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1 Introduction 
 
1.1  Background: EU Economic and Trade Relations with Russia  
 
The EU-Russia relationship has been formally governed by the ‘Partnership and Cooperation 
Agreement’ (PCA) in force since 1997. To broaden this formal framework the EU and Russia 
decided since 2002 to establish a ‘Common European Economic Space’ (CES), and in May 
2005 they decided formally to work towards establishing four “Common Spaces” in the areas 
of: 

a) economic relations (establishment of a ‘Common Economic Space’), 
b) freedom, security and justice,  
c) external security, and  
d) research and education.  

 
The aim was to develop a more detailed framework for cooperation. The proposed “Common 
Economic Space” covers a wider range of policy areas and industry sectors and includes the 
establishment of sectoral EU-Russia industry dialogues. It is aimed to promote trade and in-
vestment, economic cooperation and reforms based on good governance.1 
 
This intensified political cooperation followed strong growth of trade relations since the dis-
solution of the former Soviet Union: The EU became Russia’s most important trading partner, 
especially for imports of machinery. For the European Union is Russia the third most impor-
tant trading partner country. The EU has an increasing trade deficit with Russia, which stands 
at about 50 billion Euros or 8% of Russia’s GDP, which is about two thirds of Russia’s total 
trade surplus. For the EU this trade deficit is negligible and half of its trade deficit with China. 
It is estimated that about 70% of Russia’s oil and gas exports go to the EU. The share of Rus-
sian oil and gas supplies to the EU cover about 28% of total EU oil and gas imports. Thus, 
both regions are highly dependent upon each other. But the EU may be the potentially more 
vulnerable partner in this relationship because it is highly dependent on Russia’s energy, 
whereas owing to its foreign reserves and stabilization fund Russia could potentially stop the 
delivery even if it would be difficult to redirect such large quantities of oil and gas to other 
destinations.  
 
Besides the question of energy security, from an economic point of view there are two crucial 
questions of interest: 
 

a) How will Russia’s comparative advantage develop, i.e. will Russia be able to develop 
- despite its natural resource wealth - an industrial base that is diversifying output in-
cluding an increasing share of relatively skill-intensive goods in total manufacturing 
output? 

 
b) Will Russia succeed in avoiding the “curse of natural resources” (Sachs and Warner, 

2001), i.e. less economic growth than it would have, had it not been rich in natural re-
sources?  

 

                                                 
1 Although Russia became a neighbor of the EU following the accession of new Eastern EU member countries, 
the new „European Neighborhood Policy“, which was established by the EU in response to this EU enlargement, 
does not include Russia: The relations with Russia are instead developed through a ’Strategic Partnership’ that 
covers the four mentioned “common spaces“.  
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The recent empirical literature on these questions suggests strongly that the development of 
institutions and of their quality, including prevention of corruption, is the key to a positive 
answer to both questions. In addition, empirical evidence suggests that resource abundant and 
less developed countries like Russia suffer relatively more from instability of capital move-
ments. This may cause significant harm in economic terms.  
 
Thus, there could be several arguments for government intervention and EU policies aiming 
at deepening and promoting certain aspects of trade and European foreign direct investment in 
Russia: The aim would be to avoid Russia falling into a trap of problems similar to the “Dutch 
disease” and instability of capital flows through some “deeper” form of trade, including a free 
trade zone.  
 
But care should be taken not to confuse things: To the extent that certain policy goals such as, 
for instance, a better development of the non-oil Russian economy and even of skill-intensive 
industries may best be achieved through certain structural reforms and policies in Russia, such 
as  

 an improved institutional framework,  
 a better integration into the international economy,  
 a higher degree of competition in many markets,  
 a better financial system through improved banking supervision and regulation etc.,  

 
one should be careful to recommend and the EU should be careful to support adoption of di-
rect market interventions in pursuit of such goals.2  
 
To underline this, we emphasize that empirical studies for the new Eastern European member 
countries have shown foreign direct investment not only to strongly promote the adoption of 
new technologies and total factor productivity growth but even to promote structural change 
in the whole economy towards higher skill-intensive production.3 Since Russia’s share in the 
world’s known oil and gas reserves is relatively large4, energy and raw materials production 
are likely, of course, to remain the dominating export goods. But there appears to be no rea-
son to assume that the same beneficial economic effects of foreign direct investment experi-
enced by Eastern European new EU member States would not occur in Russia. Thus, at least 
theoretically it could be a first best solution for Russia to pursue rigorous reforms as per-
formed by the new EU members. Only as a second best choice would measures appear, such 
as incentives through subsidies, that are aiming at structural changes in favour of promotion 
of the non-oil economy and relatively skill-intensive industries. 
  
In sum, Russia could overcome the disadvantages that are ironically often associated with 
abundant natural resources, and the EU could not only better secure long term access to natu-
ral resources but benefit from more stable, more balanced, and possibly higher economic 
growth in Russia, if structural economic reforms are promoted in Russia.  

                                                 
2 Koves (2005) argues that government managed reorientation of resources from raw materials sectors to manu-
facturing and services is a necessary condition of economic modernization but far not sufficient: the crucial con-
dition is how institutions work and how Russia is integrated into the international economy.  
3 See, for instance Havlik (2000). He showed that there was a tendency among the new Eastern European coun-
tries long before joining the EU for those of them with higher than average foreign penetration to experience 
more rapid productivity growth, structural change, and export specialization away from labor intensive industries 
towards skill- and even R&D-intensive industries. See also Lowinger et al. 2000, and Smith 2000. 
4 Russia owns 6.1% of the world’s proven oil reserves and 26.5% of gas reserves. 
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1.2  Objective of the study 
 
The objective is to provide the Committee on International Trade of the European Parliament 
with a more detailed critical analysis of the problems facing the EU economic and trade rela-
tions with Russia so as to derive policy options for improvements. 
 
 
2 Overview of trade and economic relations with Russia  
 
2.1 Overview of recent trends  
 
Following the August 1998 financial crisis the Russian economy recovered sooner and more 
robust then anticipated. The economic recovery was triggered by strong net exports and ex-
port oriented sectors continue to account for most growth in industrial production. Domestic 
demand became the main driving force for GDP growth and by 2002 increases in domestic 
demand were largely satisfied by imports (Ahrend, 2006, OECD, 2004). Imports increased 
strongly but owing to volume and price increases of energy, exports rose even substantially 
faster. However, gross investment is at a relatively moderate level of merely about 21% of 
GDP, but it had a rising trend during recent years and imports of investment goods (machines, 
equipment, instruments) doubled during the past three years from 15 billion US Dollars in 
2003 to more than 30 billion US Dollars in 2005. Nevertheless, Russia’s investment ratio is 
less than what most new EU member countries achieve. This ratio is an average rate and thus 
covers up the differences in the investment performance of the different sectors: The oil and 
gas economy is investing above average while most non-oil sectors invest below the average 
rate. This rather disappointing investment behavior is mirrored in similarly disappointing 
overall foreign direct investment (FDI) and also European FDI to Russia. Although FDI in-
creased significantly in recent years, it remains at comparably low levels in both, cumulated 
totals per capita since 1999 and per capita. Russia is still a marginal source of FDI to the EU. 
 
It needs to be emphasized that the role of the oil sector, and especially privately owned oil 
companies, and rising oil prices, has been the major economic growth factor in the past. But 
even without further price increases of hydrocarbons and raw materials Russia’s real GDP 
growth is forecast to continue in the medium term at comfortable rates between 4% and 5%. 
Several forecasts suggest, however, that growth rates will decline somewhat because of 
strongly rising imports (e.g. IMF 2005a, Economist Intelligence Unit, 2006).  
 
The EU is Russia’s most important trading partner with a share of 52.5% in Russia’s total 
trade. For the European Union Russia is the third most important trading partner country with 
regard to both imports and exports of goods. But despite annual increases of European exports 
to Russia by more than 23% in 2004 and 2005 the EU has an increasing trade deficit with 
Russia. It amounts to around 50 billion Euros and is thus negligeable for the EU (0.5% of EU 
GDP). For Russia the trade surplus with the EU is very sizable and about 8% of GDP in 2005, 
while the total external current account surplus was about 12% of GDP.  
 
Minerals account for almost 65% of Russian exports to EU. Russia’s share in total EU energy 
imports increased steadily to 28% in 2005. Russia is also the most important supplier of steel 
to the EU. On the EU’s export side, the structure of goods is similar to the average structure 
of exports to the world. Machinery is most important and its relative weight increases stead-
ily. The average level of tariffs for imports of goods of Russian origin to the EU is around 4% 
according to the Common Customs Tariff to imports from Russia. This level is not neglige-
able. However, additional significant trade impediments on the part of the EU for Russian 



9 

imports exist in the form mainly of quantitative restrictions for certain goods and antidumping 
procedures, which have caused significant resentment on the part of Russia, particularly be-
cause many of them involved goods that are energy-intensive and thus the comparative ad-
vantage of Russia in producing these goods may not have been adequately acknowledged.  
 
Regarding the average tariff level imposed by Russia on its imports, available data suggest 
that the already relatively high average level was raised further in recent years to above 13% 
in 2003 (Tarr et al., 2005). More specific tariffs were recently imposed, perhaps to provide 
more effective protection for certain goods, and thus the tariff structure became more diverse. 
On an aggregate level, the food sector and light industry are the sectors with the highest tariff 
rates (above 20%). At a more detailed level of goods, motor vehicles, footwear, leather prod-
ucts, meat and sugar are among the most highly protected. Hence, Tarr et al. (2005) note that 
“tariff peaks”, i.e. tariff lines with very high tariffs, are a problem. 
 
2.2 Analysis of major points of interest regarding trade developments:  
 
a)  Background of studies of factor content analysis 
 
Given that the EU’s comparative advantage in producing relatively skill-intensive goods, 
which dominate EU’s exports to Russia, is unlikely to change substantially during the coming 
decades, changes in Russia will drive changes in the structure of trade between the EU and 
Russia.  
The literature on the catching up of Eastern European countries in producing goods that are 
relatively skill-intensive shows that one does not need to be pessimistic about Eastern 
Europe’s ability to achieve this: Some of these countries have remarkable success in this re-
gard, especially Hungary. But the new Eastern European EU member countries may not be 
comparable to Russia, which derives a large part of its income from extraction of natural re-
sources, and because their joining of the EU in 2004 gave them strong incentives for im-
provements of their institutional framework and liberalization of markets long before 2004.  
 
Nevertheless, simulations of economic effects of a potential EU-Russian free trade area may 
be interpreted as corroborating an optimistic view (e.g. Sulamaa and Widgrén, 2005)5. This is 
because these simulations show higher total output in Russia when there is a free trade agree-
ment with the EU.  
 
Since Russia’s share in the world’s known oil and gas reserves is relatively large,6 a plausible 
working assumption could thus be that Russia concentrates on producing energy, raw-
materials and goods that are energy and raw-materials-intensive and it increases the range and 
quality of these latter goods. At the same time it could develop production of more skill-
intensive goods on the basis of development of its own know how but also in cooperation, in 
particular, with EU firms as a result of the activities of these firms as foreign investors in Rus-
sia and as a result of other cooperations, possibly supported by the EU and the Russian gov-
ernment. 
 
 

                                                 
5 The recent study by Sulamaa and Widgrén (2005) is among the first to include in the estimation the Eastern 
enlargement of the EU in May 2004.  
6 Russia owns more than 6% of the world’s oil reserves and more than 26% of gas reserves. 
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b)  What are the results of factor content analysis? 
 
Studies of the impact of the transition process in central and Eastern Europe on the composi-
tion and the direction of trade with Western European countries found that theoretical expecta-
tions based on the theory of comparative advantage (see Appendix A for an overview of the 
theory) were met (e.g. Lowinger et al., 2000, Smith, 2000, Havlik, 2000): The central and 
Eastern European countries’ trade composition reflects their relative abundance of (unskilled) 
labor, raw materials, and energy and their relative scarcity of highly skilled human capital and 
advanced technologies. The methodology used in analyzing the evolution of comparative ad-
vantage is usually the calculation of indices of ‘revealed comparative advantage, RCA’, (see 
Appendix B for a brief explanantion).  
 
It is worth noting that for the new Eastern EU countries studies that applied this analysis 
found that these countries even long before their joining of the EU displayed an export spe-
cialization and a revealed comparative advantage, which implied a capability to withstand 
competition from both existing EU producers and producers from outside the European Union 
(Smith, 2000, Lowinger et al., 2000, Havlik, 2000). In addition, structural reforms including 
improvements of institutions would be the most effective means to promote this ability.  
 
Regarding the factor content analysis of trade between the EU and Russia, an analysis of RCA 
indices with respect to Russian exports to the EU was performed by the OECD (2004). The 
analyses found that there are few sectors in industry in Russia that reached a degree of interna-
tional competitiveness that would enable them to export on a significant scale. As expected, 
Russia’s major revealed comparative advantage concerns hydrocarbons (oil and gas and deriva-
tives of oil and gas), additional resource-based goods such as wood, pulp, and paper, and en-
ergy-intensive products such as non-ferrous metals, steel, and fertiliser. The number of sectors 
in which Russia has some revealed comparative advantage is relatively small. There is only one 
machinery sector where Russia has a comparative advantage, which is power generating ma-
chinery and equipment, but its RCA values are declining and appear to change to a revealed 
comparative disadvantage. 
 
Moreover there was a tendency for most of the RCA indices for those sectors, where Russia has 
a revealed comparative disadvantage, to decrease over time. In other words, revealed compara-
tive disadvantage increased of most industrial sectors, especially road vehicles, general indus-
trial machinery, electrical machinery, medical and pharmaceutical products, telecommunica-
tions, paper, manufactures of metals, beverages, textiles, and office machines.  
 
Since some of these sectors are characterized by a relative intensity of skilled-labor and R&D, 
there is no tendency observable in Russia’s trade with the EU for skill-intensive and R&D in-
tensive goods and sectors to improve their relative weight. Hence, trade developments of the 
EU with Russia differ significantly from the experience with central Eastern European countries 
because long before these countries became members of the EU they experienced such im-
provements.  
 
There are, however, two possibly important qualifications of this finding: First, although the oil 
and gas industry and related industries are resource and capital intensive sectors, they also em-
ploy high-skilled labor and they perform important research and development activities. Sec-
ondly, data on arms production are unfortunately not available so that this area where Russia 
may be expected to have some comparative advantage is excluded from the analysis. Russia’s 
RCA value of oil and related materials rose continuously, while that for gas surprisingly de-
clined as did the RCA values for non-ferrous metals and iron and steel.  
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In sum, Russia experiences a strong tendency for very narrow concentration of revealed com-
parative advantage. At a time of ‘globalization’ and thus improved worldwide divison of labor 
and thus specialization this may not necessarily be a problem.7 But it clearly shows that eco-
nomic diversification in exports diminishes and thus Russia is becoming increasingly dependent 
on energy exports and machinery imports. 
 
c)  What are the results of studies analyzing major economic effects of trade? 
 
The expansion and composition of trade between the EU and Eastern European countries re-
flects differences in factor endowments and thus Eastern Europen countries’ relative abun-
dance of (unskilled) labor, raw materials, and energy and their relative scarcity of high-skilled 
human capital and advanced technologies. Projected export values on the basis of an esti-
mated equation that uses data from the EU comparator countries including Russia show sub-
stantially higher than current levels (e.g. Péridy, 2005). The increases in trade are in turn 
beneficial for productivity growth and dampening inflation.  
 
However, to the extent that relative prices of goods are affected by the increase of trade, for 
instance a decrease of prices of unskilled-labor-intensive goods relative to skilled-labor-
intensive goods, the wages of workers in industries producing the former goods would need to 
decrease in relative terms to keep employment stable. This effect is often cited as a potential 
threat of “globalization” for employment of unskilled labor in developed countries. But em-
pirical work for western European countries could not consistently show that there have been 
such significant relative price changes. Thus, to the extent that trade expansion does not cause 
abrupt and major relative price changes in goods and services, its effects may be considered 
beneficial on the level of aggregate data such as economic growth, total employment, produc-
tivity growth and income for all trading partner countries. Regarding Eastern European coun-
tries Brenton and Gros (1997) and others found that there is a high positive correlation be-
tween liberalization of international trade and a broad range of micro- and macroeconomic 
reforms. The question of the direction of causality between trade liberalization and structural 
reforms was not established. But it may not even be most relevant in the context of Russia 
because surely there are interdependencies between trade liberalization and structural reforms 
and Russia has a deficit in both areas. Hence, an significant reform step in either area could be 
the crucial starting point for a self promoting economic development process. If trade liberali-
zation would be the first step, for instance through WTO accession or self initiated tariff re-
ductions and/or a free trade agreement with the EU it is thus likely that progress woud then 
also occur on the front of structural reforms. Hence, international trade may have beneficial 
effects for politics.  
 
Recent studies on the effects of Russia’s WTO accession and on different forms of Russia-EU 
free trade agreements agree on significant beneficial effects for Russia in terms of output and 
productivity growth as discussed in the following chapter 3. The effects of a free trade agree-
ment were estimated to be considerably larger than those of WTO accession since the reduc-
tion of trade barriers would be larger in the second case (see, for instance Sulamaa et al., 2005 
and de Souza, 2004).  

                                                 
7 For an opposing view see Gavrilenko 2003, who argues that future growth depends on a more diversified pro-
duction and export structure, decreasing the relative importance of the natural resources sector, and Fedorenko 
and Simchera 2005, who similarly recommend that Russia’s government should influence the structural devel-
opment of the economy. 
.  
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2.3 Overview of economic relations outside the narrowly defined trade relationship:  
  
Capital movements 

 
Russia’s rising current account surpluses were used by the central bank to increase strongly its  
foreign reserves. The net outflow of private capital decreased continuously to about zero in 
2005. Since then there is a net inflow of private capital because borrowing abroad outweighs 
outflows mainly in the form of unrecorded capital outflows and increased investment abroad, 
especially foreign direct investment. Private external debt rose above  10% of GDP in 2005) 
Russian foreign direct investment reached a peak in 2004 with about 14 billion Euros equal to 
above 2% of GDP and it remained at this level. The Russian government reduced its external 
debt and the overall external debt decreased steadily to about 40% of GDP in 2005. But with 
the continuation of the current trend of private external debt growth, this ratio may stabilize or 
even rise again.  
 
Russia has, however, still substantial “capital flight” (i.e. unrecorded capital outflows defined 
as the sum of net errors and omissions and estimates of non repatriation of export proceeds and 
non-supply of goods and service against import advances, OECD, 2004, p. 47). This problem 
may be unsolved. For 2003 these outflows were estimated to have risen to about 23 billion US 
Dollars (OECD, 2004). Since then the estimated non-repatriation of export revenues continued 
to rise but especially in 2006 athe net errors and omissions in the balance of payments declined 
substantially. The problem of substantial unclear capital outflows  together with a continuing 
‘weak’ banking system with high concentration8 and weak banking supervision may highlight 
Russia’s continuing vulnerability on the external front to unstable capital movements and po-
tential financial system disturbances. 
 
Using foreign direct investment as an indicator of EU-Russian trade relations, we find that 
despite a significant recent upswing, the level appears still relatively minor and there is high 
regional concentration9. In addition, there appears to have been some transitory decline in 
2004 of EU 25 FDI in Russia. The strong trend growth of total foreign direct investment in 
Russia had a dent in 2005 when it declined slightly from above 15 to 14.6 billion US/Dollars 
but during 2006 this growth became even stronger.  
 
There are two major sources for data on EU investment in Russia and Russian investment in 
the EU, Eurostat and Goskomstat, but the comparability of these data is limited: Eurostat pro-
vides net investment flows but not gross investment flows on its available websites.10 Regard-
ing data on stocks, Eurostat excludes several important EU countries due to confidentiality. 

                                                 
8 The state owned Sberbank is the dominant player in retail banking. 
9 Recent news reports suggest a surging interest of foreign and European investors in particular, as economic 
growth encourages Russian consumer spending. For example, the German Volkswagen AG, Europe's biggest 
carmaker, broke ground on October 28, 2006 for a car assembly plant in Kaluga, 160 kilometers  southwest of 
Moscow,. The plant, scheduled to begin production at the end of 2007, will cost €425 million, with €150 million 
in the form of equity and the rest financed through a syndicated loan, the London-based European Bank for Re-
construction and Development. Carmakers have invested in Russia and growing automobile sales, which are 
forecast to almost double to 2.8 million vehicles a year by 2010. 
10 The EU commission publishes, however, a trade data sheet on EU-Russian trade which shows gross FDI flows 
from the EU 25 to Russia of 2.5 billion Euros in 2002, 7.4 billion Euros in 2003 and 6.4 billion Euros in 2004 
available at http://trade.ec.europa.eu/doclib/docs/2006/september/tradoc_113440.pdf. This decline of gross EU 
FDI fows to Russia in 2004 could indicate some apprehension on the part of EU investors following the Yukos 
case:  EU foreign direct investment may avoid industries which Russia’s government has identified or could be 
expected to identify as being of “strategic” importance, because the investor risks of being coerced into selling 
his ownership rights. 
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And Eurostat does not provide data on the sectors and regions, which receive direct invest-
ment, neither for EU countries nor for Russia. Hence, to a large extent the discussion needs to 
focus on Russian data. The data provided by Eurostat are shown in the tables 2 and 3, Appen-
dix C. The stock of foreign direct investment provided by the EU 25 countries rose signifi-
cantly even when the Russian government began to pursue a policy of protecting „strategic 
sectors“ and “re-nationalized“ Yukos.  
 
According to these data the Netherlands, Germany, UK, Austria, and France are the most im-
portant EU investors, although care needs to be taken because Luxemburg and Cyprus are not 
shown, which –according to Russian data- are dominant EU investor countries. With regard to 
investment flows from these two countries to Russia it needs to be emphasized that an un-
known but possibly large share is owned by Russian entitites who first invested in accounts in 
Luxemburg and Cyprus. Therefore, the relatively large share of EU 25 countries’ investments 
in total investments in Russia cannot be interpreted as reflecting investments by entities resi-
dent in the EU 25 countries. Rather an unknown part of this is in fact investment by Russian 
entities.  
 
The total stock of about 20 billion Euros at the end of 2004, i.e. about 140 Euros per capita, is 
very moderate in comparison with other transition countries and especially given Russia’s 
natural resource and human capital wealth. Both the Czech Republic and Hungary received 
more than 1500 Euros FDI per capita. 
 
Russia’s investments in the EU, on the other hand, have been about 5 billion Euros at the end 
of 2004 invested mostly in Germany, Austria, France, Finland, and Eastern EU member coun-
tries. Regarding the new eastern EU member countries, Russian investment stocks in Baltic 
countries continue to increase whereas they were strongly reduced in Poland and Slovakia.  
 
Using Goskomstat data, we find that following Russia’s output stabilization after the crisis of 
199811, foreign direct investment in Russia recovered quickly but it took until about 
2002/2003 when the flows reached their pre-crisis level. 
 
Russia’s policy of bringing “strategic sectors” under control of the government did not show 
an obvious adverse effect, neither on total foreign investment nor on foreign direct invest-
ment. Even the Yukos de-facto (re-)nationalization in 2004 had no lasting adverse effect on 
foreign direct investment which is growing stronger than ever since 2006.12 Moreover, the 
share of FDI in total foreign investment is increasing again since 2004 after a long decline.  
 
According to Russian data, the share of the EU 25 in both total foreign investment stock and 
flows in mid 2006 was above 80% with the largest EU investors being Luxemburg, Nether-
lands, UK, Cyprus and Germany.  
 
Russian data indicate that foreign investment is concentrated in energy intensive sectors. The 
relatively high share of foeign investment in wholesale and retails trade may have to do with 
foreign participation in those trading firms that are associated with energy producing and ex-
                                                 
11 During the crisis of 1998 EU investors incurred substantial losses due to the unexpected large devaluation of 
the Ruble. The large devaluation came as a surprise to many foreign investors because just prior to the crisis 
Russia had received substantial amounts of loans from the IMF that were supposed to stabilize the exchange rate 
to the US-Dollar. Devaluations are particularly bad for foreign investors because they finance their investments 
with hard currency loans and want to repay them with Rubles earned in Russia. After a devaluation they need 
more Rubles to pay back one unit of hard currency.   
12 The data on gross FDI flows from the EU 25 to Russia provided by the EU commission show however a de-
cline in 2004 from 7.4 to 6.4 billion Euros. 
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porting companies. Regarding EU FDI investments in Russia, a study using data up to 2003 
found that the energy sector had the largest share but there have been many FDI projects in 
other sectors as well including those that are not particularly energy intensive (Rogacheva and 
Mikerova, 2003). The largest recipient sectors of EU FDI outside energy production were 
wood products, automotive parts and related services, metals, communication, consumer 
goods, food, textiles, pharmaceuticals, hotels and tourism, real estate, construction materials, 
business and financial services.   
 
FDI investment in Russia is highly regionally concentrated. Regarding EU FDI investment 
Rogacheva and Mikerova (2003) find that the four regions Moscow, Sakhalin, Novgorod, and 
St. Petersburg received above 91% of all FDI.13 Adding to this list four more regions (Stavro-
pol, Volgoda, Samara and Siberia) raises the ratio to nearly 100%.  
  
Analyses of Russia’s investment abroad (see table X) are very limited. A recent study on Rus-
sia's growing FDI in the Baltic States found that the penetration rate of Russian foreign direct 
investment is low and that these investments concentrated in the sector of natural resources 
and transportation (Kilvits et al., 2005). It argued that there are political apprehensions in the 
Baltic States regarding these investments due to fear of losing control over vital aspects of the 
economy and sometimes unclear sources of financing.  
 
To summarize, even if one argues that Russia’s policy of increased government ownership 
and control of “strategic” firms is associated with a risk of deterring foreign investment, such 
effects appear to have been minor and concentrated in the energy sector. The policy may also 
contribute to apprehensions in other countries regarding Russian foreign investments and 
work against the positive influence on foreign investment coming from implemented and 
planned structural reforms. But the data maz suggest that Russian investments abroad take 
place even if there are such apprehensions.  
 
 
Aid and other programs related to Russia that are supported/subsidized by the EU 
and/or EU countries 
 
Following accession of new member states to the European Union, the EU established a new 
Instrument to promote trade and economic growth with the EU neighboring countries, the 
“European Neighborhood Policy”. Russia is not included in this Policy although it is a 
neighbor of the EU since 2004. Instead the EU relations with Russia are developed through a 
“Strategic Partnership“ covering four “common spaces”. The economic space encompasses a 
wider range of economic policy areas and industry sectors, and includes the establishment of 
sectoral EU-Russia industry dialogues, financing for cross-border projects, and even the po-
tential free trade area between the EU and Russia. From an analytical point of view the other 
“common spaces“ such as freedom, security and justice, external security, and research and 
education may, however, have particularly important economic implications given what has 
been discussed above, namely that Russia’s economic development may best be promoted 
through structural reforms of the institutional framework for the activity of economic agents. 
Thus, advances in the “common spaces“ other than ’economic relations’ may have from an 
economists’ viewpoint a crucial beneficial impact on economic developments between Russia 
and the EU, possibly even exceeding the effect of a free tade area in promoting trade and eco-
nomic relations.  

                                                 
13 Major FDI projects according to the authors were in Moscow: food, textiles, consumer goods, real estate, ho-
tels and tourism and automotive parts and services, in Sakhalin: energy production, in Novgorod: wood products, 
and in St. Petersburg: wood products, consumer electronics and chemicals. 
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In this regard an empirical analyses of EU aid to Russia for the period 1991-2005 appears to 
be relevant (Lankina 2004): It used a dataset of all EU projects conducted in Russia’s regions 
during the given period, many of which were not projects with specific economic goals and 
not directed by economists but projects to develop civil society, democracy, and rule of law. 
The regression analysis found that regions with more powers vis-à-vis the federal center or 
with stronger municipalities, were not necessarily recipients of larger volumes of aid and that 
project funding and cooperation was in line with the intended normative concerns of the EU. 
This overall favorable empirical evaluation of EU aid to Russia may support continuation of 
the aid patterns and it is consistent with the view that EU aid for developing the non-
economic “common spaces” may have a crucial impact on economic development, albeit per-
haps only in the long run.  
 
 
3 Russia’s accession to the World Trade Organization (WTO) 
 
3.1 Brief overview of conditions of Russia’s membership  
 
Russia has been seeking membership in the WTO since 1993 and signed bilateral agree-
ments on its accession with such important WTO members including the EU, China, and 
South Korea, but not with the USA. The Working Party in the WTO for Russia’s accession 
with several subcommissions consisted of over 60 nations and it was therefore rather diffi-
cult to reach a final agreement.14 Recently, however, the major impediment were the nego-
tiations with the USA. The signing of the bilateral agreement with the USA is expected by 
end of 2006.  
 
But, WTO accession means for Russia to commit itself to liberalize its own trade in all sec-
tors and its foreign direct investment regime in business services. Specifically Russia agrres 
to commitments under three main categories: 
 

 market access for goods including tariff rates and tariff-bound levels, 
 market access for services, which have grown particularly strongly in Russia, 
 trade in agricultural goods.  

 
However, the implications of WTO membership reach beyond this trade liberalization as 
important as it may be: The reason is that the WTO established a broad set of rules that in-
clude, for instance, an anti-dumping law, dispute settlement, rules concerning enforcement 
of intellectual property rights etc. Russia will thus submit itself to these additional rules and 
will be forced to abide by them internally. But WTO membership gives Russia for the first 
time the right to enforce through the judicial system of the WTO fair treatment of its own 
exports to other WTO member countries. This latter fact could yield relatively quickly 
beneficial effects for Russia to the extent that the estimated considerable costs for Russia 
owing to anti-dumping procedures could be reduced. For instance the EU and the USA ini-
tiated such procedures, owing to concerns that especially energy prics are subsidized, al-
though Russia’s main comparative advantage is wealth in oil and gas.15  

                                                 
14 The reasons for the long delay in an agreement on membership may be found mainly on the side of both 
western countries and Russia, see, for instance, Dyker 2004 and Kazakova 2005. 
15 There is a controversy about the fact that Russia sells its natural gas abroad at much higher prices than at home 
even when deducting the transport costs from the price abroad (the so-called “dual pricing of natural gas“). The 
EU and other WTO members view this policy as incompatible with WTO rules. But this price setting is a very 
rational behavior on the part of Russia to maximize income (see, for instance, Tarr and Navaretti, 2005). In addi-
tion, Ripinsky (2004) pursued a legal assessment of the issue arguing that although this price setting can be con-
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3.2 How will Russia’s WTO accession affect Russia’s trade and the EU-Russian 
trade relations? 

 
Analyses of the economic effects of Russia’s accession to the WTO use different models 
and techniques, most of them consider the whole economy with a breakdown of industry 
(e.g. Rutherford et al. 2005a, Alekseev et al. 2004, Jensen et al. 2004a, Jensen et al. 2004b, 
Manchin 2004, Vinhas de Souza 2004, Tarr and Navaretti 2005), some concentrate on spe-
cific sectors such as manufacturing (Dyker 2004), agriculture (Lajtos 2005), services (Jensen 
et al. 2004b), the labor market (Akhmedov et al. 2003), the income distribution (Rutherford et 
al. 2005b), or even specific services sectors such as telecommunications (Jensen 2005). Re-
cently there has been a study of the effects on Russia’s regions (Rutherford and Tarr, 2006), 
and finally there are the studies that concentrate on analyzing determinants of Russian exports 
(the ‘gravity’ models) so as to produce export forecasts considering the impact of WTO 
membership (e.g. Lissovolik and Lissovolik 2006, Péridy 2005).  
 
However, a closer look at these publications shows that several of them are based on one 
computable general equilibrium (CGE) model used by Jensen, Rutherford and Tarr, even 
though it was modified and extended. Thus there are less independent estimations of the 
effects of Russia’s WTO membership than the literature review may suggest at first sight. It 
also needs to be noted that the estimated welfare gains for Russia due to WTO membership 
obtained with this particular CGE model were substantially higher in earlier publications 
than in later ones, although they remained sizable: Specifically, Jensen et al. (2004) esti-
mated the medium term economic gain for Russia of WTO membership to be above 7% of 
consumption or nearly 3.5% of GDP.  
 
The important point is that these gains derive mainly from the liberalization of barriers for 
trade and against foreign direct investment in services becaue services in Russia are highly 
protected. This liberalization has so important effects on the overall economy because the 
model assumes increasing returns to scale due to endogenous productivity effects from in-
vestment and trade liberalization in business services. This may be a reasonable assumption 
because of the empirical evidence cited above on the substantial impact of FDI on overall 
productivity in transition countries. In addition there is the importance of FDI commitments 
in the Russian WTO negotiations. 
 
Since the model includes a detailed breadown of industry and services sectors it is possible 
to forecast sector specific effects: Almost two thirds of all sectors are benefitting with out-
put gains of up to above 20%. Industries that may benefit most are Russia’s known leading 
exporters such as ferrous and non-ferrous metals and chemicals but also several services 
sectors such as telecommunications and even the highly protected financial services sector. 
About a third of all sectors may suffer output losses, which are however, of a generally mi-
nor degree with only five sectors loosing more than 5%. These sectors tend to be those with 
low export shares and relatively high protection namely food, mechanical engineering and 
metal working, science and science servicing, construction materials and light industry. An-
other losing sectors would be pipelines and other transportation sectors.  
 
These results are consistent with the estimated impact of Russia’s WTO membership on 
increases in exports derived from another modeling technique, namely that of estimated 
gravity equations. For instance, Péridy (2005) forecasts a 14% increase in exports in the 

                                                                                                                                                         
sidered a subsidy, it is nevertheless non-actionable under WTO rules. Thus, Russia has incentives to keep this 
price system although it had already agreed with the EU in 1994 to increase domestic gas prices, i.e. to double 
them by 2010, which is however, about 50% lower than the projected export price (Pleines 2005).   
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long run which is very close to the 13.2% forecast by the CGE model exercise of Jensen et 
al. (2004). However, a much higher positive impact of even 50% long run growth of exports 
is forecast by the gravity model estimation of Lissovolik and Lissovolik (2006).  
 
There are, however, three other static CGE model excercises similar to that of Jensen et al. 
(2004), which also include a breakdown of several sectors and which obtain either no or 
relatively small overall beneficial welfare effect for Russia of WTO membership (Manchin 
2004, Vinhas de Souza, 2004, Alekseev et al. 2004). The reason why these models forecast 
much smaller gains for Russia is mainly that they do not assume increasing returns to scale 
and the endogenous productivity effects.16 But the estimated sectoral effects of winners and 
losers in these two studies are consistent with those obtained by Jensen et al. (2004).  
 
Manchin (2004) obtained a crucial result: She considered that Russia agreed already in 2004 
to double its domestic gas price under WTO membership. Thus she assumes that gas prices 
for industrial users will be doubled in Russia. This has a very substantial effect on the simu-
lated output effect in Russia: without this gas price increase the effects of Russian WTO 
membership are relatively minor both for the EU, whose overall output is very slightly 
negatively affected, and Russia, where overall output is slightly positively affected. With 
the gas price increase Russia benefits more with output rising between 10 and 30% in most 
sectors excluding gas production, which decreases substantially. Russia’s export growth 
would be even stronger with the exception of gas and electricity and imports would in most 
sectors rise less than exports (with the exception of gas and electricity).  
 
The decrease of gas production is associated with strong (mostly double digit) output in-
creases in nearly all other sectors. But the output composition of the goods and services 
other than energy does not change. This means that the production of energy-intensive 
goods relative to that of high-skilled goods and not resource-intensive-manufactures is not 
affected. This simulation underlines that Russia’s industry would ironically benefit most 
and more than the EU economy from a gas price increase in Russia.  
 
Regarding labor market effects the available evidence of relatively low estimated elasticities 
of labor demand and wages with respect to trade liberalization in the 1990s suggests that 
these may be minor (Akhmedov et al., 2003). Regarding the income distribution it was 
found that virtually all households gain in the medium term.17  However, since the studies 
agree that there will be some specific sectors with initially declining output after WTO 
membership, one should be aware that many households may lose in the short run. There-
fore the social security system should be improved such that these losses will be adequately 
socially supported. 
 
The sectoral breakdown of winners and losers also makes clear that WTO membership has 
regional effects, because the winners, i.e. mainly energy production and energy intensive 
industries are located in the north and east so that the relatively wealthy regions tend to be-
come even relatively wealthier (Rutherford and Tarr, 2006). However, Jensen et al. stress 
the importance of foreign direct investment for the evolution of productivity and thus com-
petitiveness of all industries. 

                                                 
16 In addition, Jensen et al. (2004) modeled Russia as a small open economy and therefore they have no terms-of-
trade effect in their model.  
17 See Rutherford et al. (2005) who integrated in the CGE model that was also used by Jensen et al. (2004) the 
detailed household income data from the Russian household budget survey so as to consider effects of WTO 
accession on the income distribution. 
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Hence, depending on whether one believes in beneficial effects of FDI for productivity 
growth WTO accession may yield considerable gains in the medium term for Russia, even 
for the relatively poor households. The gains arise due to improved resource allocation, in-
vestment, technology transfer, and access to higher quality and technologically superior 
business services due to lower barriers to foreign direct investment in services. Thus pro-
ductivity and economic growth are promoted.  
 
3.3 Overview of other important potential effects of Russia’s membership 
 
WTO membership does not only mean trade liberalization but also the commitment to ad-
here to a set of rules (laws) which govern trade dispute settlements, anti-dumping proce-
dures at home and abroad, protection of trade-related investments, a wide range of intellec-
tual property rights, even accountancy (offering, however, rather considerable freedom for 
firms in preparing balance sheets etc.) and others.18  
 
The importance of these rules for Russia can hardly be overestimated: Considering, for in-
stance, the anti-dumping procedures and resulting extra levies imposed by the EU on im-
ported Russian energy-intensive goods, membership in the WTO would provide Russia with 
the means to protect itself better from unjustified or arbitrary anti-dumping procedures. This 
is because WTO rules aim at full reflection of comparative advantage in trade and they do 
not allow any arbitrary anti-dumping procedures or other arbitrary measures restricting 
trade.  
 
But, of course, Russia would commit itself to adhere to the same rules. And the liberaliza-
tion of trade through reductions in tariffs and other barriers, especially also in services, in-
cluding financial services, where market access for foreign firms is still highly restricted, 
would mean initial costs to Russia in terms of possibly considerable pressure on domestic 
firms competing with imports of goods and services. The estimated models discussed above 
confirmed this. The benefits would, however, occur only later, when improved competition 
and structural change result in trade expansion, higher productivity and higher economic 
growth.  
 
A possibly important additional beneficial effect of WTO membership with its requirement 
to abide by a comprehensive set of new rules (which Russia can also rely on to advance its 
own trade related interests abroad) may be that Russia will do more to improve its institu-
tional framework and pursue more structural reforms. Such effects are usually not consid-
ered in the results of estimated models. 
 
Finally, one point concerning the environment may be mentioned: The EU has so far de-
clared that there will be no free trade in steel between Russia and the EU unless Russia ac-
cepts environmental standards that are acceptable to the EU. With Russian WTO member-
ship such conditions will not be legal anymore given current WTO rules (Hamilton 2005). 
But the EU could and should, of course, aim at stricter WTO environmental standards in 
WTO law.  
 

                                                 
18 For an overview see, for instance Tarr and Navaretti (2005). 



19 

4 Future perspectives of trade and economic relations  
 
4.1 Scenario without policy changes 
 
Without policy changes in the form of structural reforms, like:   

 lowering Russia’s relatively high level of protectionism in industry (especially me-
chanical engineering and metal-working, light and food industry, timber, wood, pulp 
and paper, ferrous and non-ferrous metallurgy, construction materials, agriculture19) 
and services, 

 reducing the barriers for foreign direct investment including especially the services 
sector, and  

 improving the institutional framework as measured, for instance, by indicators such as 
the index of economic freedom, indices of governance, the corruption perception in-
dex etc.  

 
Russia’s economic growth prospects are likely to be dampened particularly because the sub-
stantial natural resource wealth is a permanent incentive for rentier behavior, i.e. rent-
seeking that has no productive effects but on the contrary promotes deteriorating quality of 
institutions and even corruption and therefore is the reason that many countries with natural 
resource wealth ironically suffer from lower economic growth rates than countries without 
this wealth (e.g. Ahrend 2005a, Gaddy and Ickes 2005, Mané Estrada and Cámara Arilla 
2005).  
 
Moreover economic growth rates could be more volatile than in scenarios with policy 
changes such as WTO membership and/or a free trade agreement with the EU. This is be-
cause the policy reforms cause new incentives for investment in Russia not only in the en-
ergy sector but also in the highly protected services sector and thus they promote foreign 
direct investment and less capital flight both of which could contribute to capital move-
ments and a banking system less sensitive to external shocks as would be the case under no-
reforms.  
 
4.2 Scenarios with creation of a common economic space or free trade area  
 
Before discussing simulations of economic effects of a potential EU-Russian free trade area 
(FTA) as the core of the proposed but still unclear ‘European Economic Space’, an important 
point may be noted, which may not have received adequate attention either on the part of the 
EU or Russia:  

The argument was made that a European Economic Space with a free trade area would imply 
that Russia adopts all new EU law and thus constantly adjusts its legal system (Hamilton, 
2005). The author argues that this follows from the European Free Trade Agreement (EFTA) 
countries’ (Iceland, Liechtenstein, Norway, Switzerland) agreement with the EU, which re-
quires that EU acts, including future EU regulations, have to be made part of the internal legal 
order of the contracting parties. However, the voters and lobby groups in Russia may not un-
derstand that Russia would need to constantly adjust its internal order to EU rules. This would 
force the Russian government to provide an explanation, which would be difficult to do given 
that it does not participate in the EU decision making process. For the public this may not be 
credible. Moreover, Russian authors argue that there should be no formal alignment with 

                                                 
19 See, for instance, as an indicator of protection Russia’s average estimated collected tariff rates during recent 
years provided by Tarr et al. 2005, many of which have been rising. 
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European institutions if this were to impair Russia’s economic comparative advantage (e.g. 
Mau 2004, p. 257).20  

Therefore Hamilton (2005) argues that an EU-Russian FTA would be credible only if Russia 
would have a long term perspective to become an EU member. Otherwise, the FTA may not 
be plausible because of its high demands on Russia with regard to adjusting its legal system to 
EU rules.  
 
But there may be an alternative view because the EFTA members (Iceland, Liechtenstein, 
Norway, Switzerland) are not contemplating EU membership, at least not currently. Consider-
ing the case of Switzerland, it may well be that the country will never want to be an EU mem-
ber. Thus, it is possible to participate in the EU Internal Market while not assuming the full 
responsibility of EU membership. And the EFTA countries-EU agreement gives the EFTA 
countries the right to be consulted by the EU commission during the formulation of EU legis-
lation, but not the right to a voice in decision-making, which is reserved to member States.  
 
Importantly, one may not have to interpret article 7 of the EFTA countries-EU agreement as 
saying that all EU legislation needs to be integrated into the domestic legal systems.21 Only 
that EU legislation may need to be integrated, which is either contained in the Annexes of the 
agreement and/or which is selected by the “EEA Joint Committee”. The EU commission ar-
gues that all new EU legislation in areas covered by the EEA is integrated into the agreement 
through an EEA Joint Committee decision. Only this legislation becomes part of the national 
legislation of the EEA States.22  
 
Thus, if Russia would contemplate becoming a member of the EEA and internal market of the 
EU it could then participate in discussions of formulation of EU rules and have an argument 
to its voters defending adjustments of its laws to EU rules. At the same time there would be 
no need to contemplate EU membership. However, the demands for this membership may 
appear relatively high and Russia would need to implement many difficult structural reforms 
although it would be to its own benefit. 
 
It also needs to be noted that a free trade agreement is a fundamentally different case than 
when a country joins the WTO. Broadening the WTO membership means that a set of plausi-
ble rules applies for a larger space and more people. The divison of labor is improved world-
wide.  
 
By contrast, an FTA means that special rules apply only to the parties involved; the others are 
outsiders that may lose because the FTA parties trade more with each other  and at least ini-
tially less with outsiders. Hence, measuring the economic effects of a EU Russia free trade 
agreement only in terms of looking at welfare changes in these two entities would not be ade-

                                                 
20 Mau (2004, p. 259) defined the elements of the EU ’Acquis Communautaire’, which should not be transferred 
to Russia: the social and labor legislation, consumer rights protection, the common agricultural policy, the tax 
system, and budget deficit targets. He also argues that there have been mixed effects (i.e. not only beneficial 
effects) of the ’Acquis Communautaire’ on economic growth in the new eastern EU member states. This is also 
argued by Aslund and Warner (2002).  
21 Article 7 of the Agreement of the Europen Economic Area states: “Acts referred to or contained in the An-
nexes to this Agreement or in decisions of the EEA Joint Committee shall be binding upon the Contracting Par-
ties and be, or be made, part of their internal legal order as follows : 
a)  an act corresponding to an EEC regulation shall as such be made part of the internal legal order of the Con-
tracting Parties; 
(b)  an act corresponding to an EEC directive shall leave to the authorities of the Contracting Parties the choice 
of form and method of implementation.“ 
22 See the website of the EU commission: http://ec.europa.eu/external_relations_eea/index.htm. 
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quate, because the outsiders are affected, namely countries that were close trading partners of 
the EU and Russia before the FTA becomes effective. After implementing the agreement, Rus-
sia and the EU will experience more trade owing to two reasons: there will be trade expansion 
due to improved division of labor between Russia and the EU and trade diversion owing to 
increasing internal demand due to lower prices offered within the free trade area. Hence, out-
side countries will loose when Russia and the EU reduce their imports from them: 
 
The available simulations of economic effects of a potential EU-Russian free trade area (in 
the sense of elimination of industrial and agricultural tariffs and of barriers of trade in ser-
vices) based on static CGE models corroborate the view that both parties have economic gains 
(e.g. Sulamaa and Widgrén 200523, Alekseev et al. 2004, Manchin 200424, Vinhas de Souza 
2004). This is because the simulations agree in predicting slightly higher total output in Rus-
sia and also a minor positive effect on production in the EU.25 Production in most industries is 
rising in Russia but the output in service sectors would decline somewhat. The latter effect is 
due to the high protection currently given to these sectors, which would be abolished under an 
FTA. The studies disagree regarding the terms-of-trade effect for Russia. Alekseev et al. 
(2004) obtain a considerable terms-of-trade increase above 3% (mainly due to falling import 
prices) so that overall welfare in Russia rises somewhat. But Sulamaa and Widgrén (2004 and 
2005) and Vinhas de Souza (2004) obtain a small terms-of-trade deterioration.  
 
The interpretation of welfare effects due to changes in terms of trade is complicated in the 
case of Russia: The reason is that it is a natural resource based economy and may suffer from 
a dutch disease problem, which arises when relatively high exports of natural resources drive 
up the terms-of-trade and real exchange rate. As a consequence of relatively high terms-of-
trade and high valuation of the Ruble (due to energy exports), Russia’s manufacturing sector 
suffers in terms of its international competitiveness. If terms-of-trade and thus also the real 
exchange rate would be lower due to some new trade regulations such as an FTA this could 
be interpreted as a medium-term welfare increase and not a welfare loss because it means a 
gain of competitiveness of the non-oil and gas economy.  
 
Effects on the group of CIS countries excluding Russia were considerd by Sulamaa and 
Widgrén (2005) and Alekseev et al. (2004) and they both agree in forecasting slight welfare 
losses for these outsiders of the FTA.  
 
 
 
 
 
 

                                                 
23 The recent study by Sulamaa and Widgrén (2005) is among the first to include in the estimation the Eastern 
enlargement of the EU in May 2004.  
24 The model estimations of Manchin (2004) are particularly interesting because she separates the effects of 
different types of an FTA, although she considers only the EU before its eastward expansion. Hence, she shows 
the impact of three stages of liberalization; firstly, elimination of tariffs in industry only, secondly, elimination of 
tariffs both in industry and agriculture and liberalization of trade in services, and thirdly, elimination of all tariffs 
and liberalized trade in servcies plus removal of estimated non-tariff barriers for trade. In the third scenario the 
shift of production in Russia away from natural resource-intensive sectors towards other sectors including manu-
factures is more pronounced than in the other simulations. This effect is not present in the simulations on WTO 
membership. 
25 Vinhas de Souza deviates from the other studies in not seperating Russia from the other CIS countries. There-
fore his results are not directly comparable with the other studies.  
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4.3 Which sectors and which other countries will be particularly affected by a poten-
tial free trade area?  

 
Following enactment of the EU Russia free trade agreement, Russia and the EU will experi-
ence more trade owing to two reasons: there will be trade expansion due to improved division 
of labor between Russia and the EU and trade diversion owing to increasing internal demand 
due to lower prices offered within the free trade area. Outside countries will loose when Russia 
and the EU reduce their imports from them: For instance, Russia may buy more machinery, 
pharmaceuticals, consumer durables, food, and many types of services from the EU and thus 
less from other producers such as USA, Ukraine, China.26 The relatively ‘cheap’ investment 
goods Russia buys in the EU help in improving the capital stock and productivity, especially 
also in the non-oil economy. Equally important for Russia is the buying of services in the EU 
given their positive impact on productivity. Russia may also invest its current account sur-
pluses to a larger extent on EU capital markets thus possibly dampening the interest rate level 
in the EU. The EU may buy even more hydrocarbons, raw materials, energy intensive goods 
(steel, metals, fertilizer, chemicals and also wood, paper, agricultural and animal products) 
from Russia and thus less of these goods from other countries such as Ukraine and other suc-
cessor states of the former Soviet Union. EU firms will also increase their foreign direct in-
vestments in Russia thus promoting further productivity growth. 
 
However, the countries of the EU are not homogenous and thus there may be some of them 
who are even losing, namely those that are not offering goods and services mainly asked for by 
Russia and that produce those energy intensive goods, where Russia has a comparative advan-
tage such as steel, metals, fertilizers, simple chemicals. Possibly also those EU countries with 
own energy supply may face stronger Russian competition and Russia will want to access the 
profitable EU gas retail market.  
 
One may suspect that due to trade diversion countries like Ukraine and China, but of course 
also Belarus and other CIS countries, could be significantly adversely affected by this FTA. 
Also some oil and gas producing countries outside and inside the EU may lose somewhat if the 
EU buys more energy from Russia and thus raise further its dependence on Russian energy 
supplies. It would appear difficult in a free trade area not to do so. And some of these losing 
countries are neighbors of the EU who may ask whether this policy is consistent with the EUs 
neighborhood policy. Possibly the EU may have to offer them compensation for their losses. 
 
 
5 A closer look at natural resources  
 
5.1 The importance of energy related trade for the EU and Russia  
 
The EU imports about 70% of its energy demands and Russia’s share in these imports is about 
28%. Energy related trade (mineral fuels and related goods) has one major direction from 
Russia to the EU and makes up about 65% of EU imports from Russia. There are two addi-
tional groups of goods where the EU has a trade deficit with Russia, namely the energy-
intensive goods iron and steel and non-agricultural raw materials. In all other groups of goods 
the EU has a small trade surplus with Russia. However, trade in services is not yet liberalized 
and the studies discussed above on Russia’s WTO membership may suggest that without do-
mestic Russian gas price increases the natural resource based dominated structure of both 
Russia’s economy and exports may become even more pronounced. However, with the very 
                                                 
26 This scenario is based on standard trade theory, current trade statistics and the fact that tariff- and non-tariff 
barriers would be eliminated under an FTA. The scenario is consistent with the cited model estimation results. 
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likely Russian domestic gas price increase, both Russia’s production and export structure may 
shift somewhat from energy production towards manufacturing (excluding motor vehicles) 
and also to the services sector (excluding construction). However, even if this restructuring 
effect would be quantitatively significant, it would not change the dominating weight of en-
ergy in the EU-Russian trade relations.  
 
And looking at the expected structural effects of a potential FTA between Russia and the EU 
we can summarize that this liberalization may even promote the dominance of natural re-
sources and energy intensive production in Russia’s economy.  
 
Thus, WTO membership and FTA may have implications for the EU-Russian economic and 
trade relations that are quite different: WTO membership may work in the direction of slightly 
reduced importance of energy relative to other goods and services, whereas the FTA may 
work in the direction of even more importance given to energy. But the latter result may be 
influenced in the direction of the first result if an FTA would also incorporate a rise of domes-
tic gas prices in Russia.27  
 
Hence, one may tentatively summarize that in the case of gas price increases in Russia to or 
above world market levels, both Russian WTO membership and a deeper form of FTA be-
tween the EU and Russia that extends to services and non-tariff barriers could reduce some-
what the relative importance of energy in trade between the EU and Russia. But the quantita-
tive extent of this may not be very substantial, although it may be the interest of both Russia 
and the EU, to contribute to diversification of Russia’s production structure including devel-
opment of more skill-intensive and less energy-intensive manufacturing and of services.  
 
However, the qualitative aspect of the long term conditions under which Russia sells its natu-
ral resources to the EU and other countries, may be at least as important especially to the EU, 
as it may be to contribute to a more diversified Russian production structure. This is because 
given Russia’s dominating share in European energy supply and the plans and construction of 
major new additional pipelines from Russia to the EU, an interruption of Russian energy sup-
ply (as happened in the case of Ukraine in December 2005) or a sudden drastic price increase 
(as happened in the case of Georgia in November 2006, when Russia increased the price for 
1000 cm3 of natural gas from 110 to 230 US-Dollars) could have very substantial adverse 
economic consequences for the EU because in some European regions it would be physically 
impossible to replace Russian gas in the short run with supplies from other sources. These two 
cases of sudden changes in energy supply conditions unilaterally imposed by Russia demon-
strate that Russia’s energy supply is sensitive to political occurences.  
 
This together with doubtlessly increased competition between the EU and Asia and Pacific 
countries for acces to Russia’s energy resources (see next sub-chapter) underlines the impor-
tance for the EU economy to have a long-term framework contract with Russia that stipulates 
the rules and broad conditions concerning Russia’s energy sales to the EU (the so-called 
“European Energy Charta”)28. Although the charta would “merely” be a paper that could, in 

                                                 
27 The gasprice increase is also important for Russia to reduce its enormous backlog in improving energy effi-
ciency compared to developed countries, see, for instance, Volkonskii and Kuzovkin (2006). 
28 The EU proposed to Russia ratification of an energy charta since about 1994. The former Russian president 
Yeltsin agreed in principle to ratify this charta, but it did not take place. Today Russia is still willing to ratify the 
charta and has agreed to raise successively its domestic gas prices (albeit less than expected by the EU) and to 
allow access to its pipelines but it feels that the charta may discriminate against Russia. Also it is critized that the 
charta does not govern transit lines in countries where Russia wants to invest, like Poland. There is a EU-Russian 
energy dialogue promoted by the EU commission, but this institution could not solve these questions. Informa-
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principle, be disregarded by any party in extreme situations, it could have credibility espe-
cially following Russian WTO membership, because violations of such trade related treaties 
would increase at least the risk for potential sanctions by the WTO.  
 
Regarding stabilization of energy relations with Russia the energy charta is of very high value 
for the EU and possibly also for Russia because it may “enforce” reliability of Russia regard-
ing stability of energy supply because it contributes to tie the hands of Russia in situations 
when Russia would like to unilaterally change supply contracts. 
 
Hence the EU should consider Russia’s concerns about the charta, which may not be difficult 
to address since Russia has already in 1994 agreed to open its gas pipeline network to third 
parties and to raise its domestic gas prices (Pleines 2005, p. 275). Russia’s concerns concen-
trate on a perceived discrimination. But discrimination is, in principle, not acceptable to the 
EU so that the two parties have the same starting point, which contributes to find a compro-
mise.  
 
Another crucial point of energy related trade and Russia’s current account surpluses is the 
associated upward pressure on Russia’s currency. This pressure not only reduces international 
competitiveness of Russia’s non oil and gas sector (the ‘dutch disease problem’), so that de-
velopment of skill-intensive industries and services may be hindered, but even more impor-
tant, it could result in Russia falling into a trap of rent seeking and less long term growth than 
would occur had there been no resource wealth (e.g. Sachs and Warner 2000). The recent lit-
erature, however, appears to have a clear answer to this point: whether or not a country rich in 
natural resources falls into this trap or has the same or even better long term growth perform-
ance compared to the average of countries without wealth in natural resouces depends primar-
ily on the quality of its institutions, where the latter are defined in a broad sense and thus they 
include all kinds of rules that make an economic system more efficient and transparent. The 
better the quality of the institutions and market conditions, the less likely it is that there is 
such a problem (Mehlum et al. 2006, Arend 2005, Koves 2005, Aslund 2005, Mané Estrada 
and Camara Arilla 2005, Tompson 2005).29  
 
5.2 Competition for natural resources in Russia with China, Japan, and the United 

States 
 
The argument made by Gaddy and Ickes (2005) that resource endowment is not fixed but 
flexible and that resource endowment may be influenced by exploration and application of 
technology is plausible and appealing.  
 
However, there has been, for instance, a trend decline of oil production in the USA since 1986 
(from about 9 billion barrels per day to about less than 6 billion barrels per day) despite the 
technology lead of this country in this area. And there is an increasing competition for access 
to Russian energy by important consumers: China, India and the US have all been negotiating 
agreements with Russia to increase their access to Russian energy in order to meet their in-

                                                                                                                                                         
tion on the dialogue is available at:  http://ec.europa.eu/energy/russia/overview/index_en.htm. See also Pleines 
(2005), pp. 274-275. 
29 Gaddy and Ickes (2005) emphasize another point: natural resource wealth of a country should not be viewed 
as a fixed endowment which will thus end at one point in time. Citing  the US as one example they argue that 
exploration and application of technology made the country abundant in natural resources. This argument has 
crucial implications because in its strict form it may imply that a resource rich country would not need to save 
for the time when resources will be depleted! However this view appears somehow partial because there are 
many highly developed countries that are unlikely to become abundant in natural resources even if they would 
intensify exploration.  
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creasing import demands and rising consumption in China and India (Kim 2005, Monaghan 
and Montanaro-Jankovski 2006 and, on the Russian-Chinese relations, see Umbach 2004). If 
only China and India would consume oil of one-half of current per capita level of the USA, 
world demand for oil would double. 
 
As a result of increasing world demand for oil and gas and given the forecasts of declining 
world production of oil, Russian energy exports to Asian and Pacific countries are expected to 
rise by about 600% until 2015 (Monaghan and Montanaro-Jankovski 2006). Since Russian 
exports to the EU are unlikely to increase by this much, and assuming no significant change 
in the weight of energy in Russia’s export structure, the dominance of the EU in Russian ex-
ports would disappear: The weight of the EU in Russian exports would decline and the weight 
of Asia, the USA and other Pacific countries would rise.   
 
This may corroborate theoretical considerations suggesting that if the EU aims to successfully 
institutionalize the energy-relations with Russia through, for instance, the ‘European Energy 
Charta’, it would need an additional factor suitable to change the underlying ‘power distribu-
tion’ between Russia and the EU in favor of the EU.30  
 
Hence, the crucial question would be which possibilities exist that could be this ‘additional 
factor’ giving the EU more relative power? One important option is certainly:  
 
Improved market access for Russia to those EU markets, where access is still inhibited even 
after Russia’s WTO membership in one or the other way such as in energy production and 
energy distribution and especially also in agriculture. 
 
However, since energy markets in the EU are in many cases not competitive but monopolistic 
or oligopolistic (often even with regional monopolies in electricity and gas distribution, e.g. 
Germany, France) the theoretical opening up of these markets in the EU to Russian investors 
poses serious difficulties. Thus, before this market is truly opened to Russian investors, the 
EU should have an agreement on an internal EU energy policy.  
 
This internal energy policy would include the definition of regulation of the different energy 
markets and their liberalization. The same is true with regard to Russia, which has no devel-
oped energy market regulation and serious problems in its energy markets including those of 
the monopoly of Gazprom in the gas sector and regional monopolies in the electricity sector. 
All pipelines are owned by the government. And importantly, there are no pipelines to the far 
east with its high exploration potential that is not developed. 
 
The EU has, however, considerable more experience with regard to energy market regulation 
and liberalization than Russia. This asset of the EU would underline the credibility of the EU 
when offering Russia to discuss a coordinated process of energy market regulation and liber-
alization.   
 
Hence the fact of missing coherent regulation and liberalization of energy markets in both the 
EU and Russia offers at least theoretically an important opportunity to achieve substantial 
reform progress in both entities and with mutual benefits: there could be mutual liberalization 
and even harmonized regulation of energy markets. This may appear to be a daring step, but 
not only Russia but several member States of the EU such as Germany and France may be 

                                                 
30 It was argued on theoretical grounds that in international negotitations the party with less distinct will for co-
operation and preference for institutionalization of relations, in this case Russia, is the more powerful party (San-
der 2006). The theory is that of Moravcsik (1998). 
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viewed as laggers in implementing important reforms concerning their energy markets. More-
over the lack of regulation and orderly liberalization of energy markets in the EU poses even a 
threat of energy security within the EU and independent of any potential supply problems 
coming from Russia. This has been demonstrated by the spread of an electricity blackout 
coming from Germany throughout large parts of the EU in early November 2006. 
 
Russia would then be able to invest in the EU markets and the EU could invest in Russia: In-
vestments are not only needed in exploration and production but also in establishing: 

- a pipeline infrastructure from Russia’s far east to the west in order to supply the EU 
with far eastern energy sources and  

- facilities in Russia and the EU to develop Liquified Natural Gas (LNG), which is in-
creasingly used worldwide.  

 
An explanation for the apparent contradiction between Russia’s high interest in investing in 
the EU despite the very substantial investment needs in Russia and particularly regarding con-
struction of pipelines from Russia’s far east to the west may be given: These investment needs 
are so high and the expected returns so distant in future that even companies as powerful as 
Gazprom view investments in monopolized energy markets in the EU or other markets in the 
EU as more profitable on the basis of present value. This, of course, depends largely on the 
applied discount rate and the estimated required time for both construction of pipelines and 
exploration of oil and gas fields in the far east.  
 
Thinking today of participation of the EU in developing especially the missing infrastructure 
of energy transportation from Russia’s far east to the EU could be important in the medium to 
long run because otherwise the energy sources of the far east would plausibly be sold to Asia 
and the USA rather than to the EU.  
 
Russia’s WTO membership may be promoting these investments through foreign investors 
because of WTO rules concerning property rights that are related to international trade. But 
even if this causes substantially increased willingness by foreign investors to provide financ-
ing, the needs for exploration and infrastructure appear to be larger than any available re-
sources.  
 
Russia’s current apprehension concerning foreign oil and gas firms participating in explora-
tion, which should deter such foreign investment, could be a reason for the EU to become 
even more active in trying to reach agreements on investments that secure energy supplies to 
the EU.  
 
 
6 Important sectors other than energy and raw materials  
 
6.1 Industrial sectors 
 
Given the importance of the oil and gas sector in Russia’s GDP31 and especially in recent 
economic growth, a matter of concern to the Russian government and many especially Rus-
sian observers is how the industries outside oil and gas and raw materials production may 
develop. Most important industries regarding their respective share in industry after the oil 

                                                 
31 The share in GDP of the oil and gas sector is very controversial. Independent observers argue that this share is 
about 20% or possibly higher, which is at least twice as high as the official estimate, see for instance, OECD 
2004, p. 28, and Masaaki et al., 2005. 
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and gas production are machinery, food, non-ferrous metals, ferrous metals, electricity, 
chemicals, wood and paper, construction materials and light industry.  
 
Three of these industries have an increasing share in industrial GDP, namely machinery (in-
cluding metal processing and medical equipment) and non-ferrous and ferrous metals (iron 
and steel, aluminum etc.). The respective shares of chemicals and construction materials are 
rather stable. Industries with declining trends regarding their shares in industrial GDP are 
electricity, wood and paper and light industry. The latter lost about two thirds of its share in 
industrial production at the beginning of transition.32  
 
Thus, energy intensive production is clearly gaining weight in industrial production and par-
ticularly in exports. The rising share of machinery may be surprising, because this industry is 
relatively skill-intensive and not resource-intensive.  
 
However, to ascertain whether this development may indicate that skill-intensive industries 
have already been growing would require to examine a detailed breakdown of the machinery 
industry since there has been strongly rising demand for machinery from the oil and gas sec-
tor and this type of machinery may not be particularly skill-intensive. As noted before the 
share of machinery exports in total exports declined. But since Russia’s total exports in US-
Dollars were doubling during 2001-2006 due to rising energy exports, this relative decline of 
machinery in exports does not necessarily indicate a loss of competitivenss. In fact, the vol-
ume of machinery exports increased significantly despite constant real currency appreciation 
of the Ruble. Hence, the performance of machinery production appears even surprisingly 
well. 
 
The trend development of production and exports of the chemicals is simlar to that of ma-
chinery although chemicals is an energy-intensive sector. However, like machinery, chemicals 
are a heterogenous aggregate comprising simple chemicals and advanced pharmaceuticals, 
which are highly skill-intensive, so that only a more detailed breadown may shed light on the 
evolution of skill-intensive relative to less skill-intensive industries.   
 
It is being asked wether government intervention would be called for to promote, for instance, 
skill- and R&D-intensive industries so as to prevent Russia from falling behind developed 
countries regarding creation of technological progress.   
 
Given Russia’s WTO membership and given the discussions of a Free Trade Agreement 
(FTA) with the EU, one may look first at the expected effects of these treaties on Russia’s 
output composition. 
 
Effects of both a Russian membership in the WTO and a Russian-EU free trade agreement 
(FTA) on the structure of the sources side of Russia’s GDP were discussed in sections 3 and 
4. In several of the studies with model simulations the estimated effects included changes in 
the structure of industry and services. Owing to different assumptions about for instance the 
extent of trade liberalization under both WTO membership and an FTA, about presence of 
economies of scale in some sectors, and given that some of the studies use the former Soviet 
Union territory as a proxy for Russia, the results are not directly comparable with each other. 
However, there is a tendency for the studies to predict a beneficial overall effect on total in-
dustrial output for Russia’s WTO membership although the output of some industries and 
service sectors may be negatively affected.  
                                                 
32 The exact shares are not given here because if oil and gas production shares in industrial production are larger 
than the official figures, all other industry shares would be estimated too high in official statistics.  
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Industries that may benefit most are Russia’s main energy intensive exporting industries 
such as ferrous and non-ferrous metals and chemicals. Industries with low export shares and 
relatively high protection could be more negatively affected, namely food, mechanical engi-
neering and metal working, construction materials and light industry. Some of these, nota-
bly mechanical engineering, belong to the skill-intensive industries that have shown in re-
cent years some recovery. 
 
However, a crucial point would be whether or not Russia would increase its domestic gas 
prices. If it does, the output gains for Russia would ironically be even higher than without 
the gas price hike except gas production. There has been only one study that examined this 
highly likely case of domestic gas price increases (Manchin 2004), and it argued that this 
increase to world market level is associated with strong output increases in nearly all sectors 
other than gas production. But the output composition of energy-intensive goods relative to 
that of non energy-intensive goods, including high-skilled goods, is not affected.  
 
For a EU Russia FTA the studies tend to predict that total output in Russia would somewhat 
rise. Production in most industries is rising whereas overall service sector output could de-
cline somewhat. According to one study the extent of trade liberalization under an FTA would 
influence the degree of a shift of production from natural resource-intensive sectors towards 
other sectors including manufactures. The deeper the liberalization the more pronounced 
would be this shift (Manchin 2004).   
 
Overall then, one could possibly conclude from these studies that WTO membership at least 
in the model results may not particularly influence skill-intensive industrial production rela-
tive to non-skill intensive production. But an FTA, if defined broadly, could promote the non 
oil- and gas economy relative to the energy sector.  
 
But whether the latter effect would mean that skill- and R&D-intensive industries would de-
velop better under an FTA than without it is unclear. And even if they would develop better it 
is unclear whether this would mean better overall technological progress.   
 
Hence, arguments are made “that liberalization of the economy should be complemented by 
active industrial policy aimed at development of competitive medium and high-tech produc-
tion facilities“ (Brunat and Klepach, 2003). But as discussed in the beginning, given the lack 
of structural reforms and Russia’s relatively poor status regarding those indices which com-
pare countries regarding the quality of both their institutions and market framework, it may 
plausibly be argued that before implementing “industrial policies to promote high tech pro-
duction” Russia could implement those structural reforms that raise its ranking in these indi-
ces.  
 
6.2 Service sectors  
 
In the official statistics, the share of services in Russia’s GDP rose from about 28% in 1991 to 
almost 60% today. Considering the problem of serious underestimation of the oil and gas sec-
tor in official GDP due to transfer pricing33 (see OECD 2004, p. 28, Masaaki et al., 2005), the 

                                                 
33 This problem of transfer pricing is arising when oil and gas production is recorded in the books of the indus-
trial producing companies at relatively low domestic prices with an accordingly relatively low contribution of 
manufacturing to value added and GDP. Then the oil and gas is transferred to trading companies that are at-
tached to the producing company at these relatively low domestic prices and the trading company is selling 
abroad at relatively high prices and thus showing a profit, which is recorded in the services sector.  
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‘true’ share of services may be substantially lower, i.e. about 46% of GDP. Nevertheless, the 
growth in services has been very substantial. Especially since 2002 services contribute about 
one third to the economic growth rate, which is second to oil and gas. Within the sector, most 
rapidly have been growing wholesale and retail trade, communications and transport.34  
 
The model simulations discussed above of the effects of WTO membership predict for ser-
vices strong output increases especially in telecommunications and in the highly protected 
financial services sector. Also benefiting would be transportation except pipelines. Services 
sectors with losing output would be science and science servicing.  
 
Regarding an FTA, output in service sectors may decline somewhat. The latter effect is due to 
the high protection currently given to these sectors, which would be abolished under an FTA. 
However, since an FTA may be agreed only following Russia’s WTO membership, the nega-
tive FTA effects on services would simply dampen the beneficial WTO effects.  
 
In sum, deep trade liberalization including services and all non-tariff barriers together with a  
successive increase in domestic gas prices to world market levels, which is associated with 
well defined social support to protect those people that are negatively affected by output 
changes, may be a well reasoned policy to promote development of the non-oil and gas 
economy.  
 
 
7 Economic and related political reforms in Russia and their implications on EU-

Russia bilateral trade relations  
 
7.1  Overview of important economic and related political reforms 
 
On the positive side significant reforms need to be acknowledged during recent years particu-
larly of   

 the tax system,  
 the system of fiscal federalism,  
 public administration, 
 the introduction of the stabilization fund (it helps to dampen the problem of real cur-

rency appreciation that is associated with rising world market energy prices and rising 
energy production),  

 changing the way social support is granted from an ‘in kind’ type to ‘cash payments’, 
 reduction in the unified social tax rate, 
 the regulation of the financial system (e.g. introduction of a deposit insurance scheme).  

 
Many more structural reforms were planned and have started in some form, such as reforms of 
competition policy including natural monopolies (some reforms in the electricity and railroad 
sectors), civil service and attempts to improve the investment climate. The latter was primarily 
carried out in coordination with the OECD Investment Committee (see OECD 2006) and aims 
at achieving compatibility of Russian investment policies with OECD standards and eventual 
adherence to OECD investment instruments. 
But many additional planned structural reforms have not been pursued further such as reforms 
in health, education, of the gas sector and Gazprom, of the dominant state-owned banks, espe-

                                                 
34 But regarding wholesale trade it is argued that its size is overestimated due to the problem of transfer pricing.  
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cially Sberbank, and of the relatively high trade protection of certain industries and services. 
And each of the mentioned significant reforms have deficiencies.35  
Most importantly, the determination of the government to increase its shareholdings in firms 
judged to be of “strategic” importance raises fundamental questions regarding  

- the role of the state in a market economy and  
- inefficiencies that may arise from increased government ownership in firms.  

 
This policy may be inconsistent with a policy of liberalization, separation of government and 
entrepreneurship, and systematic improvement of the quality of institutions.36 Also the OECD 
2006 investment policy review with its recommendations makes clear that new problems for 
foreign direct investment emerged. Otherwise the report would not recommend for the first 
time to “adapt least-restrictive approaches to legislation on ‘strategic sectors’.” Since the 
OECD analysis also recommends to make the investment environment more transparent it 
says, in essence, that the policy of promoting “strategic sectors” is intransparent and restricts 
foreign investment. The analysis also recommends a reform of capital controls and to 
strengthen international investment agreements.  
 
7.2 The rule of law and its enforcement 
 
Judging by relevant indicators, Russian progress in this area has been very slow. Using a rela-
tively new and meaningful indicator, the index of ‘rule of law’ produced by the World Bank 
(Kaufmann et al. 2006), which is based on judgements by a relatively large number of inde-
pendent institutions and observers, the quality of Russia’s law system and enforcement is rela-
tively poor and even deteriorated most recently. On a scale between –2.5 and 2.5 with higher 
values indicating better quality, Russia received for the latest available year 2005 –0.84. This 
was a deterioration from –0.81 in 2004, which was the best evaluation Russia received since 
the start of the index in 1996. (The index was –0.86 in 2003 and about  –0.9 throughout the 
years back to 1996). For comparison, industrial countries receive usually values above 1 with 
Luxembourg und Switzerland having around 2 and eastern EU member countries having 
mostly values around .5. Slovenia is an exeption with 1. Annual changes of the index should, 
however, be interpreted with care because the index appears to be relatively sensitive. Rus-
sia’s evaluation is about the same as that of Pakistan and Mozambique, which cannot be satis-
factory to the Russian government since it is a determinant of investment. 
 
7.3 Issues linked to intellectual property rights 
 
As argued by Javorcik (2004) on the basis of an anlaysis of data for transition countries, weak 
protection of intellectual property rights (IPRs) deters especially foreign investments in tech-
nology-intensive sectors since these rely on intellectual property rights. Moreover, a weak 
intellectual property rights regime encourages investors to undertake projects focusing on 
distribution rather than local production.  
 

                                                 
35 For instance, regarding the tax reform and despite the introduction of relatively low tax rates across the system 
(except very high taxation of energy production, which can be justified), it was not achieved to make especially 
the personal and coporate tax substantially more simple. Regarding fiscal federalism crucial problems continue to 
be that the lowest levels of government have insufficient “own” sources of income, which they can influence 
themselves and that the president is de-facto determining regional governors.  Regarding reforms of the financial 
system, supervision according to western standards has still been lacking and there has not been a significant 
opening up of the sector to foreign investment.  
36 Base on a descriptive analysis of the change of interaction between business and the State after rise to power 
of Putin, Yakovlev (2006) concludes that it is “doubtful whether the model of state domination over business can 
serve as a foundation for the sustainable development of economy and society“. 
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This underlines earlier results of studies of the relationship between intellectual property 

rights and economic growth. A particularly well known study (due to its establishment of an 
index of property rights) found for a cross-section of countries for the period 1960–1990 that 
IPRs affect economic growth indirectly by stimulating the accumulation of factor inputs like 
R&D and physical capital (Park and Ginarte, 1997). The positive effects of IPRs on factor 
accumulation, particularly of R&D capital, are present even when the analysis controls for a 
more general measure of property rights.  
 
Russia is not yet included in this well-known property rights index but another source is the 
index of property rights  constructed by the Heritage Foundation. This index together with 
other indices that assess the quality of government is shown in appendix C. These indices 
attain values between 1 and 5 with higher numbers indicating lower quality. The property 
rights index for Russia deteriorated in 2003 from 3 to 4 and remained at this relatively poor 
level through 2006. Eastern European countries receive values of 2 or 3 and most industrial 
countries receive 1. .  
 
Although the aforementioned work on governance by the World Bank (Kaufmann et al. 2006) 
does not have an index of property rights it provides an index of regulatory quality. This in-
dex improved substantially in Russia since 2000 from        –1.64 to –.23 in 2004 but there has 
been a slight deterioration in 2005 with the index falling to -.29. These values are relatively 
poor in international comparison and even in comparison with many developing countries.  
 
However, given that IPRs have been at the center of WTO negotitations between Russia and 
the USA owing to major complaints by the latter about weak enforcement and given that an 
agreement on this issue between the two was found in late 2006 enabling Russia’s WTO 
membership, improvements of IPRs are very likely. Otherwise Russia could face adverse rul-
ings by the WTO.  
 
7.4  Implications on EU-Russia bilateral trade relations 
 
Analysis of the determinants of Russia’s very strong economic recovery since about 1999 
found that it can be well explained by merely two factors, the initial currency depreciation and 
the rise of world market energy and raw materials prices (Ahrend 2006, Thießen 2005). Also 
the eastern enlargement of the EU had only miniscule effects on EU-Russia bilateral trade 
relations (Sutela 2005, p. 31). From this point of view the doubling of trade (both imports and 
exports) between the EU and Russia may have been influenced relatively little by the reforms 
carried out in this period either in Russia or in the EU. But two points may be made:  
 
- Russia’s oil production was declining during transition and only after privatization of the 
industry and only with a lag of about two years was it rising again. It may be argued that 
without the privatization this output increase would have been unlikely. Consequently, there 
is at least a risk that increased control of the government or even re-nationalization of the en-
ergy sector and other “strategic sectors” would negatively influence output and exports. 
- Secondly, the strong rise of exports was largely driving imports simply because it enabled 
financing of the principally unlimited needs for new machinery and other goods. 
 
Therefore the importance of the reforms should be seen as the means to enable continued eco-
nomic growth in a way that would be less dependent on energy price developments. A par-
ticular goal of these reforms would be balanced economic growth in the sense of achieving  
satisfactory growth of the non-oil and gas economy. 
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A key to achieving this goal is investment including, in particular, foreign direct investment 
which may have beneficial effects relatively quickly and which is largely determined by the 
reforms (e.g. Bevan and Estrin, 2004). In this regard there is an apparent contradiction be-
tween current strong FDI increases and evaluations of important structural indicators as, for 
instance, Russia’s international competitiveness assessed by the World Economic Forum, 
where Russia dropped from the 53rd place in 2004 to 62nd place in 2005 and many other in-
dices discussed below that evaluate specific institutional characteristics.   
 
 
8 Possible scenarios for EU-Russia economic and trade relations  
 
8.1 Forecasts of trade developments using estimates of gravity and time series models  
 
The most recent estimation of Russia’s trade potential using panel data for 166 countries and 
the 8 years 1995-2002 suggests that  with regard to WTO countries and thus the EU Russia’s 
exports were substantially below potential (Lissovolik and Lissovolik, 2006). The authors 
find that Russia’s exports to WTO countries could rise by as much as 50%. Unfortunately, the 
study does not show trade potential estimates regardind specific countries or country groups 
like the EU. Whatever the estimate for the rise of Russian exports to the EU would be, a po-
tential FTA with the EU would, of course, increase this estimate further. By contrast, Péridy 
(2005) assumed for his estimation of Russia’s trade potential that Russian export behaviour to 
the EU market is identical to any EU country, which reflects the case that Russia would have 
adopted the EU acquis communautaire. This might reflect the case of an FTA plus enormous 
progress in structural reforms.  The author found that this would result in Russia’s exports to 
the EU increasing by up to 14%. However, several years earlier Wall (1999) argued that such 
estimates on the basis of conventional specifications of gravity equations may underestimate 
the true export potential. The reasons are that general equilibrium effects and non-tariff and 
non-quota- trade barriers are not or not adequately considered. Although forms of protection 
such as administrative barriers, unilateralism, procurement restrictions, corruption etc. are 
difficult to quantify, they may at least be partially captured by an index of trade policy. Con-
sequently, Wall (1999) included in his specification such an index and together with some 
other innovations in his estimations for the US economy he obtained the plausible result of a 
considerably higher export potential compared to an estimate based on a conventional specifi-
cation. The mentioned two studies on Russia’s export potential did not include such an index. 
Hence the estimate by Peridy could possibly be regarded as a lower limit for Russia’s export 
potential to the EU.  
 
Surprisingly, such estimates of the EU’s export potential to Russia have not become known. 
Despite the relatively low share of EU exports to Russia in total EU exports of 5.3% during 
the first half of 2006, the high growth rates of these exports especially since 2004 of above 
20% signal their importance for the EU (especially for producers of machinery and transport 
equipment, chemicals, pharmaceuticals, miscellaneous manufactured goods and food).  
Also importantly, one may note the result of a panel study for a large number of countries and 
50 post-war years on the effects of a currency union on trade: it was argued that using a com-
mon currency would nearly double trade (Glick and Rose, 2001). This could mean that if Rus-
sia would decide to use the Euro, which could be a unilateral decision by Russia, trade be-
tween the EU and Russia may expand as much or even more than it will under Russian WTO 
membership and/or under an FTA agreement.  
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8.2 Forecasts of trade developments using computable general equilibrium models  
 
CGE model forecasts of trade developments for the EU and Russia differ considerably, which 
is mainly explained by the extent to which they assume  

- endogeneity of productivity effects,  
- whether or not Russia will increase domestic gas prices, and  
- whether it is assumed that Russia’s WTO membership will be supplemented by an 

FTA.  
On the one extreme side, if non of these assumptions are made, Russia’s WTO member-
ship may have only minor beneficial effects for Russia’s output and welfare. For the EU 
the effects may be miniscule. On the other extreme side, if all these assumptions are made, 
Russia may experience a strong push regarding exports and output in many industrial sec-
tors, above all textiles, clothing and food and except gas exports, which would decline. 
The EU would experience noticeable output gains especially in services and food. Possi-
bly also some machinery, metals, automobiles, and clothing industries may experience 
output gains above the growth that would occur if the assumptions would not be made.  
 

8.3 Overview of model scenarios and their interpretation 
 
As discussed, the model scenarios depend crucially on assumptions, which even abstract from 
one important parameter in EU-Russian trade relations: the energy price development. How-
ever, given relatively stable growth prospects for world trade it may not be reasonable to as-
sume extreme volatility of energy prices. Regarding policy implications, one crucial point 
may need to be made: the potential FTA agreement, even if it would have beneficial eco-
nomic effects for both Russia and the EU, should be looked at from the bird’s eye perspective, 
because otherwise agreements that were planned by the EU to have a world wide impact or be 
enforced on a world scale such as the Kyoto protocol or discussions on social standards or 
standards regarding minimum taxation that are valid for the whole world would not be credi-
ble. An FTA agreement would cause inefficiencies and a waste of resources since it would 
establish articifcial trade barriers to the outside world.  
 
 
9 Policy options and recommendations  
 
9.1 Successes of the EU regarding the economic and trade relations with Russia 
 

 PCA agreement, goal of establishing a common economic space.   
 The EU may have been mainly responsible in successfully convincing Russia to sign 

the Kyoto Protocoll in force since 2005; (this was in Russia’s own interest for three 
crucial reasons: the country has incentives to raise its relatively poor energy efficiency 
thus making it more competitive; the country is expected to be able to sell certificates 
for CO2 pollution on the international market worth about 30 billion US-Dollars; the 
country contributes to dampen climate change).  

 Sucessful and flexible solutions to problems associated with the status of Kaliningrad 
after Baltic countries became EU members. 

 Continued very strong growth of trade.  
 About 80% of foreign direct investment in Russia is accounted for by EU investments. 
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9.2 Deficiencies of these relations 
 
a)  Problems on the EU side:  
 

 EU failed to speak with one voice. It failed to make an impact in the form of an unani-
mous approach of dealing with Russia because member states are divided: Some heads 
of government demonstrated a very close relationship to Russia’s leadership, particu-
larly with regard to economic issues and almost blending out problems of democratic 
practices and human rights issues (e.g. Germany, France, Italy), while others kept 
some distance due to well reasoned concerns of Russian democratic practices etc. (e.g. 
the new Eastern EU countries). These differences weakened the political EU. Usually 
such important political differences have economic effects. 

 EU has no agreement on an internal EU energy policy. This weakens the ability of the 
EU to develop some form of ‘energy security policy’ towards Russia.  

 The EU has some of its most restrictive bilateral trading relations towards Russia, and 
neighboring countries Belarus, Ukraine and Moldova.  

 The European Economic Space (EES) is proposed by the EU and sometimes critized 
as not being a clear concept. As its core the EU proposes a free trade area with Russia. 
But this implies for Russia to make all new EU law part of Russia’s legal system, be-
cause the European Free Trade Agreement countries’ agreement with the EU requires 
this from the contracting parties. Thus, Russia would need to constantly adjust its in-
ternal order to EU rules and it would need to explain this to its voters and lobby 
groups. But it would not participate in the decision making process. It could only fol-
low and implement all requested EU policies. This may not be credible.  

 Anti-dumping procedures against Russia have in many cases involved goods that are 
energy-intensive and given Russia’s comparative advantage in producing these goods, 
Russian observers argued that the EU wishes to penalize Russia for its natural wealth 
(e.g. Livshits, 2002). Following eastward expansion of the EU in 2004 the EU wanted 
to review these cases but a serious question remains to what extent the existence of 
such procedures and of quotas deters Russian and other exports to the EU?  

 EU introduced protection against agricultural imports from Russia (and Ukraine) when 
good harvests there enabled them to offer very competitive prices causing retaliation 
on the side of Russia that introduced quotas for meat imports from the EU. 

 
 
b)  Problems on the Russian side:  
 

 Russia may not have a strategic vision of its place in the pan-European context. Thus, 
Russia’s declared ‘European choice’ in the mid 1990s was not confirmed in foreign 
and domestic policies, it lacks a strategic vector and sufficient bureaucratic support.37 

 Russia has not yet decided about a clear strategy how to use its wealth in natural re-
sources for development. 

 Regarding energy exports: Russia wants to be respected as an absolutely reliable sup-
plier but it also made clear that it could replace European demand for energy by Asian 
or other demand. Other examples, like the supply of Russian natural gas to Ukraine, 
showed that Russia may decide to use energy exports at any time for political pur-
poses. 

 Russia did not yet ratify – as was agreed between Russia and the EU in 1994 - the 
European ’Energy Charta’ and the associated Protocol on Transit of natural gas from 

                                                 
37 See Kraganov et al. (2005), p. 0.  
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central Asia through the Russian gapipeline net. Russia did not liberalize its markt for 
natural gas, which is monopolized. 

 Russia appears to treat European Union countries differently with regard to energy 
supplies and possibly regarding participation in energy exploration in Russia: In fall of 
2006 it offered Germany a doubling of natural gas supplies, which was an exclusive 
offer not made to another EU member country. Germany answered this offer by ask-
ing Russia to agree on the Europan energy Charta.  

 Role of the State in the economy: Should the State be a major owner of ‘strategic’ en-
terprises in addition to fulfilling his task of defining the ‘rules of the game’? If so what 
would be the major goal of the ownership? Russia’s policy of bringing Russian enter-
prises of ‘strategic’ importance under government influence or total control is neither 
transparent nor publicly explained nor endorsed by parliament. The government is the 
owner of most of energy production and pipelines and successively expanded its own-
ership to relatively big companies producing particular raw materials (e.g. titan), 
automobiles, trucks and other goods. It is not clear how far this policy is intended to 
go, which role the government intends to assume as an owner (a passive or active 
role), whether the taxpayer and voters are satisfactorily informed about this policy and 
willing to assume the risks associated with this ownership, and who in the government 
is executing the vast ownership rights and who is accountable to whom for the deci-
sions taken as an owner, and who controls these decisions, the profitability of state 
owned enterprises and potential misuse (corruption) of the power in the hands of those 
officials who represent the government as owner?  

 Role of the State in influencing foreign investments of state-owned enerprises: As 
long as the government has no clear strategy regarding its role of an owner of impor-
tant enterprises the EU and other countries neccessarily need to take precautionary 
meaures in allowing Russian ownership of assets on their territory. This has an impact 
on economic relations. 

 Role of the State in managing the rapidly growing foreign assets: Foreign reserves and 
the assets of the stabilization fund have assumed magnitudes of international impor-
tance. Russia’s foreign debt has dwindled. It is not clear whether Russia intends to di-
versify its portfolio of foreign assets and if so according to which principles? 

 Tariff lines with very high tariffs, so-called “tariff peaks”, are a problem in the view of 
trade analysts. Among the most highly protected goods are motor vehicles, footwear, 
leather products, meat and sugar.  

 There is a significant divergence of political values between the EU and Russia: eg. 
the type of democracy that promotes economic development (see, for instance, the de-
facto power of the Russian president to determine regional governors and the restric-
tions levied on NGO’s in Russia), freedom of the press, human rights including re-
spect for minorities (e.g. Georgiens, Chechnyans and others), use of courts for politi-
cal purposes etc. 

 Lack of control over executive promotes corruption. 
 Centralized political structures are a problem: it may prevent and obscure the break 

with past inefficiencies, which included corruption, no free flow of information from 
society to higher echelons of the power structure, privatization of large resource-based 
enterprises to relatively few new owners, no proper incentives for sub-national gov-
ernments to behave growth promoting. 

 
9.3 Policy options for improvements 
 

 change in the EU’s external economic regime vis-à-vis Russia 
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 the EU should coordinate much better its relationships with Russia with the goal to 
speak with one voice at least in the most important policy issues such as energy .  

 Thus, policies relevant for the EU-Russian relations should be unanimously defined 
and it should be agreed, what the representatives of the EU say to Russia regarding 
these important policy areas. Representatives of  EU member countries should in all 
their dealings with Russia be constantly aware of their EU membership and that the 
EU has important interests and goals towards Russia.  

 The EU should address the concerns of Russia with regard to ratification of the energy 
charta. 

 
Hence the fact of missing coherent regulation and liberalization of energy markets in both the 
EU and Russia may thus offer an important opportunity to achieve substantial reform progress 
in both entities and with mutual benefits: there could be mutual liberalization and even har-
monized regulation.   
 
Russia would then be able to invest in the EU markets and the EU could invest in Russia: In-
vestments are not only needed in exploration and production but also in building up: 

- a pipeline infrastructure from Russia’s far east to the west in order to supply the EU 
with far eastern energy sources and  

- facilities in Russia and the EU to develop Liquified Natural Gas (LNG), which is in-
creasingly used worldwide.  

 
Thinking today of participation of the EU in developing especially the infrastructure of en-
ergy transportation from Russia’s far East to the EU could be important in the medium to long 
run because otherwise the energy sources of the East would plausibly be sold to Asia and the 
USA rather than to the EU. 
 
9.4 Recommendations  
 

 EU member countries should agree on certain policy areas where they speak to Russia 
with one voice.  

 EU should agree on an internal EU energy policy including  a required ‘minimum’ 
regulation in member countries.  

 This would appear to be a prerequisite for agreeing with Russia on a European Energy 
Charta. 

 The Energy Charta could be a major element of an ‘energy security policy’ towards 
Russia that may also be developed by the EU.  

 The EU should consider reducing all types of trade barriers towards Russia, Belarus, 
Ukraine and Moldova with whom the EU has one of its most restrictive bilateral trad-
ing relations. This includes the EU’s protection against agricultural imports.  

 The European Economic Space (EES) is proposed by the EU, but the concept should 
be clarified. The proposed free trade area with Russia may not be convincing because 
it implies new world-wide inefficiencies and wasted resources. It also may result in 
conflicts with the EU’s new neighborhood policy because some of these neighbors 
maz incur losses due to an FTA with Russia.  

 Perhaps one may consider as an alternative the joining of Russia of the EU’s internal 
market in a similar form as the EFTA countries. Then Russia would participate in dis-
cussions of EU policies but it would not decide and it may not have to implement all 
EU policies but only those concerning the internal market order. In addition, there 
would be no need to contemplate EU membership.  



37 

 
References: 
 
Ahrend, Rudiger (2005a), “Can Russia Break the ’Resource Curse’?” Eurasian Geography 
and Economics 46 (8), 584-609. 
 
Ahrend, Rudiger (2005b), Speed of Reform, Initial Conditions or Political Orientation? Ex-
plaining Russian Regions' Economic Performance. In: Post-Communist Economies 17, 3, 
289-317 
 
Ahrend, Rüdiger (2006), “Russia’s Post-crisis Growth: Its Sources and Prospects for Con-
tinuation”, Europe-Asia Studies, Vol. 58, no 1, January 2006, 1-24. 
 
Alekseev, A, D. Sokolov, N. Tourdyeva, and K. Yudaeva (2004), Estimating the effects of 
EU Enlargement, WTO Accession and the Formation of FTA with EU and CIS on the Rus-
sian Economy, NES-CEFIR, mimeographed, Moscow.  
 
Alekseev, A, N. Tourdyeva, and K. Yudaeva (2003), Estimation of Russia’s trade policy 
options with the help of the CGE Model, NES-CEFIR, mimeographed, Moscow.  
 
Akhmedov, A., E. Bessonova, I. Cherkashin, I. Denisova, E. Grihina, and D. Nekipelov 
(2003), WTO Accession and the Labor Market: Estimations for Russia, CEFIR Working Pa-
per No. 0040, Moscow. 
 
Aukutsionek,S.P. (2005), The 2004 surveys of industrial enterprises: results and forecasts 
- In: The Russian economic barometer, Bd. 14 (2005), 1, S.3-9 
 
Aslund, Anders, and Andrew Warner (2002), “The EU Enlargement: Consequences for the 
CIS Countries“, in: Marek Dabrowski, Ben Slay and Jaroslaw Neneman (editors), Beyond 
Transition: Development Perspectives and Dilemmas, London, pp. 231-252. 
 
Aslund, Anders (2004) Russia's Economic Transformation under Putin.  
In: Eurasian Geography and Economics 45 (2004), 6, 397-420 
 
Aslund, Anders (2005), “Russian Resources: Curse or Rents?” Eurasian Geography and Eco-
nomics 46 (8), 610-17. 
 
Astrov, Vasily, and Peter Havlik (2005), “The Enlarged European Union and Its Eastern 
Neighborhood.” Journal of East-West Business 11 (1-2), pp. 13-44. 
 
Balassa, Bela (1965), "Trade Liberalization and 'Revealed' Comparative Advantage," Manches-
ter School of Economic and Social Studies 33 (2), pp. 99-123. 
 
Balzer, Harley (2005), “The Putin Thesis and Russian Energy Policy”, Post-Soviet Affairs 21 
(3), pp. 210-25. 
 
Bardhan, Ashok Deo, and Cynthia A. Kroll, (2006), Competitiveness and an Emerging Sec-
tor: The Russian Software Industry and Its Global Linkages. In: Industry and Innovation 13 
(2006), 1, 69-95 
 



38 

Batov, G. (2006), Development of Rural Industrial Enterprises (The Example of Kabardino-
Balkaria). In: Problems of Economic Transition 48 (2006), 10, 63-69 
 
Berkowitz , Daniel (2005), Entrepreneurship and post-socialist growth, Oxford Bulletin of 
Economics and Statistics, 67 (1), pp. 25-46. 
 
Bevan, A.,and S. Estrin (2004), “The determinants of foreign direct investment into European 
transition economies’“, Journal of Comparative Economics 32, pp. 775-787. 
 
Brenton, P., D. Gros (1997), “Trade reorientation and recovery in transition economies”, Ox-
ford Review of Economic Policy, 13 (2), pp. 65-76. 
 
Brunat, Eric, and Andrei Klepach (2003), “The Russian Economy Is Facing a Competitive-
ness and Efficiency Challenge”, East-West Journal of Economics and Business 6 (2), pp. 35-
61. 
 
Burgmans, Anthony, and Peter Sutherland (2006), "Seizing the Opportunity: Taking the EU-
Russia economic relationship to the next level". An ERT view on the potential of the Com-
mon Economic Space, European Roundtable of Industrialists (ERT).  
(http://www.theepc.be/en/pub.asp?) 
 
Dyker, David A. (2004), „Russian Accession to th WTO – Why such a long and difficult 
road?,“ Post-Communist Economies 16 (1), March, pp. 3-20.  
 
Dzarasov, Ruslan Soltanovich (2005), “The theory of qualitative heterogeneity of resources 
and conditions of economic growth”, Studies on Russian Economic Development 16 (5), pp. 
474-486. 
 
Eckel, Carsten (2006), “Trade and Diversity: Is There a Case for ‘Cultural Protectionism’?” 
German Economic Review 7 (4), pp. 403-418. 
 
Economist Intelligence Unit (2006), Country outlook Russia, available at: 
www.viewswire.com/index.asp. 
 
European Central Bank (2005), Economic and Financial Relations between the Euro Currency 
Area and the Russian Federation. Monthly Report, November, pp. 99-108. 
 
Emerson, Michael, Fabrizio Tassinari and Marius Vahl (2006), A New Agreement between 
the EU and Russia: Why, what and when?, Centre for European Policy Studies (CEPS), Brus-
sels. (http://shop.ceps.be) 
 
Energy and Security (2005), “Russia and Eurasia”, Energy and Security: Toward a New For-
eign Policy Strategy, 123-47. 
 
Eurostat (2006), European Union foreign direct investment yearbook 2006, Luxemburg. 
 
Fedorenko, N., and V. Simchera (2005), “Assessing the efficiency of Russia's national re-
source use”, Problems of Economic Transition 47 (10), pp. 22-36. 
 
Fidrmuc, Jan, and Jarko Fidrmuc (2003), Disintegration and Trade, Review of International 
Economics 11 (5), November, pp. 811-829. 



39 

 
Fortescue, Stephen (2006),The Russian aluminum in transition- In: Eurasian geography and 
economics, Bd. 47 (2006), 1, S.76-94 
 
Fraser Cameron (2006), Russia on the eve of the G-8 summit, European Policy Center (EPC), 
Policy Brief, Brussels, July. (http://www.theepc.be/en/pub.asp) 
 
Gaddy, Clifford G., and Barry W. Ickes (2005), “Resource Rents and the Russian Economy”. 
Eurasian Geography and Economics 46 (8), 559-83. 
 
Garanina, Olga (2005), Russian-European economic relations: impact of the enlargement of 
the EU. A focus on EU-Russian relations, pp.71-83. 
 
Gavrilenko, Evgeny (2003), Diversification of the Russian Economy and Growth, University 
of Wuppertal, European Economy and International Economic Relations, Discussion Paper 
111.  
 
Glick, Reuven, and Andrew K. Rose (2001), “Does a Currency Union affect Trade? Time 
Series Evidence”, European Economic Review 46 (6), pp. 1125-51. 
 
Götz, Roland (2005), “Russia's energy strategy and the energy supply of Europe”, Economic 
liberalization and integration policy, pp.185-200. 
 
Goldman, Marshall I.(2004) Anders in Wonderland: Comments on Russia's Economic Trans-
formation under Putin. In: Eurasian Geography and Economics 45 (2004), 6, 429-34 
 
Grinberg, Ruslan Semyonovich (2006), “Russia, the European Union and the CIS: problems 
and prospects of co-operation,” Fejlesztés és finanszírozás, 1, pp. 42-52. 
 
Guariglia, Alessandra, Kim, Byung-Yeon (2006), The Dynamics of Moonlighting in Russia: 
What Is Happening in the Russian Informal Economy? In: Economics of Transition 14 
(2006), 1, 1-45 
 
Gurkov, Igor (2005), Innovations in Russian industries : conditions for implementation and 
impact on competitiveness, Journal for East European management studies 10 (3), pp. 218-
246. 
 
Hamilton, Carl B. (2005), Russia's European economic integration escapism and realities, 
Economic systems 29 (3), pp. 294-306. 
 
Havlik, Peter (2000), Trade and Cost Competitiveness in the Czech Republic, Hungary, Po-
land and Slovenia, World Bank Technical Paper No. 482, Washington D.C. 
 
Ickes, Barry W. (2005) The political-economy trap and economic reform in Russia 
- In: The political economy of reform failure, p.197-218 
 
Heeks, Richard, Nicholson, Brian (2004), Software Export Success Factors and Strategies in 
'Follower' Nations. In: Competition and Change 8 (2004), 3, 267-303 
 
International Monetary Fund (2005a), Russian Federation: 2005 Article IV Consultation – 
Staff Report. IMF Country Report No. 05/377, Washington D.C., October. 



40 

 
International Monetary Fund (2005b), Russian Federation: Statistical Appendix. IMF Country 
Report No. 05/378, Washington D.C., October. 
 
International Monetary Fund (2005c), Russian Federation: Selected Issues. IMF Country Re-
port No. 05/379, Washington D.C., October. 
 
Javorcik, Beata Smarzynska (2004), “The Composition of Foreign Direct Investment and Pro-
tection of Intellectual Property Rights: Evidence from Transition Economies,” European Eco-
nomic Review, 48 (1), pp. 39-62 
 
Jensen, Jesper, Thomas Rutherford, and David Tarr (2004a), “Economy-Wide and Sector Ef-
fects of Russia’s Accession to the WTO”, World Bank, mimeographed, Washington D.C. 
 
Jensen, Jesper, Thomas Rutherford, and David Tarr (2004b), “The Impact of Liberalizing 
Barriers to Foreign Direct Investment in Services: The Case of Russian Accession to the 
World Trade Organization”, Working Paper No. 3391, World Bank, Washington D.C. 
 
Jensen, Jesper (2005), Telecommunications reform within Russia's accession to the World 
Trade Organization. World Bank, Development Research Group, Trade Team, Washington, 
DC. 
 
Kaempfe, Martina (2006),  Perspektiven für Rußlands Wirtschaft liegen in der Stärkung des 
Reformkurses - In: Wirtschaft im Wandel, Bd. 12 4, S.114-118 
 
Kaipio, Hannu (2005), Distribution systems of the food sector in Russia : the perspective of 
Finnish food industry - Helsinki : Helsinki School of Economics and Business Administra-
tion, 2005 
 
Karaganov, Sergey, Timofei Bordachev, Vagif Guseinov, Fyodor Lukyanov, Dmitry Suslov 
(2005), Russia-EU relations: the present situation and prospects. CEPS working document, 
No. 225, Brussels. (http://shop.ceps.be/free/1246.pdf) 
 
Kaufmann, Daniel, Aart Kraay, and Massimo Mastruzzi (2006) "Governance Matters V: Gov-
ernance Indicators for 1996-2005". World Bank Policy Research, Washington D.C. Septem-
ber. 
 
Kazakova, Olga (2005), The Process of Accession to the WTO, in: Christian Tietje (editor) 
“Der Beitritt Russlands zur WTO”, Institut für Wirtschaftsrecht, University Halle-Wittenberg, 
pp. 26-28.  
 
Khanin, Girsh Itsykovich (2005a), Russian retail trade: present state and prospects - In: Stud-
ies on Russian economic development, Bd. 16 (2005), 6, S.619-630 
 
Khanin, Girsh Itsykovich (2005b), The food complex of Russia: an alternative financial esti-
mate - In: Studies on Russian economic development, Bd. 16 (2005), 3, S.255-264 
 
Kilvits, Kaarel, Alari Purju and Sirje Pädam (2005), “Russia's Foreign Direct Investments in 
New EU Member States: The Case of the Baltic States,“ Journal of East-West Business 11 
(3/4), pp. 61-73. 
 



41 

Kim, Marina (2005), “Russian oil and gas: impacts on global supplies to 2020”, Australian 
commodities 12 (2), pp. 361-378. 
 
Kornev, Aleksandr Konstantinovich (2005), The industry growth potential: machinery and 
equipment cost buildup - In: Studies on Russian economic development, Bd. 16 (2005), 1, 
S.41-46 
 
Koves, A. (2005), “Oil and Economy: A Contribution to the Discussion on Russian Economic 
Development”, Acta Oeconomica 55 (4), pp. 371-402. 
 
Krugman, Paul R. (1994), Competitiveness: A Dangerous Obsession, Foreign Affairs 73 (2), 
pp. 28-44. 
 
Kuboniwa, Masaaki, Shinichiro Tabata, and Nataliya Ustinova (2005), Eurasian Geography 
and Economics 46 (1), January, pp. 68-76. 
 
Kunze, Cornelie (2005): Klein- und Mittelunternehmen in Russland - Stiefkinder oder Stabili-
sierungsfaktor? - Leipzig : Leipziger Uni-Verl, 2005 
 
Kuzyk, Boris N. (2005), Russia 2050: Strategy of innovative break-through, Moscow. 
 
Kuzyk, B.N., and Yu. V. Yakovets (2005), Russia 2050. Strategy of Innovative Break-
Through, Moscow. 
 
Laaser, Claus-Friedrich, and Klaus Schrader (2002), European integration and changing trade 
patterns: The case of the Baltic states, Institute of World Economics Working Paper No. 
1088, Kiel. 
 
Lajtos, Ildikó (2005), Der Beitritt Russlands in die WTO: Landwirtschaftliche Aspekte. Integ-
ration und Ausgrenzung im Osten Europas. Beiträge für die 13. Tagung junger Osteuropa-
Experten veranstaltet von der Forschungsstelle an der Universität Bremen, pp. 67-72. 
 
Lankina, Tomila (2005), Explaining European Union Aid to Russia. Post-Soviet Affairs 21 
(4), pp. 309-334. 
 
Lerman, Zvi (2005), Symposium on Russian agriculture - In: Comparative economic studies, 
Bd. 47 (2005), 1, S.80-228 
 
Licht, Georg, Wolfgang Sofka, and Waltraud Urban (2005), Competitiveness: A Market Per-
spective. In: Heneric, O., and Y. Otros (Eds.), Europe's Automotive Industry on the Move:   
Competitiveness in a Changing World, pp. 45-101. 
 
Lissovolik, Bogdan, and Yaroslav Lissovolik (2006), “Russia and the WTO: The Gravity of 
‘Outsider’ Status,” International Monetary Fund Staff Papers 53 (1), pp. 1-27. 
Livshits, Alexander (2002), Europe is blocking Russia. Project Syndicate, September, avail-
able at: www.project-syndicate.org/print_commentary/livshits2/English. 
 
Lowinger, Thomas C., Mudziviri Nziramasanga, and Anil K. Lal (2000), Economic Transi-
tion in Central and Eastern Europe: The Consequences for Trade Structure and Trade Vol-
ume. International Trade Journal 14 (1), Spring, pp. 53-76. 
 



42 

Ludvig, Zsuzsa (2005), “The Enlarged EU an d Russia--What Do Visegrad-Countries Con-
tribute to EU-Russian Economic Relationship?”, Journal of East-West Business 11 (1-2), pp. 
67-92. 
 
Maltsev, Yuri (2006), Privatization and Piratization in Post-Communist Russia: Review Es-
say. In: Independent Review 10 3, 425-30 
 
Manchin, Miriam (2004), “The Economic Effects of a Russia-EU FTA,” Tinbergen Institute 
Discussion Paper 131-2, Erasmus University Rotterdam and Tinbergen Institute, Rotterdam. 
 
Mane Estrada, Aurelia, and Carmen de la Camara Arilla (2005), “Is Russia Drifting toward an 
Oil-Rentier Economy?”, Eastern European Economics 43 (5), pp. 46-73. 
 
Mau, Vladimir (2004), Russia's Relations with the EU: Problems and Prospects, in: Marek 
Dabrowski, Ben Slay and Jaroslaw Neneman (editors), Beyond Transition: Development Per-
spectives and Dilemmas, London, pp. 253-64.  
 
Mehlum, H., Moene, K.O., and R. Torvik (2006), Institutions and the Resource Curse. The 
Economic Journal 116 (508), pp. 1-20. 
 
Mikheeva, Nadezhda Nikolaevna (2005), The service sector in the Russian economy: an inter-
industry analysis - In: Studies on Russian economic development, Bd. 16 (2005), 1, S.47-58 
 
Monaghan, Andrew, and Lucia Montanaro-Jankovski (2006), EU-Russia energy relations: the 
need for active engagement, European Policy Center (EPC), Issue Paper No.45, Brussels. 
(http://www.theepc.be/en/pub.asp) 
 
Moravcsik, A. (1998), The Choice for Europe: Social Purpose and State Power from Messina 
to Maastricht, Ithaca. 
 
Organization for Economic Cooperation and Development (2004), Economic Surveys. Rus-
sian Federation. September, Paris. 
 
Organization for Economic Cooperation and Development (2006), Investment Policy Review. 
Russian Federation, Paris. 
 
Palinkas, Peter (2005), “European energy security: opportunities and problems for coopera-
tion EU-Russia”, Internationalization and economic policy reforms in transition countries, pp. 
175-185. 
 
Pankov, Vladimir (2004), “Der sektorale Strukturwandel in der russischen Volkswirtschaft 
während der Transformation zur Marktwirtschaft“, Wirtschaft und Gesellschaft 30 (4), pp. 
551-574. 
 
Park and Ginarte (1997), “Intellectual property rights and economic growth“, Contemporary 
Economic Policy 15 (3), pp. 51-61.  
 
Péridy, Nicolas (2005), Trade Prospects of the New EU Neighborhood Policy: Evidence from 
Hausmann and Taylor’s Models, Global Economy Journal, 5 (1), pp. 1-25. 
 



43 

Pleines, Heiko (2005), “Russian Business Interests and the Enlarged European Union.” Post-
Communist Economies 17 (3), pp. 269-87. 
 
Pochukaeva, Ol'ga Viktorovna (2006), The interindustry cooperation of production complexes 
as an economic growth factor - In: Studies on Russian economic development, Bd. 17 (2006), 
2, S.182-186 
 
Pollisinski, Kaupo (2006), Relations between the European Union and Russia. Kroon & econ-
omy 1, pp.8-10. 
 
Pospieszna, Paulina (2005), Economic opening up of Russia: establishment of new EU-RF 
trade relations in view of EU eastern enlargement, Wuppertal, EIIW, Discussion Paper 130. 
 
Pyle, William (2005), Collective action and post-communist enterprise : the economic logic 
of Russia's business associations - Helsinki : BOFIT, 2005 
 
Radaev, V. (2004), “Competitive Changes on Russian Markets: The Example of Retail 
Chains”. Problems of Economic Transition 47 (6), 66-93 
 
Rahr, Alexander (2006), “Die neue OPEC: wie Russland zur globalen Energie-Supermacht 
werden will“, Internationale Politik 61 (2), pp. 15-23. 
 
Ripinsky, Sergey (2004), “The system of gas dual pricing in Russia: compatibility with WTO 
rules,” World Trade Review 3 (3), pp. 463-481. 
 
Rogacheva, Elena, and Julia Mikerova (2003), European FDI in Russia: Corporate stategy 
and the effectiveness of government promotion and facilitation, OCO Consulting, Belfast. 
 
Rose, Andrew (2005), Which International Institutions promote International Trade? Review 
of International Economics 13 (4), pp. 682-698. 
 
Rutherford, Thomas and David Tarr (2006), “Regional Impacts of Russia’s Accession to the 
WTO”, World Bank Policy Research Working Paper 4015, Washington D.C., September.  
 
Rutherford, Thomas, David Tarr, and Oleksander Shepotylo (2005a), The impact on Russia of 
WTO accession and the Doha agenda: The importance of liberalization of barriers against 
foreign direct investment in services for growth and poverty reduction, World Bank Policy 
Research Working Paper 3725, Washington, DC. 
 
Rutherford, Thomas, David Tarr, and Oleksander Shepotylo (2005b), Poverty effects of Rus-
sia's WTO accession: modeling "real" households and endogenous productivity effects. World 
Bank Policy Research Working Paper 3473, Washington, D.C. 
 
Sachs, Jeffrey, and Andrew Warner (2001), “The curse of natural resources”, European Eco-
nomic Review, 45 (4-6), pp. 827-838. 
 
Sajdik, Martin (2004), The EU and Russia--The End of Illusions. Russia Continuity and 
Change, pp. 131-40. 
 
Salnikov, Vladimir Alekseevich (2006), The competitiveness of Russian industries: current 
state and outlook, Studies on Russian economic development Vol. 17 (2), pp.149-168. 



44 

 
Sander, Michael (2006), “Die energiepolitischen Beziehungen zwischen der EU und der Rus-
sischen Föderation: Hindernisse und Realisierungspotentiale der Stabilisierung durch interna-
tionale Institutionen“, Osteuropa 51 (1), pp.1-16. 
 
Smith, Alan (2000), The return to Europe: The reintegration of Eastern Europe into the Euro-
pean economy, Studies in Russia and East Europe. University College London in association 
with the School of Slavonic and East European Studies, New York and London. 
 
Steinherr, Alfred (2005), Russischer Bankensektor : sieben Jahre nach der Krise noch unge-
löste Probleme - In: DIW Wochenbericht, Bd. 72 (2005), 32, S.469-476 
 
Stolper, W.F., and P.A. Samuelson (1941), Protection and Real Wages, The Review of Eco-
nomic Studies 9, pp. 58-73. 
 
Sulamaa, Pekka, and Mika Widgren (2004), EU-Enlargement and Beyond: A Simulation 
Study on EU and Russia Integration. Empirica 31 (4), pp. 307-23. 
 
Sulamaa, Pekka, and Mika Widgrén (2005), Economic effects of Free Trade between the EU 
and Russia, European Network of Economic Policy Research Institutes, Working paper No. 
36, May.  
 
Sutela, Pekka (2005), EU, Russia, and Common Economic Space, Bank of Finland, BOFIT -  
Institute for Economies in Transition,  BOFIT Online 3, Helsinki. 
 
Tamirisa, Natalia (1999), “Exchange and Capital Controls as Barriers to Trade”, IMF Staff 
Papers 46 (1), Washington D.C.  
 
Tarr, David, Oleksandr Shepotylo, and Timour Koudoyarov (2006), The structure of import 
tariffs in Russia: 2001-2003,” in: Trade Policy and WTO Accession for Development in Rus-
sia and the CIS: A Handbook, edited by David Tarr, Moscow, available at: 
www.worldbank.org/trade/Russia-wto.  
 
Tarr, David G., and Giorgio B. Navaretti (2005), Introduction and summary to Handbook of 
trade policy and WTO accession for development in Russia and the CIS, World Bank Policy 
Research Working Paper 3726, Washington, D.C., October. 
 
Thießen, Ulrich (2005), “Banking Crises, Regulation, and Growth: The Case of Russia“,  Ap-
plied Economics 37 (19), pp. 2191-2204. 
 
Tietje, Christian (2005), Der Beitritt Russlands zur Welthandelsorganisation (WTO): 
Deutsch-Russisches Seminar an der Wolshki-Universität "Tatitschew" in Togliatti/Russland 
(16. bis 20. Februar 2005). Institut für Wirtschaftsrecht, Halle.  
 
Tompson, William (2005), “The Political Implications of Russia's Resource-Based Econ-
omy”, Post-Soviet Affairs 21 (4), 335-59. 
 
Umbach, Frank (2004), The Wounded Bear and the Rising Dragon: The Sino-Russian Rela-
tionship at the Beginning of the 21st Century: A View from Europe. Asia Europe Journal 2 
(1), 43-62. 
 



45 

United Nations, Economic Commission for Europe (2005), “Financing energy efficiency and 
climate change mitigation: a guide for investors in Belarus, Bulgaria, Kazakhstan, the Russian 
Federation, and Ukraine”, New York.  
 
Vinhas de Souza, Lucio (2005), “Monetary and Exchange Rate Policies in the CIS Countries: 
Between the EU and Russia.” Journal of Comparative Economics 33 (3), pp. 421-24. 
 
Vinhas de Souza,  Lucio (2004), A wider Europe: trade relations between and enlarged EU 
and the Russian Federation, Center for Social and Economic Research, Working paper No. 
279, Warsaw, July.  
 
Volkonskii, V. A., and A.I. Kuzovkin (2006), “Energy itensity and energy efficiency of the 
Russian economy: an analysis and forecast”, Studies on Russian economic development 17 
(1), pp. 34-40. 
 
Wall, Howard J. (1999), Using the Gravity Model to Estimate the Costs of Protection, Federal 
Reserve Bank of St. Louis Review, January-February. 
 
Welfens, Paul J. J. and Albrecht Kauffmann (2004), Investment, Financial Markets, New 
Economy Dynamics and Growth in Transition Countries. In: Paul J. J. Welfens and Albrecht 
Kauffmann (editors), Economic opening up and growth in Russia: Finance, trade, market in-
stitutions, and energy, New York, Heidelberg, pp. 5-57. 
 
Welfens, Paul J. J. (2005), Structural change, natural resources sector expansion and growth 
in Russia, Internationalization and economic policy reforms in transition countries, pp. 5-45. 
 
von Westernhagen, Natalja (2004), Comments on: Welfens, Paul J. J., and Albrecht Kauff-
mann, Investment, Financial Markets, New Economy Dynamics and Growth in Transition 
Countries. In: Welfens, Paul J. J., and Albrecht Kauffmann (eds.), Economic opening up and 
growth in Russia: Finance, trade, market institutions, and energy, pp. 59-62. 
 
Westphal, Kirsten (2005), “The EU-Russian relationship and the energy factor : a European 
view” A focus on EU-Russian relations, pp.1-36 
 
Westphal, Kirsten (2005), A focus on EU-Russian relations : towards a close partnership on 
defined road maps?, Frankfurt am Main. 
 
Zaslavskaya, Natalia (2005), “EU Enlargement Creating a Framework for the EU-Russian 
Rapprochement”, Journal of East-West Business 11 (1-2), pp. 45-66. 
 
Zentralverband Elektrotechnik- und Elektronikindustrie (2005) Außenhandel der Elektroin-
dustrie / Russland - Frankfurt, M. : ZVEI 
 
 
 
 
 
 
 
 
 



46 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Appendix



47 

Appendix A 
 
International trade theory  
 
Standard international trade theory (the Heckscher-Ohlin-Samuelson model) explains trade 
flows with differences in factor endowments. In the basic two-goods, two-factor model and 
based on the assumption of perfect competition, constant returns to scale and no capital mo-
bility, each economy exprots the good which is intensive in the abundant factor. Until incep-
tion of transition, trade between Eastern European countries, including Russia, and the West-
ern world followed this simple pattern strongly. Eastern European countries exported primar-
ily goods that were intensive in raw materials and capital (raw materials, agricultural goods, 
chemicals and steel). This reflected relatively low prices for raw materials and the distorted 
price structure within Eastern European economies such that the price of capital was held 
relatively low. Transition changed this pattern in two respects: First, the price of capital in 
Eastern European countries relative to labor rose and second, the degree of capital mobility 
increased. Abstracting for a moment from increased capital mobility (which is discussed be-
low), capital and raw materials became relatively scarce factors whereas labor became the 
abundant factor. Wages are low relative to those in industrial countries because capital scarcity 
limits labor productivity. In terms of the HOS model, Eastern European countries would be ex-
pected, since transition, to experience a shift of exports from capital-intensive to labor-intensive 
goods. Given that scarcity of capital constrains the productivity of labor, a relatively high factor 
content of less-skilled labor in exports will result. Skilled-labor is likely to crowd out less-
skilled labor in the production of non-skill-intensive goods requiring falling relative wages for 
less-skilled labor. According to HOS and its implication in form of the Stolper-Samuelson theo-
rem38, the impact of this low-wage comparative advantage of Eastern European countries on 
Western European countries and the rest of the world depends on changes in relative interna-
tional prices. If the increase in the supply of non-skill-intensive goods results in a significant 
decrease of the relative price of these goods on world markets, then production in Western 
Europe and other countries with relatively high wages will shift from less-skill-intensive goods 
to skill-intensive ones. Maintained equilibrium in the labor market requires then that the wage 
of less-skilled labor falls not only relative to skilled labor but also relative to the prices of non-
skill-intensive and skill-intensive goods (and thus in real terms). If there is wage rigidity in 
western Europe, employment is likely to be adversely affected. If wages are flexible, the initial 
decrease in demand for less-skilled labor will be offset by increased demand for this labor in all 
industries owing to an increased proportion of less-skilled labor in production.    
 
Consideration of capital flows attains importance primarily owing to openness of Eastern eu-
opean countries to foreign direct and portfolio investment (including repatriation of profits). 
Particularly those Western industries have an incentive to make use of low wages in Eastern 
European countries that can readily separate production from research and development and 
other parts of the enterprise. These capital flows to Eastern Eurpean countries are likely to result 
in rising imports of non-skill-intensive goods on the part of western countries payed for, per-
haps even in the short run, by repatriated dividends with no change in the current account of 
either region. The main effect would be a falling wage of less-skilled labor in Western Europe 
relative to skilled labor and capital so that the capital-intensity of the economy decreases with 
employment being maintained. If the capital flows result in a fall of the relative price of non-
skill-intensive goods as in the HOS case discussed above, then the required decline of relative 
wages of less-skilled labor is reinforced.  
                                                 
     38 The Stolper-Samuelson theorem states that an increase in the international price of a good causes an increase in 
the relative return to factors used relatively intensively in the production of that good (Stolper-Samuelson, 1941).  
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Traditional (HOS) trade theory cannot satisfactorily explain intra-industrial trade, which has 
been the most dynamic part of trade in world trade. Hence, consideration must also be given to 
"new trade theory" which has attracted considerable attention precisely because of its ability to 
explain intra-industrial trade39. The main assumptions are product differentiation and increasing 
returns to scale through external effects which appear to be particularly relevant in the case of 
technology production and thus skill-intensive industries. The expected effects of trade on such 
markets are not as clearcut as in the HOS case. They depend on additional assumptions regard-
ing the type of scale economies and behavior of firms. It has been argued that free trade among 
skill-intensive industries may result in permanently higher growth in western Europe if increas-
ing returns to scale arise owing to external effects that do not transcend the domestic market: the 
initial cost advantage of firms in western Europe makes it difficult for firms in the East to catch 
up with further decreasing average costs in the West following trade liberalization.  
 
R&D intensive firms would be permanently concentrated in the West. Central and eastern 
Europe would be at a severe disadvantage regarding skill-intensive industries (“adverse-
scenario”). However, empirical analyses examining the period since inception of transition is 
not consistent with this hypothesis. Specifically, the Czech Republic, Hungary, Poland and Slo-
venia were found to have been able to reduce over time their comparative disadvantages in trade 
with the EU before 2004 regarding skill-intensive goods and regarding R&D intensive goods 
(Havlik 2000, Smith 2000). 

                                                 
     39 See Krugman (1993). 
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Appendix B 
 
Revealed comparative advantage 
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X = RCA   (1)
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To what extent do actual developments fit the HOS and/or the "adverse-scenario?" One way of 
answering this question is to examine trade data using Balassa's (1965) indicator of revealed 
comparative advantage: 
where:  X ij  = exports of commodity i from a given country to region j, 
  Sum X ij  = world exports of commodity i to a given region j,  
  X tj   = total exports from a given country to region j, 
  Sum X tj  = world exports to region j. 
  
Such calculations are subject to the well known qualifications that tariffs and non-tariff barriers 
as well as export subsidies create distortions. With these qualifications in mind, indicator num-
bers above unity suggest that the respective country has a comparative advantage in the produc-
tion of the respective tradeable good. For instance, a value of 1.5 means that the given country’s 
(for instance Russia’s) share in this commodity's exports to a certain region (e.g. EU) is 50 per-
cent higher than its share in total exports of goods to the region.  
 
Although assessing the comparative advantage of a country or a region explains relative com-
petitiveness of industries, it may not be interpreted as an indicator of competitiveness of an 
economy. To this end additional indicators need to be considered such as, for instance, the evo-
lution of labor productivity, unit labor costs and of the real effective exchange rate.  
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Appendix C 

Table 

Key economic indicators: Russia

1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006f 2007f

Exchange rate, USD eop - 0.2 0.4 1.2 3.6 4.6 5.6 6.0 20.6 27.0 28.0 30.2 31.9 29.4 27.9 28.8 26.1 25.7

Exchange rate, USD aop - - 0.2 1.0 2.2 4.6 5.1 5.8 9.7 24.6 28.2 29.2 31.4 30.7 28.8 28.3 27.2 25.9

Exchange rate, EUR eop 0.2 0.5 1.4 0.0 6.3 7.0 6.5 24.5 27.3 25.1 26.9 32.5 36.2 37.4 34.2 33.7 33.4

Exchange rate, EUR aop - - 0.3 1.1 0.0 6.2 6.7 6.5 11.4 26.5 26.0 26.1 29.7 34.7 35.8 35.2 33.7 33.6

REER, 95=100, eop - - - 103.4 100.9 137.3 135.0 147.1 82.5 92.1 111.2 122.1 121.9 129.8 137.7 152.0 167.2 182.2

REER, 95=100, aop - - 0.0 0.0 103.0 112.9 137.6 145.2 128.5 90.5 100.0 118.7 122.7 127.0 136.5 148.0 160.2 175.4

Stock market index (RTS), eop - - - - - 79 189 368 61 131 146 242 351 553 585 1100 - -

Nominal GDP, USD bn 172.9 278.8 313.3 392.1 404.9 271.0 195.9 259.5 306.2 345.0 431.6 589.0 763.4 950.7 1187.9

GDP per capita, USD 0 0 0 1165 1878 2113 2649 2740 1836 1334 1773 2102 2380 2994 4106 5346 6678 8370

GDP growth (real), % yoy -3.0 -5.0 -14.5 -8.7 -12.7 -4.1 -3.6 1.4 -5.3 6.3 9.0 5.1 4.7 7.3 7.2 6.4 6.4 6.1

CPI, % yoy eop 161.0 2506.1 840.0 219.4 131.3 21.8 11.1 84.4 36.4 20.2 18.6 15.0 12.0 11.7 10.9 9.8 9.2

CPI, % yoy aop 6.0 158.3 1571.1 874.3 307.5 197.5 47.9 14.7 27.7 85.7 20.8 21.5 15.8 13.7 10.9 12.7 9.9 9.4

Oil price, brent blend, USD/bbl aop 23.7 20.0 19.3 17.1 15.9 17.0 20.6 19.2 12.8 17.8 28.4 24.4 24.9 28.8 38.2 54.4 62.8 54.0

Exports (fob), USD bn - - - - 67.8 82.9 90.6 86.9 74.4 75.6 105.0 101.9 107.3 135.9 183.2 243.6 310.8 333.7

Exports, % yoy - - - - - 22.2 9.2 -4.1 -14.3 1.5 39.0 -3.0 5.3 26.7 34.8 32.9 27.6 7.4

Imports (fob), USD bn - - - - - 62.6 68.1 72.0 58.0 39.5 44.9 53.8 61.0 76.1 97.4 125.3 158.0 186.0

Imports, % yoy - - - - - 24.1 8.8 5.7 -19.4 -31.9 13.5 19.8 13.4 24.8 28.0 28.7 26.1 17.7

Trade balance, USD bn - - - - - 20.3 22.5 14.9 16.4 36.0 60.2 48.1 46.3 59.9 85.8 118.3 152.8 147.7

Current account, USD bn - - 80.7 -2.7 8.3 7.5 11.7 -0.1 0.2 24.6 46.8 33.8 29.1 35.4 58.6 83.6 111.2 96.8

Current account, % GDP - - -12.7 -1.6 3.0 2.4 3.0 0.0 0.1 12.6 18.1 11.0 8.4 8.2 9.9 10.9 11.7 8.1

FDI (net), USD bn - 0.0 0.0 0.0 0.4 1.5 1.7 1.7 1.5 1.1 -0.5 0.2 -0.1 -1.8 1.7 2.3 5.0 5.0

Intern. reserves (excl. gold), USD bn eop - 0.0 0.0 0.0 4.0 14.4 11.3 12.0 7.8 8.5 24.3 32.5 44.1 73.2 120.8 175.9 300.0 370.0

Import cover, months eop - - - 1.1 0.7 2.1 1.6 1.6 1.3 1.9 4.8 5.2 6.3 8.5 11.0 12.8 17.6 18.3

External debt, USD bn - 67.0 108.3 112.6 132.1 134.3 137.6 170.8 189.9 179.7 158.2 150.8 152.1 185.7 215.1 258.6 293.0 337.0

External debt, % GDP 0.0 0.0 0.0 0.0 0.0 42.9 35.1 42.2 70.1 91.7 61.0 49.3 44.1 43.0 36.5 33.9 30.8 28.4

External debt (net), % exports gs - - - 140.9 137.1 115.5 125.1 182.9 215.2 149.4 118.2 104.4 89.4 74.0 46.3 30.8 -2.1 -9.0

External debt (gov. & mon. aut.), USD bn 67.0 108.3 112.6 127.5 127.5 128.5 138.0 160.4 150.5 127.5 113.2 104.3 105.7 105.6 82.4 60.0 62.0

External debt (gov. & mon. aut.), % GDP - - 245.9 65.1 45.7 40.7 32.8 34.1 59.2 76.8 49.1 37.0 30.2 24.5 17.9 10.8 6.3 5.2

Short-term debt, USD bn 11.8 12.6 13.1 8.2 9.8 10.2 12.0 5.9 14.7 15.7 15.6 19.0 16.3 30.5 35.1 45.8 70.6 73.9

Short-term debt, % reserves - - - 154.3 245.0 70.9 106.0 49.2 188.8 186.2 64.4 58.3 37.0 41.6 29.1 26.0 23.5 20.0

External debt service, % exports gs - - - 10.7 9.1 10.7 11.5 7.1 15.0 17.6 10.4 16.0 11.7 12.6 10.4 15.2 13.1 7.5

Ext. financial requirements, % reserves - - - - 55.9 133.6 49.2 118.4 82.6 -93.4 -330.1 -52.1 -14.2 -22.8 -24.8 -10.2 -23.0 -1.0

Fiscal balance, % GDP - - - - -4.9 -7.4 -6.4 -4.8 -1.2 2.4 3.1 1.7 2.4 4.9 7.5 6.5 5.1

Total public debt, % GDP - - 245.9 65.1 45.7 40.7 32.8 55.0 79.4 88.8 56.8 42.9 36.5 31.9 24.5 16.6 11.7 10.7

f forwarded

Source: www.dbresearch.com. DIW Berlin 2006

Financial market indicators

Economic indicators
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Table 2 
Russia: Stocks of foreign direct investment in Russia by EU countries, 1997-2004 
(in millions of Euros) 

 1997 1998 1999 2000 2001 2002 2003 2004 

EU 25 n.a. n.a. n.a. n.a. 10693 10220 13419 19900 1/ 
Austria 135 n.a. 92 193 830 1094 1454 n.a. 
Cyprus n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. 
Denmark n.a. 88 94 113 114 202 230 n.a. 
Estonia 7 1 0 5 7 9 24 n.a. 
Finland 63 91 196 314 458 342 374 499 
France 266 505 421 485 471 834 1085 n.a. 
Germany 698 540 1039 1500 2182 2173 2133 n.a. 
Greece n.a. 3 n.a. n.a. 18 20 24 n.a. 
Hungary n.a. n.a. n.a. n.a. n.a. n.a. 12 n.a. 
Ireland  n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. 
Italy n.a. n.a. n.a. 186 184 160 169 n.a. 
Latvia n.a. n.a. 1 5 5 5 7 14 
Lithuania 3 5 6 3 11 9 28 58 
Luxemburg n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. 
Netherlands 168 742 1320 1871 2199 1894 3110 n.a. 
Norway n.a. n.a. 118 193 298 366 487 n.a. 
Poland n.a. n.a. n.a. n.a. 7 8 43 68 
Portugal n.a. n.a. n.a. n.a. n.a. 2 2 n.a. 
Spain n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. 
Slovenia 8 8 10 19 40 56 67 n.a. 
Slovakia 9 9 12 13 14 12 12 17 
Sweden n.a. n.a. n.a. 566 737 983 n.a. n.a. 
United Kingdom 601 284 397 453 1745 1144 1095 2240 

Memorandum countries: 
Japan 848 629 18 30 21 48 11 65 
Switzerland 255 465 746 481 1024 891 1032 1422 
USA 1242 534 1670 1233 1002 1082 1388 1638 

 

1/ Preliminary figure from Eurostat (2006). 

Sources:  Eurostat available at: http://epp.eurostat.ec.europa.eu/ and Eurostat (2006). 
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Table 3 
Russia: Stocks of Russian foreign direct investment in EU countries, 2001-2004  
(in millions of Euros) 

 2001 2002 2003 2004 

EU 25 3969 3932 4709 n.a. 
Austria 385 441 574 n.a. 
Cyprus n.a. 266 344 449 
Czech Republic 20 24 24 n.a. 
Denmark n.a. n.a. n.a. n.a. 
Estonia 49 50 80 n.a. 
Finland 306 307 338 366 
France 450 380 354 n.a. 
Germany 672 711 782 n.a. 
Greece 40 40 35 n.a. 
Hungary n.a. n.a. 74 n.a. 
Ireland  n.a. n.a. n.a. n.a. 
Italy 29 28 30 n.a. 
Latvia 135 132 143 234 
Lithuania 47 199 231 396 
Luxemburg n.a. n.a. n.a. n.a. 
Malta n.a. n.a. n.a. n.a. 
Netherlands 12 53 83 n.a. 
Norway n.a. n.a. n.a. n.a. 
Poland 1561 1319 972 445 
Portugal n.a. n.a. n.a. n.a. 
Spain n.a. n.a. n.a. n.a. 
Slovenia n.a. n.a. n.a. n.a. 
Slovakia 1 82 83 3 
Sweden n.a. n.a. n.a. n.a. 
United Kingdom n.a. n.a. n.a. n.a. 

Memorandum countries:  
Japan 48 43 40 39 
Switzerland n.a. n.a. n.a. n.a. 
USA 59 0 n.a. 242 

 
Eurostat does not publish the data of Denmark, Portugal, Sweden, United Kingdom, and Switzerland due to confidentiality. 

Source:  Eurostat available at: http://epp.eurostat.ec.europa.eu/. 
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Table 4 
Russia: Gross foreign investment flows to Russia by category, 1997-2005 
 

 Total Direct Portfolio Other (Loans) 

 Mln. USD Mln. USD % of total Mln.USD % of total Mln. USD % of total 

1997 12,295 5,333 43.3 681 5.5 6,281 51.0 

1998 11,773 3,361 28.5 191 1.6 8,221 69.8 

1999 9,560 4,260 44.5 31 0.3 5,269 55.1 

2000 10,958 4,429 40.4 145 1.3 6,384 58.3 

2001 14,258 3,980 27.9 451 1.3 9,827 68.9 

2002 n.a. n.a. n.a. n.a. n.a. n.a. n.a. 

2003 29,699 6,781 22.8 401 1.4 22,517 75.8 

2004 40,509 9,420 23.3 333 0.8 30,756 75.9 

2005 53,651 13,072 24.4 453 0.8 40,126 74.8 

Source:  The State Statistics Committee, Goskomstat (2006), Statistics on Foreign Investments, Moscow, available at: 
www.gks.ru. 

 
 
Table 5 
Russia: Gross foreign investment flows (direct and other investment) to Russia by main countries-investors, 
2005 
 

Country Share in percent 

Luxemburg 25.8 

Netherlands 16.6 

UK 16.0 

Cyprus 9.5 

Germany 5.6 

USA 2.9 

France 2.7 

Other 20.9 

Total 100.0 

Source:  The State Statistics Committee, Goskomstat (2006), Statistics on Foreign Investments, Moscow, available at: 
www.gks.ru. 
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Table 6 
Russia: Foreign investment stocks (direct and other investment) by country, June 2006 
 

Country Share in percent 

Cyprus 20.0 
Netherlands 17.2 
Luxemburg 15.1 
United Kingdom 10.7 
Germany 8.0 
USA 6.5 
Virgin Islands (UK) 2.4 
India 2.2 
France 1.9 
Switzerland 1.9 

Memorandum items:  
Total, in millions of US-Dollars 127988 
per capita 893 

Source:  The State Statistics Committee, Goskomstat (2006), Statistics on Foreign Investments, Moscow, available at: 
www.gks.ru. 
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Table 7 
Russia: Foreign investment (direct and other investment) by sector, 2005 
 

Sector Share in percent 

Agriculture, hunting, forestry 0.2 
Fishing, fish farms 0.0 
Mining and quarrying 11.2 
            mining and quarrying (energy-related) 9.6 
            mining and quarrying (not energy-related) 1.6 
Manufacturing 33.5 
            food, beverages, tobacco 2.2 
            textiles 0.0 
leather, footwear 0.0 
woods, wood products 1.0 
pulp, paper, publishing, printing 0.5 
coke, refined petroleum 15.1 
chemicals 2.7 
rubber and plastic 0.5 
other non-metallic products 1.1 
basic metals and metal products 6.4 
machinery and equipment 1.2 
electrical, electronic, optical equipment 0.3 
transport equipment 1.8 
Electricity, gas, water supply 0.6 
Construction 0.4 
Wholesale and retail trade 38.2 
Hotels and restaurants 0.1 
Transport and communication 7.2 
communication 6.1 
Financial activities 3.4 
Real estate, renting, business activities 4.9 
Public administration, defence, social security 0.0 
Education 0.0 
Health and social work 0.0 
Community, social, and personal activities 0.3 
Total 100.0 

Source:  The State Statistics Committee, Goskomstat (2006), Statistics on Foreign Investments, Moscow, available at: 
www.gks.ru. 
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Table 8 
Russia: Foreign investment (direct and other investment) by sector, 2005 
 

Country Share in percent 
Belarus 16.1 
Iran 15.5 
Cyprus 12.6 
Netherlands 12.1 
Liberia 6.3 
Moldova 4.8 
Armenia 3.6 
Virgin Islands 3.3 
USA 2.6 
Germany 2 

Others 33.2 

Total 100.0 

Source:  The State Statistics Committee, Goskomstat (2006), Statistics on Foreign Investments, Moscow, available at: 
www.gks.ru. 
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Table 9 
Corruption Perceptions Index, 2006 
 

Country 
Rank 

Country 2006 
CPI 

Score 

Country 
Rank 

Country 2006 
CPI 

Score 

Country 
Rank 

Country 2006 
CPI 

Score 

Country 
Rank 

Country 2006 
CPI 

Score 

1 Finland 9.6 41 Hungary 5.2 79 Moldova 3.2 121 Benin 2.5 
1 Iceland 9.6 42 Mauritius 5.1 79 Morocco 3.2 121 Gambia 2.5 

1 New Zealand 9.6 42 South Korea 5.1 79 
Trinidad and 
Tobago 3.2 121 Guyana 2.5 

4 Denmark 9.5 44 Malaysia 5.0 84 Algeria 3.1 121 Honduras 2.5 
5 Singapore 9.4 45 Italy 4.9 84 Madagascar 3.1 121 Nepal 2.5 
6 Sweden 9.2 46 Czech Republic 4.8 84 Mauritania 3.1 121 Phillipines 2.5 
7 Switzerland 9.1 46 Kuwait 4.8 84 Panama 3.1 121 Russia 2.5 
8 Norway 8.8 46 Lithuania 4.8 84 Romania 3.1 121 Rwanda 2.5 
9 Australia 8.7 49 Latvia 4.7 84 Sri Lanka 3.1 121 Swaziland 2.5 
9 Netherlands 8.7 49 Slovakia 4.7 90 Gabon 3.0 130 Azerbaijan 2.4 
11 Austria 8.6 51 South Africa 4.6 90 Serbia 3.0 130 Burundi 2.4 

11 Luxembourg 8.6 51 Tunisia 4.6 90 Suriname 3.0 130 
Central African 
Republic 2.4 

11 United Kingdom 8.6 53 Dominica 4.5 93 Argentina 2.9 130 Ethiopia 2.4 
14 Canada 8.5 54 Greece 4.4 93 Armenia 2.9 130 Indonesia 2.4 

15 Hong Kong 8.3 55 Costa Rica 4.1 93 
Bosnia and 
Herzgegovina 2.9 130 

Papua New 
Guinea 2.4 

16 Germany 8.0 55 Namibia 4.1 93 Eritrea 2.9 130 Togo 2.4 
17 Japan 7.6 57 Bulgaria 4.0 93 Syria 2.9 130 Zimbabwe 2.4 
18 France 7.4 57 El Salvador 4.0 93 Tanzania 2.9 138 Cameroon 2.3 

18 Ireland 7.4 59 Colombia 3.9 99 
Dominican 
Republic 2.8 138 Ecuador 2.3 

20 Belgium 7.3 60 Turkey 3.8 99 Georgia 2.8 138 Niger 2.3 
20 Chile 7.3 61 Jamaica 3.7 99 Mali 2.8 138 Venezuela 2.3 
20 USA 7.3 61 Poland 3.7 99 Mongolia 2.8 142 Angola 2.2 
23 Spain 6.8 63 Lebanon 3.6 99 Mozambique 2.8 142 Congo, Republic2.2 
24 Barbados 6.7 63 Seychelles 3.6 99 Ukraine 2.8 142 Kenya 2.2 
24 Estonia 6.7 63 Thailand 3.6 105 Bolivia 2.7 142 Kyrgyzstan 2.2 
26 Macao 6.6 66 Belize 3.5 105 Iran 2.7 142 Nigeria 2.2 
26 Portugal 6.6 66 Cuba 3.5 105 Libya 2.7 142 Pakistan 2.2 
28 Malta 6.4 66 Grenada 3.5 105 Macedonia 2.7 142 Sierra Leone 2.2 
28 Slovenia 6.4 69 Croatia 3.4 105 Malawi 2.7 142 Tajikistan 2.2 
28 Uruguay 6.4 70 Brazil 3.3 105 Uganda 2.7 142 Turkmenistan 2.2 

31 
United Arab 
Emirates 6.2 70 China 3.3 111 Albania 2.6 151 Belarus 2.1 

32 Bhutan 6.0 70 Egypt 3.3 111 Guatemala 2.6 151 Cambodia 2.1 
32 Qatar 6.0 70 Ghana 3.3 111 Kazakhstan 2.6 151 Côte d´Ivoire 2.1 

34 Israel 5.9 70 India 3.3 111 Laos 2.6 151 
Equatorial Gui-
nea 2.1 

34 Taiwan 5.9 70 Mexico 3.3 111 Nicaragua 2.6 151 Uzbekistan 2.1 
36 Bahrain 5.7 70 Peru 3.3 111 Paraguay 2.6 156 Bangladesh 2.0 
37 Botswana 5.6 70 Saudi Arabia 3.3 111 Timor-Leste 2.6 156 Chad 2.0 

37 Cyprus 5.6 70 Senegal 3.3 111 Viet Nam 2.6 156 
Congo, Democ-
ratic Republic 2.0 

39 Oman 5.4 79 Burkina Faso 3.2 111 Yemen 2.6 156 Sudan 2.0 
40 Jordan 5.3 79 Lesotho 3.2 111 Zambia 2.6 160 Guinea 1.9 

         160 Iraq 1.9 
         160 Myanmar 1.9 
         163 Haiti 1.8 

 
Source:  http://www.transparency.org/news_room/in_focus/cpi_2006/cpi_table 
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Table 10 
Corruption Perceptions Index, 2005 
 

Country 
Rank 

Country 2006 
CPI 

Score 

Country 
Rank 

Country 2006 
CPI 

Score 

Country 
Rank 

Country 2006 
CPI 

Score 

Country 
Rank 

Country 2006 
CPI 

Score 

1 Iceland 9.7 40 Italy 5.0 78 Senegal 3.2 117 Guatemala 2.5 

2 Finland 9.6 40 South Korea 5.0 78 Sri Lanka 3.2 117 Guyana 2.5 

2 New Zealand 9.6 43 Tunisia 4.9 78 Suriname 3.2 117 Libya 2.5 

4 Denmark 9.5 44 Lithuania 4.8 83 Lebanon 3.1 117 Nepal 2.5 

5 Singapore 9.4 45 Kuwait 4.7 83 Rwanda 3.1 117 Philippines 2.5 

6 Sweden 9.2 46 South Africa 4.5 85 
Dominican 
Republic 3.0 117 Uganda 2.5 

7 Switzerland 9.1 47 Czech Republic 4.3 85 Mongolia 3.0 126 Albania 2.4 

8 Norway 8.9 47 Greece 4.3 85 Romania 3.0 126 Niger 2.4 

9 Australia 8.8 47 Namibia 4.3 88 Armenia 2.9 126 Russia 2.4 

10 Austria 8.7 47 Slovakia 4.3 88 Benin 2.9 126 Sierra Leone 2.4 

11 Netherlands 8.6 51 Costa Rica 4.2 88 
Bosnia and 
Herzegovina 2.9 130 Burundi 2.3 

11 
United  
Kingdom 8.6 51 El Salvador 4.2 88 Gabon 2.9 130 Cambodia 2.3 

13 Luxembourg 8.5 51 Latvia 4.2 88 India 2.9 130 
Congo, Republic 
of 2.3 

14 Canada 8.4 51 Mauritius 4.2 88 Iran 2.9 130 Georgia 2.3 

15 Hong Kong 8.3 55 Bulgaria 4.0 88 Mali 2.9 130 Kyrgyzstan 2.3 

16 Germany 8.2 55 Colombia 4.0 88 Moldova 2.9 130 
Papua New 
Guinea 2.3 

17 USA 7.6 55 Fiji 4.0 88 Tanzania 2.9 130 Venezuela 2.3 

18 France 7.5 55 Seychelles 4.0 97 Algeria 2.8 137 Azerbaijan 2.2 

19 Belgium 7.4 59 Cuba 3.8 97 Argentina 2.8 137 Cameroon 2.2 

19 Ireland 7.4 59 Thailand 3,8 97 Madagascar 2.8 137 Ethiopia 2.2 

21 Chile 7.3 59 
Trinidad and 
Tobago 3,8 97 Malawi 2.8 137 Indonesia 2.2 

21 Japan 7.3 62 Belize 3.7 97 Mozambique 2.8 137 Iraq 2.2 

23 Spain 7.0 62 Brazil 3,7 97 
Serbia and Mon-
tenegro 2.8 137 Liberia 2.2 

24 Barbados 6.9 64 Jamaica 3.6 103 Gambia 2.7 137 Uzbekistan 2.2 

25 Malta 6.6 65 Ghana 3.5 103 Macedonia 2.7 144 
Congo, Democ-
ratic Republic 2.1 

26 Portugal 6.5 65 Mexico 3.5 103 Swaziland 2.7 144 Kenya 2.1 

27 Estonia 6.4 65 Panama 3.5 103 Yemen 2.7 144 Pakistan 2.1 

28 Israel 6.3 65 Peru 3.5 107 Belarus 2.6 144 Paraguay 2.1 

28 Oman 6.3 65 Turkey 3.5 107 Eritrea 2.6 144 Somalia 2.1 

30 
United Arab 
Emirates 6.2 70 Burkina Faso 3.4 107 Honduras 2.6 144 Sudan 2.1 

31 Slovenia 6.1 70 Croatia 3.4 107 Kazakhstan 2.6 144 Tajikistan 2.1 

32 Botswana 5.9 70 Egypt 3.4 107 Nicaragua 2.6 151 Angola 2.0 

32 Qatar 5.9 70 Lesotho 3.4 107 Palestine 2.6 152 Cote d'Ivoire 1.9 

32 Taiwan 5.9 70 Poland 3.4 107 Ukraine 2.6 152 
Equatorial Gui-
nea 1.9 

32 Uruguay 5.9 70 Saudi Arabia 3.4 107 Vietnam 2.6 152 Nigeria 1.9 

36 Bahrain 5.8 70 Syria 3.4 107 Zambia 2.6 155 Haiti 1.8 

37 Cyprus 5.7 77 Laos 3.3 107 Zimbabwe 2.6 155 Myanmar 1.8 

37 Jordan 5.7 78 China 3.2 117 Afghanistan 2.5 155 Turkmenistan 1.8 

39 Malaysia 5.1 78 Morocco 3.2 117 Bolivia 2.5 158 Bangladesh 1.7 

40 Hungary 5.0    117 Ecuador 2.5 158 Chad 1.7 

 
Source: http://www.transparency.org/policy_research/surveys_indices/cpi/2005 
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Table 11 
Corruption Perceptions Index, 2004 
 

Country 
Rank 

Country 2006 
CPI 

Score 

Country 
Rank 

Country 2006 
CPI 

Score 

Country 
Rank 

Country 2006 
CPI 

Score 

Country 
Rank 

Country 2006 
CPI 

Score 

1 Finland 9,7 39 Tunisia 5,0 77 Morocco 3,2 114 Venezuela 2,3 

2 New Zealand 9,6 41 Costa Rica 4,9 77 Turkey 3,2 114 Zimbabwe 2,3 

3 Denmark 9,5 42 Hungary 4,8 82 Armenia 3,1 122 Bolivia 2,2 

3 Iceland 9,5 42 Italy 4,8 82 
Bosnia and 
Herzegovina 3,1 122 Guatemala 2,2 

5 Singapore 9,3 44 Kuwait 4,6 82 Madagascar 3,1 122 Kazakhstan 2,2 

6 Sweden 9,2 44 Lithuania 4,6 85 Mongolia 3,0 122 Kyrgyzstan 2,2 

7 Switzerland 9,1 44 South Africa 4,6 85 Senegal 3,0 122 Niger 2,2 

8 Norway 8,9 47 South Korea 4,5 87 
Dominican 
Republic 2,9 122 Sudan 2,2 

9 Australia 8,8 48 Seychelles 4,4 87 Iran 2,9 122 Ukraine 2,2 

10 Netherlands 8,7 49 Greece 4,3 87 Romania 2,9 129 Cameroon 2,1 

11 United Kingdom 8,6 49 Suriname 4,3 90 Gambia 2,8 129 Iraq 2,1 

12 Canada 8,5 51 Czech Republic 4,2 90 India 2,8 129 Kenya 2,1 

13 Austria 8,4 51 El Salvador 4,2 90 Malawi 2,8 129 Pakistan 2,1 

13 Luxembourg 8,4 51 
Trinidad and 
Tobago 4,2 90 Mozambique 2,8 133 Angola 2,0 

15 Germany 8,2 54 Bulgaria 4,1 90 Nepal 2,8 133 
Congo, Democ-
ratic Republic 2,0 

16 Hong Kong 8,0 54 Mauritius 4,1 90 Russia 2,8 133 Cote d´Ivoire 2,0 

17 Belgium 7,5 54 Namibia 4,1 90 Tanzania 2,8 133 Georgia 2,0 

17 Ireland 7,5 57 Latvia 4,0 97 Algeria 2,7 133 Indonesia 2,0 

17 USA 7,5 57 Slovakia 4,0 97 Lebanon 2,7 133 Tajikistan 2,0 

20 Chile 7,4 59 Brazil 3,9 97 Macedonia 2,7 133 Turkmenistan 2,0 

21 Barbados 7,3 60 Belize 3,8 97 Nicaragua 2,7 140 Azerbaijan 1,9 

22 France 7,1 60 Colombia 3,8 97 
Serbia and  
Montenegro 2,7 140 Paraguay 1,9 

22 Spain 7,1 62 Cuba 3,7 102 Eritrea 2,6 142 Chad 1,7 

24 Japan 6,9 62 Panama 3,7 102 
Papua New 
Guinea 2,6 142 Myanmar 1,7 

25 Malta 6,8 64 Ghana 3,6 102 Philippines 2,6 144 Nigeria 1,6 

26 Israel 6,4 64 Mexico 3,6 102 Uganda 2,6 145 Bangladesh 1,5 

27 Portugal 6,3 64 Thailand 3,6 102 Vietnam 2,6 145 Haiti 1,5 

28 Uruguay 6,2 67 Croatia 3,5 102 Zambia 2,6    

29 Oman 6,1 67 Peru 3,5 108 Albania 2,5    

29 
United Arab 
Emirates 6,1 67 Poland 3,5 108 Argentina 2,5    

31 Botswana 6,0 67 Sri Lanka 3,5 108 Libya 2,5    

31 Estonia 6,0 71 China 3,4 108 
Palestinian 
Authority 2,5    

31 Slovenia 6,0 71 Saudi Arabia 3,4 112 Ecuador 2,4    

34 Bahrain 5,8 71 Syria 3,4 112 Yemen 2,4    

35 Taiwan 5,6 74 Belarus 3,3 114 
Congo,  
Republic of 2,3    

36 Cyprus 5,4 74 Gabon 3,3 114 Ethiopia 2,3    

37 Jordan 5,3 74 Jamaica 3,3 114 Honduras 2,3    

38 Qatar 5,2 77 Benin 3,2 114 Moldova 2,3    

39 Malaysia 5,0 77 Egypt 3,2 114 Sierra Leone 2,3    

   77 Mali 3,2 114 Uzbekistan 2,3    

Source: http://www.transparency.org/policy_research/surveys_indices/cpi/2004 
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Table 12 
TI Bribe Payers Index 2006: the rankings 
 

Rank Country/ territory Average score 
(0-10) 

Percentage of 
global exports 

(2005) 

Ratification of 
OECD conventi-

on 

Ratification of 
UNCAC 

1 Switzerland 7.81 1.20 X  

2 Sweden 7.62 1.30 X  

3 Australia 7.59 1.00 X X 

4 Austria 7.50 0.50 X X 

5 Canada 7.46 3.50 X  

6 UK 7.39 3.60 X X 

7 Gemany 7.34 9.50 X  

8 Netherlands 7.28 3.40 X  

9 Belgium 7.22 3.30 X  

 US 7.22 8.90 X  

11 Japan 7.10 5.80 X  

12 Singapore 6.78 2.20   

13 Spain 6.63 1.90 X X 

14 UAE 6.62 1.10   

15 France 6.50 4.30 X X 

16 Portugal 6.47 0.30 X  

17 Mexico 6.45 2.10 X X 

18 Hong Kong 6.01 2.80  X* 

 Israel 6.01 0.40   

20 Italy 5.94 3.60 X  

21 South Korea 5.83 2.80 X  

22 Saudi Arabia 5.75 1.80   

23 Brazil 5.65 1.20 X X 

24 South Africa 5.61 0.50  X 

25 Malaysia 5.59 1.40   

26 Taiwan 5.41 1.90  ** 

27 Turkey 5.23 0.70 X  

28 Russia 5.16 2.40  X 

29 China 4.94 5.50  X 

30 India 4.62 0.90   

*   = Hong Kong is a territory of China and covered under UNCAC. 

** = Taiwan is not a UN member. 

Source:  IMF, international finance statistics, 2005 

 
 
 
 
 
 
 
 
 
 



61 

 
 




