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Abstract

The aim of the article is to identify the impact of Kazakhstan’s integration into the Eurasian Economic
Community (EAEC) on the competitiveness of the country’s agriculture. To achieve target aim scientific works
of foreign scholars on the problems of integration and its impact on the national economy have been analyzed.
The study found that regional integration has positive and negative effects that can lead to further progressive
development of the country and its industries, but also exacerbate existing conflicts and crises. To evaluate the
adaptability of Agriculture of Kazakhstan to the country’s membership in the EAEC, indicators of industry
competitiveness were analyzed: crop yields, livestock productivity, profitability, amount of state support, index
of net exports, production of main agricultural products per capita. It was revealed that in agriculture of
Kazakhstan competitiveness is lower than in Russia and Belarus in many positions. The world economy has
positive experience of management and development of agriculture in terms of integration. Good example is the
Common Agricultural Policy (CAP), conducted in the European Union, thanks to which Europe hasn’t simply
provided itself with all the necessary food, but has become a major supplier of agricultural products to the world
market. The article proves the positions of the CAP, which are recommended for use within the EAEC.
Currently, in order to support agriculture in Kazakhstan it is necessary to create incentives for the consolidation
of small farms, contribute to increase in incomes and salaries for farmers and agricultural workers, increase the
amount of state support, significantly expand the range of agricultural products, purchased by the state.

Keywords: competitiveness, agriculture, the Eurasian Economic Union Community
1. Introduction

In the early 1990°s of the twentieth century process of globalization actively began to develop, one element of
which is a global economic integration. At the same time Soviet republics had gained independence, and on the
world map new sovereign states had appeared. Objective reality caused the need to integrate post-Soviet
countries into the world economy, since in the conditions of globalization “any important problem of the modern
world cannot be resolved individually. Attempts to act in this way will almost inevitably lead to aggravating
other problems, seemingly unrelated to this one” (Tinbergen, 1980).

Global integration is accompanied by economic regionalization: in some regions of the world states create their
integration associations. At the same time, the effectiveness of a variety of regional integration groups very
diffe—from quasi-public level of EU regulation attained in certain aspects to numerous “pseudo” structures that
do not provide even a minimal removal of barriers to trade and movement of factors of production (Libman,
2009). Therefore, understanding the driving forces and factors of success or failure of integration initiatives,
their impact on the competitiveness of national economies within the framework of integration associations
currently become of particular relevance.

The President of Kazakhstan Nursultan Nazarbayev in his speech at Lomonosov Moscow State University on
April 28, 2014 said: “It is obvious that in the twenty-first century, regional integration is becoming an important
factor in countering the various global risks. Now, in the age of globalization, it is the fundamental question of

173



www.ccsenet.org/res Review of European Studies Vol. 7, No. 7; 2015

economic and civilizational development of the states, improving their global competitiveness” (Nazarbayev,
2014) .

On January 1, 2015 the Eurasian Economic Community (EAEC) began operating. How does it affect the
development of agriculture and its associated industries? This question in the scientific literature isn’t currently
elucidated. Therefore, in this article we have tried to analyze the situation in the agro-industrial complex (AIC)
of the country, compare it with the possibilities of agricultural production in the partner countries in the EAEC
and make recommendations.

2. Literature Review

Grounded theory of impact of integration on the national economy was created by a Canadian-born American
scientist Jacob Viner. He identified two main types of effects arising from economic integration: trade creation
effect and trade diversion effect. Essence of trade creation is in trade expansion within the integration association.
At the same time there is an economy of scale: two or more countries together can form a large market that
allows providing a reduction in unit costs of production. Trade diversion effect consists in the economic benefits
when the partner country increases its exports to other partner countries. But before creation of the Union these
goods were imported from the third countries with lower costs. Thus, the effect of reorientation contributes to
increased production in a partner exporting country. However, Jacob Viner notes that when the industry achieves
the scale at which it can be provided by optimal amounts and optimal degree of production specialization at
some of its plants, the further growth of this industry will bring into action decreasing returns law.

J. Viner supposes that the increase in production within the customs union is limited: if the Customs Union does
not provide a significant increase in the mobility of factors of production between countries—members of the
union, it does not increase the scale of the national economy in terms of conditions of production, even if there is
such an increase in terms of size of the protected outlet market. Thus, J. Viner considers mobility of factors of
production is necessary for the growth of the national economy within the framework of integration association,
which is characteristic of the common market (J. Viner, 2006).

James Meade is a British economist, winner of the 1977 Nobel Memorial Prize in Economic Sciences. He had
critically analyzed works of J. Viner and amplified theory of economic integration effects. He raises the question:
Will the use efficiency of the given world’s resources increase or decrease due to eliminating previously existing
barriers to trade?

J. Meade identifies the following effects of economic integration: trade diversion and trade creation effects.

Based on analysis of the steel market in several European countries, J. Meade concluded that the reorientation of
production from low-cost to high cost can occur as a result of integration. It is uneconomic and wasteful. As a
result, the global output reduces and in some places there is a falling of overall standard of living. In addition J.
Meade notes that a customs union leads to diversion of international trade from all other countries in favor of one
of the partners, which now, in terms of customs barriers, takes a privileged position in the market of the
importing country. It is uneconomical innovation.

However J. Meade does not deny that a customs union could also lead to the formation of new directions of
international trade as one of the partners can carry out the export to other partner’s market and bring down the
prices. This innovation leads to the displacement of resources in a more efficient and cost effective production
system. It all depends on the size of the customs duties for the third countries: the creation of the customs union
is more likely to rise than reduce the economic welfare, the higher the initial tariffs on each other’s products,
from which partner countries have released each other.

As for trade creation effect, J. Meade considers it necessary to balance the economic benefits from some
elements of trade creation with economic losses of other elements of trade diversion. That is, as a result of
removal of customs duties between countries within the union, the expansion of trade in other industries of
economy may occur. It leads to lower costs and economic benefits. J. Meade performed his analysis on the basis
of research method: multiplying a value of each element of trade diversion by an increase in unit cost of this type
of trade, and multiplying a value of each element of the newly established trade by a unit cost reduction of the
established trade. J. Meade believes that trade expansion will compensate losses of the existing trade diversion
from low-cost to high cost.

The disadvantage of economic integration J. Meade is also consider the fact that the creation of a customs union
means a reduction in income derived from customs duties for the countries forming that union. There can be
some losses, which can be countered by gains from trade expansion. Then lost customs revenues should be
compensated by increasing other forms of taxation: a new tax here causes as much damage as the old customs
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duty. In this case, the trade creation effects of the reduction of customs duties should be more significant than the
adverse effects of trade reducing from the best alternative methods of generating income.

Thus, J. Meade’s approach to economic integration is also ambiguous: customs unions can act as a tool leading to
more efficient use of resources, but also cannot act this way. It all depends on the specific circumstances of a
particular situation (Meade, 1955).

American scientists K. R. McConnell and S. L. Bryu note the effect on scales of production as a result of the
integration. By analyzing the process of integration within the EU, they note that the integration creates mass
markets, so necessary to achieve “common market” of economy on scale of production by country industries.
More efficient production, which is characteristic for large-scale markets, enables European industries to achieve
lower costs. These costs historically have been unattainable in separate narrow markets. At the same time, they
note that the impact of integration on third countries seems less certain because of rising taxes (Campbell,
McConnell, Stanley, & Bryu, 1992).

American scientists Samuelson P. E. and Nordhaus V. D. note that the growth of economic integration processes is
manifested today in a sharp increase in the flow of goods, services and capitals, crossing the borders of different
countries. Financial integration of different countries determines profitability growth of international trade.
Countries that can ensure efficient use of capital are able to borrow capital from countries with surplus cash
reserves. As the positive effects of the integration of product and financial markets, they point out a decrease in
prices, increase of innovations and economic growth. However, they note that these benefits are accompanied by a
number of quite painful effects:

- Rising unemployment and loss of profit, which occur in cases where highly profitable foreign producers displace
local production;

- The global financial crises: a huge wave of international financial crises arising from internal problems of certain
countries, due to the close relationship between the individual markets (Paul E. Samuelson , Nordhaus , William D.,
2009).

While developing the theory of J. Viner and J. Meade, Russian scientist Shimko P. D. offers a review of the
country’s accession into the integration union from the perspective of static and dynamic analysis. As part of the
static analysis he identifies two possible consequences of accession into the integration trade and economic group:

-Flow-creating effect (trade creation): switching of the country demand and therefore, the consumption from
domestic producers with higher costs to the foreign manufacturer with lower costs;

-Flow-diverting effect (trade diversion): switching of the country demand and therefore, the consumption of
products outside the Union, which has lower costs to producers with higher costs, but a member of the Union.

In the first case, the removal of barriers to trade provides opportunities for the development of greater
specialization in accordance with the theory of comparative advantage. A country can import products from our
partners at lower prices, and direct free resources to the development of industries and production with the
presence of comparative advantage. In the second case, the imported products from countries that are not members
of the Association become more expensive due to the increase of customs duties, and the products of the partner
country fall in price because of lower or no customs duties. The production and consumption effect is being
formed.

Among the dynamic effects of trade and economic unions Shimko P. D. distinguishes:

-The effect of increase in scale of production;

-Improving the production infrastructure of the participating countries;

-Strengthening the position of each Member State in comparison with the situation of a separate country-outsider;
-Increased competition, which creates a certain climate conducive to the spread of advanced technology;
-Increase in investment.

Shimko P. D. supposes that in terms of common market free movement of factors of production within a particular
group of countries should contribute to a more efficient use of combined resources, development of division of
labor and specialization of production. However, the full realization of this activity is impeded by differences in the
economic policies pursued by member states of the Common Market.

Gurova I. P., while considering consequences of integration, identifies two groups of effects:

1) the competition effect and economies of scale;

175



www.ccsenet.org/res Review of European Studies Vol. 7, No. 7; 2015

2) the effect of trade and allocation.

Gurova I. P. supposes that larger market formed as a result of integration allows companies of united countries to
receive a positive return on the scale of operations, as well as to establish closer cooperation, including a
competitive relationship, undermining the position of monopolies and leading to increased efficiency. According
to her research, members of the integration unit can receive both internal and external economies of scale.
External economies for the company is a result of removing tariffs and other trade barriers in connection with
facilitating access to cheaper capital, labor and progressive technologies. Thus, Gurova 1. P., as previous authors,
notes the movement of capital, labor and technology, which is characteristic of the common market as a factor of
economy.

I. P. Nikolaeva along with the positive effects of integration distinguishes negative ones: member-countries
separately lose some autonomy in foreign trade policy, but gain significant common benefits, pursue a single
economic policy. To the benefits of integration I. P. Nikolaeva refers the following its consequences:

- Receipt of foreign direct investment, which allows increasing production at the expense of new equipment and
advanced technologies;

- Integration contributes to higher rates of economic development of the less developed member countries
through the use of capitals, technologies, market experience of more developed members of the group;

- Strengthening of the position of the united countries within the large supranational organizations such as the
WTO;

- Expanding of cooperation in the political, military, social and other non-economic areas;
- Wider access to financial, manpower, material resources, advanced technologies (World Economy, 2010).

Thus, as it was shown in our research, none of the authors refer to the consequences of integration uniquely:
integration has both positive and negative effects. Famous Russian scientist V. P. Kolesov wrote on this subject
as follows: “International economic integration is a difficult, uneven, inconsistent and long process as it takes
place within the framework and on the basis of different cultural and historical types of society. Each country has
its own historically established identity, their own individual concerns and interests” (World Economy. Economy
of Foreign Countries, 2001).

3. Methods

During the research, we used the methods of scientific abstraction, analysis and synthesis, comparative analysis,
statistical sampling. On the basis of scientific abstraction, we abstracted from specific countries and industries
and tried to identify the impact of economic integration on any economy and any industry. Through analysis and
synthesis, comparative analysis, statistical sampling, we studied indicators of competitiveness of agriculture of
Kazakhstan and its partners in EAEC.

Object of analysis—agriculture—is a complex system, which is influenced by many factors. Therefore, the
writing of this article, the analysis and recommendations are based on the use of a systematic approach, which is
a combination of research methods of complex objects. As part of a systematic approach methodology of the
study is based on the use of structural-genetic and functional methods. Genetic aspects related to the study of the
transition from traditional to competitive relations. Functional method involves the study of the functioning of
modern economic mechanism, reproduction of the economy and its agricultural sector as a whole in a given
historical moment. As part of these methodological principles we apply other general theoretical and private
methods (collection and compilation of facts, generating of hypotheses, induction and deduction, etc.). These
methods allowed us to develop proposals for improving competitiveness of the agricultural sector of Kazakhstan,
while switching from positive economy to normative one.

4. Results

Currently, there is no uniform methodology for determining the competitiveness of agricultural production. In our
opinion, with this ends it is right to use not absolute figures of output in crop and livestock production in a
particular country, but the relative figures, as countries differ greatly by territory, area of farmland and population.
These indicators include crop production, livestock and poultry productivity, profitability, and others.

Analysis of data on yields of major agricultural crops in Kazakhstan, Russia and Belarus allowed coming to the
following conclusions (Table 1).
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Table 1. Yields of certain crops in 2013 in EAES countries *hundredweight from 1 hectare

Country Grain and bean Sugar beet Potato Vegetables
cultures

Kazakhstan 11.6 267.7 181.5 238.7

Russia 22.0 442 145 214.0

Belarus 344 485 208 236

Note. it is compiled by authors on the basis of sources: (Agriculture, forestry and fisheries in the Republic of
Kazakhstan, 2014; Agriculture of the Republic of Belarus, 2014; Agriculture, hunting and forestry in Russia,
2014).

The Republic of Belarus on the yield of grains, sugar beets and potato outruns Kazakhstan and Russia. On grain
yield Kazakhstan lags far behind its partners in the alliance. This suggests that, despite the fact that grain farming is
a basis of agricultural production in Kazakhstan, it is carried out mainly by extensive way. Kazakhstan has a slight
advantage in yield of vegetables, but this is due to the fact that the country is located southward of the Russian
Federation (RF) and the Republic of Belarus (RB). The lowest yield of potato is in Russia .

In Kazakhstan, the average milk yield per 1 milk cow in 2012 was 2,219 kilograms, or 1.8 times less than in Russia,
and 2 times less than in Belarus (Agriculture, forestry and fisheries in the Republic of Kazakhstan, 2014;
Agriculture of the Republic of Belarus, 2014; Agriculture, hunting and forestry in Russia, 2014). Kazakhstan lags
behind also in other indicators.

An important indicator reflecting the competitiveness of agriculture is a production of main agricultural products
per capita (Table 2).

Table 2. Production of main agricultural products per capita in 2013 in EAES countries*kilograms

Country Grains Potato Vegetables Livestock Milk Eggs
and poultry (pieces)
for slaughter

Kazakhstan 1,070 196 190 92 289 229

Russia 645 211 103 56 214 288

Belarus 803 625 172 124 701 418

Note. * it is compiled by authors on the basis of sources: (Agriculture, forestry and fisheries in the Republic of
Kazakhstan, 2014; Agriculture of the Republic of Belarus, 2014; Agriculture, hunting and forestry in Russia,
2014).

Most grains and vegetables per capita are produced in Kazakhstan. However, on potato, milk and eggs Kazakhstan
lags behind other countries in the EAEC. For these types of products primacy belongs to Belarus.

Health Ministry of Russia in 2010 developed the recommendations on rational standards of consumption of foods
that meet modern requirements of a healthy nutrition (Table 3)

Table 3. The recommended amount of consumption of nutrition products’

Product groups The recommended amount

Bread and pasta per flour, cereals, legumes, in total

including wheat flour, enriched with micronutrients 95-105 kg/year /person
30-40 kg / year / person

Potato 95-105 kg/year /person

Vegetables and melons 120-140 kg/year /person
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Fruits and berries

Meat and meat products , in total
Including:

beef

lamb

pork

Poultry

Milk and milk products, calculated as the milk

Eggs

Fish and fish products
Sugar

Vegetable oil

90-100 kg/year /person
70-75 kg/year /person

25 kg/year /person

1 kg/year /person

14 kg/year /person

30 kg/year /person
320-340 kg/year /person
260 pcs

18-22 kg/year /person
24-28 kg/year /person
10-12 kg/year /person

Note. * source (Order of the Ministry of Health and Social Development of the Russian Federation, 2010)

From the table it is clear that rational consumption rate can be achieved in Kazakhstan, Russia and Belarus on the
products of grain production and potatoes. However, rational consumption rate of vegetables for the population
cannot be provided by Russia, meat—Russia, milk—Kazakhstan and Russia, and eggs—Kazakhstan. At the same
time, the relative abundance of agricultural production is observed in vegetables—in Kazakhstan,
meat—Kazakhstan and Belarus, milk—Belarus, eggs—Russia and Belarus. These advantages are the basis for the
creation of a unified Eurasian commodity distribution system of agricultural products, raw materials and food

(Table 4).

Table 4. Correspondence of agricultural products per capita in the EAEC countries to rational consumption rates of

foods that meet the modern requirements of a healthy nutrition

Country

Type of product, corresponding to
rational consumption rates

Products type, that do not
correspond to rational
consumption rates

Kazakhstan
Russia

Belarus

grain, potato, vegetables, meat
grain, potato, eggs

grain, potato, vegetables, meat, eggs,

milk, eggs
vegetables, meat, milk

no

Note. developed by the authors.

At the same time, the real consumption of food does not correspond to the volume of agricultural production (Table

5).

Table 5. Consumption of basic food products per capita in the EAEC countries in 2012*kilograms

Russia

Potato

Vegetables and melons
Fruits and berries

Meat and meat products

Milk and milk products
Eggs (pcs.)

111
109
61
74
249
276

Note. it is composed according to the source (Agriculture of the Republic of Belarus, 2014; Ministry of Agriculture
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of Russian Federation. National Report , 2014).

*In Kazakhstan a consumption of milk, eggs, fruits is lower the rational norms. In Russia—vegetables and melons,
fruits and berries, milk. In Belarus—ftruits, milk.

In world practice, an index of net exports is recognized as an important indicator of competitiveness, reflecting the
comparative advantages of products, including agriculture. Index of net exports is determined from the following
formula:

NERip = (Xip-Mip) / (Xip + Mip), where Xip - exports, Mip - imports
It shows for each of the products (or product group) level of export surplus (with a positive index value) or the
level of import surplus (with a negative index value). The index value is placed in the range from - 1 to +1 . The
values of “ - 17 and “ +1 “ are extreme . Other negative values show a degree of imports surplus, and other positive
values—the degree of exports surplus.

Table 6 shows the revealed comparative advantage of Kazakhstan in foreign trade in agricultural products with
Russia and Belarus.

Table 6. Revealed comparative advantage of Kazakhstan in foreign trade in agricultural products to Russia and
Belarus (the index of net exports)*

Name The RF The RB
Meat -0.82 -1
Fish -0.13 -1
Milk and cream -0.50 -1
Butter - 0.81 -1
Cheese and cottage cheese -0.93 -0.997
Eggs, thousand pcs -1.0 -1
Potato -0.72 -1
Vegetables 0.45 -1
Grains 0.94 0.996
Flour 0.92 -1
Sugar -1 -1
Fruits 0.59 0
Cereals -0.45 -1
Juices -1 0
Animal fats -1 0
Vegetable oil -0.96 0
Sausages - 0.998 0
Pasta - 045 0

Note.*calculated by authors.

Now we reveal the comparative advantages of the Russian Federation in relation to the Republic of Kazakhstan
and the Republic of Belarus (Table 7).
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Table 7. Revealed comparative advantage of Russia in foreign trade in agricultural products with Kazakhstan and

Belarus (the index of net exports)™

Name The RK The RB
Meat 0.82 -0.99
Fish 0.13 0.58
Milk and cream 0.50 -0.99
Butter 0.81 -0.99
Cheese and cottage cheese 0.93 -0.94
Eggs, thousand pcs 1 1
Potato 0.72 -0.99
Vegetables - 045 -0.95
Grains -0.94 0.87
Flour -0.92 -0.80
Sugar 1 -0.999
Fruits -0.59 -0.90
Cereals 0.45 0.26
Juices 1 0.68
Animal fats 1 -0.999
Vegetable oil 0.96 0.67
Sausages 0.998 -0.99
Pasta 0.45 0.86

Note. * calculated by authors.

Finally, we define the comparative advantages of the Republic of Belarus in relation to the Republic of Kazakhstan

and the Russian Federation (Table 8).

Table 8. Revealed comparative advantage of the Republic of Belarus in foreign trade in agricultural products to the

Republic of Kazakhstan and the Russian Federation (the index of net exports)*

Name The RK The RF
Meat 1 0.99
Fish 1 -0.58
Milk and cream 1 0.99
Butter 1 0.99
Cheese and cottage cheese 0.997 0.94
Eggs, thousand pcs 1 -1
Potato 1 0.99
Vegetables 1 0.95
Grains - 0.996 -0.87
Flour 1 0.80
Sugar 1 0.999
Fruits 0 0.90
Cereals 1 -0.26
Juices 0 -0.68
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Animal fats 0 0.999
Vegetable oil 0 -0.67
Sausages 0 0.99

Pasta 0 -0.86

Note. * calculated by authors.

Thus, Kazakhstan has comparative advantages in trade with Russia on vegetables, grains, flour and fruits, in trade
with Belarus—on grains.

Russia has comparative advantages in trade with Kazakhstan on meat, fish, milk, cream, cheese and cottage cheese,
eggs, potato, sugar, cereals, juices, animal fat, vegetable oil, sausages and pasta, in trade with Belarus—on fish,
eggs, grains, cereals, juices, vegetable oil and pasta.

Belarus has comparative advantages in trade with Kazakhstan in all commodity groups except for cereals, in trade
with Russia—on meat, milk and cream, butter, cheese and cottage cheese, potatoes, vegetables, flour, sugar, fruit,
animal fats and sausages (Table 9).

Table 9. Commodity headings with comparative advantages of EAEC countries in trade in agricultural products™
(in terms of the index of net exports)

Country Product Type

Kazakhstan:

In relation to Belarus grains

In relation to Russia vegetables, grains, flour, fruit

Belarus

In relation to Kazakhstan meat, fish, milk and cream, butter, cheese and cottage cheese,

eggs, potato, vegetables, flour, sugar, fruits, cereals, juices,
animal fats, vegetable oil, sausages, pasta

meat, milk and cream, butter, cheese and cottage cheese, potato,
vegetables, flour, sugar, fruit, animal fats, sausages
In relation to Russia

Russia

In relation to Kazakhstan meat, fish, milk and cream, cheese and cottage cheese, eggs,
potato, sugar, cereals, juices, animal fats, vegetable oil,
sausages, pasta

) fish, eggs, grains, cereals, juices, vegetable oil, pasta
In relation to Belarus

*Note. developed by authors.

The level of profitability of agricultural production indicates the degree of efficiency in the use of material, labor
and financial resources, as well as the natural resources in the production of agricultural products.

The profitability of agricultural production in the agricultural enterprises in 2013 in Kazakhstan amounted to
17.5%, while in Belarus—18.6%. In Russia, the profitability of agriculture in 2013 amounted to 9/3% (Agriculture,
forestry and fisheries in the Republic of Kazakhstan, 2014; Agriculture of the Republic of Belarus, 2014;
Agriculture, hunting and forestry in Russia, 2014). In Kazakhstan, the level of profitability in crop production is
higher than in livestock (respectively, 22.4 and 7.6%).

An important indicator of competitiveness is also the amount of state support of agriculture, which is also different
in the partner countries. The volume of state support of agriculture to the gross volume of output in agriculture in
Belarus is 18%, in Russia—8 %, while in Kazakhstan—4% (Servants of the people, 2014). The total support of
agriculture (measures that are not distorted and distorting mutual trade) were as follows: in Russia—6.0 billion
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USD, In Belarus—2.7 billion USD, or 45.2 % of the Russia’s level, in the Republic of Kazakhstan—2.1 billion
USD, or 34.8 % of the Russia’s level.

Partners of Kazakhstan in the Customs Union have a number of other benefits, based on objective and subjective
factors.

Small-scale production prevents competitiveness of domestic food. According to statistics for 2013 in the country
45% of agricultural products were produced in households. Where 21.5 % —are crop production and 75 %—are
livestock products. In Belarus households produce 24.1% of the total agricultural production. Where 40 %—are
crop production, 10%—are livestock products. In the Russian households produce 41 % of the production industry.
Where 39 %—are crop production, 43 %—are livestock production (agriculture, forestry and fisheries in the
Republic of Kazakhstan, 2014; Agriculture of the Republic of Belarus, 2014; Agriculture, hunting and forestry in
Russia, 2014).

5. Discussion

Kazakhstan’s agricultural market is not completely protected from outside intervention. Because of the low
efficiency and lack of scale of production a prime cost of production is very high. Purchase prices are set at a level
lower than the average costs of production. Competitiveness of the industry is very low.

The analysis presented in the second section of the report showed that the comparative advantages of agriculture in
Kazakhstan are rather limited. Therefore, the impact of integration into the EAEC on agriculture of the country
may occur in two scenarios: optimistic and pessimistic. The main recommendation of the Eurasian Commission,
which must play a positive role in improving the competitiveness of agriculture, is a need to increase state support
of the industry from 4% to 10%. Just because of the generous support of the European Union (EU) production
significantly exceeds the demand for food.

The optimistic scenario can be expressed in the positive effects that are described in the first section of the project.

1) Trade creation effect. As a result of integration into the EAEC sales of agricultural products will increase, with
the free movement of labor and capital. Trade expansion will compensate losses of existing trade diversion from
low-cost to high cost. At the same time it will be switching in demand in Kazakhstan and therefore consumption
from domestic producers with higher costs to the Russian or Belarusian producer with lower costs.

2) Economies of scale. As a result, the mobility of factors of production (labor and capital) will improve the
conditions of production, which will increase outputs and low production costs. More efficient production,
characteristic of large markets, will enable agribusiness industries to achieve lower costs.

3) Trade diversion effect. As a result of integration into the EAEC exports of Kazakhstan’s agricultural products to
Russia and Belarus will increase. It will contribute to the growth of production in Kazakhstan. Besides, low prices
for some agricultural products, imported from Russia and Belarus will facilitate the movement of resources in a
more efficient and cost effective production system. There will be opportunities for development of greater
specialization in accordance with the theory of comparative advantage. A country can import products from our
partners at lower prices, and direct free resources to the development of industries and production with the
presence of comparative advantage. Production infrastructure will be improved.

4) Demonstration effect. As part of the EAEC, Kazakhstan’s position will strengthen in the international arena as a
participating country in comparison with the situation of a country-outsider, especially when joining the World
Trade Organization (WTO).

Under the EAEC a certain psychological impact will be given on other countries as a result of acceleration in
economic growth, decline in inflation, employment growth in Kazakhstan.

5) As a result of increased competition a certain climate will be created, conducive to the spread of advanced
technology. Free movement of factors of production within the EAEC will contribute to more efficient use of
combined resources, the development of division of labor and specialization of production. Competitive relations
will undermine the position of monopoly, as enterprises in Kazakhstan will be in a more intense competition.
Competition will force firms to cut costs to the effective level.

6) As a the result of capital mobility investment in agro-industrial complex of Kazakhstan will increase. Receipt of
direct investment to Kazakhstan from Russia and Belarus will allow increasing production at the expense of new
equipment and advanced technologies.

7) Economy factor. Kazakhstan will have access to cheaper capital, labor force and progressive technologies.

8) The market outlets of agricultural products will increase, as the total population of the EAEC is more than 170
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million people.
Pessimistic scenario can be expressed in negative effects.

1) As a result of integration into the EAEC, reorientation of foreign trade of the Republic of Kazakhstan from
low-cost to high-cost may occur. It can be a diversion of international trade from all other countries in favor of
one of the partners, Russia and Belarus, which now, in terms of customs barriers, takes a privileged position in
the market of the importing country, which seems uneconomical (flow diverting effect or the trade diversion
effect). As a result, there will be growth in prices. The reorientation of trade can lead to losses in outputs and
decrease in exports for more effective countries outside the integration bloc.

2) Government revenues will reduce as a result of duty-free movement of not only goods, but also labor and
capital.

3) Non-compliance with agreements on equal participation in the EAEC, weak control over the movement of
goods and factors of production can lead to outflow of resources from Kazakhstan to more economically robust
member of the union. That will transform the country into a backward region. The location of production activities
in united countries can be changed: expansion of some sectors and reduction of others. Changes may be
unbalanced, and Russia and Belarus may be in a better position than Kazakhstan.

4) At establishing closer integration ties between individual firms of member countries, it may be more widespread
oligopolistic collusion, entailing higher prices for the relevant products.

5) Decreasing returns of the scale can arise with the formation of very large companies.

The world practice has accumulated considerable experience in solving agricultural problems of the partner
countries of integration groups. Experience of EU deserves a special attention, where since 1957, i. e. since the
establishment of the common market, Common Agricultural Policy (CAP) was held on the entire territory of
European Union. And until 1992, the costs of agriculture represented 49% of the EU budget. In 2013 this
proportion amounted to 32% (Common Agricultural Policy, 2014). In 2014-2020 the EU will allocate 38 % of
the total budget for this. In this case, it will be spent 312.7 billion EUR on subsidies. This is 76.6 % of the total
agricultural budget. 23.4% or 95.6 billion EUR will be allocated for development of rural regions (Approved by
the new Common Agricultural Policy of the EU, 2014).

What valuable it is possible to adopt from experience of EU CAP?
First, the CAP objectives. The main objectives of the Common Agricultural Policy are:

1) Providing farmers with acceptable standard of living. In other words, the EU’s agricultural policy is aimed at
supporting farm prices and incomes. It is well known that agriculture is the only branch of production with the
existing laws of free competition. Therefore to run agricultural business in conditions of monopolized industrial,
commercial, etc. market—is the same as to condemn oneself to disparate low incomes.

2) Ensuring consumers with quality products at fair prices. Products of European farmers divided into three groups:
for export to third countries, for export to developed countries, and for domestic consumption. We tend to produce
products for export better than for its own population.

3) Preservation of agricultural heritage. Agricultural heritage is not only in maintaining the traditions of industrial
activity, but cultural and national values, which tend to be the best preserved in the countryside.

Second, the harmonization of policy and its transfer to the supranational level. Currently, each member country of
EAEC holds its own agricultural policy. Even amounts of state aid are 4 times more in Belarus and 2 times higher
in Russia than in Kazakhstan. Therefore, the formation of a common food market without harmonization of
agricultural policy is not possible.

Third, the principles of agrarian policy. In the EU by 1962 three main principles of the CAP had been set:

-The integrity of market. Agricultural market of the member countries should function as a whole. Only in this case
the realization of comparative advantages for the benefit of the entire Union is possible;

-Preference products of community. Agricultural policy should be aimed at formation of healthy population.
Therefore, production for domestic consumption must be of high quality, ecologically clean, without different gene
changes and harmful additives. And the population of the partner countries must be confident in it and prefer
products of Union;

-Financial solidarity. In this regard, the EU experience is priceless. Germany and France are the donors of the EU
budget, and such agricultural countries as Spain, Greece and Portugal are the largest recipients.
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Fourth, the need to consider the social structure of agriculture and both structural and natural differences between
the various agricultural regions. Kazakhstan, Belarus and Russia—are three major countries. Their territories are
located in different natural zones. There are different national traditions which have been preserved especially in
rural areas. Therefore, we cannot completely neutralize all forms and methods of support in all regions of these
countries.

Fifth, a set of mechanisms for the implementation of agricultural policies. The West has been tested and
successfully uses such techniques as:

-The system of support prices of farm products. In the EU system of support prices includes: targeted or oriented
prices, guaranteeing a certain income; the threshold prices for imported products; export subsidies for exports;
intervention prices, or minimum prices at which the state procurement agencies buy products from farmers;

-Taxing imports from third countries;
-Import quotas to limit the number of imported products;

-Direct subsidies for farmers. Moreover, subsidies were a tool to encourage farmers to grow those crops which in
the EU countries are not enough, there is a tool reducing economic incentives of overproduction. Subsidies were
mainly paid for the land on which a certain culture was cultivated, and not on the total number of cultural products.
In the West, it is believed that to store and place the excess production is a wastefulness of resources.

Sixth, the harmonization of legislation. Existing differences on such items as allowance or prohibition of
conservants, food colorings, hormones and other substances in food, marking rules, animal diseases, etc. must be
leveled, because they can cause problems both in domestic trade of partner countries and in trade with third
countries.

Seventh, the transparency of costs on agriculture support. The financial resources allocated from the general
budget to support farmers in a given country should be controlled, transparent, well known and does not infringe
upon the interests of any party.

Eighth, the unification of food prices, as their difference affects the cost of raw materials and labor force, and can
provoke intensification of competition in other areas.

Ninth, the support of ecologically clean farming methods, environmental protection. In the EU, for this purpose
in 2005 special subsidies were developed: if the land is processed in accordance with environmental regulations,
additional benefits are provided. In addition, the agricultural policy of the European Union for the period
2014-2020 provides that 30% of all subsidies are got by farmers practicing crop rotation, preserving pastures and
nature.

CAP experience shows that due to its implementation the EU countries have become major exporters of
agricultural products, fully providing their population with food.

The world practice shows that large farms are the most effective in the agricultural sector. The advantage of
large-scale production over small experience was proved by the USA experience, where 72% of small farmers,
owning 31% of machinery and equipment, concentrating 44% of the workforce, produce only 10% of gross farm
income. At the same time they use the land and equipment 4 times, and labor 7 times worse than the other 28%
of large farms. Small farms cannot use advanced technology and the latest technologies with total efficiency
(Semenov, 1999).

In a market economy the trend of concentration and consolidation of farms is a natural regularity. In countries
where the market economy has long been functioning effectively, the concentration of farms was carried out by
converting them from the individual forms of partnership and agrocorporation. In addition, there has been widely
used co-operation.

Currently, the process of consolidation of farms in Kazakhstan has being received little attention. On the contrary,
taxation is increasing, in particular, land tax. Small farms do not have incentives to cooperation and integration,
as in consequence of the transition to other forms of business, the tax burden significantly increases. Therefore,
the government needs to create an enabling environment for the concentration and centralization of capital in the
agricultural sector by improving the system of tax subsidies and subventions.

State in the Republic of Kazakhstan establishes procurement prices for a limited range of agricultural products
(wheat, soybeans, barley). In essence, there is a lobbying of interests of grain-producing enterprises, especially
the large cartels. Livestock products, vegetables, fruits, and others remain outside the state support. It will lead to
one-sided development of the industry. It is necessary to expand the range of products that get under state order
and public procurement. There is a need for real help to all agricultural producers. In the EU, the government
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regulates the prices of more than 270 kinds of agricultural products (G. Pavlov, 2004).
6. Conclusion
Based on the research we have come to the following conclusions:

1) The economic integration affects the competitiveness of national economies in two ways: towards dynamism
and strengthening and towards aggravation of contradictions and decrease of competitiveness. It all depends on
correct economic policy, correct evaluation of the economic and political situation in the country, presence or
absence of economic resources. In the economic literature effects arising due to economic integration are revealed:
trade creation effect, trade diversion effect, economies of scale, demonstration effect, domino effect, which may
have both positive and negative consequences.

2) Analysis showed that the comparative advantages of the AIC of Kazakhstan are rather limited. Therefore, the
impact of integration in the EAEC on agriculture of the country may occur in two scenarios: optimistic and
pessimistic. The main recommendation of the Eurasian Commission, which must play a positive role in increasing
the competitiveness of agriculture, is a need to increase state support of the industry from 4% to 10%.

3) To solve agricultural problems in the framework of the EAEC it should be adopted a progressive international
experience, in particular, of the Common Agricultural Policy (CAP) of the European Union in the following
positions: CAP objectives; harmonization of policy and its transfer to the supranational level; the principles of
agricultural policy; the need to consider the social structure of agriculture and both structural and natural
differences between the various agricultural regions; a set of mechanisms for the implementation of agricultural
policy; harmonization of legislation; transparency of costs on agriculture support; unification of food prices;
support of ecologically clean farming methods, environmental protection.

The formation of large agribusiness on a basis of small businesses through their integration and concentration
will contribute to improving competitiveness of agro-industrial complex of Kazakhstan, as international
experience shows a high efficiency in the agricultural sector of large business.

Formation of incentives to labor for hired farm workers is an important factor in the growth of labor productivity,
and respectively, the competitiveness of agricultural production.

Increasing the size of state support for agricultural production must go, among other things, in the direction of
expanding the range of agricultural products purchased by the state.
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