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Many observers were casting doubts about the existence of a strategic partnership
between Russia and the European Union long before the annexation of Crimea
and the subsequent strained relations between the two blocs. Nevertheless, the main
challenge of this article is to prove that there was indeed a positive effect regarding
the strategic partnership on bilateral trading — together with such factors as the
growth of the Russian and EU GDPs per capita, the devaluation of the Russian cur-
rency and the oil price increase — by applying the Gravity Model. Based on this
model, it was also confirmed that there was a negative effect of the geographical dis-
tance and sanctions between parties on the EU-Russia trade flow. Moreover, we
tried to predict by means of the Error Correction Models how EU-Russia bilateral
trade would have changed according to a scenario wherein the parties continued
being strategic partners, and had the sanctions not been imposed. As such, and
by the method described, not only was it empirically confirmed that the major part-
ners would have received the most benefit from the strategic partnership with Russia
but even Russia’s smaller trading partners are incurring significant welfare losses
from sanctions, along with Russia itself.

1. Introduction

After the dissolution of the Soviet Union, an ongoing and mutually agreeable rela-
tionship with Europe became a fundamental part of Russian foreign policy. Russia’s
proposed and presumed transition into democracy and a market economy was
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supported by the European Community, which would contribute to economic co-
operation and stability on the continent. The so-called ‘Dialogue’ with the EU
seeking an EU-Russian strategic partnership demonstrated a shared willingness
to cooperate over a broad spectrum of issues for the sake of mutual socio-economic,
technological and industrial development.

The European Security Strategy of 2003 was the first official document where the
EU highlighted its intention of developing strategic partnerships with those countries
that would concur with EU’s norms and values. It was in this document that the EU
stressed the necessity of establishing closer relations with Moscow for ensuring the
security and prosperity of Europe while hoping that a respect for common values
would reinforce progress toward a strategic partnership. In fact, the first reference
to strategic partnership appeared in the official documents of the EU in 1998, when
the EU confirmed the necessity of considering Russia as a strategic partner.
Therefore, the EU already had at least a theoretical relationship with Moscow when
it used this term for the first time (and the last time during the 1990s). Initially the
phrase ‘strategic partnership’ didn’t even appear in transatlantic relations, which
were the most important for the EU (Podadera and Garashchuk 2016).

In the Report on the Implementation of the European Security Strategy (2008, 10)
it was highlighted:

Our relations with Russia have deteriorated over the conflict with Georgia. The EU
expects Russia to honour its commitments in a way that will restore the necessary
confidence. Our partnership should be based on respect for common values, notably
human rights, democracy, and rule of law, and market economic principles as well as
on common interests and objectives.

Nevertheless (and despite this stern-sounding admonishment), Russia continued to
be an important partner on global issues. Moreover, the parties seemed to overcome
that conflict completely and, in 2009, Russia was included in the EU’s list of strategic
partners.' On 22 February 2011 it was highlighted in Brussels that not only were the
EU and Russia neighbours but also strategic partners.’

Regarding the expectations of a Euro—Russian strategic partnership in the new
redaction of the Russian Foreign Policy Conception confirmed by Vladimir Putin
in February of 2013, the main strategic objective toward the EU consisted of creating
a common economic and humanitarian space from the Atlantic to the Pacific Ocean.
The ex-President (finished in October 2014) of the European Commission, José
Manuel Durdo Barroso, also confirmed this expectation in his own words:

The case for European Union-Russia engagement is overwhelming. Clearly, we
have a strong interest in building upon our economic interdependence and working
ever-closer together in so many areas from trade and investment to energy and
mobility, to good governance, human rights, humanitarian and world security issues
... We already share a vision for such a Partnership, the long-term vision, and I

1. Consequently, the EU awarded a special status of its strategic partners to ten countries: USA,
Canada, Japan, China, Brazil, Russia, India, South Korea, Mexico and South Africa.

2. MEMO/11/104, Brussels, 22 February 2011, available at https://ec.europa.eu/commission/
presscorner/detail/en/memo_11_104
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think it is important, even when we take concrete decisions be it in daily life, in poli-
tics or business, to have a long-term vision. The long term vision is a common
economic and human space from Lisbon to Vladivostok with free travel of people,
free exchange of goods and services, very close overall cooperation.’

However, after the conflict in Ukraine and subsequent annexation of Crimea, the
Euro-Atlantic Community tried to isolate Russia from its principal institutions
and restrict access to its financial resources. Thus, Russia was excluded from the
Group of Eight, and the negotiations on its accession to the Organisation for
Economic Co-operation and Development (OECD) were suspended. The majority
of EU-Russian projects and events such as summit annual meetings,* Roadmaps
on Four Common Spaces,” negotiation on abolishing the visa regime and New
Basic Agreement (NBA)® among others, were either postponed or suspended.
Moreover, the parties then started imposing sanctions against each other. And, to
top it off, Mogherini (2014) announced in September that Russia was not EU’s stra-
tegic partner any more.’

Nonetheless, according to Voynikov (2015, 20-21) the freezing of relations did
not mean the cancellation of common projects. Voynikov went on to define the cur-
rent EU-Russia ‘cooperation’ as a ‘forced strategic partnership’, concluding that the
partnership between them continues to exist — ‘but in a frozen state’.

Moreover, it should be mentioned that the EU’s Concept of Strategic Partnership
has been criticized for its ambiguity and the lack of clear criteria.® In this regard, the
strategic partnership has been perceived more as a political category than a science-
based concept of the EU’s Foreign Policy. In addition, very little empirical evidence
of the strategic partnership is available. In this regard, this article aims to fill the gap
by applying an econometric analysis of this term.

Even though, for more than 15 years, Strategic Partnership was the political label
accepted by both parties to frame their relations and develop a number of institu-
tional channels of dialogue and cooperation, a critical question has always remained:
did the inherent problems from the very beginning of the EU-Russia strategic part-
nership actually contribute to increasing bilateral trade?

3. Speech by President Barroso at the Russia-European Union — Potential for Partnership conference:
‘Moving into a Partnership of Choice’, 21 March 2013, available at https://ec.europa.eu/commission/
presscorner/detail/en/SPEECH_13_249

4. Since December 1997 (when the Partnership of Cooperation Agreement entered into force) Russian and
the EU have held a total of 32 summits. The last Summit took place in Brussels on 28 January 2014.

5. The EU and Russia started negotiations on Common Spaces in 2003, which included economic space;
space of freedom, security and justice; space of cooperation in the field of external security; space on
research, education and culture. The four Road Maps were agreed during the Summit in Moscow, 10
May 2005.

6. At the Russia—EU Summit in London in October 2005, the parties reached political agreement to
conclude a New Basic Agreement (NBA). Negotiations on the NBA were launched in 2008. In total,
12 negotiation rounds have taken place.

7. ‘Russia is no longer the EU’s strategic partner’, available at http://www.euractiv.com/sections/global-
europe/mogherini-russia-no-longer-eus-strategic-partner-308152).

8. See, for example, such authors as Grevi (2010), Biscop and Renard (2010), Khandekar (2011) Gratius
(2011) among others.
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To address this question effectively, we first provide a literature review concerning
the EU-Russia strategic partnership and the most meaningful current evidence avail-
able in this regard; second, we furnish empirical analysis by applying the Gravity
Model with a view toward estimating the impact of the strategic partnership together
with other variables, such as the distance between countries, the EU’s and Russia’s
GDPs per capita, the devaluation of the Russian rouble, mutual sanctions and oil
prices on EU-Russia bilateral trade; third, we identify and evaluate the results
obtained by the model; and, finally, we construct a scenario-simulation of what
would have happened had the strategic partnership between parties continued until
2018 and if, consequently, the sanctions had not been imposed — all this with a view
toward estimating the impact of strategic partnership both on EU-Russia trade flow
in general and on trade flow between Russia and EU’s member states individually by
country. After this, we will present our conclusions and offer a conclusive discussion
with respect to the EU-Russia on-again off-again ‘strategic partnership’.

2. Literature Review

Speaking about an EU-Russia strategic partnership, we should first mention the
asymmetry of such a relationship. In this regard, Vahl (2001, 4) argues that it is dif-
ficult to consider the EU and Russia as equal partners, inasmuch as he believes that
the asymmetric nature of their relationship acts as a serious obstacle to the emergence
of a ‘strategic partnership’. Haukkala (2010, 134) points out that ‘Russia chose to opt
out of the European Neighbourhood Policy and demanded “a more privileged status
as a strategic partner based on equality”’. Blanco (2016, 49) highlights that

for Russia, ‘strategic partnership’ was an attractive conceptual framework that could
be used to neutralize the asymmetries of EU-Russia relations at the end of the twen-
tieth century. The problem was that the EU and Russia did not share a common
understanding of what their ‘strategic partnership’ should entail.

Although the EU’s leaders share a wide range of common interests with Russia,
especially related to energy and economic issues, initially the collaboration with
Russia was based on its understanding of Russia as a ‘normative’ power — a term
first popularized by Manners (2002).” In this area, the EU as a matter of form vehe-
mently promotes itself and its policies as being a force for good in the world
(Aggestam 2008, 1). However, DeBardeleben (2011) highlights that the EU may
have misunderstood the Russian agenda in treating Russia as an object of its policy
rather than an equal partner. Trenin (2014, 11) stresses that there was no chance that
Russia — viewed in the West as a lesser international actor, whose power and impor-
tance were also declining — would be recognized as a ‘co-equal’ of the EU. Razvan-
Alexandru (2015) points out that the EU cannot force Russia to follow its rules and

9. He argues that the EU represents a new and distinct kind of actor within the international system, and
transcends the anarchic and self-interested behaviour of states, claiming that the EU has a capacity to
‘shape conceptions of “normal” in international relations’ (Manners 2002, 239-240).
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norms and should search for a special approach in order to develop positive bilateral
relationships with this partner. The Minister for Foreign Affairs of Russia Lavrov
(2013, 7) underlined the need to move from a ‘partnership of necessity’'” to a
‘partnership of choice’, criticizing the EU’s general tradition of developing ties with
neighbouring countries only if they approach EU standards and follow EU policies.
Taking into account that Russia does not seek membership in the EU, he assumes
that such an approach is inappropriate in dealing with Russia.

It is worth mentioning that, from the very beginning, the EU-Russian strategic
partnership has been problematic in regard to shared values. Thus, the usage of the
term to address a relationship that lacked the characteristics of a strategic alliance
and could not be defined as such due to the ‘gap of values’ has been criticized in most
quarters and by the majority of knowledgeable observers (Medvedev 2006; Krastev
2007). Danilov and De Spielgeleire (1998) have stressed that there was an inflation
and devaluation of the strategic partnership concept in EU-Russia relations while
Smith and Timmins (2003), in fact, deny the existence of a real strategic partnership
between Russia and the EU and state that a more precise terminology to define this
relationship would be to consider it a pragmatic partnership. De Wilde and Pellon
(2006, 123) argue that ‘the strategic partnership between the EU and Russia is a real
challenge from the point of view of common values’, which seems to suggest that
common values are a necessary element in a relationship defined as a strategic part-
nership. Kempe and Smith (2006) also point out the existence of a gap in matters
relating to the structure of democratic institutions, the rights of civil society and
the concept of sovereignty of States. Belokurova (2011, 117) argues that, regarding
EU-Russia relations, a ‘strategic partnership’ concept was developed due to both the
mutual understanding of the necessity to cooperate and the permanent political con-
flicts and crises, which resulted from the mismatch of interests and values. Blanco
(2010, 23) believes that although Putin’s ‘sovereign democracy’ doesn’t fit properly
the model of traditional Western democracies, the Russian economy is likely to hon-
our its idiosyncrasies; and as long as Russia openly acknowledges its great power
ambitions, the degree of value-sharing necessary to develop a pragmatic relationship
of strategic relationship is unlikely to come into being. However, it should be recalled
that this statement had been made before the Ukrainian crisis erupted.

Nevertheless, when we speak about a ‘gap in values’ the EU-Russia strategic
partnership can hardly be viewed as ‘exceptional” when we take into consideration
the EU-China strategic partnership, and, in this regard, Blanco (2016, 47)
argues that

though not totally removing values from its foreign policy discourse, the use of
‘strategic partnership’ by the EU can be seen as a ‘pragmatic move’ through which
the clashes on norms and values that could undermine cooperation with a group of
‘key partners’ can be neutralized.

10. A ‘partnership of necessity’ is understood to mean that the parties develop their relationships in fields
of common interest, ignoring problematic fields and disagreements on important issues.
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Regarding the methodology, the strategic partnership studies are usually full
of descriptive statistics but rarely contain original research, such as, for example,
interviews, detailed case studies, econometric analysis or any other innovative meth-
odology. Nevertheless, some of the research can be distinguished in this way. Thus,
Gupta and Azad (2011) applied the Hierarchy Model for the selection of India’s
strategic partners based on the Analytic Hierarchy Process, putting forward the
following criteria of evaluation: Economics; Politics; Defence; Technology; People
to People. Blanco (2016, 41) proposes a theoretical framework to assess ‘strategic
partnership’ based on assumptions drawn from ‘language in use approaches’ conse-
quently discussing ‘three functions of “strategic partnership”: as a label and mecha-
nism of differentiation and hierarchization; as a normative instrument to advance a
“structural foreign policy”; and as a constitutive speech and positioning act’ (Blanco,
2016, 36).

Podadera and Garashchuk (2019) have developed the Strategic Partner’s
Attractiveness Index for the EU by applying the Categorical Principal Component
Analysis and, as a result, Russia reached a high position on the ranking of EU’s stra-
tegic partners. Thanh Binh et al. (2014) seem to be the first who, while analysing
Vietnam’s trade flows, added the dummy variable ‘strategic partnership’ to the
Gravity Model. However, in this study case the variable came out as insignificant.
In our research, by contrast, we aim to justify the strategic partnership as a signifi-
cant variable for the Euro-Russian relationship. The methodology of the
research is presented next.

3. Methodology and Data

Regarding our research, its empirical analysis is based on the Gravity Model which,
according to Head and Mayer (2014), is one of the most stable empirical interrela-
tionships in the econometric analysis. Proposed for the first time by Danish econo-
mist Timbergen in 1962, the model borrows its logic from Newton’s Law of
Universal Gravitation and applies it to the economic field, to analyse trade flows
between two geographical points by measuring ‘body masses’ as GDP, and population
and the distance between them in physical terms. Subsequently, researchers have added
different dummy variables to the basic variables such as, for example, common lan-
guage, common border, affiliation to the particular integration group, and so on.
For our model we used the standard variables for Gravity Models, such as GDPs
per capita of Russia and the EU nations in order to measure the size of their markets
and the distance between their capitals. We also added variables related to the geo-
political situation, such as oil-prices, exchange rates (euro to rouble) and ‘dummy’
variables, such as the current sanctions between Russia and the EU, and the ‘strate-
gic partnership’ officially started in 2009 and suspended in 2014. It is noteworthy that
Cyprus, Malta, the Netherlands and the Czech Republic were omitted from the
model due to distortion of the results. In the end, 24 of the EU‘s members were
selected for consideration. The current study covers the period from 2001 to 2018.
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Based on the literature related to the Gravity Model’s application, the following
hypotheses are advanced:

» Hypothesis 1: There is a positive effect gained from increasing Russia’s and

EU’s GDPs per capita on bilateral trade.

* Hypothesis 2: There is a negative effect of geographical distance on bilateral

trade.

» Hypothesis 3: There is a negative effect of sanctions on bilateral trade.

» Hypothesis 4: There is a positive effect of petrol price increase on bilateral trade.

* Hypothesis 5: There is a positive effect of rouble devaluation on bilateral trade.

* Hypothesis 6: There is a positive effect of strategic partnership on bilateral

trade.

For this paper it was decided to apply a Dynamic Panel with a view to capture
both short and long-term relations between involved variables by means of the
following specification of the Error Correction Model (ECM).'! This model was
applied for the first time in the analysis of time-series by Sargan (1984):

Ay = 8Ay;_1 + AX, By — oy — 8 — Z.By — XuBxl + Agyy 1)

where y;, refers to the irth observation of the endogenous variable; X}, refers to the
itth observation in the k, explanatory (regarded as exogenous) variables; Z/ refers
to the ith observation in the k. variables, which take the same value over time; §;
captures the specific unobservable effects in the cross-sectional units. The variable
€;; represents the idiosyncratic shocks, which should fulfil basic assumptions in
the regression model. The short-term parameters are given by Sy while the long-term
parameters by g5 and B%. The Cointegrating Vector'? is in square brackets.

In our application the endogenous variable is given by trade flow between Russia
and EU member states, Log(TRADE;,). X}, is given by the fallowing variables:
Log(GDP_P,/POP_P;), Log(GDP_RUS,/POP_RUS;,), SP,, Log(PP;), SANCT,,
and Log(EXCH;,). Finally, Z; is just given by the only variable, Log(DIST;). The
description of the variables is presented in Table 1.

To come up with specification (1) it is necessary to follow three steps:

* First, to check that the time-series (non-stationary) are integrated to the order 1

(Dickey and Fuller, 1979, Unit Root!? Test). In this case, the applied contrasts
(to the time series) have been adapted to the Panel Data.

11. The Error Correction Model (ECM) allows us to establish a reparameterization of the dynamic
model, based on the assumption that the time series exhibit an equilibrium relationship, determining
both short-term and long-term behaviour.

12. The Cointegrating Vector represents a static equation. Its coefficients measure the long-term relation
between economic phenomena.

13. ‘A unit root (also called a unit root process or a difference stationary process) is a stochastic trend in a
time series, sometimes called a “random walk with drift”; If a time series has a unit root, it shows a
systematic pattern that is unpredictable’ (this definition is available at https://www.statisticshowto.
com/unit-root/). In this regard, the unit roots should be previously detected by applying the Unit
Root Test. The long-term behaviour, represented through the Cointegrating Vector, requires the
same integration order of all relevant variables and that the residues of the static equation remained
stationary. The application of the Error Correction Model (ECM) allows us to eliminate these unit
roots in the specification.
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Table 1. Variables.

Abbreviations Description Database

Log(TRADE,) Endogenous variable. Trade flow (export and im-  Trade Map
port) between the EU and Russia

Log(DIST)) Exogenous variable. Distance between Moscow and World Distance
EU members’ capitals. Calculator!4
Log(GDP_RUS;/ Exogenous variable. Russia’s GDP per capita. World Bank
POP_RUS;)
Log(GDP_P,/ Exogenous variable. EU members’ GDPs per World Bank
POP_P;) capita.
Log(PP;,) Exogenous variable. The Brent crude oil price per  Statistal’
barrel.
Log(EXCHj,,) Exogenous variable. Exchange rates from euro to Statista
rouble
SANCT;, Exogenous dummy variable. Sanctions between Official
Russia and the EU. If there are sanctions 1, if Information
there are not sanction 0.
SP;, Exogenous variable. Independent Dummy Variable. Official

Strategic Partnership between Russia and the EU.  Information
If there is strategic partnership 1, if there is not 0.

Source: Own elaboration.

* Second, to estimate the Cointegrating Vector or Vectors and to verify that the
residues of corresponding vectors are stationary (Engle and Granger, 1987,
Test). On this occasion, the Unit Root Test should be applied again to the res-
idues of the Cointegrating Vectors.

 Third, to specify the ECM with variables in differences or increments while
incorporating the Cointegrating Vector (specification (1)). It is necessary that
the Cointegrating Vectors or Vector are significant. This three-step analysis
and the obtained results are presented next.

4. Results and Discussion

With regard to the first stage, the graphs of the respective variables that don’t change
over time are provided in Appendix A. In these figure we can appreciate the evolutive
character of the variables, which implies the necessity for establishing the cointegrat-
ing relationships in order to avoid spurious relations (which is quite common for
dealing with time series). In Appendix B we present tests for unit roots for all
variables, which change over time applied to the levels. In all the cases, the null

14. https://distancecalculator.globefeed.com/World_Distance_Calculator.asp
15. https://es.statista.com/
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hypothesis of the unit root is accepted. Hence, it has been proved that the existence of
two unit roots is rejected.

In the second stage, three Cointegrating Vectors, which represent long-term rela-
tionships, have been put forward. The fact of using three Cointegrating Vectors
allows us to alleviate the multicollinearity problem. All three relationships permit
explicating the trade flow between Russia and EU member states, which we call
log(TRADE,).

The first Cointegrating Vector (LP_1) establishes a long-term relationship
between log(TRADE,;,) and variables LOG(PIB_RUS/POP_RUS) and SANT.
The second Cointegrating Vector (LP_2) implies a long-term relationship between
log(TRADE,,) and the variables SP and LOG(EXCH). Finally, the third
Cointegrating Vector (LP_3) determines a long-term relationship between
log(TRADE;/POP_P;) and the variables LOG(PIB_CURRENT_P/POP_P),
LOG(DIST) and LOG(PP). All three relationships have been determined with dif-
ferent versions of the Static Panel by checking that there are not any unit roots in the
residues of the Models and the signs of the coefficients are the right ones.

To obtain an estimation of the first two Cointegrating Vectors, the Fixed Effects
Model has been applied, i.e. it has been assumed that the heterogeneity between
countries is correlated with the explanatory variables. In the case of the third
Cointegrating Vector, its estimation has been carried out by applying the
Random Effects Model in order to measure the effect of the Variable
Log(DIST,), which does not change over time. In this regard, the White’s matrix
of variance and covariance for temporal units (corrected according to the degrees
of freedom) has been used with a view to ensure the estimators’ robustness of stan-
dard error coefficients. Furthermore, the testing for unit roots on the residues of the
static Fixed Effects and Random Effects Models were applied (see Appendix B,
Tables B7, B8 and B9, respectively). In neither case has a unit root, being common
or specific for every country, been admitted. In this regard, we can confirm all three
of our hypotheses mentioned under the previous heading.

Part of the estimation results of the static panels (Cointegrating Vectors) is pre-
sented in Tables 2, 3 and 4. In these tables the t-student and p-value are provided. In
all cases the coefficients show the correct signs, and they are clearly significant to 5%.
In the case of the static panel estimated by Random Effects, the null hypothesis of
no correlation between random effects and the explanatory variables (Test de
Hausman) is accepted.

Figure 1 shows the negative effect of sanctions in a growing relationship on trade
flow between Russia and EU member states. We would be talking about a reduction
of about 25% in the trade flow.

Figure 2 shows that the trade flow is experiencing growth relative to the devalua-
tion of Russian currency with respect to the euro (the estimated elasticity is 0.7%).
Figure 3 points out that the existence of strategic partnership between parties favours
trade flow between Russia and EU member states. The estimations indicate an
increase of 0.5% in trade flow.
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Table 2. Cointegrating Vector LP_1 (fixed effects model).

Dependent variable: log(TRADE;,)

Independent variable Coefficient t-statistic p-value
LOG(PIB_RUS,;/POP_RUS,) 0.782044 31.25743 0.0000
SANCT;, -0.168710 -3.975105 0.0000

Note: Cluster-Robust Standard Errors (White period) and Cross-section Weight. R?>=0.9790.

Table 3. Cointegrating Vector LP_2 (fixed effects model).

Dependent variable: log(TRADE,))

Independent variable Coefficient t-statistic p-value
SP 0.470712 12.79032 0.0000
LOG(EXCH) 0.691770 10.43912 0.0000

Note: Cluster-Robust Standard Errors (White period) and Cross-section Weight. R> = 0.8996.

Table 4. Cointegrating Vector LP_3 (random effects model).

Dependent variable: log(TRADE,;/POP_P;)

Independent variable Coefficient t-statistic p-value
LOG(PIB_P/POP_P) 0.739832 4.818592 0.0000
LOG(DIST) -1.942525 -13.89707 0.0000
LOG(PP) 0.829642 19.84111 0.0000

Note: Cluster-Robust Standard Errors: (White period). Prob (Hausman-Test) = 0.6864. R>=0.7542.

15.6
15.5
15.4
15.3
15.2
15.1
15.0
14.9
14.8
14.7

LOG(TRADE)

[7.5,8) [8,8.5) [8.5,9) [9,9.5) [9.5,10)
——— SANCT=0 —— SANCT=1
LOG(PIB_RUS/POP_RUS)

Figure 1. Mean of LOG(TRADE) by LOG(PIB_CURRENT_RUS/POP_RUS) and

SANCT. (To view this figure in colour please see the online version of this journal.)
Source: Own elaboration.
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[3.2,3.4) [3.4,3.6) [3.6,3.8) [3.8,4) [4,4.2) [4.2,4.4)

LOG(EXCH)

Figure 2. Mean of LOG(TRADE) by LOG(EXCH).

Source: Own elaboration.
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15.30

LOG(TRADE)
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15.20

15.15
SP=0 SP=1

Figure 3. Mean of LOG(TRADE) by SP.

Source: Own elaboration.

Figure 4 shows that the trade flow per capita is experiencing growth relative to an
increase of EU member states” GDP per capita. Likewise, an increase of 1% of oil
price may augment approximately 0.8% the flow of trade between Russia and EU
member states (see Figure 5). On the other hand, the trade flow tends to decrease
with the distance between trade partners (see Figure 6).

In the third stage, the ECM, which initially incorporates the three Cointegrating
Vectors, was formulated. In this regard, the next step was to check if the mentioned
relationships work in the ECM and its respective coefficients are significant and
negative.

Tables 5 and 6 give the two ECMs considered for reproducing the generating pro-
cess of the appropriate data of the trade flow. Such models respond to specification
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(1). The difference between these two models lies in the fact that the first model
includes the Cointegrating Vectors LP_1 and LP_3 while the second model contains the
Cointegrating Vectors LP_2 and LP_3. The model was estimated by the Generalized
Method of Moments (GMM), applying a difference to the specification (1), similar
to the Arellano-Bond estimator while using as an additional tool ALOG(TRADE,,)
besides the variables, which are presented in the model. Note in this regard that the
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Source: Own elaboration.

difference to specification (1) would equate to modelling the acceleration of Annual rates
of trade flow between Russian and EU member states. This supra-differentiation favours
the stationarity of variables even though it may reduce the efficiency.

Regarding the first ECM (see Table 5) the R? is high and there are no problems of
specification. It is worth mentioning that the tools we used are orthogonal according
to the J-Statistic contrast. Likewise, if the model is correct with specification (1), the
Arellano-Bond Test permits verifying that there is first-order (but not second-order)
autocorrelation in the residues of the model (see Table B10 of Appendix B).

In this ECM the Cointegrating Vector LP_2 — which relates the trade flow with
the devaluation of Russian currency and the fact of strategic partnership between
parties — is not significant. However, the GDP per capita of the EU’s member states
(PIB_P/POP_P) and oil prices (PP) are variables, which have influence both over the
short term and the long term. Nonetheless, the distance between countries (DIST)
and sanctions (SANCT) has influence over the long term. In Figure 7 the model res-
idues are given where we can clearly appreciate that they are stationary.

In Figure 8 the results of simulating the variable TRADE,; with the ECM for 24
counties are given.

Regarding the second ECM (see Table 6), which incorporates the Cointegrating
Vectors LP_2 and LP_3, the results resemble those that were obtained by the first
model. Figures 9 and 10 show the results of simulating the interannual rates and sta-
tionary residues given by the second model.

Finally, it is worth mentioning that although the Cointegrating Vector LP_2,
which relates the trade flow with the devaluation of Russian currency and the fact
of strategic partnership between parties, is not significant in the first ECM, it does
not mean that there is no relationship between variables. This relationship does work
long-term, but it is not required while incorporating the LP_1 and LP_3 to the model.
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Table 5. Error Correction Model (1): panel generalized method of moments.

Dependent variable: ALOG(TRADE,,)

Independent variable Coefficient t-statistic p-value
ALOG(TRADE,, ) 0.032130 3.808005 0.0002
ALOG(PIB_P/POP_P) 0.666458 27.12794 0.0000
ALOG(PP) 0.677585 26.55757 0.0000
LP_1 -0.203969 -1.773559 0.0770
LP_2 - - -

LP_3 —-0.616544 —5.487134 0.0000

Note: J-Statistic = 23.51072. Prob (J-Statistic) = 0.215594. R?>=0.9170 (in levels). SE = 0.258267.

Table 6. Error Correction Model (2): panel generalized method of moments.

Dependent variable: ALOG(TRADE,,)

Independent variable Coefficient t-statistic p-value
ALOG(TRADE,, ;) 0.031514 5.379779 0.0000
ALOG(PIB_P/POP_P) 0.606908 26.58798 0.0000
ALOG(PP) 0.671705 35.86786 0.0000
LP_1 - - -

LP 2 -0.059824 -3.814180 0.0000
LP_3 —0.745032 —22.21581 0.0000

Note: J-Statistic = 23.67122. Prob (J-Statistic) = 0.209068. R> =0.9170 (in levels). SE = 0.258873.

In fact, this relationship works over the long term in the second ECM when we
excluded the LP_1.

In closing, an exercise of simulation was made for estimating what the impact on
EU-Russia trade flow would have been if the strategic partnership between parties
had continued up until and through 2018. To complete the simulation, it was
assumed that from 2014 the parties had not imposed sanctions against each other.
To carry out such simulations we used the two Error Correction Models described in
the previous paragraphs. The first ECM helps us evaluate the impact of the strategic
partnership while the second estimates the absence of sanctions. The results of sim-
ulation show that if the parties had continued being strategic partners the trade flow
of the 24 EU member states with Russia would have increased by about 3%.
Figure 11 provides the percentage, which represents the average annual impact by
every country with regard to the total average impact per year.

Observing Figure 11, we can conclude that the countries that would have
benefited most from the strategic partnership with Russia in absolute terms are
Germany, Italy, France, Poland, the UK and Finland.

Figure 12 shows the impact of strategic partnership with Russia by country in pro-
portion to its trade flow during the period 2014-2018, i.e. in relative terms it means
that we do not take into consideration the benefits of trade volume with Russia.
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Figure 7. Residues of Error Correction Model (1).

Source: Own elaboration.

Thus, observing Figure 12, we can conclude that, for example, the increase on its
trade flow could have exceeded 4% in countries such as Sweden, Romania, Austria

and Luxembourg, while in countries such as Belgium and Slovakia it barely repre-
sents 2% of their trade flow.

5. Conclusion and Discussion

Although the EU-Russia strategic partnership seemed to be problematic from the
very beginning, with regard to shared values and the asymmetrical nature of this
relationship, both parties advocated this concept of cooperation until the conflict
in Ukraine put an end to it. However, the relatively high longevity of the EU-
Russia Strategic Partnership has given us an opportunity to carry out an empirical
analysis of this concept.

In spite of the many experts who have published their opinions remaining scepti-
cal about the EU’s concept of strategic partnership toward its key partners — as well
as being doubtful about the future existence of a strategic partnership between
Russia and the EU — in this article it has been empirically proved that the EU-
Russia strategic partnership had a positive impact on bilateral trade. This validation
was achieved by means of applying the Gravity Model. In this regard, we can con-
clude that the EU’s concept of strategic partnership represents a science-based cate-
gory of Foreign Policy, which should be estimated in accordance with every case in
particular. Moreover, by using this model, we also analysed the impact of such
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Figure 8. Interannual Rates Simulations of TRADE (24 countries) with ECM (1).

(To view this figure in colour please see the online version of this journal.)
Source: Own elaboration.

variables as the growth of Russian and EU GDPs per capita, the geographical dis-
tance between parties, the devaluation of Russian currency, and the rise in oil prices
on EU-Russia trade flow. In order to collect both long-term and short-term relation-
ship data based on significant variables, the Dynamic Panel Data was utilized. With
a view to avoiding any multicollinearity between variables, three implementations
were administered. In this regard, by constructing the three Cointegrating
Vectors, the negative effect of distance and sanctions on bilateral trade was con-
firmed. On the other hand, the model also validated the positive effect of devaluation
of Russian currency and the growth of Russian and EU GDPs per capita, plus the
rise in oil prices on bilateral trading.

During the last stage of our three-step analysis, the two Error Correction Models
(ECM) were formulated by incorporating three vectors of cointegration. The ECM
improves the explanatory capacity of trade due to the fact that not only does it take
into consideration the long-term dynamic (vectors of cointegration) but also the
short-term dynamic with a view to minimizing the variability size of the term of dis-
turbance. According to the results of the first model, the second vector, which links
trade with the devaluation of Russian currency and strategic partnership, was not
significant. However, it does not mean the absence of a relationship between the
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Figure 9. Interannual rates simulations of TRADE (24 countries) with ECM (2).

(To view this figure in colour please see the online version of this journal.)
Source: Own elaboration.
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Figure 10. Residues of Error Correction Model (2).

Source: Own elaboration.
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Figure 11. Absolute average impact (by country) of strategic partnership on the trade

flow (%). (To view this figure in colour please see the online version of this journal.)
Source: Own elaboration.

variables. In fact, this relationship does exist in the long term, provided we don’t
incorporate the other two vectors. This means that we shouldn’t use all three vectors
at the same time because there is multicollinearity between them. Actually, the sec-
ond Cointegrating Vector became significant in the second ECM when we omitted
the first Vector from the model.

Moreover, the Error Correction Models permitted us to estimate the impact of
strategic partnership by country on EU-Russia trade flow both in absolute and rel-
ative terms, assuming that the parties would have continued being strategic partners
and, consequently, the sanctions would not have been imposed. In this regard, it is
not surprising that, in absolute terms, the countries that receive the most benefit from
the strategic partnership with Russia are its largest trade partners. However, if we
estimate the impact of strategic partnership on the bilateral trade in relative terms
it can be concluded that even Russia’s smaller trading partners are incurring signifi-
cant welfare losses from sanctions along with Russia itself. On the other hand, the
loss of a failed strategic partnership and sanctions provides for an average of roughly
3% per year. Even though this number represents a significant sum of money, we
argue that this result is quite far from a critical loss: that is to say, despite sanctions
and a failed strategic partnership, the EU and Russia continue actively trading with
each other. Which begs the question, why do the parties continue this sanction war
and for how long will it remain?
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Figure 12. Relative average impact (by country) of strategic partnership on the trade
flow (%). (To view this figure in colour please see the online version of this journal.)
Source: Own elaboration.

Finally, it is worth mentioning that the negative experience of the EU-Russia
strategic partnership not only provides useful lessons for other powerful agents on
the international stage but also can help parties to avoid past mistakes in rebuilding
their relationships in the future once the precedent with Ukraine is resolved.
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Appendix A. Graphs
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Figure Al. Log(TRADE/POP_RUS).

Source: Own elaboration.
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Figure A2. Log(TRADE/POP_P).

Source: Own elaboration.
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Figure A4. Log(PIB_P/POP_P).

Source: Own elaboration.
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Figure A6. Log(EXCH).

Source: Own elaboration.
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Appendix B. Statistical Results

Table B1. Panel unit root test (summary): Log(TRADE).

Null Hypothesis: Unit root (assumes common unit root process)

Test Statistic p-value Cross-sections Obs.
Breitung t-stat -0.44807 0.3271 24 408
Null Hypothesis: Unit root (assumes individual unit root process)

Test Statistic p-value Cross-sections Obs.
ADF - Fisher 31.3369 0.9700 24 408
PP - Fisher 31.2221 0.9710 24 408

Note: Probabilities for Fisher tests are computed using an asymptotic Chi-square distribution. All other tests assume
asymptotic normality. Individual intercept and trend in test equation.

Table B2. Panel unit root test (summary): Log(TRADE/POP_P).

Null Hypothesis: Unit root (assumes common unit root process)

Test Statistic p-value Cross-sections Obs.
Breitung t-stat —0.48938 0.3123 24 408
Null Hypothesis: Unit root (assumes individual unit root process)

Test Statistic p-value Cross-sections Obs.
ADF - Fisher 31.4837 0.9686 24 408
PP - Fisher 31.2107 0.9711 24 408

Note: Probabilities for Fisher tests are computed using an asymptotic Chi-square distribution. All other tests assume
asymptotic normality. Individual intercept and trend in test equation.

Table B3. Panel unit root test (summary): Log(PIB_RUS/POP_RUS).

Null Hypothesis: Unit root (assumes common unit root process)

Test Statistic p-value Cross-sections Obs.
Breitung t-stat 4.46333 0.8535 1 16
Null Hypothesis: Unit root (assumes individual unit root process)

Test Statistic p-value Cross-sections Obs.
ADF - Fisher 0.34639 0.8410 1 17
PP - Fisher 0.31237 0.8554 1 17

Note: Probabilities for Fisher tests are computed using an asymptotic Chi-square distribution. All other tests assume
asymptotic normality. Individual intercept and trend in test equation.
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Table B4. Panel unit root test (summary): Log(PIB_P/POP_P).

Null Hypothesis: Unit root (assumes common unit root process)

Test Statistic p-value Cross-sections Obs.
Breitung t-stat 3.02145 0.9987 24 384
Null Hypothesis: Unit root (assumes individual unit root process)

Test Statistic p-value Cross-sections Obs.
ADF - Fisher 24.6170 0.8746 24 408
PP - Fisher 35.1646 0.0000 24 408

Note: Probabilities for Fisher tests are computed using an asymptotic Chi-square distribution. All other tests assume
asymptotic normality. Individual intercept and trend in test equation.

Table BS. Panel unit root test (summary): Log(PP).

Null Hypothesis: Unit root (assumes common unit root process)

Test Statistic p-value Cross-sections Obs.
Breitung t-stat 0.27692 0.6091 1 17
Null Hypothesis: Unit root (assumes individual unit root process)

Test Statistic p-value Cross-sections Obs.
ADF - Fisher 0.46128 0.7940 1 17
PP - Fisher 0.48936 0.7830 1 17

Note: Probabilities for Fisher tests are computed using an asymptotic Chi-square distribution. All other tests assume
asymptotic normality. Individual intercept and trend in test equation.

Table B6. Panel unit root test (summary): Log(EXCH).

Null Hypothesis: Unit root (assumes common unit root process)

Test Statistic p-value Cross-sections Obs.
Breitung t-stat -0.84838 0.1981 1 16
Null Hypothesis: Unit root (assumes individual unit root process)

Test Statistic p-value Cross-sections Obs.
ADF - Fisher 0.75849 0.6844 1 17
PP - Fisher 0.75849 0.6844 1 17

Note: Probabilities for Fisher tests are computed using an asymptotic Chi-square distribution. All other tests assume
asymptotic normality. Individual intercept and trend in test equation.
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Table B7. Panel unit root test (summary). Residual Static Panel 1.

Null Hypothesis: Unit root (assumes common unit root process)

Model Test Statistic p-value
LP_1 Levin, Lin & Chu t* -3.86458 0.0001

Null Hypothesis: Unit root (assumes individual unit root process)
Cross-sections

Model Test Statistic p-value
LP_1 ADF - Fisher 94.6783 0.0001
LP_1 PP - Fisher 94.9543 0.0001

Cross-sections

Obs.
408

Obs.
408
408

Note: Probabilities for Fisher tests are computed using an asymptotic Chi-square distribution. All other tests assume

asymptotic normality. Individual intercept in test equation.

Table B8. Panel unit root test (summary). Residual Static Panel 2.

Null Hypothesis: Unit root (assumes common unit root process)

Model Test Statistic p-value
LP_2 Levin, Lin & Chu t* -5.53074 0.0000

Null Hypothesis: Unit root (assumes individual unit root process)

Model Test Statistic p-value
LP_2 ADF - Fisher 97.3392 0.0000
LP_2 PP - Fisher 95.9939 0.0000

Cross-sections

Cross-sections

Obs.
408

Obs.
408
408

Note: Probabilities for Fisher tests are computed using an asymptotic Chi-square distribution. All other tests assume

asymptotic normality. Individual intercept in test equation.

Table B9. Panel unit root test (summary). Residual Static Panel 3.

Null Hypothesis: Unit root (assumes common unit root process)

Model Test Statistic p-value Cross-sections

LP_3 Levin, Lin & Chu t* -3.29099 0.0005
Null Hypothesis: Unit root (assumes individual unit root process)

Model Test Statistic p-value Cross-sections

LP_3 ADF - Fisher 78.2537 0.0038
LP_3 PP - Fisher 82.4987 0.0014

Obs.

425

Obs.

425
425

Note: Probabilities for Fisher tests are computed using an asymptotic Chi-square distribution. All other tests assume

asymptotic normality. Individual intercept in test equation.
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Table B10. Arellano-Bond Serial Correlation Test: Residual ECM.
Null Hypothesis: No autocorrelation in residual model
Model Test order m-Statistic rho SE(rho) p-value
ECM AR(1) -3.412405 -8.117858 2.378926 0.0006
ECM AR(2) 0.553549 0.719691 1.300139 0.5799

Source: Own elaboration.
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