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BY PETER AVEN

Membership

Tojoinor not to join, that isthe question...

ntry into the World Trade Or-

ganizationisclearly in Russia's

best long-term economic inter-

ests. The removal of some ex-

isting trade restrictions on

Russian exports plus an expect-

ed increase in inward invest-

ent flows would add about $5

billionl to the trade balance in the first year alone.

Meanwhile, momentum toward entry would accel-

erate the pace of much-needed reforms and would

benefit Russian industry and consumers as much as
itsforeign trade partners.

However, the real obstacle to advancing eco-
nomic reforms and achieving the objective of amore
broadly based economy with higher sustained growth
is not the absence of WTO membership, but the fact
that Russiaisonly alittle more than two yearsinto an
economic restructuring program. Membership in the
WTO and the need to comply with its entry require-
ments will eventually act as a strong framework for
advancing these reforms. However, some basic
changes, such as banking reform, do need to be put in
place as amore immediate priority.

Thereisadanger that pushing for membership at
too early a stage, and particularly entry under the
wrong conditions, could poserisksfor support of the
fledgling reform process.

Entry to the WTO will not be as quick as was
suggested only six months ago, and certainly not un-
til after the next presidential election in March 2004.
Entry at an earlier date does imply that the govern-
ment will haveto clearly set forth an agendafor tar-
iff reform in the utilities sector. In a country where a
recent study showed that 37 percent of the popula-
tion is still struggling below the basic subsistence
level, thiswould be seen as an unwise move ahead of
the Dumaand presidentia elections.

CONCERNS

Right now, most ordinary Russians could not
careless whether their country joinsthe WTO or not.
Equally, many business managers are suspicious of
pressure they believe is being placed on Russia to
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join. Theseindividuals see membership as a ploy by West-
ern interests to prevent them from being able to properly
develop export markets. Alternatively, membership is seen

Most ordinary Russians could not
care less whether their country

joinsthe WTO.

asasort of “Trojan Horse” that would allow foreign busi-
nesses to enter the Russian economy precisely at atime
when confidenceis growing that basic reformsinitiated by
the government might work.

Inreality, of course, it isquite clear that an economy
cannot hopeto grow at rates and under conditions set forth
in the government’s current economic development plan
while remaining outside the WTO. To grow at these rates,
Russia needs to see a substantial increase in foreign di-
rect investment and the return of Russian capital. In-
vestors perceptions of Russiaare different from those of,
say, China. For one thing, the Russian economy is per-
ceived as too narrowly based on commodities, and the
framework for economic advances provided by the WTO
(e.g., pushing improvements in transparency and legal
protections) will be important in helping persuade that
capital to return home.

It is not a question of whether Russia should join or
not. Rather, it is a question of educating people that dis-
trust of WTO entry is misplaced, and that striking a bal-
ance on the conditions of entry would establish a consen-
sus for membership. At this stage, these are much more
important factors than the timing of entry.

WTO VERSUS REFORMS

It isgenerally accepted that membership intheWTO
has proved highly beneficia for economies that are effi-
cient and competitive, neither of which description can
be applied to Russaat the present time. Moreover, it isun-
reasonable to expect Russiato move very quickly to alow
such broad unrestricted competition, such as would oc-
cur with WTO entry, until industry is ready to compete.
Membership, when it eventually occurs, will certainly
force industry to become more competitive.

However, given that many of the more vulnerable
sectors such as banking and services are still undergoing
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basic restructuring, it isunlikely that the government will
be keen to push membership until these reforms are in
place. Today, the sectors best able to compete interna-
tiondly (i.e., commodities) are the very onesthat increase
Russid's economic vulnerability. The danger is that pre-
mature entry to the WTO on the wrong termswould only
condemn Russiato an equally vulnerable future.

PROBLEM AREAS

A magjor part of concern about WTO entry arises
from the belief that membership would allow unre-
strained entry by foreign companiesinto Russia's service
sectors while exposing Russian industry to unfair com-
petition from foreign enterprises and not allowing full
access for Russian exportsto their markets. The fact that
both the United States and the European Union routine-
ly use their economic muscle to impose seemingly arbi-
trary quotas and tariffs on selected imports whenever
their domestic industries ask for protection does nothing
to reduce these suspicions. The danger isthat theWTO is
seen as amechanism for large economies to expand their
dominance into newer economies while not fully allow-
ing reciprocal access.

Agriculture. Thefear isthat Russiawill beforced to drop
import tariffs that many see as aimed at protecting do-
mestic producers from dumping. In other words, if
“dumping” does occur, thiswould prevent the proper de-
velopment of Russia's agricultural sector and make the

Membershipisseenasa

sort of “ Trojan Horse.”

country perpetually dependent on imports. Many coun-
triesthat are current WTO members, particularly thosein
the important EU market, have high import tariffs on
agricultural products. If these tariffs remain while Russia
isforced to drop its protections, such fears may well be
realized.

Finance. Thebanking sector isonly just showing signs of
recovery from the 1998 crisis and still undergoing major
reforms. One example is the bank deposit insurance
scheme, which is designed to help boost customer confi-
dence. If foreign banks are allowed to enter on equa terms
before Russian banks have been allowed to benefit from



industry restructuring, the
possibility existsthat Russ-
ian and foreign banking
customers will simply
choose the safe “foreign
bank” option.

Similarly, both the in-
surance and asset manage-
ment sectors, partly thanks
to reform of the pensionin-
dustry, are taking the first
steps towards becoming
important components of

The one word that has been used

most to refer to the policies and

government is*“ pragmatic.”

on afast-track basisis not
shared universaly by those
who will have to compete
in Russia.

Major problem areas
that Russawill haveto ad-
dressaspart of itsentry re-
quirements will include:

strategies of the current

Protection of intellectual
property. A very substan-
tial amount of copyright
violation takes place on a

the economy. Large inter-
national institutions could
easily dominate if allowed early and unrestricted access.

Industry. Mgjor infrastructural industries, such as avia-
tion, complain that they would face severe competition
from strong global brands if protections were removed
before they have a chance to restructure and become more
competitive. Actualy, any tariffsthat arein place now do
not restrict such import competition. Thisis clear in the
automotive sector; customers buy imported cars at high-
er prices due to the lack of competitive domestic alterna-
tives. As the economy continues to grow, domestic man-
ufacturers face a race to become as competitive as for-
eign competitors, in quality and service as much asprice,
if they are to acquire future market share.

Telecoms. Thisisan obvious areaof concern as aresult
of globalization of the telecommunications industry.

Energy. Thisisavery contentious area, as the implica
tions of required domestic tariff changes affect all Russian
citizens, and not just industry and commerce. For thisrea-
son, we are unlikely to see much progress, or even much
debate on these changes, until after the election period is
over in early 2004. Russians pay alot lessfor energy than
international price averages. For example, they pay about
one-third of the EU price for gas and enjoy adomestic oil
price that last winter was only one-quarter of the export
price, even though the discount is usually about 25 per-
cent. Intotal, Russians pay about $20 billion lessfor energy
per year than WTO membership would eventually require,
and about one-third of thisisastraight subsidy to industry.

INTERNATIONAL CONCERNS

Of course, the issue of Russia's membership is not
just aone-way street. While Russians have concerns and
suspicions about WTO entry, the enthusiasm often shown
by national governments and agenciesto have Russiajoin

daily basisin Russia, rang-
ing from the entertainment
industry output to industrial products. Whileimpossible to
eliminate in any economy, Russia will have to become
much more active in combating this area of abuse.

Customs. Thereis little point in signing an agreement
that encourages freetrade if bureaucratic, corrupt, and in-
efficient practices are alowed to continue across large
sections of the customs service. Reducing bureaucracy
and streamlining areas such as customsand licensingisa
major part of the government’s objective to establish an
“investment climate” in the country. Thisisclearly going
to be adow process.

Currency restrictions. Foreign currency restrictions are
incompatible with free trade, and they will eventually have
to be removed. This liberalization is aready on the gov-
ernment’s declared agenda, but progress will only be al-
lowed in conjunction with other “investment climate” im-
provements. Otherwise, the risk is simply that legal cap-
ital flight will grow larger rather than reverse direction,
asit now needsto do.

COMPROMISE

The oneword that has been used most to refer to the
policies and strategies of the current government is* prag-
matic.” This pragmatism is expected to allow for acom-
promise solution on entry terms that offers a balance of
benefits and risks. In the meantime, educating industry
and the public about the long-term benefits of membership
and the negative consequences of remaining outside the
organization will also help smooth eventual entry. 4

Notes

1. According to areport by the Ministry of Economic Devel-
opment and Trade.
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