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For all its large-scale potential, contemporary Russian economy can develop effectively only if it actively interacts with the world markets of goods and services. The market oriented reforms being carried out in this country call for that, too. The rules of the game on the world market are presently outlined by a joint effort of many countries with the leading role being played by the World Trade Organization uniting about 150 nations and regulating more than 95% of the world trade. At the end of the day, Russia ought to accede to the WTO. The Russian business community will eventually opt for that as well. However, the rules and standards of the WTO will create a radically new legal, economic and administrative environment for it, a fact that is controversial to many.


Therefore a comprehensive and strictly targeted preparation of Russia for WTO membership is needed, without detriment to the economic security of the country or politicking haste, and with respect for the interests of the Russian business community.

WTO membership conditions
The WTO should create equal and favorable conditions for Russian businesses’ commercial activities in foreign countries in exchange for foreign competitors’ access to the Russian markets. To this end, Russia and WTO members should mutually agree on import duty rates, services supply conditions and government subsidies for agriculture, and acknowledge the WTO rules in trade disputes. The WTO rules and standards should be borrowed by the Russian legislation and supersede Russian national laws.

These trade conditions shall not be once and for all. They would be subject to gradual liberalization during regular trade negotiation rounds of the WTO (the recent round started in January 2002). There should be room for exemptions or transition periods for their application to individual countries, customs unions, or free trade zones. In other words, the trade conditions may change or fluctuate, such as where a country enters the WTO.

Naturally, the export-oriented branches of Russian economy, particularly in the real sector, are interested in such privileges and benefits. It is also important that WTO membership may help plant a large segment of modern economic law in Russian legislation, currently far from being perfect, which would make the national legislation much more integral, full, systematized, predictable, and comparable with international. Foreign trade would be substantially debureacratized.

What is essential to realize is what is to be done to make the Russian economy make use of all theses benefits, and, more importantly, how to avoid unacceptable losses due to the opening of the Russian market for foreign competition.

The Russian government is already negotiating accession to the WTO and has tabled its start-up proposals. Regretfully, until recently they were drafted without proper advice from the Russian business community and are currently not backed by any specific program of accession preparation or awareness efforts. It is clear from enterprise survey and questioning that the situation should be rectified, so the government and the business community must co-operate in a binding dialog mode all the way through preparation to accession. 

Main concerns of Russian businessmen

As a major country of the world, Russia has a number of obvious competitive advantages, including natural resources, a unique European-Asian position, the remaining scientific and production potential, highly qualified labor, a developed transportation infrastructure. There are also impressive examples of certain businesses’ breakthroughs in access to foreign markets. However, it is clear that accession to the WTO as such is unlikely to result in an explosion of Russian exports or even immediately noticeable growth. Firstly, the WTO mainly encourages trade in manufactured goods and science-consuming products while the bulk of Russian exports so far is raw materials and fuel (already having access to foreign markets with hardly any restrictions attached). Secondly, the structure of Russian exports is extremely slow to change and cannot be quickly reoriented towards processing industries due to excessively worn and underused production capacities in industry and transport, and slow technology progress in Russia. Thirdly, as Russia copes with the economic crisis the domestic market shows more demand for Russian-made goods, which has already resulted in a number of restrictions on exports. Finally, Russia already has access to most of the tariff benefits, agreed by the WTO, through its bilateral trade relations with WTO members. The prospects of goods and services imports are different. If given broader access to the Russian market, they may significantly aggravate the competition in many areas, which Russian industry is not prepared for yet. This is particularly true of the food, pharmaceutical, chemical, car and aircraft building, light and electronic industries, insurance and financial services sectors, retail trade, small and medium businesses.

For that reason, only 10% of the surveyed Russian enterprises claim readiness to operate under the WTO rules and standards. Of course, the abundance and low prices of imported goods might be beneficial to Russian consumers, but it is only possible in an environment of effective domestic competition and ensured consumer rights, which this country is still missing.

Russia is not nationally prepared to join the WTO either. It does not have a clear and substantiated industry policy, i.e. an idea of what industries need how much protection or incentives, which makes the talks with the WTO largely a haphazard matter. There is no national system of foreign trade information for businesses, which leaves foreign transactions unsupported with the necessary information backing and leads exporters to breaches and errors. The system of government support for industrial export is hardly operating too. Russian provinces are kept aside from the preparatory process. Finally, there is no confidence that the customs revenue drop caused by import liberalization will not be offset by additional domestic taxes on corporations.1

Also, our negotiating counterparts’ stance appears to be more rigid than expected. Russian requests for WTO membership with respect for the national specifics are being countered by demands for prior conversion of the Russian business legislation to the WTO rules and standards, accession to optional WTO agreements (such as free trade in aircraft and computer machinery), broad access to the services market, reduction in agricultural protection, etc. 

Preparation program

The Russian Chamber of Commerce and Industry sees the following as government preparation program segments and stages:

1. Immediately develop and approve an industrial (industry-specific and innovative) policy of Russia, including an agricultural policy. Identify priority branches and production lines for selective (temporary) protection and encouragement of industrial and services export, including intellectual property.

2. Develop permanent government mechanisms helping adapt certain important branches of the economy (production lines), regions and small and medium businesses to growing import competition, and encourage industrial, particularly science-consuming, national exports. Provide adequate budget funding for such mechanisms.

3. Complete the legislative effort required for Russian accession to the WTO and protection of Russian businesses, making sure Russian business associations participate in it. Ensure professional expert review of new legislation compliance with the WTO rules and standards.

4. Build a national system of foreign trade information for Russian businesses, making them aware of the WTO rules and standards, supply and demand of the principal goods and services markets, prices and trading conditions for Russian exports and imports. With the contribution of business associations, this system should be supplemented with foreign trade advice facilities, training facilities (including WTO related), substantiated recommendations about advice, if necessary, from reputable foreign law firms for trade dispute settlement purposes.

5. Change the organization and tactical approach to negotiations on accession to the WTO, namely:

a) Drop the departmental approach in the development and discussion of the Russian stand during negotiations. Make sure reputable Russian business associations are involved.

b) During the negotiations, be firm in insisting that the Russian customs tariffs at the initial stage should be bound at a level which is not lower than the currently applicable tariffs. Negotiate the final values of such binding, the duration and conditions of transition periods, and formalize regimes (exemptions) for foreign vendors of services on the Russian market on the basis of Russian economy interests and requirements and the national industrial policy. Press for agricultural support levels adequate to the national needs.

c) Refuse to set “mobilizing dates” of Russian accession to the WTO which only aggravate the foreign pressure on the Russian negotiators.

d) Make regular reviews and assessments of interim results of the negotiations, involving reputable business associations of Russia. Make sure their representatives regularly participate in the work pursued by the Russian Government Commission for WTO Accession.

6. The Russian accession to the WTO should not damage the Russia-Belarus Union, CIS Customs Union, or the free-trade zone of the CIS on the whole.
As they urge the Russian government to pursue such measures, most of the surveyed Russian businesses believe that they, too, may contribute to the preparation for accession. Such preparation should include selecting a competitive line of export and sales on the domestic market, replacement of fixed assets, setting up marketing divisions and legal service departments aware of the WTO specifics. This may require reorganization of individual enterprises, using the foreign transnational corporation experience.

Russian business associations will be required to show much better organization in the process of preparation for accession to the WTO. So far, they have been detached from each other, thus diminishing the weight of their opinions as seen by the government. Hence, the need for a single Advisory Council of the Russian business community for WTO issues. The Russian Chamber of Commerce and Industry urges industrial and functional associations of Russian businesspeople to set up such a body, jointly with the Chamber, to directly interact with the Russian Government Commission for WTO Accession and the Russian negotiating team in all matters specified above. 

_________
1 One should have a realistic perception of the “negotiation hopes” related to the prospects of Russia getting the status of a market economy within the WTO, because anti-dumping sanctions, which we protest against, may as well be imposed on Russian exports under “market rules”. Also, one shouldn’t overestimate Russian influence on the development of trade policy decisions by the WTO as Russia will be one of 150 member states and clearly less influential than the US, EU and Japan, who dominate the WTO. 

Comments to the Chamber of Commerce and Industry concept of Russian accession to the WTO:

· Article in the Vedomosti newspaper, February 5, 2002

· Press release of the WTO Information Office.

