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Abstract (summary)

Overview of Russia's first year as a member of the WTO.

One year ago Russia became a member of the WTO. It had taken longer to complete the 18-year accession

process than any other applicant except Algeria; although Algeria's accession was suspended for a time, Russia's

was not. Politically, accession was perceived as a major event, which would improve Russia's image abroad and

encourage foreign investment in the longer term. However, its shorter-term economic significance and impacts on

Russia's domestic producers have been a more controversial matter.

SUBJECT:Overview of Russia's first year as a member of the WTO.

SIGNIFICANCE:One year ago Russia became a member of the WTO. It had taken longer to complete the 18-year

accession process than any other applicant except Algeria; although Algeria's accession was suspended for a time,

Russia's was not. Politically, accession was perceived as a major event, which would improve Russia's image

abroad and encourage foreign investment in the longer term. However, its shorter-term economic significance and

impacts on Russia's domestic producers have been a more controversial matter.

ANALYSIS: Impacts.

Accession makes Russia accountable to other WTO members for fulfilling the organisation's commitments.

State attempts to boost domestic production through subsidies will encounter opposition from WTO member-states

and lead to tensions.

Lower subsidies on agricultural products and pressure from the agrarian lobby will stimulate the search for

alternative means of protection.
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On August 22, 2012, Russia joined the WTO as its 156th member. As part of the accession deal, Moscow agreed to

reduce import tariffs and ensure equal treatment for foreign-owned and domestic companies operating in Russia.

It also signed agreements on the protection of intellectual property rights and rules for awarding state orders ( see

RUSSIA: WTO reform benefits are real but limited - August 6, 2012).

Impacts on trade and investment.

WTO accession does not usually have a predictable impact on the economic behaviour of a new member-state. For

example, in the first four years after their accession, Armenia and Georgia exhibited higher 'economic freedom'

indices, as measured by the Heritage Foundation, while China's and Ukraine's scores declined.

In Russia's first year of membership, the volatile global climate had a significant impact on the economy. Growth in

Europe, which accounts for half of Russia's merchandise exports, has slowed substantially.

Trade impact.

As a result of external and domestic factors, the economy has been weak since mid-2012 (see RUSSIA: Macro

slowdown will aggravate policy clashes - February 28, 2013), with investment declining and domestic demand

remaining the main variable holding up GDP growth, based on rising wages. Russian imports, measured in current

prices, grew no faster in 2012-13 than they did over the preceding decade, while exports dipped below trend.

Given the external environment, weak trade trends may be attributed to non-WTO related factors.

FDI impact.

It is unlikely that foreign direct investment (FDI) was boosted by WTO

accession. Although non-bank inward FDI and outward FDI both leapt in the

first half of 2013, this was due to several one-off factors, such as the 28

billion dollar TNK-BP deal between Russian oil producer Rosneft and the

Alfa-Access-Renova (AAR) consortium. The Cyprus bail-in, which affected

Russian corporations with holding companies and bank accounts on the

island and generated a reshuffling of investment in search of new safe havens, is also likely to have had an impact

on FDI trends.

Although the evidence for the impact of WTO accession on Russia's trade

and investment is inconclusive, Russian concerns with the WTO framework

and their early responses may provide clues to the outlook.

Negative effects of accession.

Most of the concerns with the impact of WTO membership on the economy

focus on sectors such as agriculture and the auto industry. Post-accession import tariffs, which have been lowered

substantially, are contributing to an increased inflow of foreign imports, which squeeze locally-based

manufacturers. This has a negative impact not only on the companies in question, but also on employment -- since

some of the companies employ a substantial number of people -- and on fixed asset investment.

The impacts from lower tariffs may take some time to manifest themselves. For civil aircraft manufacturers, for

example, tariffs are to be halved within four years.

Lack of commitment.

Since joining, Moscow has demonstrated a lack of focus on WTO matters, which appear to be of lower-

than-expected priority. A shortage of trade lawyers and other specialists to engage with WTO business was an

early complaint of Russian trade specialists. Moreover, WTO-compatible ways of protecting industries were

neglected and legislation to establish permanent representation at the WTO had not yet been enacted.
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Circumvention.

The government implemented -- or attempted to implement -- a number of measures meant to protect domestic

manufacturers from rising competition:

In September 2012, the government unsuccessfully tried to raise the duty on printing paper from 5% to 15%,

claiming there had been a typo in the original agreement.

After they had to lower substantially tariffs on imported vehicles, the authorities imposed a utilisation fee -- for

recycling purposes -- on all vehicles (both domestically manufactured and imported), meant to offset the lower

tariffs. The fee is currently being reconsidered.

An attempt to impose a 27.5% tariff on imports of combine harvesters into the Eurasian Customs Union of Russia,

Kazakhstan and Belarus was criticised by other WTO members.

A decree stipulating that all official uniforms be manufactured from domestically produced fabrics also encountered

objections.

In July, the Federal Customs Service (FTS) announced that it would exit the international road transport (TIR)

system de facto by reintroducing a parallel system of checking loads and levying duties at the border. The TIR

system guarantees the payment of customs duties at a destination customs office, avoiding the need to make

customs payments at borders.

Although the FTS action has since been postponed and is being reviewed, it would have come close to a unilateral

abrogation of the TIR Convention, in place since 1975 and used by 94 countries. It would have also added an

estimated 150 million euros (200 million dollars) a month to exporters' costs. While the TIR Convention is not

directly a WTO matter since it was introduced by the UN Economic Commission for Europe, the proposed measure

would have been an abrupt and unwelcome action contrary to the spirit of open trade.

CONCLUSION: Lower import tariffs following Russia's WTO accession will continue to squeeze domestic producers

by encouraging imports of cheaper foreign-manufactured goods. This will prompt the government to introduce

further protectionist measures. Although these will likely encounter objections from other members, review of

formal WTO complaints can take years, while the impact on an industry is often immediate. In the longer term,

Russia's greatest source of potential gain from WTO membership is inward direct investment by foreign banks,

insurance companies and other businesses.
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