


EXPO/B/AFET/FWC/2009-01/LOT1/37 May/ 2012 

PE 433.698 EN 

 

DIRECTORATE-GENERAL FOR EXTERNAL POLICIES OF THE UNION 

DIRECTORATE B 

POLICY DEPARTMENT 

STUDY  

THE POLITICAL AND SOCIAL DEVELOPMENTS IN RUSSIA 
IN 2012 AS A CONSEQUENCE OF ITS NEW ROLE ON THE 

GLOBAL STAGE 

Abstract 

After 18 years of negotiations, Russia is in the process of joining the WTO and is seeking 
membership of the OECD. On 1 July 2012 it will take over the chairmanship of the G20 for 
a year. 

Russian policies, institutional developments and government and corporate conduct will 
continue to be influenced mainly by domestic events. Of all external influences, the 
world oil price will remain the most significant.  

There is unlikely to be much change in Russian foreign policy. Russia has made the 
Customs Union (CU) with Kazakhstan and Belarus a political priority. As regards a 
possible free trade area (FTA) between the EU and Russia, most EU officials doubt this 
could be a serious agenda item for the foreseeable future 

Accession to the WTO should assist, at the margin, in promoting transparency and 
openness to foreign investment, and hence competition in the Russian economy. The 
direct, medium-term consequences of WTO accession on the Russian economy, and 
therefore on employment, Russian households and the regions are likely to be modest.  
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Executive Summary 

 With Vladimir Putin back in the Kremlin for six more years it is likely that the world will see a more 
assertive Russia on the international stage. After 17 years of negotiations, Russia is in the process 
of joining the WTO and is seeking membership of the OECD. On 1 July 2012 it will take over the 
chairmanship of the G20 for a year. 

 Russian policies, institutional developments and government and corporate conduct will 
continue to be influenced mainly by domestic events. Of all external influences, the world oil 
price will remain the most significant.  

 Putin made a large number of promises to important constituencies during the election 
campaign. It will be hard for Putin to back down from these promises but the state budget is 
vulnerable. Unless the oil price remains well above $100/barrel there will be a gaping hole in state 
finances. A sustained fall in the oil price would require either cuts in spending, which could lead 
to further instability, or a resort to more borrowing, which could prove costly and difficult, despite 
the low starting level of Russian sovereign debt.  

 There is unlikely to be much change in Russian foreign policy. Putin has shown himself to be a 
pragmatic nationalist. He has few friends in Europe and seems not to care much for the EU 
despite it being Russia’s largest export market. 

 Whilst the Russian economy is growing, its growth is modest by pre-crisis standards. The 
investment climate remains poor. Putin has repeatedly exhorted European companies to invest 
more in Russia. But the absence of the rule of law and the pervasive corruption are two major 
factors inhibiting investors. Russia’s accession to the WTO will not a priori improve democracy 
and the rule of law. But the practice of operating and implementing an international rules-based 
trading system should have a positive impact on the legal system. The Russian government is 
taking the letter of its WTO commitments seriously. The main issue will be implementation. 
Delays and evasions in implementing WTO commitments will need to be closely monitored by 
the WTO and other stakeholders, including the EU institutions and Member States. European 
business should also monitor changes and implementation of WTO commitments with a view to 
seeking new opportunities. 

 Putin is acutely aware of the need for modernisation in Russia but he is also aware that 
modernisation could endanger his power base. The power of oligarchs will remain strong so long 
as they do not interfere in politics. The lesson of Mikhail Khodorkovsky remains potent. As Russia 
has no rule of law, no independent judiciary and a corrupt police force one cannot expect a 
general crackdown on organised crime and the black economy.  

 At present, intellectual property rights (IPR) are not well protected in Russia. What is not clear is 
whether stricter enforcement will be maintained after accession. So far as the business climate is 
concerned, there is certainly room for improvement. Various international comparisons show the 
business environment in Russia to be unusually difficult for what is, in World Bank terms, an 
upper-middle-income country.  

 Accession to the WTO should assist, at the margin, in promoting transparency and openness to 
foreign investment, and hence competition in the Russian economy. But so long as the political 
elite are untrammelled in their economic intervention by an independent judiciary, such progress 
will be limited.  
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 Russia has made the Customs Union (CU) with Kazakhstan and Belarus a political priority. The 
WTO accession agreement provided for WTO tariff and customs commitments to apply to all 
members of the CU. It is doubtful whether WTO accession will make any difference to the 
struggle over the rules of the game in EU-Russia gas trade. There has been little progress in the 
PCA negotiations and in the Partnership for Modernisation. Russia hopes it may join the OECD in 
2013. As regards a possible FTA between the EU and Russia most EU officials doubt this could be 
a serious agenda item for the foreseeable future. Overall the role of the BRICS will not be changed 
by Russia joining the WTO.  

 The direct, medium-term consequences of WTO accession on the Russian economy, and 
therefore on employment, Russian households and the regions are likely to be modest.  

 The EU, including the European Parliament, has welcomed the conclusion of the negotiations 
regarding Russia’s accession to the WTO. The EU institutions (EEAS, Commission, Parliament, 
Council) and Member States should maintain pressure on Russia to ensure full implementation of 
Russia’s WTO commitments. The EU may be able to exert some influence on Russian 
implementation of WTO commitments by stressing the importance of such implementation as an 
indicator of Russia’s readiness for OECD membership.  Some leverage may also be afforded by 
negotiations over a Russia-EU FTA; this, however, is a longer-term prospect.  
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Introduction 

With Vladimir Putin back in the Kremlin for six more years it is likely that the world will see a more 
assertive Russia on the international stage. After 17 years of negotiations, Russia is in the process of 
joining the WTO and is seeking membership of the OECD. On 1 July 2012 it will take over the 
chairmanship of the G20 for a year. Russia will host the winter Olympics in Sochi in 2014 and the soccer 
World Cup in 2018, two projects closely identified with Putin. These developments are all of some 
importance. In considering their consequences for Russia, however, it should be borne in mind that 
Russian policies, institutional developments and government and corporate conduct will continue to be 
influenced mainly by domestic events. Of all external influences, the world oil price will remain the most 
significant. To put the influence of the WTO in perspective, it is worth looking at the list of present 
members. It includes Albania, Angola and Kyrgyzstan. 

What will Putin do with his victory and how long can he continue to rule in the face of rising disaffection 
among important segments of Russian society?  There were allegations of fraud after the Duma 
elections in December and the presidential elections in March. Tens of thousands marched in protest 
against the ballot-rigging, which brought a mixed response from the Kremlin. The demands for fresh 
elections were ignored but Medvedev promised that in future the regional governors would be elected 
(something Putin abolished in 2004).  

There are some who speculate that Putin could turn into a genuine reformer but there is little in his 
background to suggest this is likely, apart from a brief period of reforms in 2000-03, before the state’s 
attack on the Yukos oil company. In recent weeks, Putin has sought to portray the demonstrators as 
agents of foreign powers. Putin’s support base consists mainly of those working for the state and who 
have a stake in preserving the current system. He believes this base is sufficient for him to ignore the 
increasingly politicised and independent-minded citizens of big cities. But history demonstrates that 
any ruler who loses Moscow and St Petersburg is in danger of losing the country. Meanwhile the 
opposition will have to start organising itself into political parties if it is serious about changing the 
country. This will be a key element in the future of the Russian political system. 

Putin also made a large number of promises to important constituencies during the election campaign 
– the police, the military, teachers and doctors were all to get substantial pay rises. In total, his election 
promises could cost the budget about 5-8% of GDP (in total, not per annum) to 2018. The respected 
finance minister, Aleksei Kudrin, was dismissed last year after complaining that public spending was 
becoming unsustainable. Since leaving office, he has recommended that a cap be put on the ‘non-oil-
and-gas deficit’ in the federal budget (the deficit that would exist in the absence of oil and gas 
revenues). The advantage of this would be that spending would automatically be cut if the oil price fell 
below a certain level. No such safeguard is in place at present.  

It will be hard for Putin to back down from these promises but the state budget faces serious down-side 
risks. Unless the oil price remains well above $100/barrel there will be a gaping hole in state finances. 
(Current budget plans through 2014 assume oil prices of around $100/b, with small and sustainable 
budget deficits.) On present arrangements a sustained fall in the oil price would require either cuts in 
spending, which could lead to further instability, or a resort to more borrowing, which could prove 
costly and difficult, despite the low starting level of Russian sovereign debt.  

There is unlikely to be much change in Russian foreign policy. Putin has shown himself to be a 
pragmatic nationalist. He will not automatically support Western policies on Syria or Iran but will not 
push Russia into total isolation. He has few friends in Europe and seems not to care much for the EU. EU-
Russia summits under Putin were always strained affairs compared to those with the more emollient 
Medvedev. Yet the EU is Russia’s main market taking over half of Russia’s exports and providing the bulk 
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of FDI in Russia. In 2011 the total volume of trade between the EU and Russia was about €280 billion, 
making Russia the EU’s third biggest trade partner.  Growing interdependence in economic terms is not 
due to energy only; impressive growth has also been recorded in services. But the investment climate 
remains poor. Putin has repeatedly exhorted European companies to invest more in Russia. But the 
absence of the rule of law and the pervasive corruption are just two factors inhibiting investors. 

Russia was severely affected by the 2008 global crisis. Since then it has recovered and its latest 
economic performance has been solid, though aided by favourable oil prices. The potential benefit of 
WTO accession is clear. It can be a tool for economic development as it can influence a wide range of 
policies and institutions, including tariff policy, customs administration, rules for using safety standards 
on goods in a non-protective manner, rights of market access and national treatment for foreign 
providers of services, rules for the treatment of foreign investors, constraints on trade-distorting 
agricultural subsidies, intellectual property, rules requiring transparency in the foreign trade regime and 
government procurement. 1 However, realisation of the potential benefit depends on how domestic 
policy-makers utilise this tool. 

                                                               
1 World Bank, Russia Economic Report, Number 27, April 2012 
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1. THE IMPACT ON INTERNAL REGULATIONS: DEMOCRACY AND RULE 
OF LAW 

According to the latest assessment report of the Partnership for Modernisation (December 2011) both 
Brussels and Moscow consider that WTO accession will give a boost to Russia’s modernisation efforts. 
The report noted that a new EU-Russia trade and investment dialogue met twice in the second half of 
2011 and work has started in the areas of risk management and legislative convergence. Russia’s 
accession to the WTO will not a priori improve democracy and the rule of law. But the practice of 
operating and implementing an international rules-based trading system should have a gradual effect 
on the legal system. The EU has funded a modest project with the Council of Europe to support the 
setting up in Russia of an appeal system for criminal and civil court cases. Another joint project financed 
by the EU on the modernisation of the judiciary and the efficiency of the judicial system has recently 
been completed. A first joint seminar on anti-corruption took place in December 2011. 

Russia’s WTO commitments are reflected in its Protocol of Accession to the WTO Agreement which lists 
its market access commitments for specific goods and services as well as its horizontal commitments.  
The key elements of the accession package are: 

 Import Tariffs. As of the date of accession, Russia will apply all import duties at a level not 
exceeding that agreed in the Schedule attached to the Protocol of Accession. While Russia will 
benefit from a transition period for certain products, some of the tariff reductions will occur upon 
accession, namely with regard to the so- called anti-crisis tariffs that significantly exceed agreed 
tariff bindings. Russia’s overall bound tariff rate on industrial and consumer products will average 
around 8 per cent. Importantly, Russia’s WTO commitments will apply within the Customs Union 
of Russia, Belarus and Kazakhstan (see below). Almost  40% (by number) of Russian tariff lines will 
conform to agreed ceilings (‘bound’ rates) on accession; a further 40% within three years, and 
there are longer adjustment periods (e.g., seven years for aircraft) for some particularly sensitive 
products. 

 Export Tariffs. Russia will enter into specific commitments with regard to the level and the mode 
of application of its export duties. Export duties for steel scrap and copper cathodes will be 
gradually reduced. A planned rise in export duties on round timber (potentially damaging for the 
Finnish timber industry in particular) has been abandoned and the existing level is to be reduced.  

 Services. Russia has undertaken a number of important commitments on services. In the banking 
area, Russia will preserve most of its existing market-access measures and will somewhat 
liberalise treatment of foreign banks, insurance companies and telecoms companies operating in 
Russia. The scale and significance of these agreements are discussed in sub-section 3.1 below. In 
the insurance area, it will allow 100 per cent foreign ownership of non-life insurance issuers and 
will gradually phase-out limits on the number of life insurance licenses granted to foreign firms. 
Russia will open its telecommunications services market and will allow foreign 
telecommunications companies to operate as 100 per cent foreign-owned enterprises.  

 State-trading Enterprises. Russia will notify Gazprom as a State-trading enterprise in accordance 
with Article XVII of the GATT (1994). Domestic gas supplies to industrial users will be made at 
prices that not only cover the cost of production of gas, but also bring a profit. These issues are 
already partly covered in the regular EU-Russia energy dialogue. 

 Border Policies Affecting Trade in Goods. Russia will eliminate quantitative restrictions on imports, 
or other restrictions having equivalent effect. In its customs valuation practice, Russia will follow 
the provisions of the WTO Customs Valuation Agreement—particularly in terms of: the methods 
that should be followed to set the customs value; acceptance as a principle of transfer prices 
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between affiliated parties; and elimination of the current practices of using minimum values, 
reference prices or fixed valuation schedules to establish the customs value of imports. The World 
Customs Authority will monitor these changes as will economic operators in EU Member States. 

 Internal Policies Affecting Foreign Trade in Goods. Russia will abandon any subsidies aimed at the 
exportation of goods. ‘Trade-distorting’ agricultural subsidies will be bound up to a certain level, 
while any other subsidies will need to apply in a way that does not cause serious prejudice to 
imports. Under its accession terms, Russia will specify any goods for which price controls are in 
place and will not apply those for purposes of affording protection to domestic industries. 

 Technical Barriers to Trade. Upon accession, Russia will have to follow the WTO Agreement on 
Technical Barriers to Trade that ensures that regulations, standards, testing and certification 
procedures do not create unnecessary obstacles to trade. Russia will apply a non-discrimination 
and a national treatment regime with regard to technical regulations and under certain 
conditions harmonize technical regulations and conformity assessment procedures with relevant 
international standards. 

 Sanitary and Phytosanitary (SPS) Measures. Following WTO accession, Russia will be required to 
fully implement the WTO SPS Agreement. SPS requirements will be harmonized with 
international standards and implemented with respect to imported products in the same way as 
applied to domestic products. Going forward, Russia cannot apply measures that are not based 
on international standards without providing a scientifically based explanation of the measures. 
Under certain circumstances, Russia will accept sanitary and phytosanitary measures of other 
WTO members, even when they are different than its domestic requirements. 

 Transparency. Membership in the WTO will bring much greater transparency to Russia’s trade 
regime. The WTO Agreements will require Russia to provide notifications to Members, publish 
information for traders, comply with time limits, and adopt measure that will bring greater 
predictability to Russia’s trade regime. In addition, Russia will be subject to periodic “trade policy 
reviews”—comprehensive assessments of Russia’s trade and investment regime during which 
WTO members have an opportunity to raise concerns and seek answers to questions from Russia 
regarding the implementation of WTO agreements.  

 Implementation. On the surface the Russian government is taking the letter of its WTO 
commitments seriously. The main issue will be implementation of the spirit of those 
commitments. 

On 9 February Prime Minister Putin instructed government officials to consider how to ‘protect the 
economy in conditions of WTO membership.’  Deputy Minister of Economic Development Andrei 
Klepach explained on 20 February that this work was under way and that attention was focused 
particularly on agriculture, farm machinery, clothing, textiles and aerospace (RIA Novosti, 20 February 
2012). He made it clear (though he did not say this in so many words) that in at least some cases new 
forms of protection would be sought that did not conflict with WTO obligations. This is not exactly 
encouraging, but Russia would not be alone among WTO members in seeking to finesse its WTO 
commitments. The good news is that the commitments are being taken seriously, and steps are being 
taken to meet them. 

In the case of agriculture, much of the negotiating effort went into agreeing a ceiling for the dollar value 
of Russia’s trade-distorting farm subsidies. But Russia has also used its phyto-sanitary food safety 
regulations in rather elastic ways in the past, e.g., to protect domestic poultry farming against chicken-
leg imports from the US, banning milk products from the Baltic States, cheese from Romania and 
Ukraine, and wine from Georgia to make political points. This sort of action is supposed to be 
constrained when Russia joins the WTO by having phyto-sanitary regulations that conform in rationale 
and transparency with WTO norms, as noted above. The recent ban on imports of live animals from the 
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EU, without any supporting scientific evidence, demonstrates that there are strong protectionist forces 
in Russia. In this case it was apparent that Russian pig farmers could suffer from EU competition and 
hence the sudden ban. Despite protests at the political (Barroso, de Gucht, Dali) and the technical level 
(DG Trade, DG Sanco) there has been no change in the Russia attitude. If Russia had been a member of 
the WTO then the EU could have resorted to the dispute settlement mechanism (DSM). 

This is an area where regulation in practice may continue to lag, despite WTO commitments.  Informal 
nudges and winks from the Russian authorities will no doubt find trade regulators still inclined to 
display their obedience to Moscow, despite new obligations to Geneva.  There is also the problem of 
sheer bureaucratic incompetence and inertia – in the regulation of farm trade and in other areas. 
Reportedly, part of the extreme delay in the accession process was due to the sluggishness with which 
the Russian state machine implemented agreed commitments to re-draft detailed regulations. This 
sluggishness and lack of responsiveness is likely to continue. 

However, trade partners will have more influence once Russia is within the WTO. Already Ukraine has 
announced that if the current Russian restrictions on imports of Ukrainian cheese are still in force when 
Russia accedes, it will take these restrictions to the WTO’s internal disputes mechanism. This will be a 
new source of pressure on Russian trade regulators.  WTO disputes arrangements are notoriously long-
drawn-out, and can be inconclusive, but they will exert a pressure for improved regulation that has not 
been there before. It should be noted, however, that this is a limited weapon.  Taking a case to the DSM 
is highly labour intensive and requires weeks of careful preparation. This is why the EU only takes about 
three cases each year to the DSM. 

In aerospace, reportedly, WTO-avoiding methods of protection might take the form of subsidies to 
aircraft leasing by Russian airlines, with (presumably) an implicit condition: lease Russian.  Any such 
arrangement is likely to be challenged by competitors, if the interminable Europe-US WTO disputes 
about state support for Airbus and Boeing are anything to go by. In the Russian case, the fact that the 
state controls aircraft production via the United Aircraft-building Corporation will not help 
transparency. 

Underlying the issue of effectiveness in regulation and policy-making is an awkward fact: the number of 
competent officials in the state machine is rather small. Even if we leave the topic of corruption to one 
side, this matters. A small stage army of bright and capable officials moves around from problem area to 
problem area, drafting and negotiating to solve one difficulty after another. But they cannot be 
everywhere they are needed at any one time.  

Outside the Ministry of Economic Development the level of commitment to implementing WTO rules is 
likely to vary. Much will depend on who heads the Ministry of Economic Development. There is no need 
for new regulators. The commitments on tariff reductions offer a clear timetable on which to judge one 
major field of implementation.  

Already there are concerns about Russia implementing its commitments to end payments for EU 
airlines overflying Siberia; and Russia has also come out against EU proposals for an ETS charge for 
airlines flying to the EU. 

Monitoring of Russia’s WTO commitments will be done by various bodies. First, there are the regular 
WTO Trade Policy Reviews which are carried out by the international staff of the WTO. The number of 
cases brought to the dispute settlement mechanism is one factor covered in these reviews. It should be 
noted, however, that most cases are against the major players – the US, the EU and China. Second, there 
are numerous EU-Russia technical dialogues on phyto-sanitary regulations, trade barriers, customs, 
energy, etc where potential WTO violations may be raised. Third, there is the annual trade review by DG 
Trade which could highlight any lack of implementation of commitments by Russia and other partners. 
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Four, one can expect that Business Europe and the Association of European Businesses in Russia will 
monitor specific sectors. 

Should it be deemed necessary such violations may be placed on the agenda of the six-monthly EU-
Russia summits. Trade issues such as the Russian ban on Polish meat exports have often been on past 
agendas. 

The European Parliament through its various committees and delegations will also be involved, not 
least through its additional powers under the Lisbon Treaty. The Parliament receives all documents that 
are sent to the Council and its trade committee. The Parliament is currently set to approve four bilateral 
agreements with Russia in connection with WTO accession. These cover the export of car parts, raw 
materials, quotas and lower tariffs on EU timber exports and the services sector. 

1.1 Consequences for Medvedev's modernisation programme 

The modernisation programme that Medvedev launched in 2009, with lukewarm support from Putin, 
entailed, on paper, a radical overhaul of the political, economic, social and judicial systems. Medvedev 
warned that Russia would slide into third world status if it failed to modernise. Above all he emphasised 
the importance of the rule of law and fighting corruption, a cancer in Russian society. He foresaw a role 
for civil society and a free media and he also tasked the foreign ministry to consider modernisation 
alliances with selected EU member states and the US. The main sectoral priorities were biomedicine, 
space and information technologies, as well as energy and telecommunications. Medvedev will leave 
office with little achievement to his name with regard to a genuine modernisation programme.  

Putin is acutely aware of the need for modernisation in Russia but he finds himself in a dilemma. If he 
embarks on a full-scale modernisation programme as outlined by Medvedev in 2009 then he risks 
upsetting his power base and even losing power. But if he does not modernise then Russia faces a 
lengthy period of stagnation which could well lead to social instability and widespread protests. Much 
will depend on the oil price. If it remains above $100 (approximately the level required to manage the 
budget with only a small deficit over the next few years) then it is likely that Putin will play for time, 
talking about modernisation but doing little in reality. If it falls significantly below $100 then Putin will 
be in serious trouble as he will be unable to meet the promises made in the election campaign without 
increasing Russian borrowing substantially. Despite the fact that Russian state debt, foreign and 
domestic together, amounted to only 11% of GDP at end-2011, market perceptions of Russia’s 
vulnerability are such that a large increase in borrowing in a short period of time will be difficult to 
secure.  

Modernisation and diversification of the economy will remain on the Russian policy agenda, but not 
necessarily with the ‘Medvedev programme’ still attached as a label. ‘Modernisation’ is one of Russia’s 
oldest aspirations. Policies intended to boost the rate of introduction of new products and processes 
and raise Russia’s level of labour productivity (currently about 43% of that of Germany)2, will continue in 
some shape or form, whatever becomes of Medvedev’s political career. 

Many, perhaps most, Russians will also continue to be sceptical. One verdict is that of the journalist 
Yuliya Latynina: ‘Why is modernisation impossible in Russia? Because there can be no nanotechnologies 
in the Byzantine Empire.’3 In a poll taken at the Krasnoyarsk Economic Forum in early 2010, 52% of the 

                                                               
2 Calculated from GDP in PPP dollars per employed person in 2009, using IMF  WEO database numbers except  Russian 
employment from Rosstat. 
3 Ekho Moskvy radio, 10 October 2009. 
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predominantly Russian economists, officials and business executives taking part, when asked if they 
believed in modernisation in Russia, said no.4 

Some developments associated with Medvedev, such as the Skolkovo project, are likely to be 
continued, but it is uncertain how much momentum there will be behind them.  Russia’s WTO 
membership will not in any direct fashion affect this. The link between WTO membership and 
diversification of the economy is that membership brings little advantage to a nation whose exports 
consist overwhelmingly of natural resource-based products, but offers more in the way of benefits to a 
nation that exports, or at any rate aspires to export, manufactures and services on a large scale. There is 
therefore a feedback from modernisation policies to implementation of WTO commitments. So long as 
such policies are being energetically pursued, policy-makers and officials have good reasons to ensure 
that WTO commitments are implemented. If Russia were to experience a long period of high oil prices, 
and fall back into a comfortable addiction to natural-resource rents, therefore, implementation of WTO 
obligations would weaken.  In April 2012 the Russian government selected an ‘innovation’ strategy for 
the period to 2030, in preference to an ‘energy and natural resources’ strategy, but many observers 
doubt that this will make much difference in practice. There is nothing to suggest that the constant 
political interference in the major sectors of the economy will decline. 

1.2 Impact on the political system 

WTO accession, insofar as it entails some obligations about administrative and legal practice in matters 
of commerce, would mildly assist a more general liberalisation, but by itself it does not require changes 
in the political system. Since the breakdown of the Soviet Union in 1991 Russia has experienced a 
massive social transformation. It has lost its guiding value of utopian egalitarianism5 and has failed to 
develop a convincing alternative narrative. A culture of ‘money-making’, growing corruption and 
increased violence has appeared.6 The gap between the rich and poor has risen. The perception of 
democracy in Russia has changed: the term is now often associated with wild capitalism, growing 
instability and a corrupt elite. Politicians are either former members of the Soviet-security elite, close 
associates of these so-called siloviki or successful businessmen who get involved in politics to extend 
their networks and to safeguard their own prosperity.  Political parties and the State Duma are 
distrusted by the public, as are state institutions such as courts, the police and the army. 

The Russian political system has been shaped for the past 12 years by Putin. He has developed a vertical 
power system whereby the executive reigns supreme. The Duma is not a proper parliament calling the 
executive to account. And the legal system also is subject to executive decisions. There is an obvious 
need for greater transparency, less bureaucracy, less corruption and more rule of law. But given the 
advantages accruing to the current elite under the present non-transparent system it will be difficult to 
reform it. Change will have to come from within; new international commitments will not by 
themselves bring it about. 

The power of oligarchs will remain strong so long as they do not interfere in politics. The lesson of 
Mikhail Khodorkovsky remains potent. Supporting United Russia is accepted – supporting any 
opposition force is not. It was widely believed that Mikhail Prokhorov, the billionaire businessman who 
made his fortune from mining, was allowed to run in the presidential elections only because he was not 
considered a real threat by Putin. 

                                                               
4 Vedomosti, 12 February 2010. 
5 Denis Dafflon, Youth in Russia - The Portrait of a Generation in Transition. A research report by the Swiss Academy for 
Development, Bern: SAD, 2009, 9.   
6 Ibidem.  
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1.3 Organised crime and the parallel economy  

As Russia has no rule of law, no independent judiciary and a corrupt police force, one cannot expect an 
effective crackdown on organised crime and the black economy. Too many police and other officials 
(tax, customs, etc) make huge sums by carrying out the orders of crime bosses or engaging in extortion 
rackets themselves. The case of Sergei Magnitsky is the best known case of corrupt officials extorting a 
legitimate (and foreign-owned) company for money.  

In many ways, international integration has helped Russian organised crime and the parallel economy 
to flourish  The Russian official and business elite is already very well integrated into Europe’s economy 
and society: the tycoons typically own their Russian businesses through holding companies in Cyprus, 
Gibraltar or the Isle of Man; they have houses, yachts and bank accounts in Europe, shares in their 
companies traded on the London Stock Exchange, and children at fee-paying schools (mostly in 
England).  Senior officials often have the same sort of links, usually through family members.  Some of 
the tycoons with European connexions of this sort are barred from entry to the US because of 
allegations about their links with organised crime.  

WTO accession does not by itself alter this situation.  There is a move in Washington to pass a Sergei 
Magnitsky Rule of Law Accountability Act, penalising officials believed to be complicit in Magnitsky’s 
death in custody. This would not affect the US granting Permanent Normal Trade Relations (PNTR) 
status to Russia following WTO accession. The Jackson-Vanik amendment, passed in 1974 and still in 
force, would do so (Bracken 2012). 

1.4 Intellectual property rights protection and the business climate 

In general, the commitments to ‘national treatment’ of foreign companies operating in Russia, to open 
tendering for public contracts and to avoidance of state support to exporters should help to strengthen 
competition within the Russian economy. None of these WTO commitments is a panacea for the 
corruption that plagues the country, but they do something to increase the international accountability 
of the Russian state.7 DG Trade has an informal dialogue on Russia with regard to intellectual property 
rights (IPR) and continues to press for improvements. Russian legislation is largely compatible with 
trade-related aspects of intellectual property rights (TRIPS). Under pressure in the accession 
negotiations, Russia adopted new IPR legislation in November 2006, and conducted some well-
publicised police raids on factories engaged in piracy, but many infringements continue to be observed. 
It is not clear that enforcement will be thorough and sustained. 

At present IPR are not well protected in Russia. Infringements of IPR with respect to software and DVDs, 
for example, are quite extensive. In the accession negotiations the US was particularly concerned with 
this issue. Signs of progress in legislation and implementation were sought as conditions of agreement 
in the Russia-US bilateral negotiations on accession. One reason for this concern was disappointment 
over IPR in China. Chinese accession had been agreed on the understanding that there would be stricter 
enforcement of IPR after China became a WTO member, yet in the view of many in the industries 
concerned, this improvement did not materialise. So the pressure on Russia over IPR was tightened and, 
as noted above, some legislative and enforcement activity followed. New legislation on IPR has been 
adopted and there have been several crack-downs on Russian concerns engaged in piracy (some of 
them in military industry). What is not clear is whether stricter enforcement will be maintained after 
accession.  

                                                               
7 Based upon: Philip Hanson, 'Russia and the World Trade Organization', Development and Transition, 5 April 2011, 
http://www.developmentandtransition.net/Article.35+M55a5e12b0a3.0.html 



Policy Department DG External Policies 

 14

So far as the business climate is concerned, there is certainly room for improvement. Various 
international scoring systems show the business environment in Russia to be unusually difficult for what 
is, in World Bank terms, an upper-middle-income country. The bank’s survey-based Ease of Doing 
Business (EoDB) rankings place Russia currently at 120th out of 183 countries, and, within that larger 
array of countries, 40th out of 49 upper-middle-income countries. The rankings shown in Table 1 are 
based on data for 2011. 

TABLE 1. RUSSIA: EODB RANKINGS 2012 (N= 183) 

Starting a business 111 

Dealing w. construction permits 178 

Getting electricity 183 

Registering property  45 

Getting credit 98 

Protecting investors 111 

Paying taxes  105 

Trading across borders 160 

Enforcing contracts 13 

Resolving insolvency 60 

OVERALL 120 

Source: World Bank, Ease of Doing Business (http://www.doingbusiness.org) 

The Russian economy also shows up as over-regulated and with many impediments to competition. 
One summary measure of the degree of competition is the OECD’s product market regulation (PMR) 
indicator. This combines 18 indicators under three headings: state control; barriers to trade and 
investment; and barriers to entrepreneurship. The higher the indicator, the more regulation and the less 
competition there is. Table 2 shows 2008 PMRs, the latest available, for a selection of member and non-
member countries. 

TABLE 2. Measures of competition and regulation in selected economies, OECD PMR scores, 2008 

OECD non-OECD 

UK 0.79 BRAZIL 1.98 

GERMANY 1.27 INDIA 2.84 

TURKEY 2.17 RUSSIA 3.03 

GREECE 2.30 CHINA 3.30 

Source: OECD, http://www.oecd.org/dataoecd/33/12/42136008.xls 

Accession to the WTO should assist, at the margin, in promoting transparency and openness to foreign 
investment, and hence competition in the Russian economy. But so long as the political elite is 
untrammelled in its economic intervention and predation by an independent judiciary, such progress 
will be limited.  
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2. EXTERNAL POLICIES: RELATIONS WITH RUSSIA'S NEIGHBOURS, 
MEMBERSHIP IN INTERNATIONAL ORGANISATIONS 

Russia has traditionally followed a realist foreign policy focusing on nation states. The Russian world-
view is more focused on power than rules. It has found the supranational EU difficult to comprehend as 
it allows a disproportionate voice to the smaller member states. It has not played a major role in global 
governance (IMF, World Bank, WTO) although it enjoys the prestige of being a permanent member of 
the United Nations Security Council. Putin has been vocal in condemning Western-led interventions 
(Kosovo, Iraq, Libya) and constantly complains about the double standards associated with the West’s 
democracy promotion policies.  

After the fall of the Soviet Union, Russia tended to neglect relations with its neighbours. It established 
The Commonwealth of Independent States (CIS) which has never developed into a serious organisation. 
Russia joined the Shanghai Cooperation Organisation (SCO) to form an uneasy partnership with China 
on subjects such as terrorism, separatism and extremism. It put more effort into the Collective Security 
Treaty Organisation (CSTO) a formal defence alliance, and tried, unsuccessfully, to have it recognised as 
on a par with NATO. On its western side Russia resents the current European security architecture, 
dominated by the EU and NATO. 

In 2011 Putin launched ambitious plans for a Eurasian Union building on the 2009 customs union with 
Belarus and Kazakhstan, which is intended to be transformed later into a ‘single economic space.’ By 
2015, Putin aims to create a ‘Eurasian Schengen’: a zone of free movement of capital and labour within 
the three countries, to be followed by a currency union. The past record would tend to cast doubt on 
the feasibility of these plans and timetable. 

With Russia taking over the chair of the G20 it could give a renewed push to those wishing to see 
greater engagement in international organisations.  And a more successful Russian economy will have 
increasingly global interests, which international rules could help to protect. Russia should play a more 
prominent role in international discussions on financial regulation and climate change. In recent years, 
in addition to joining the WTO, Russia has signed the anti-bribery convention of the Organisation for 
Economic Co-operation in Europe, and played a reasonably constructive role in the G8 and G20. 

2.1 Relations with Georgia  

Russia has often used trade as a political weapon against Georgia, e.g. banning the import of Georgian 
wines. The relationship between the two countries reached a nadir with the conflict over South Ossetia 
and Abkhazia in 2008. An EU-brokered peace deal remains to be fully implemented. There were fears 
that Georgia might block Russia’s accession to the WTO but the Swiss government mediated an accord 
between Russia and Georgia that allowed the WTO agreement to be finalised. Although details of the 
accord have not been published at the request of all parties, it is understood that this involves setting 
up an independent company which would provide Georgia with details of trade data between Russia 
and Abkhazia and South Ossetia. This deal should provide a window of opportunity for Moscow and 
Tbilisi to help resolve further bilateral problems, e.g. on freedom of movement, visas, etc. But politics 
rather than trade will determine this relationship. Given the animosity between Putin and Georgian 
President Saakashvili, it is doubtful if relations will improve substantially in the near future. 

2.2 The Eurasian FTA   

Putin has made no secret of his desire to re-assert Russian influence over its neighbours with the aim of 
keeping others (EU, US, China) out of the area and at the same time increasing Russian security and 
energy supplies. Russia was highly concerned at the Orange revolution in Ukraine which it believed was 
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masterminded by the West. This led to a tightening of the authoritarian system at home (restrictions on 
the media, NGOs, etc) and support for established regimes elsewhere in the neighbourhood. There is 
little likelihood of a change in these policies during a third Putin presidential term. 

Russia has made the Customs Union (CU) with Kazakhstan and Belarus a political priority. The WTO 
accession agreement provided for WTO tariff and customs commitments to apply to all members of the 
CU, the so-called ‘Freddie agreement’. Kazakhstan is currently negotiating for WTO accession and 
experts consider this may take about another year for completion. Belarus, in contrast, has not even 
started negotiations. 

There is no Eurasian free trade agreement although a CIS FTA exists – but on paper only. The Eurasian 
Economic Community, intended to operate as a free trade area with a common external tariff and 
comprising Russia, Belarus, Kazakhstan, Kyrgyzstan and Tajikistan, with Uzbekistan’s membership 
suspended, has existed since 2001, and there are plans to extend membership of the above-mentioned 
CU (or Eurasian Union).  The only problem these organisations have posed for Russia’s WTO accession 
was when Putin briefly insisted on the CU joining the WTO as a group. Their formal existence has done 
little to stem ad hoc political intervention in trade amongst the member-states, usually by Moscow. 

2.3 EU-Russia energy relations; the partnership for modernisation and the negotiations 
on the PCA 

The EU’s Third Energy Package is designed to liberalise electricity and gas markets in the EU. The main 
elements are the separation of control of production and supply, on the one hand, from control of 
transmission networks, on the other; the facilitation of cross-border gas and electricity trade; and the 
development of cross-border collaboration and investment within the EU on electricity and gas supply.  
The idea is to move towards networks that link up all of the EU members’ energy markets, with open 
and competitive access available to those networks. The sensitive issue, so far as Russia is concerned, is 
gas supplies, especially some of the pipeline networks that deliver that gas to European utilities 
(notably but not exclusively, to E.on, GDF Suez and Eni).  Gazprom supplies approaching a third of EU 
gas consumption, and does so by means of long-term take-or-pay agreements with price formulae 
linking the gas price to oil-product prices, and with no freedom of access of other suppliers to Gazprom-
controlled pipelines. 

It is doubtful whether WTO accession will make any difference to the struggle over the rules of the 
game in EU-Russia gas trade although Russia has threatened to take the EU to the WTO dispute 
settlement mechanism after accession to secure a ruling favouring Gazprom. More important will be 
the determination and cohesion (so far lacking) of the European side and the development of liquefied 
natural gas (LNG) and shale and other ‘unconventional’ gas. These latter developments have already 
forced Gazprom to make concessions on prices within its long-term supply agreements. Gazprom has 
the monopoly of Russian gas exports (a monopoly sometimes questioned among Russian policy-
makers but so far legally entrenched) and owns or has a stake in most supply agreements.   

The Energy Charter regulating energy trade could form a basis for EU-Russian energy relations, but 
Russia has withdrawn from the Charter after signing but not ratifying it. 

Modernisation. Complementary to the EU-Russia Partnership for Modernisation (PfM), Russia has signed 
bilateral modernisation partnerships with most EU Member States (Austria, Belgium, Bulgaria, Czech 
Republic, Cyprus, Denmark, Estonia, Finland, France, Germany, Hungary, Ireland, Italy, Latvia, Lithuania, 
Luxemburg, Malta, Netherlands, Poland, Romania, Slovakia, Slovenia, Spain, Sweden, United Kingdom), 
with two more under preparation (Greece, Portugal). Work programmes have been agreed with six EU 
Member States, containing more than one hundred projects. Work has also been undertaken by the 
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private sector through the EU-Russia Roundtable of Industrialists (IRT), the Association of European 
Businesses (AEB) and by International Financial Institutions. There is little evidence, however, of these 
partnerships producing substantial results. 

The dialogues under the EU-Russia Common Spaces have continued to meet at working level. The 
coordinators for the Partnership met most recently jointly with representatives of the different sectoral 
dialogues in November 2011 to take stock of progress and discuss priorities for the near future. In the 
December 2011 progress report on the PfM both sides stated that they were pleased with the results 
achieved one year after the work plan was agreed. The main achievements since June 2011 were given 
as:  

 conclusion of the technical bilateral and multilateral negotiations on Russia’s WTO accession; 
 adoption and launch of the implementation of the list of Common Steps towards visa-free short-

term travel and elaboration of amendments to the Visa Facilitation Agreement as well as the 
adoption of the amendment of the Local Border Traffic Regulation;  

 a new trade and investment dialogue to solve trade irritants;  
 alignment work on technical regulations and advanced discussions on a cooperation agreement 

between European and Russian standardization bodies;  
 space cooperation and first launch of Galileo satellites with Soyuz from Europe’s spaceport in 

Guyana;  
 concrete projects in energy efficiency within the Northern Dimension Environmental Partnership;  
 establishment of contacts between industry-led European and Russian technology platforms; 
 joint projects in the area of the modernization of the judiciary;  
 cooperation on implementing the Hague Conventions on family law ratified by Russia;  
 start of cooperation in the fight against corruption;  
 intensification of contacts between civil society on both sides.  

These ‘achievements’ were, in reality, not of great significance. 

The EU-Russia negotiations for a new PCA have also not made much progress. Each side has been 
waiting for WTO accession to be finalised before moving forward on the difficult trade aspect of the 
negotiations. Russia has let it be known that it has made sufficient concessions in joining WTO and is 
not prepared for further concessions. It does not want an energy chapter in the new PCA and would like 
to include Kazakhstan and Belarus in the negotiations, something the EU cannot accept. An informal 
trade and investment group has been meeting for several months to try and seek a way forward but 
with little success. The EU has agreed informally that Russia will need some time to adapt to new 
regimes but it is determined to monitor Russia’s commitments (via DG Trade). The Commission expects 
there will be a flurry of cases brought by Member States as soon as Russia joins the WTO. But as noted 
above the Commission will have to choose the limited number of cases very carefully. Russia also wants 
the EU to negotiate with the Customs Union on areas where it has competence but this has not been 
accepted by the EU. It is hoped that some of these outstanding issues can be resolved at the next EU-
Russia summit.  

2.4 Russian accession to the OECD; prospects for an FTA with the EU 

Preparations for Russia’s accession to the OECD within the established multilateral accession processes 
continue. Moscow hopes it may join in 2013. The EU is ready to support Russian membership of the 
OECD when it meets the requirements. There are numerous problem areas including lack of 
transparency and incompatible regulatory frameworks but if Russia does meet the voluntary 
requirements for membership there is unlikely to be an EU veto. It can be assumed, however, that Japan 
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will not be forthcoming in facilitating Russian accession because of its ongoing territorial dispute with 
Russia over the Kurile Islands. The OECD has for several years been monitoring regulatory arrangements 
in the BRIC countries, which are potential OECD members. Russia and China still come out well behind 
typical OECD members in this important exercise (see Table 2 above).   

As regards a possible FTA between the EU and Russia most EU officials doubt this could be a serious 
agenda item for the foreseeable future. Russia produced a non-paper in 2011 which sketched out its 
views on how an FTA with the EU could be brought about in a staged process. This would involve WTO 
members, Russia and Kazakhstan in the first instance, followed by Belarus at a later date. The EU 
considered this scenario unrealistic given the economic incompatibility between the various actors.  

2.5 Russia's position in the G8/G20; the role of the BRICS  

Russia takes over as chair of the G20 later this year and will gain a certain amount of international 
prestige.  In recent years Russia has not played a major role in G20 discussions which have focused on 
the global economic crisis. But equally it has not been a spoiler. Russia has never been a member of the 
G7 which continues to meet at finance minister level. It was given a seat in an expanded G8 during the 
Yeltsin period in order to bolster his support at home. But the G8 has not played a significant political 
role in recent years. 

Russia is the only member of the BRICS not in the WTO. When it joins later this year (most likely in July) it 
will have to play by the international trade rulebook. The BRICS are not a cohesive grouping in any area: 
politics, security, finance, or trade. The BRICS issue declarations against trends such as that towards a 
unipolar world, but are split on issues such as the revaluation of the renminbi, Doha and the benefits of 
free trade agreements. There is a move, promoted by China, for the BRICS to promote a broader-based 
international currency system.  Russia has agreed with other BRICS to make loans in their respective 
currencies to fellow BRICS and developing countries. Overall the role of the BRICS will not be changed 
by Russia joining the WTO.  

3. THE ECONOMIC AND SOCIAL IMPACT 

3.1 Implications for Russian households 

The direct, medium-term consequences of accession on the Russian economy, and therefore on Russian 
households, are likely to be modest. Effects can be expected through increases in imports, increases in 
export earnings and gains derived from greater openness to inward foreign direct investment.  The first 
two of these are likely to be modest at best. Russia mainly exports products whose entry into foreign 
markets is already unrestricted.. Russia’s farm trade will continue, even inside the WTO, to be distorted 
by the EU’s CAP, with its producer subsidies and import barriers. In non-agricultural goods the trade-
weighted average EU tariff on imports from Russia is 0.2%; the equivalent figure on the Russian side (on 
all non-agricultural imports from all sources) is 9.2%. That will be reduced over several years to an 
average of 7.6%: not a huge difference.8  

What could be more important in the longer term is the commitment Russia has given to a more open 
treatment of inward foreign direct investment, particularly in services.  Russia has agreed to allow 100% 
foreign ownership of banks and investment companies operating in Russia, subject to a ceiling of 50% 
of overall ownership of the sector; insurance companies could open freely in Russia, subject to the same 

                                                               
8 WTO (http://stat.wto.org/TariffProfiles/RU_e.htm). This paragraph and the next are based in part on Hanson 2011.   
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aggregate ceiling.  The deal was that Russia could maintain its ban on the opening of bank branches (as 
distinct from subsidiaries) but no such limitation was imposed on insurance.9   

The final resolution of accession negotiations may re-activate inward investment in services after the 
dampening effect of the global crisis. A recent deal may be a harbinger of this re-activation. In March 
2012 approval was given to the purchase of Kit finans strakhovanie, a mid-sized insurer, by Liberty ITB of 
the US. This will be the first foreign acquisition of a Russian insurance company since September 2008.   
In general, the commitments to ‘national treatment’ of foreign companies operating in Russia, to open 
tendering for public contracts and to avoidance of state support to exporters should help to strengthen 
competition within the Russian economy.10 None of these WTO commitments is a panacea for the 
corruption that plagues the country but, as noted above, they do something to increase the 
international accountability of the Russian state. They may assist other influences making for a less 
illiberal order in Russia.  

One of the most authoritative estimates is that in the medium term (7-10 years) accession could raise 
GDP by 3.3% (a change in level, not a cumulative addition to the annual growth rate), and 2.4 of this 
3.3% would come from the liberalization of restrictions on inward foreign direct investment.11  The 
corresponding impact on consumption, as a component of GDP, is 7.9%. However, these estimates are 
conditional on effective implementation, and are in any case modest in relation to the cumulative 
effects of plausible differences in prospective growth rates that might be observed with or without WTO 
accession.12 

There are potential, long-run benefits for Russian households from having a more competitive 
economy.  But they will be contingent on there being some domestically-driven liberalisation, and even 
at best they are likely to be dwarfed by other influences. 

Since 2000, household consumption in Russia has risen rapidly, and faster than GDP. This is sustainable 
so long as the country’s terms of trade are improving. That in turn happens so long as oil and gas prices 
are rising faster than other prices. Russia’s exports have had growing international purchasing power 
and that has allowed total real final spending growth, including household consumption, to grow faster 
than Russian output. Meanwhile poverty has been reduced. See Chart 1.  

                                                               
9 Juliet Johnson, ‘The US-Russia WTO agreement on financial services,’ in Russia and the WTO: A Progress Report, Seattle: 
National Bureau of Asian Research, 2007: 19-24. 
10 Corrupt relations between business, government officials, the police and the courts, favouring incumbent firms, do much 
to restrict competition in the Russian economy. On the weakness of competition and the excessive regulation of product 
markets see OECD, Economic Surveys, Russian Federation, vol. 2009/6 (2009).  
11 David Tarr, ‘Russian WTO Accession: What has Been Accomplished, What Can be Expected,’ World Bank Policy Research 
Working Paper 4423 (2007); see also Tarr and Natalya Volchkova, ‘Russian Trade and Foreign Direct Investment Policy at the 
Crossroads,’ World Bank Policy Research Working Paper 5255 (2010).   
12 GDP in 2020 (2012 = 100) would be 121.8 if growth averaged 2.5% p.a. over the intervening eight years and 147.7 if it 
averaged 5%. Neither of these scenarios could be regarded as highly unlikely.  A hypothetical gain of 3.3% of GDP over this 
period from WTO accession is swamped by the difference of 25.9 percentage points between these scenarios.  
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CHART 1. RUSSIA: GROWTH OF GDP AND HOUSEHOLD CONSUMPTION IN 2008 PRICES, (2000 = 100; LEFT-HAND SCALE) 

AND % OF POPULATION WITH INCOMES BELOW THE OFFICIAL SUBSISTENCE MINIMUM, 2000-11 (RIGHT-HAND SCALE). 
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Note: the poverty indicator for 2011 is for January-September only. 

Source: Derived from Rosstat national accounts and poverty data. 

So far as the average material welfare of Russian households is concerned, the effects on WTO accession 
in the medium and long term will be positive but very modest. They will be hard to detect among the 
effects (positive or negative) of changes in the level of oil prices on international markets.  Because GDP 
growth is expected to be slower in 2012-20 than in 2000-11, expectations of household real income and 
spending growth are for slower improvement than in the recent past. WTO accession and events like 
the Winter Olympics in Sochi in 2014 will not offset this dampening effect. Olimpstroy, the state 
corporation tasked with construction and other preparations for the 2014 winter games, has provided a 
great opportunity for siphoning government funds into the pockets of officials and their cronies.  Some 
households have therefore already benefited, but not very many.  In general the amount spent on Sochi 
will be very little guide to the benefit received by the wider community.  

3.2 Implications for employment 

Here, too, influences other than Russia’s changing position in the world are likely to dominate.  In the 
medium and longer term employment is likely to fall in Russia for purely demographic reasons. The 
state statistics agency, Rosstat, estimates that the population aged between 15 and 65 is likely to fall 
from 102.2 million in 2010 to 91.1 million in 2030, even after allowance is made for a projected net in-
migration of 4.5 million.13   

Estimates of the economically active and employed population are made from sample surveys of 
persons aged between 15 and 72. The participation rate (those recorded as employed or seeking work, 

                                                               
13 Cited in the interim report of the experts working on a revision of the national strategy to 2020, Promezhutochniy doklad o 
rezul’tatakh ekspertnoy raboty po aktual’nym problemam sotsial’no-ekonomicheskoi  strategii Rossii na period do 2020 goda, 
downloaded from the Kommersant” website on 19 August 2011. Official pension ages are still 55 for women and 60 for men, 
but many pensioners work.  
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and therefore ‘economically active’, as a percentage of the age group) has lately been just under 68%, 
and unemployment has been around 6%.14   

Rosstat’s baseline projection for the population of working age (in this exercise they used the official 
pension ages, so the age range was 15-60 for men and 15-55 for women), allowing for rising net in-
migration, shows a decline from 87.5m at the start of 2011 to 79m at 1 January 2020. Even the ‘high’ 
projection has working-age population falling to 80.0m over the same period.  Meanwhile the ratio of 
those of ‘dependent’ ages (below or above the official working ages) to those of working age rises from 
62.2 per 100 to 79.5. 

The pattern of expected demographic change with respect to working-age population (in the official 
sense defined in the last paragraph) is shown in Chart 2.  The falling trajectory of working-age 
population is measured against the left-hand vertical axis; the rising trajectory of the dependency ratio 
is measured against the right-hand axis.  The measure of the dependent ratio, it should be borne in 
mind, is based purely on age groups. If the ratio of numbers actually employed, including working 
pensioners, the numbers of official working age were the same in 2020 as in 2011, the ratio of those of 
‘dependent’ age to those actually earning would in 2020 be 98:100. If we add those of working age who 
are not working (students, unemployed, sick, persons of leisure), the ratio in 2020 goes well over 1: 1. 
The fact that some working pensioners are counted in these estimates as ‘dependent’ makes the picture 
a little more encouraging, but only a little. The direction of change is clear: declining workforce, rising 
dependency ratio. 

CHART 2. OFFICIAL RUSSIAN BASELINE PROJECTIONS OF WORKING-AGE POPULATION AND OF DEPENDENT-AGE 

POPULATION PER 100 OF WORKING AGE, 2011-20 (MILLION AND UNITS) 
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14 Rosstat data. http://www.gks.ru/bgd/regl/b12_01/IssWWW.exe/Stg/d01/3-2.htm  
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Against this background, the effects of WTO accession on numbers in employment will be very small.  
With unemployment already below 7%,15 the problem with employment is currently one of labour 
supply; there is in aggregate, across the country as a whole, no shortage of demand. (There are however 
some regional labour surpluses, on which more below.) The increased service-sector activity that should 
be stimulated on a modest scale by WTO membership will not make a large impact. 

There are even some aspects of the accession agreement that might at first sight seem to threaten 
employment levels in some industries. The most notable example is car assembly. Here Russia has 
agreed to withdraw its requirement for foreign auto-makers setting up in Russia to increase local value 
added over time. That was judged by the accession working party to be potentially trade-distorting in 
that it made an increase in local production mandatory even when a particular sub-assembly, say, could 
be more efficiently produced abroad. However, it will be six years before this rule has to be dropped, 
and foreign producers will probably continue to want to indulge their host government anyway.   

3.3 Implications for regional disparities 

Can we expect WTO accession to moderate the present very large inequalities between Russian 
regions? The short answer to this is: probably not. Once again, other influences are likely to swamp the 
effects of somewhat greater openness.  The inequality across Russia’s regions is very great. Per capita 
gross regional product (roughly, GDP of a region) varies hugely across the 80 administrative regions for 
which there are GRP data (out of 83).  Moscow is a modern city.  The likes of Ingushetia or Tyva are for 
the most part pre-industrial.  If anything, this disparity has tended slightly to increase. The coefficient of 
variation16 of per capita GRP across 79 regions in 2000 was 0.745. The equivalent figure for 2010, across 
80 regions, was 0.789. These figures do not allow for inter-regional differences in price levels, which 
have been considerable, but adjusting for those differences would tend to make the 2010 figure higher 
relatively to the 2000 figure, as regional markets have become more integrated. 

Greater openness to the outside world almost certainly entails a growth in inward foreign direct 
investment (FDI).  FDI, however, has tended to be concentrated in Moscow and, to a lesser extent, in 
other big cities.  If, as expected, the stimulus to inward FDI is particularly important in banking, 
insurance, real estate business and other services, there is no obvious reason to expect that 
concentration to lessen.  

The variations in unemployment rates across regions tell a striking story. In table 3 just the eight federal 
macro districts are shown, with some illustrations of the figures for a few of the administrative regions 
within them. 

                                                               
15 When measured from an International Labour Organisation-method sample survey. The claimant count is much lower. 
16 A measure of how much variability there is around the mean, calculated as the standard deviation divided by the mean. 
The coefficients shown here are authors’ calculations from Rosstat data. 
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TABLE 3. AVERAGE UNEMPLOYMENT RATES IN RUSSIA’S FEDERAL DISTRICTS IN 2010, WITH SELECTED FIGURES FOR 

INDIVIDUAL ADMINISTRATIVE REGIONS (%) 

FEDERAL DISTRICT UNEMPLOYMENT OF WHICH 

Central 4.7 Moscow city 1.7 

North-west 6.2 St Petersburg 2.6 

Southern 7.7   

North Caucasus 16.9 Ingushetia 49.7 

Volga 7.6   

Urals 8.0   

Siberia 8.7 Tyva 22.0 

Far East 8.7   

Source: Rosstat. http://www.gks.ru/free_doc/new_site/population/trud/trud6.xls 

In general, internal migration and a reduction of conflict in the North Caucasus (if it can be achieved) are 
more likely sources of some equalization across Russian regions than a greater openness to the outside 
world.  

According to the World Bank, as noted above, Russia should gain about 3.3% of  GDP (or about $49 
billion per year based on 2010 GDP at market exchange rates) in the medium term (7-10 years). In the 
long term, as the benefits of more foreign direct investment in services build up, the gains could 
increase to about 11% per year of GDP (or about $162 billion per year at 2010 market exchange rates). 
Skilled labour and urban households stand to gain relatively more than average due to the expected 
increase in foreign direct investment in the skill intensive business services sectors. The regions that will 
gain the most are those that are most successful at attracting foreign direct investment such as the 
Northwest and Far East regions. These are not the poorest regions.  
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Conclusion 

The return of Putin to a third term in the Kremlin is unlikely to lead to any radical changes in Russian 
domestic or external policy. Russia is no longer an empire or superpower but Putin still seeks to ensure 
Russia remains an important global actor. Moscow places less emphasis on controlling other countries 
by military means (pace Georgia) but by a mix of trade, financial, energy, business and other forms of 
soft power. The stability of its neighbourhood (Caucasus and Central Asia) is a key geopolitical factor 
influencing the foreign and security policy of Russia.  

Russian membership of the WTO should lead to greater acceptance by Moscow of a rules-based trading 
system. But membership itself will not mean automatic implementation of WTO rules. As was seen in 
China’s case there has been continuous back-sliding in key areas such as IPR. Membership would have 
to be combined with other policy commitments, notably strengthening the rule of law and tackling 
corruption, if there was to be a significant increase in foreign investment. Some Member States and 
trade associations are already expressing concern at the likelihood of Russia not implementing its WTO 
commitments. The EU will have only limited leverage to press Russia to maintain its commitments. 

European businesses that are currently dealing with Russia should stand to gain most from Russia’s 
accession to the WTO. These sectors include machinery, chemicals and food processing. The service 
sector should also provide opportunities for European business, especially in banking, insurance and 
telecoms. But no one should expect any sudden bonanza as a result of WTO accession. 

Much will depend on the price of oil, a key factor for domestic politics and the prospects for economic 
modernisation. A continuous high oil price might impede demands for reform whereas a collapse in the 
oil price would seriously affect the state budget and increase the urgency for reform. Ultimately Putin 
will be faced with very difficult choices. 
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