factors influencing two-side trading, including effect from economic
integration within the region and strengthening of global openness of the CCASG member
countries. For such cases the gravitation model is mostly used, which is known for its flex-
ibility and authenticity of results.

Table 1
Geographical structure of foreign trading of CCASG member countries (in %)

Period CCASG member countries | Arabic countries USA EU Asia | Others

Total export

2001-2012 4.12 1.46 9.38 8.74 | 20.73 | 55.56
2001-2004 432 1.38 11.66 | 12.30 | 14.51 | 55.84
2005-2008 4.12 1.43 6.22 571 | 23.83 | 58.69
2009-2012 3.91 1.58 10.26 822 | 23.86 | 52.16
Export (excluding oil)

2001-2012 26.62 8.09 6.21 7.32 | 18.16 | 33.60
2001-2004 30.65 8.26 6.12 8.10 | 27.17 | 19.69
2005-2008 27.69 9.35 7.25 8.17 | 15.00 | 32.54
2009-2012 21.52 6.68 5.24 5.69 | 12.31 | 48.57
Total import

2001-2012 9.74 2.57 14.64 | 31.11 | 25.75 | 16.19
2001-2004 8.76 2.64 17.54 | 32.30 | 23.04 | 15.72
2005-2008 10.83 2.35 13.87 | 30.94 | 27.48 | 14.52
2009-2012 9.61 2.72 12.51 | 30.09 | 26.73 | 18.34

Source: United Nations (2014).
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Application of the gravitation model for analysing the effects
of economic integration within CCASG and its influence
on foreign trading

The gravitation model is based upon the hypothesis that volumes of two-side trading be-
tween two countries directly depend on their GDP and counter depend on distance between
them. In different researches, this model was enlarged with different variables such as com-
mon cultural and historic past, common language, common border, trade preferences, etc.

Specification of the model used in the research looks as follows:

InX, =B, + B,In(Y,) + B,In(Y,) + B,In(Pop, )+ B,In(Pop,) + B.In(Dist, )
+B4(B;) + B,DCC,, + BDMU, + B,DMAS, + B, DCCO,, (1)

+ BIIDCMUijt + BlZDCMASijt + Bl.“s])(:E'Uijt * BMDCUSijt + uijt

where

X~ volume of trading between the countries i and j within the t period;
Y, —nominal GDP of the i country;

Y, - nominal GDP of the j country;

Pop, — population of i country;

Pop, — population of j country;

Dist, — distance between i and j;

Bj]. — dummy variable to mark common border between i and j;

DCCijt — dummy variable, equals to one, if i and j both belong to CCASG;

DMU, - dummy variable, equals to one, if i and j both belong to Arab Maghreb Union
(Algeria, Libya, Mauritania, Morocco, Tunis);

DMAS, - dummy variable, equals to one, if i and j both belong to countries of Mashreq

(Iraqi, Syria, Jordan, Palestine, Lebanon);
DCCOijt — dummy variable, equals to one, if i is a CCASG member country and j is not;
DCMU;;, - dummy variable, equals to one, if i is a CCASG member country and j belongs
to Arab Maghreb Union;

DCMAS, — dummy variable, equals to one, if i is a CCASG member country and j is a coun-
try of Mashrig;

DCEU,, - dummy variable, equals to one, if i is a CCASG member country and j is an EU
member country;

DCUSijt — dummy variable, equals to one, if i is a CCASG member country and j is the USA;
U, — error term,;

By B,... B,, — estimated parameters.
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One can expect that parameters 3, and B, will be positive as trading between the coun-
tries grows with GDP increase. Big countries trade more among themselves, as they have
more potential to the export offers and import demand. Coefficients B, and B, are expected
to be negative, as countries with more population are poorer with a certain level of GDP,
and thus — trade less. However, some scientists (Zarzoso and Lehmann 2003) are stating that
positive or negative value of population parameters depends on absorption effect or scaling
effect. Parameter B, will probably be negative, as the larger distance between the countries,
the higher are the expenses on transportation and transactions. However, in a course of time
module value of this parameter will be getting less because of the transport connection de-
velopment. Coefficient B, as expected, will be positive, as the common border favours the
trade development.

Parameters B, B, reflect influence of economic integration within CCASG and oth-
er agreements of preferential trading. Namely, a positive and considerable value of the
B.parameter will mean that belonging to CCASG member countries stimulates the develop-
ment of the trading more that it could have been expected with the set level of economic
development. In other words, creation of CCASG leads to common increase of intrare-
gional trading. The DCCO variable reflects the openness level; in other words, whether the
increase of intraregional trade takes place because of non-CCASG member countries, or
no. If parameter {3, is positive and statistically valuable, and parameter B10 - statistically not
valuable, then a trade creation effect is being observed. In case if B, is positive and statisti-
cally valuable, and parameter B, — negative and statistically valuable, then trade deviation
effect takes place.

A similar approach to modelling of economic integration effects was applied for research-
es of Mercosur, NAFTA and African trade unions (Zarzoso and Lehmann 2003; Azevedo
2004; Havrylyshyn and Kunzel 1997).

We use the cross regression method for analysis and model with fixed effects for com-
parison of the results. Table 2 shows values of estimating parameters and mean-square error.
All main variables have expected mark and high statistical value (1%), with the exception
of the population index.

Value of the GDP variable is positive both for importer and exporter, which means that
last GDP volumes of mutual trade are growing. Nevertheless, trade growth depends more
on GDP growth in the exporting country and less on GDP growth in the importing country.

The parameter calculated for the population index is negative, thus countries with more
population are more self-reliant, and correspondingly import less. The distance index also
has negative influence on trading, as was expected, which reflects increase of costs for trans-
portation, if the distance increases. Value of the common border dummy variable is predicted
as well — countries with common border trade more than those not having common border.

Effects of the trade unions are expressed by the mark and value of the corresponding
parameters. Intraregional trade parameter of DCC for CCASG member countries is posi-
tive and statistically valuable. In other words, influence of economic integration of CCASG
member countries on trade between member countries is rather significant — countries are
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trading within the region twice as intensive as they would trade without the integration un-
ion. Also, it is visible from the results of the research, intensive intraregional trade does not
provoke diversion of trade flows from the third countries, which is proved by the positive
and statistical «openness level» parameter (DCCO). Value of this index certifies the trade
growth with non-members of CCASG by 39%. Thus, during the research period CCASG
member countries have grown trade volumes within the region as well as with the rest of the
world, and, hence, economic integration within CCASG demonstrates a trade creation effect

rather than a diversion effect.

Table 2
Calculation results in accordance with the gravitation model
Cross regression method Model with fixed effects
Variable
Estimating parameter | t-statistics | Estimating parameter | t-statistics
GDP, 0.696* 17.157 0.503* 2.710
GDP. 1.194% 88.452 1.150%* 89.149
Pop, 0.034 0.903 0.380* 2.896
Pop, -0.151%* 10.346 -0.211* 14.922
Dist, -0.782* 28.179
B, 0.335% 2.863
DCC 1.199* 6.289 2.557* 10.697
DCCO 0.298* 3.354 0.227* 3.611
DMAS 0.835% 4.892 2.665* 11.470
DMU 0.736* 4.755 1.317* 6.647
DCMAS 1.426* 7.490 1.608%* 5.759
DCMU -2.378* 12.364 -3.992% 13.834
DCUS 0.615* 2.715 0.0930 0.277
DCEU 0.367* 4.691 0.477%* 4.291
GCCPR2 -0.250 1.064 -0.256 0.737
GCCPR3 -0.452 1.919 -0.155 0.447
GMASPR2 -0.205 0.770 -0.222 0.578
GMASPR3 -1.378%* 5.376 -1.341%* 3.539
GMAGPR2 0.229 0.870 0.676 1.736
GMAGPR3 -0.130 0.498 -0.248 0.639
R? 0.64 0.596
N 8045 8044
Logarithmic probability -15153.7 -16044.2

* Valuable on the level of 1% or 5%.
Source: the calculations on the basis of International Trade Statistics Yearbook United Nations (2014).
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Trading of CCASG member countries is reflected in two dummy variables: DCMAS and
DMU. Results prove that trading with Mashreq countries is developing much faster, while
trading with Maghreb is less than one can expect. Hence, trade agreement on lowering bar-
riers between CCASG and Arab Maghreb Union will favour in prominent trade growth, as it
has already happened with Mashreq.

CCASG trading with EU and the USA is also developing rather intensively, which is
certified by positive and statistically significant DCUS and DCEU coefficients. This is un-
conditionally promoted by the signed free trade agreements.

In order to investigate the evolution of CCASG trade relations (both inside the region,
and with third countries), we have divided the data into three periods, 4 years in each:
period 1 —2001-2004, period 2 — 2005-2008, period 3 — 2009-2012. To brace time effects
dummy variables were introduced GCPR2, GCPR3, GMASPR2, GMASPR3, GMAGPR?2,
and GMAGPR3, GCOPR2, GCOPR3. They reflect CCASG intraregional trading, trad-
ing between CCASG and Mashreq countries, trading between CCASG and Arab Maghreb
Union and trading between CCASG and the rest of the world within the periods 2 and 3 cor-
respondingly. Period 1 is used as basic.

Results provided in Table 2 are certifying that coefficients of intraregional trading of
CCASG member countries are negative, but statistically significant. This means that tenden-
cies of intraregional trading in 2005-2008 and 2009-2012 showed no considerable changes,
comparing to the basic periods. Trading potential from economic integration of CCASG
countries has already been realised. Trade intensity with Mashreq countries is getting lower.
The coefficient with the Arab Maghreb Union is not statistically significant. We can make
a conclusion that implementation of the agreement on Greater Arab Free trade Area (GAFTA)
has not had serious influence on the development of trading relations between CCASG and
other Arabic countries.

Conclusions

We have analysed trade development of CCASG in the context of the existing agreements
on the trade preferences in Middle East and North Africa (MENA region). Notwithstanding
the traditional vision that Arabic countries are not intensively trading among themselves,
we proved that creation of CCASG had extremely positive influence on the development
of intraregional trading — CCASG member countries are trading among themselves twice
as intensively due to the economic integration within the region. Also due to the analysis
we have discovered that economic integration of CCASG shows the effect of trade creation
rather than diversion. Probably it is a result of CCASG countries’ openness to the rest of the
world. Signing of free trade agreements between the CCASG and the EU and between the
CCASG and the USA has also had extremely positive influence. This experience shows that
possible signing of the free trade agreement between Ukraine and the EU will by itself have
positive influence on the relations with the CCASG countries.
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Wplyw integracji ekonomicznej na handel zagraniczny w regionie
Zatoki Perskiej

Streszczenie

Celem badania jest analiza skutkéw integracji gospodarczej w ramach Rady
Wspotpracy Zatoki Perskiej (RWZP) i jej wptywu na handel wewnatrz regio-
nu i z krajami trzecimi. Korzystajac z modelu grawitacyjnego, przeanalizowano
rozwdj handlu Rady Wspotpracy Panstw Arabskich Zatoki Perskiej w kontekscie
istniejacych uméw dotyczacych preferencji handlowych na Bliskim Wschodzie
1 w Afryce Pétnocnej. Udowodniono, ze powstanie RWZP mialo bardzo pozytyw-
ny wpltyw na rozw6j handlu wewnatrzregionalnego. Stwierdzono réwniez, ze in-
tegracja gospodarcza panstw cztonkowskich RWZP pokazuje skutek kreacji, a nie
odrzucenia handlu. Bardzo pozytywny wptyw miato podpisanie uméw o wolnym
handlu migdzy RWZP i UE oraz miedzy RWZP i USA.

Stowa kluczowe: integracja gospodarcza, Rada Wspdtpracy Panstw Arabskich Za-
toki Perskiej, model grawitacyjny, skutek kreacji.

Kody JEL: B41, F13, F15
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Bausinne SKOHOMHYECKO MHTErPalluy HA BHENTHIOI TOPTOBJIIO
B peruone Ilepcunackoro 3anuBa

Pe3rome

Llenbro uccienoBanus Obu10 M3ydeHHE I3PPEKTOB IKOHOMUUECKON HHTETPALUH
B rpanumax CoBera COTpyIHHUYECTBA apaOCKMX rocynapcTs Ilepcuickoro 3anmBa
(CCATTI3) u ero BIUsHIE HA TOPTOBIO BHYTPH PETHOHA U C TPETHUMH CTPAHAMH.
IIpy momomnM rpaBUTALMOHHON MOJENH NPOAHATM3UPOBAIN PA3BUTHE TOPTOBIM
Cogera coTpynHuuecTBa apaOCckux rocyaapcts Ilepcuackoro 3aimBa B KOHTEKCTE
CYILIECTBYIOIIMX COIVIAILICHHII 0 TOProBbIX NpedepeHunsx Ha bimxuem Boctoke
u B Ceseproit Appuke. Jlokazano, uro cozpanne CCAI'TI3 nmeno Becomoe mo-
3UTHBHOE BIMSHHE HA PAa3BUTHE BHYTPUPETHOHAIBHOM TOproBiHy. Takxke OO BBI-
SBJICHO, YTO SKOHOMIYecKkas uHTerpanus crpaH-wieHoB CCAI'TI3 memoncTpupy-
et a¢dexr cozmanust, a He 3PHEKT OTBEPIKEHUS TOPTOBIH. 3aMETHOE TTO3UTHBHOEC
BJIMSIHEE MMEJTO MOIMKUCAHKE COrIAlICHUH 0 cBoOOHO# Toprosie Mexay CCATTI3
u EC u mexxny CCAI'TI3 u CIIIA.

KuroueBble cioBa: sxoHomuueckas nHrerpanus, CoBeT coTpyaHudecTBa apad-
ckux rocynapcts [lepcuickoro 3anuBa, rpaBUTalOHHAS MOJeNb, d(QQEKT co3ia-
HHSL.

Konwl JEL: B41, F13, F15
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