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I. Administrative Obstacles: Visa Issues and Customs
A. U.S. Visas
B. Russian Visas
C. Russian Customs and Airport Issues

Both the American and Russian Governments should make a special effort to ensure that the tragedy of September 11, 2001 does not lead to additional administrative barriers in visa procedures between our two countries. Understandably both countries are increasing security measures regarding foreign visitors; however, we believe that it is in the long-term interest of both the United States and Russia to increase bilateral travel, business, tourism, student, and cultural exchanges. The development of multifaceted ties between the people of Russia and the United States will enhance Russia’s partnership with the United States in meeting the challenges of today’s global economy. 

We have witnessed some improvements and reductions in administrative barriers since the RABD Interim Report was submitted in late 2001. There remains more to be done.

One of the most significant issues for both sides is that of visa processing. We recommend that both Russia and the United States issue multi-year visas, as such visas greatly improve the ease with which legitimate business people can enter markets. We further recommend that the governments move beyond the complications and constraints imposed by an insistence on pricing parity.

A. U.S. Visas

In the last six months, the processing by U.S. consular posts in Russia of non-immigrant business visas has improved. The new system of filing visa applications with the U.S. Consulate in Moscow via Federal Express has eliminated long lines in front of the American Embassy. However, this system only works for Moscow-based applicants and should be extended to other parts of Russia as well.

The U.S. Consular Service should be commended for issuing multiple-entry visas to Russian citizens once their applications are cleared and approved. This allows for both a reduction of paperwork for the government and a simplification of the process for the applicants. However, some problems remain. 

Visa Refusals. In some instances, applicants have been refused a visa when there appeared to be no basis for refusal. Numerous business meetings have been cancelled due to unnecessary visa refusals, including at least one instance in which the head of a large Russian company, which was subject to an antidumping investigation in the U.S., was denied a visa. Visa refusals based on unproven corruption and criminal allegations should be carefully considered. While American consular services are working diligently to identify problem cases, additional resources are needed to devote more attention to each case and lend experienced judgment to each application.

Student Visas. Student visas are an especially important issue for the new generation of young Russians who are internationally oriented. Screening of student visa applicants should be conducted with this priority in mind. 

B. Russian Visas

Multiple Entry. The Russian Government should adopt a policy of promoting multiple-entry visas for American citizens. As it stands today, most of the visas issued by the Russian consular service are single- or double-entry visas, with a maximum time frame of one year, despite a reciprocal agreement establishing three-year limits. Both governments should agree to extend maximum multiple-entry visas to five years. This would bring the reciprocal conditions in line with standard visa practices for other countries.

Visa “Invitations.” The present Russian system for issuing visas is unduly burdensome for a country that is increasingly connected to the global economy. U.S. applicants have to receive an “invitation,” usually on a fee basis, from a Russian company “approved” by the Foreign Ministry, after which they may then apply at a Russian consulate abroad. Thus, American applicants effectively pay twice for the same visa. This system breeds bureaucratic red tape. The requirement of Russian consulates that American applicants provide HIV certification from a medical doctor is also unnecessarily cumbersome.

Visa Fees. Russian visa fees are excessive, particularly for applications filed on short notice, as is often the case for most business travelers. Exorbitant fees of $450 for three-year visas should be reduced by both governments, and pricing parity should not dictate fee structures. Visa fees for students and cultural exchange visitors should be eliminated altogether.

Exit Issues. The Russian Government charges excessive fines in cases of even a minimal overstay in Russia by American visitors. Worse yet, Russia still employs the system of exit visas—essentially a permit to leave the country, the very concept of which is frightening to many American visitors. A foreign visitor who is caught in traffic on the way to the airport and misses his plane will, under the existing rules, have to apply for an extension of his exit visa at the airport consular point and pay a $250 processing fee. Or he may be turned down (as is most often the case) and requested to contact the Russian entity that originally invited him to visit Russia. This entity would, in turn, apply to the Russian Government for an exit visa extension, a process that easily takes one week. This practice is unnecessary and impractical.

Registration of foreigners. Registration of foreigners in Russia is also an antiquated remnant of the Soviet system. This procedure does not comport to internationally accepted norms and practices in civilized countries.

C. Russian Customs and Airport Issues

Airport Problems. Sheremetyevo II airport has been frequently and appropriately called “the main administrative barrier for foreign investment in Russia” and an embarrassment to Russia. A lack of basic airport services, such as orderly and expedient immigration processing and taxi transportation, projects the wrong image to potential investors. A select few travelers pay for expedited VIP treatment, where visitors can be waived through the airport for exorbitant fees. Serious effort should be made to improve the overall airport services and infrastructure so business travelers do not feel compelled to use the VIP service.

Customs Regulations. The new customs regulations require foreign visitors to declare any amount of cash they carry into Russia or face confiscation upon departure. Most foreign visitors are not warned about this rule upon arrival, and many have had their money taken away upon departure without receipt or reasonable recourse. Carrying undeclared amounts in excess of $5,000 is considered a felony and may bring about criminal prosecution. There should be a reasonable limit set for mandatory customs declaration of cash, such as the internationally accepted limit of $10,000. Appropriate public notices through the airlines and other channels, as well as reasonable transition periods, should be implemented when customs regulations change. Furthermore, such customs regulations should promote equality of treatment among Russian citizens and foreign nationals.
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A. Legislative and Regulatory Measures

1. Terminate Jackson-Vanik’s application to Russia.

The American business community believes that the time has come to terminate the application of the Jackson-Vanik amendment to Russia and grant Russia PNTR, thereby discarding a vestige of the Cold War that is of no practical consequence. Even prior to the publicly stated intention to do so during the Bush-Putin Summit in November 2001, the business community had begun to voice its support for passing a bill to this effect in the second session of the 107th Congress.

The business community has been actively communicating with congressional officials on this issue, and meetings have been held with key leaders in both the House and the Senate. In addition to a letter-writing campaign by corporate representatives urging Congress to act, the private sector has also voiced its position in testimony at recent congressional hearings before the House Ways and Means and International Relations Committees.

2. Revoke Russia’s status as a Non-Market Economy.

Similar to the efforts made with regard to Jackson-Vanik, since the submission of the Dialogue’s Interim Report in December, the American business community has taken a number of steps to actively support Russia’s application for designation as a market economy under U.S. trade laws.

In response to the Commerce Department’s inquiry into the “Status of the Russian Federation as a Non-Market Economy Country Under the Anti-Dumping and Countervailing Duty Laws,” a series of rebuttal comments were submitted on behalf of hundreds of private-sector firms operating in Russia in accordance with market economic principles.

These rebuttal briefs offered compelling support for Russia’s market economy designation in accordance with six statutory criteria:

· The extent to which the currency of the foreign country is convertible into the currency of other countries. 

· The extent to which wage rates in the foreign country are determined by free bargaining between labor and management. 

· The extent to which joint ventures or other investments by firms of other foreign countries are permitted in the foreign country. 

· The extent of government ownership or control of the means of production. 

· The extent of government control over allocation of resources and over price and output decisions of enterprises. 

· Such other factors as the administering authority considers appropriate. 

Following those February submissions, representatives of the RABD joined Russian Deputy Minister of Economic Development and Trade Sharonov in testifying at the Commerce Department’s March 27th hearing on the subject. Final briefs rebutting points made at the hearing were then filed on April 8th.

While we support Russia’s application for designation as a market economy, we also believe that steps should be taken to minimize Russia’s vulnerability to potential countervailing duty (CVD) claims. Potential CVD claims could result in erecting even greater barriers for Russian firms seeking access to U.S. markets than currently exist. 

In the event of a positive decision by the U.S. Government on Russia’s application, a bilateral agreement should be put in place temporarily that would give Russia the injury test until such time that Russia becomes a WTO member (binding themselves to the Subsidies Agreement provision). Without such relief, Russia would be subject to CVD claims by U.S. companies based on allegations of subsidies, without the U.S. claimant needing to prove injury. Since all of Russian industry was government-owned prior to 1990, it would not be difficult for plaintiffs to demonstrate the existence of subsidies. Failure to protect Russia in this context will encourage a proliferation of lawsuits against Russian firms and generate adverse publicity, which could weaken public support in both countries for WTO accession.

3. Promote win-win trading synergies—the case for Russian titanium.

Cooperation between the Russian titanium industry and the American aerospace industry is a prime example of mutual benefit. Shipments of Russian titanium products have helped American aerospace companies successfully address the shortage of domestic titanium and maintain their competitive edge against European competitors, which do not face the same duty burden. On the Russian side, this agreement with American companies has helped to facilitate defense conversion and the transition to a market economy in a significant industrial sector. 

This mutually favorable situation warrants continuation and expansion. Under the Generalized System of Preferences (GSP), the U.S. government should maintain the duty-free status accorded Russian wrought titanium and extend it to unwrought titanium. Cooperation on this front represents a win-win situation for both countries and our bilateral aerospace cooperation.

Segments of Russian industry that produce quality products, such as the titanium manufacturers, could also help reduce the cost of U.S. Government procurement at this critical time. In this context, many new aerospace applications require more titanium content. This need can be successfully fulfilled by qualified Russian sub-suppliers if the U.S. Department of Defense grants special waivers available under the “Buy American Act,” which would allow Russian suppliers to act as a secondary source for this and other valuable materials. Similar precedents exist in the United States for other U.S. allies.

4. Add Russia to the list of countries exempted from the recent U.S. antidumping action. 

Russian metals exporters believe that existing limitations on Russian imports of certain metals guarantee the protection of U.S. producers. As a result, Russia should be exempted from the list of countries subject to additional import sanctions under Chapter 201 of the Trade Act of 1974. This would be a logical step considering that the 1999 U.S.–Russia Agreement Concerning Trade in Certain Steel Products provides for strict limitations in steel exports from Russia, which were observed by Russia through the period covered by the Agreement (i.e., beginning July 12, 1999). Hence there is no “injury” that can result from unregulated imports from Russia. 

The antidumping cases against exports of steel products from Russia have recently been employed as a strong tool for the American steel industry to limit exports based on Russia’s non-market economy status. Despite numerous U.S. International Trade Commission decisions that failed to establish any injury resulting from these imports, U.S. producers still proceed with antidumping claims. In the recent antidumping case against certain cold-rolled steel products from Russia, the preliminary determination published on May 9, 2002 found all Russian exporters subject to 137.33% margin due to Russia’s non-market economy status.

On May 14, 2002, the U.S. Commerce Department announced its final determination on the antidumping case against Structural Steel Beams from Russia, resulting in a final margin of 230.66 percent. Thus, imports of structural steel beams from Russia will now be subject to a cash deposit in that amount—in effect, blocking Russian producers and exporters from the U.S. market. (As of January 31, 2002, based on a preliminary Commerce Department decision, structural steel beams have already been subject to a preliminary margin of 108.37 percent.) Officials from Russia’s Ministry of Economic Development and Trade have requested discussions with the U.S. Department of Commerce on the subject of a possible suspension agreement in this case. The statutory deadline for initialing a suspension agreement expired 30 days prior to the final determination in the case; however, the Commerce Department did not take action on such an agreement. This issue warrants the attention of both governments before it escalates into a major trade dispute.

5. Facilitate a fivefold increase in the volume of leased capital equipment imported into Russia.

The Russian State Customs Committee recently adopted a proposal by the business community to permit, in select cases, installment payments for customs duties on leased equipment imported into Russia. While we applaud this constructive step, we believe this should be made a rule rather than an exception. We recommend that the current General Agreement on Trade in Services (GATS) negotiations for the new Doha WTO Round consider leasing as a service, so that no customs duties are levied on equipment that is not actually owned by the parties who lease the equipment. 

In the interim, a reduction in the amount of interest attributed to the value of the imported equipment for calculating the duty has likewise been proposed by the business community and accepted in principle by the State Customs Committee. With appropriate and transparent implementation of these positive decisions, we can expect at least a fivefold increase in the volume of imported leased equipment, bringing the leasing component as a share of foreign direct investment in line with the European norm of 25-30 percent. Such significant growth in leasing transactions should in turn attract much-needed capital equipment into key, but cash-strapped, sectors of the Russian economy.

The next steps include supporting tax and customs legislation as well as administrative orders setting forth clear and objective criteria for Customs officials in determining eligible transactions. Only then will a permanent and transparent basis for the payment of duties on cross-border leasing transactions be secured. In order to capitalize on the positive momentum created by these recent decisions, we have submitted draft administrative orders for the State Customs Committee’s consideration and action and will also work with the Duma and Investment Department of the Russian Ministry of Economic Development and Trade to facilitate the implementation of business-driven legislation in this area.

B. WTO Accession

The American business community strongly supports Russia’s early accession to WTO membership. The WTO negotiation process can serve as a positive framework for engaging both the U.S. and Russian governments on many issues of great importance to the private sector.

1. Private-Sector Initiatives

The RABD is planning a series of WTO seminars addressing specific industry sectors and the potential impact that WTO accession will have on each. These seminars will create a forum for discussion among Russian executive and legislative branch officials, international experts and representatives of the private sector. In addition to the industry-specific topics being considered for these WTO seminars (high-technology, agriculture, telecommunications, etc.), representatives of the Russian business community have expressed interest in a seminar focusing on the experience and mechanism of commercial dispute resolution within the WTO. 

The Dialogue’s initial seminar, held in Moscow on March 27th, focused on financial services, which is one of the most important sectors for Russia. During the seminar, a presentation on the Russian Government’s plan for reform of the banking sector was made by the Central Bank, followed by remarks in response from several Russian bank representatives. The Central Bank raised concerns over the ability of Russian banks to survive in a more competitive environment. Most notably, the point was made that the state treats resident and non-resident banks differently, and that this must change so that all banks are treated equally in the Russian market. American banks are asking for national treatment. It was highly recommended that the Central Bank establish a banking insurance system.

2. Priority Areas

a. Telecommunications: The creation of an investor-friendly infrastructure and legislative environment is critical to the development of the telecommunications sector in Russia and to the accession process. This would include reduction of existing tariff and non-tariff barriers that limit foreign participation by, among other things, harmonizing Russian certification procedures with procedures used by recognized international institutions. Russia should be encouraged to bind pro-competition regulatory disciplines as well as to eliminate tariff and non-tariff barriers in this sector.

b. Financial Services: A viable financial services sector is crucial to the country’s economic development. The critical steps to be taken include: 

· a reduction in the number of state-owned banks; 

· increased liberalization to allow mergers and acquisitions; 

· greater access for foreign banks; 

· openness to international participation in the Russian insurance industry through new legislation; 

· development of a legislative framework governing the leasing industry; 

· improvement in access to capital and credit relationships; and, 

· full adoption of International Accounting Standards (IAS). 

c. Intellectual Property Rights (IPR): Russian officials should push for expedited approval by the State Duma of a legislative package to bring Russia into compliance with the WTO Agreement on Trade-Related Aspects of Intellectual Property Rights (TRIPS), because each WTO member is obligated to implement the TRIPS agreement through domestic legislation and incorporate the rights and obligations of an IPR-holder. Similar efforts are required to bolster enforcement of Russian legislation to protect intellectual property rights, which remains a problem. 

C. Aerospace Cooperation

The RABD has formed a Commercial Aerospace Working Group, which met for the first time on March 14th. The meeting included officials from the U.S. Commerce Department and the Russian Space Agency, who discussed a number of important issues with representatives of major U.S. and Russian aerospace companies, including:

· Russian plans for aerospace sector restructuring, 

· joint successes in commercial space launch ventures, 

· restrictions on foreign investment in aviation enterprises, 

· tariffs on airplanes and components, 

· the development of Russian commercial airlines, 

· expansion of air navigation routes across Russia, 

· the export control/licensing process, and 

· other issues that affect U.S.-Russian commercial aerospace projects, such as building on the shadow certification process for the KA-226 helicopter to expand the Bilateral Air Safety Agreement and certify the MI-26 helicopter, which has unique heavy lifting and high-altitude capabilities. 

The working group is developing a list of priority issues for quick action, as well as more complex questions that will require further work and discussion. The Working Group will hold its second session on May 23 and issue a joint statement for the Presidential Summit.
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A. Protection of Property Rights

There have been numerous instances of Russian Government abuse of successful Russian businesses that export to the United States. Viewed as lucrative hard-currency exporters, such businesses attract the attention of their less successful competitors who often use corrupt influence with law enforcement and government officials to take over a successful business. The vodka industry, which is the second-largest industry in Russia, offers a prominent example where a government-connected company has usurped valuable trademarks after the private owners had invested tens of millions of dollars to rebuild and support the brand in the United States and other export markets. 

Similarly, local officials have colluded in the confiscation of a piezo quartz facility in Vladimir after an American company invested millions of dollars in state-of the-art equipment to make Russia competitive in high-tech export markets. Investor confidence will continue to suffer as long as the Russian Government is used as a tool of unfair competition and fails to protect basic property rights.

B. Financial Services

In addition to property rights issues and export duty disincentives, the RABD’s investment policy priorities include banking reform, currency control reform, insurance reform, pension reform, securities reform, and the adoption of international accounting standards (IAS). Members of the business community in both countries have suggested numerous measures to be incorporated into Russian government policy, as outlined below.

1. Banking Reform

We welcome the Russian Government’s efforts to initiate the reform of the banking sector, as evidenced by the “Strategy for Development of the Banking Sector for the Period Until 2005”, adopted by the Russian Government and the Central Bank on December 30, 2001.

We urge the Russian Government to build on this constructive step by considering the following recommendations:

· Promote transparency and effective regulation. 

· Establish reasonable minimum capital requirements. 

· Institute strict Central Bank audits. 

· Establish guidelines for appropriate credit/capital ratios. 

· Require banks to have appropriate commercial and/or retail licenses. 

· Require banks to undertake commercial lending (based on appropriate credit risk analysis) proportional to their capital. 

· Provide retail deposit insurance for banks that use the highest capital/credit ratio. 

· Establish mortgage and small business lending programs. 

· Allow foreign competition to eventually make the market more competitive. 

· Establish specialty leasing companies and create incentives for financing equipment leases. 

· Liberalize further foreign exchange and repatriation of foreign exchange. 

· Establish credit unions. 

· Institute a viable bankruptcy process and further reform laws governing bankruptcy for large and small enterprises, as well as for individuals. 

· Promote well-capitalized regional and municipal banks. 

· Create a level playing field for state and commercial banks. 

2. Currency Control Reform
· Abolish compulsory currency sales. 

· Meanwhile, reinstate the waiver of the compulsory currency sale requirement for servicing U.S. Export-Import Bank financing provided under the bilateral Oil and Gas Framework Agreement; otherwise, major U.S. Ex-Im Bank oil and gas projects in Russia may be derailed and the Russian industry would suffer losses. 

· Carry out capital operations on the basis of notification and current operations, without limits. 

· Apply national treatment to currency operations by non-residents. 

· Limit extraordinary measures in currency regulation, which undermine the national currency. 

3. Securities Reform

We welcome the efforts of the Russian business community and the Russian Government to improve corporate governance and encourage the adoption of the Corporate Governance Code. We support several important initiatives to promote the implementation of the Code, and we recommend numerous additional steps to further securities market reforms:

· Harmonize the conceptual framework of Russian securities legislation to eliminate internal inconsistencies. 

· Strengthen the Federal Commission for the Securities Market’s (FCSM) regulating authority. 

· Establish clear accounting/financial standards for reporting by regulated companies. 

· Revise anti-fraud/material disclosure regulations and laws (eliminate excessive requirements, improve the timeline, substance, and form of disclosure procedures). 

· Establish administrative liability for various offenses in the securities market that do not constitute a crime. 

· Adopt a Federal Law “On Affiliates” that will define the term of an “affiliate” and establish procedures for transactions with affiliates. 

· Adopt a Federal Law “On Insider Trading” that will clearly define “inside information” in compliance with international standards. 

· Introduce actual liability for insider transactions. 

· Promote the use of private rights of action by shareholders for violations of corporate securities rules and regulations. 

· Create equal access to the legal process by all shareholders in public companies. 

· Amend Russian corporate and securities legislation to simplify the procedure for issuing convertible bonds. 

· Eliminate restrictions on transactions with securities before the report on the results of their issuance is registered and eliminate liability for such transactions. 

· Eliminate the possibility that securities issuance may be declared as failed or invalid if the FCSM refuses to register the report on the results of issuance, at least with respect to a “firm commitment” underwriting. 

· Promote investment funds as vehicles for pension fund investments and investment by the general public. 

· Establish strict and transparent requirements for investment funds (financial requirements, rate of return standards, board and management requirements, independence and conflict of interest regulations, liquidity requirements, disclosure and anti-fraud provisions). 

· Support public interest groups promoting good corporate governance, transparency, financial standards, etc. 

· Significantly enhance regulatory authority of stock exchanges with respect to their members, listing requirements, member audits, minimum capital requirements, asset/liability management requirements. 

· Create stricter rules for banks that act as broker-dealers in the securities market. 

· Increase the role of self-regulatory organizations. 

· Increase financing of the FCSM, courts, and prosecutors’ offices in order to enable them to hire qualified experts. 

· Improve public education programs pertaining to the financial markets, securities, investments, legal rights, etc. 

· Create a dual system of regulations where the Central Bank can be involved with the debt-credit capital markets and the FCSM equity markets (similar to the U.S. system). 

· Establish accounting/financial standards for reporting by regulated companies. 

· Establish private rights of action by shareholders for violations of FCSM and Central Bank rules and regulations. 

4. Pension Reform
· Establish rules and regulations governing investments and quality of investments. 

· Encourage pension fund investments in appropriate ratios to risk and liquidity. 

· Manage actuarial liability with appropriate asset/liability ratios. 

· Establish conflict of interest rules between companies and pension fund mangers, including transparency and disclosure. 

· Establish a base for pension reform for municipal and federal government employees, eliminating conflicts of interest. 

· Permit private pension managers to compete for asset management, enhance the transparency of state-run pension activity, and promote investor choice in investable instruments. 

5. Insurance Reform
· Assist the development of market competition. 

· Reduce foreign ownership restrictions and permit foreign insurance companies to compete in the local market either directly or on a joint-venture basis. 

· Establish appropriate financial ratios and portfolio guidelines for insurance companies. 

· Establish clear and fundamental regulations governing disclosure and financial viability of insurance companies. 

· Promote reinsurance pools and local insurance underwriters. 

6. International Accounting Standards (IAS)
· Full (not partial) adoption of IAS for Russian enterprises, with an emphasis on instituting IAS in accounting practices and not merely for reporting purposes. 

· Immediate transition for publicly traded companies, banks and other financial institutions. 

· Mandatory IAS adoption for state-owned enterprises scheduled for privatization. 

· Training and certification in IAS for accounting professionals. 

· Provision of adequate budgetary resources to implement IAS reforms. 

· Reconciliation forms and tax-neutral changes in converting to IAS. 

C. Export Duties as Investment Inhibitors

Russian companies producing high-quality paper must pay a 10 percent duty on finished products, whereas a similar tax has been eliminated for the export of timber. This unbalanced policy forces companies to export timber and manufacture paper in foreign markets (such as Europe and China) in order to be competitive, thereby creating jobs in foreign countries at the expense of Russian jobs. This policy is counterproductive to the Russian Government’s strategy of decreasing dependence on exports of raw materials and enhancing domestic production. 

This segment of the Russian market had been attractive to foreign investors until June 2001, when the Russian Government eliminated the export duty on pulpwood. As a result, a foreign investor with no interest in exporting timber to its European facilities (because it has made sizable investments into woodworking enterprises in Russia) is less competitive in the international market; its products have to be priced higher in order to accommodate the tax. This situation represents an impediment to foreign investment in this important domestic industry. Therefore, we recommend elimination of the 10 percent export duty on finished paper products to stimulate investment in local production. 

In addition to this export duty, another recent development seriously undermines the CIS treaty principle of free trade, thereby jeopardizing the position of foreign investors as well as Russian exporters. Specifically, Russia and Ukraine have implemented a protocol amendment to the 1993 Russian-Ukrainian Free Trade Treaty introducing a set of new tariffs for trade in goods originating in CIS countries, including duties on Russian confectionery and sugar imports into Ukraine. While Russia and Ukraine have agreed in principle to the eventual lifting of these new tariffs, the deadline for doing so is unclear, and this uncertainty damages the business climate for U.S. investors. If these tariffs are not eliminated, companies will likely reassess and possibly re-deploy their foreign investments to lower-risk jurisdictions.
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