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Executive Summary 
 
This briefing argues the case that EU-Russian interdependence is at such a high level that 
an institutional framework beyond the current PCA is needed. The rift in the EU over 
how to proceed vis-à-vis Russia is mirrored in the varying levels of energy dependence of 
EU member states on Russia, and this lack of a single, cohesive policy regarding Moscow 
has kept the EU from identifying and effectively pursuing its interests in its relations with 
a Russia that – to its own detriment, ultimately – prefers dealing with member states on a 
bilateral level.  
 
It is particularly clear in the wake of the recent crisis in Georgia that in order for Russia 
to become – or be made into – a credible economic partner for the EU as a whole, 
changes will have to be made on a number of fronts. This paper discusses the factors 
inhibiting further progress in EU-Russian economic and trade relations – from state 
protectionism in strategic markets and corruption/cronyism in Russian businesses and 
institutions, to historical considerations and the impact of third parties (Washington). 
 
As this briefing shows, most of the progress achieved to date in discrete policy areas has 
resulted from developments in the marketplace and underwriting from EU financing 
instruments (TACIS, ENPI funds), whereas a lack of financial cooperation and political 
will on the part of Russia – particularly where cross-border cooperation is concerned – 
has effectively stymied significant progress in policy results. 
 
To overcome these obstacles to deeper EU-Russian economic relations, Brussels needs to 
encourage Russia’s incorporation into multilateral financial structures (WTO 
membership)  and convince Moscow to allow further integration of EU and Russian 
institutions (banks, justice, business practices, etc.) through direct EU monitoring of 
Russian practices and progress in given areas. As an economic superpower, the EU has a 
vested interest in bringing Russia closer to the western fold. 
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Introduction 
 
The core institutional framework governing EU-Russian relations is the Partnership and 
Cooperation Agreement (PCA) that went into effect on 1 December 1997; a 10-year, 
extendable agreement. At the St. Petersburg Summit of May 2003, the EU and Russia 
decided to formalise their cooperation with reference to four Common Spaces (Common 
Economic Space, Common Space of Freedom, Security and Justice, Common Space of 
External Security, Common Space of Research, Education and Culture). In 2005 each 
common space was further formalised into a Road Map, setting out the specific 
objectives and actions in order to put these common spaces into effect. 
 
The overall objective of the Common Economic Space (CES) is to create an open and 
integrated market between Russia and the European Union, reinforcing their economies 
based on the principles of non-discrimination, transparency and good governance. A key 
element of this process is the dialogue conducted on the higher policy level, taking into 
account the business dialogue conducted within the EU-Russia Industrialists’ Round 
Table (IRT). 
 
The 2005 Road Map on Common EU-Russia Economic space determined the objectives 
and the actions to be taken in sixteen policy areas concerning six broad economic policy 
areas; namely general issues of trade and economic cooperation, trade facilitation and 
customs, telecommunications and transport networks, energy, space and environment. On 
an institutional level the implementation is ensured through sectoral dialogues between 
the EU and Russia covering the above chapters of the CES. 
 
Up to this point, the Terms of Reference have been signed and the sector dialogues have 
been launched in most of the aforementioned areas, while an informal dialogue is 
ongoing on competition related aspects. Besides improved communication and better 
understanding of the regulatory environments between EU and Russia, concrete 
outcomes are not yet visible, though in some cases they are expected in the medium or 
long term. At this point the EU and Russia seem to be far away from the key policy aim, 
which is the creation of an open and integrated market between them. 
 
The objective of this paper is to provide an up-to-date analysis of the state of play on the 
EU-Russia Common Economic Space policy dialogue and results. The next chapter 
provides a short briefing on the general context surrounding the EU-Russia economic 
relationship. The third chapter focuses on the comprehensive presentation of progress 
made so far as far as the dialogue, the activities and the agreements reached in every CES 
area of action are concerned. Presentation in this chapter is accompanied by a critical 
analysis of the objectives and the actions set out in each of the sectors of the CES and a 
list of recommendations, wherever these are visible in the current context. A special 
chapter is also dedicated to the general political factors prohibiting progress towards a 
CES, which are more related to other policy areas and consist subject to higher level 
political action. 
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The paper concludes that apart from any progress in actions, dialogue and projects within 
the different areas of EU-Russian CES there is still a long distance separating from the 
ultimate goal. Much of the success of the efforts towards a CES between the EU and 
Russia is strongly dependent on “high politics” that will determine Russia’s willingness 
to reform its institutional and regulatory setups on those aspects that prohibit integration 
and will influence developments in significant policy areas such as energy policy, 
financial cooperation and trade and economic relations. However, in many cases, 
political, economic and market conditions arising from the increasing interrelations and 
interdependencies urge policy reaction and decisions. 
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EU-Russia economic environment 
 
As well as being a vital energy provider, Russia is one of the 10 largest economies in the 
world and a very important economic and political actor on the global scene. During the 
past decade, Russia has managed to sustain growth rates (around 7% for most of the 
period) based on (energy) exports and increasing consumption and less on investment. 
According to the WEF Global Competitiveness Report for 2008, Russia is ranked 51st, 
having managed to upgrade its position seven places from last year. 
 
The key strengths of the Russian economy are its large market size and improving 
macroeconomic stability (partly thanks to windfall oil revenues). However, it still 
exhibits significant structural weaknesses. The WEF report highlights weaknesses in both 
public institutions – the perceived lack of government efficiency (116th), the lack of 
independence of the judiciary in meting out justice (109th), and more general concerns 
about government favouritism in its dealings with the private sector – and private 
institutions, such as corporate ethics (112th), goods and financial markets (99th and 112th 
respectively). 
 
Russia is Europe's third largest trade partner. Between the years 2000 and 2007, EU27 
trade in goods with Russia nearly tripled in value: exports went from €23 billion to €89 
billion, while imports increased from €64 billion to €114 billion (see table 2). As a result, 
the EU27 deficit in trade with Russia increased from nearly €41 billion in 2000 to €54 
billion in 2007 (see tables 1 and 2). This increased deficit was due to imports of energy, 
which rose from €36 billion in 2000 to €94 billion in 2007. Energy accounted for two 
thirds of imports (see table 1). Europe’s dependence on Russia is starkly expressed by the 
fact that 29.3% of the EU27 trade deficit for 2007 was with Russia. 
 
All available economic power indicators show that against Russia, EU can be considered 
as a superpower. Yet EU fails to promote its interests and impose its values in the context 
of the negotiations with Russia. The main reason behind that is the asymmetrical 
interdependence (see Leonard and Popescu, 2007) that Russia managed against EU 
countries by promoting and succeeding bilateral negotiations and agreements with its EU 
partners. 
 
Some of the countries with the greatest influence over EU policies are also Russia’s 
strategic partners in the EU (ibid): Germany, France, Italy and Spain. Apart from Spain, 
all of these countries have strong economic and political bilateral relations with Russia. 
Germany was by far the largest exporter to Russia in 2007, followed by Italy. Germany 
was also the largest importer, because Russia covers 42% of Germany’s natural gas 
needs, making Germany Russia’s most important gas market. German energy companies 
play a vital role in cooperation between the two countries. 
 
These countries have a greater tendency towards cooperation with Russia, while certain 
other EU member states, such as the Czech Republic, Denmark, Estonia, Ireland, Latvia, 
the Netherlands, Romania, Sweden, Poland, Lithuania and the United Kingdom, are more 
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cautious when it comes to dealing with the Russian economy and state. The business 
interests of these latter countries are overridden by either historical considerations, a 
desire for greater transparency and correction of the distortions of the Russian system, or 
insistence on stronger democracy and human rights. 
 
In any case, by abandoning its unity against Russia, EU has turned its economic power 
into weakness (ibid). In the economic sphere the focus of the EU-Russia relationships has 
been concentrated in a few areas where Russia has the comparative advantage such as 
energy, and where negotiations has been left to autonomous foreign policies. In this 
context Russia can negotiate and impose discrete treatments in many aspects related to 
international economic relationship (e.g. terms of trade, taxes on goods, treatment of EU 
based companies etc.) and thus promoting common EU interest, common values and 
rules in Russia has been transformed into an extremely difficult task. EU position in 
economic policy negotiation ever weakens as long as global economic conditions 
(increasing oil and gas prices) keep favouring Russia’s fiscal and current account 
magnitudes and lower its dependence on foreign funding. 
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Progress towards a Common EU-Russia Economic 
Space 
 

1. General issues of trade and economic cooperation 
 
Regulatory dialogue on industrial products 
The main objective of this policy area is the development of harmonised and compatible 
standards, regulation and conformity assessment procedures. The relevant actions to meet 
this objective include support for the effective implementation of the WTO TBT 
(technical barriers to trade) agreement, establishment of regulatory dialogue, including a 
consultation mechanism and support for the reinforcement of institutional capacity with 
respect to technical regulations, standardisation, accreditation, conformity assessment, 
metrology and market surveillance. The terms of reference in this area were signed in 
December 2005, and dialogue has been launched in six out of the eight established 
sectoral subgroups.1 
 
Progress in dialogue is medium both in terms of issues and priorities set by the sectoral 
groups and in terms of practical results. More precisely: 

• Positive steps in cooperation and understanding on regulations have been made in 
the subgroups related to automobiles, the textile industry, ICT, Radio and 
Telecoms and Conformity Assessment and Standardisation. 

• Limited, or no progress, is exhibited in the sectors of electronic equipment and 
machinery, pharmaceuticals (due to limited commitment from the Russian 
Ministry of Health), forest-based industries, construction products (due to no 
appointment from the Russian side) and medical devices (due to the fact that 
neither side has identified any urgent issues). 

 
As Mr. Khristenko and Mr. Verheugen considered in their July 2007 meeting in Moscow, 
the dialogue should become more operational and lead to practical results. In this 
direction, the subgroups were asked to prioritise their activities by identifying the 2 or 3 
most important problems facing their industrial sectors and making joint 
recommendations for their solution. The key priority for this policy area remains 
effective support to Russia for the development of technical regulations in the sectors 
covered by the dialogues. 
 
As far as reinforcement of the institutional capacity of Russia is concerned, a positive 
development is the country’s full partnership in CEN (European Committee for 
Standardisation) and eligibility to apply for associate membership in the CENELEC 
(European Committee for Electrotechnical Standardisation), while a number of Russian 

                                                 
1 The eight working groups are: automobiles, textile industry, ICT, radio and telecom, electrical equipment 
and machinery, pharmaceuticals, forest-based industries, conformity assessment and standardisation, 
construction products and medical devices. 
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organisations are members of ETSI (European Telecommunications Standards Institute). 
In terms of funding, Russia risks losing €3 million in support from the TACIS 
programme targeting the development of technical regulations and standards, since the 
project has not yet been signed by the Ministry of Industry. 
 
With regard to Russia’s accession to the WTO (World Trade Organization), which is in 
principle accepted and supported by the EU, Brussels can gain further leverage, provided 
that Moscow will understand the benefits of joining WTO. To date, there are two 
hindrances that should be surpassed: the view within a big part of Russia’s political and 
economic elite that adopting and adapting to WTO rules and regulations will harm the 
current system of monopolies in specific sectors of the economy (i.e. energy) and force 
them to open up their market; and Moscow’s unwillingness to join WTO as a result of 
August’s events in Georgia, given that Tbilisi’s approval, which is needed, is doubtful. 
Europeans need to indicate to all their Russian counterparts the benefits of such 
development and at the same time use this opportunity to raise problems with export 
duties on timber that hurt especially Swedish, Finnish, and Polish companies. However, 
the recent economic crisis might have a further negative affect in Russia’s willingness to 
become member of the WTO, in the sense that Moscow is probably looking for the 
creation of new more balanced global economic mechanisms that will not be controlled 
solely by the West.  
 
With regard to Russia’s accession to the WTO (World Trade Organization), which is in 
principle accepted and supported by the EU, Brussels can gain further leverage provided 
that Moscow understands the benefits of joining WTO. To date, there are two obstacles 
that need to be overcome: the view held by many in Russia’s political and economic elite 
that adopting and adapting to WTO rules and regulations will harm the current system of 
monopolies in specific sectors of the economy (i.e. energy) and force them to open up 
their market; and Moscow’s unwillingness to join WTO as a result of August’s events in 
Georgia, given that Tbilisi’s approval, which is needed, would probably not be 
forthcoming. Europeans need to point out to all their Russian counterparts the benefits of 
WTO membership and at the same time use this opportunity to raise problems with 
export duties on timber that hurt especially Swedish, Finnish, and Polish companies. 
However, the recent economic crisis might have a further negative effect on Russia’s 
willingness to become member of the WTO, in the sense that Moscow is probably 
looking for the creation of new, more balanced global economic mechanisms that will not 
be controlled solely by the West.  
 
 

Future progress in this area requires: 

• Integration of policy making principles and process in the sectoral working 
groups, such as prioritisation of the industry-specific issues and problems, 
elaboration of joint recommendations for the solution of the identified problems  
(as already suggested) in order for the dialogue to become more operational, 

• Promotion of commitment, participation and representation in the dialogue from 
both sides, based on the identified priorities, 



 7

• Raising awareness within the sectoral stakeholders and enhancing consultation on 
sectoral regulatory and technical issues, 

• Encouraging further participation of Russian public and private organisations in 
standardisation institutions, initiatives and dialogues, and 

• Utilization of the funding opportunities in the context of the ENPI (and TACIS) 
through projects enabling the reinforcement of the institutional capacity of the 
Russian services and organization. 

 
 
Public procurement  
The objective of this policy area is to develop transparent, competition-based systems of 
public procurement at all levels including mutual access to tender databases. To this end, 
the CES Roadmap suggests the establishment of a dialogue, which was launched in July 
2006 in Moscow, where the terms of reference were also agreed. The dialogue seeks to 
promote the gradual convergence of Russia’s public procurement regime with EU 
directives, increase transparency and due process, and discuss the regulatory principles of 
procurement procedures. 
 
Up to this point, dialogue has been concentrated on the developments in procurement 
policies of both sides, the use of electronic means in procurement policy, system of 
appeals and remedies, Common Procurement Vocabulary and statistics. 
 
A technical €3-million assistance project on “Public Procurement Reform” started in 
May 2006, with the aim to contribute ‘to the improvement in the effectiveness, efficiency 
and transparency of public procurement in Russia, providing assistance to he Ministry of 
Economic Development and Trade of the Russian Federation (MEDT) and the Federal 
Antimonopoly Service of the Russian Federation (FAS) in implementing the Federal law 
94-FZ dated 21.07.2005 “On the procurement of goods, works, services for state and 
municipal needs.” 
 
In terms of progress in this area, positive steps have been taken by Russia in the reform 
process and access to state tenders, but there is still the need for further amendments to 
the law. 
 
The main problem of the Russian public procurement system remains the lack of 
transparency. According to companies’ view (see for example OECD, 2006 and 2008), 
information on rules and requirements for public tendering are inadequate, while the 
problem in the regions is even worse, as there is no global implementation of the rules 
and there are incidences of discriminatory behaviour in favour of selected bidders, such 
as limited or no selected information publication on tenders.2 
 

Dialogue, consultation and projects on public procurement policy need to concentrate on 
the promotion of transparency and non-discriminatory practices, in all aspects around 
                                                 
2 See Business Anticorruption Portal www.business-anti-corruption.com Russia Country Profile. 
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public procurement on both federal and regional level. To this end dialogue can 
contribute on: 

• The continuation of the trial for the elaboration and implementation of a modern 
and effective legal framework on public procurement in Russia, 

• The exchange of experiences and practices on the utilization of modern tools 
including e-tendering and e-government routines to exchange information. 

In terms of projects, technical assistance should concentrate on the rapid diffusion of 
expertise on public procurement in the public sector and the global implementation of 
transparency in tendering rules and procedures. 
 
 
Intellectual, industrial and commercial property rights 
This policy area aims at the improvement of the legislative and law enforcement systems 
for the protection of intellectual, industrial and commercial property rights in order to 
enhance competitiveness and improve investment climate through the approximation of 
regulatory systems with the highest international standards and agreements. 
 
Intellectual Property Rights remains among the key obstacles to the accession of Russia 
to the WTO (Katz and Ocheltree, 2006). The most recognized deficiencies of the Russian 
IPR protection problem include counterfeiting and goods piracy (e.g. optical discs), 
Internet piracy and the legislation (Civil Code). All of these issues, including border 
controls, have been subject to the regulatory dialogue which was launched in March 2006 
but has not yet led to specific, tangible outcomes. 
 

Dialogue and consulting are oriented towards the adequate policy fields concerning IPRs, 
yet this policy area needs stronger political support and will from the Russian 
government, given that the cost for both the private and public sectors of counterfeiting is 
estimated at many millions Euro per year. In a cross-border context, Russian 
counterfeiting and piracy entails huge losses to the EU through organised crime, therefore 
the objective of EU engagement in this area is clear and much-needed. 
 
Competition  
The competition policy area aims at the approximation of competition legislation systems 
and strengthening of implementation of competition policy of the sides. The relevant 
actions towards this objective include cooperation of state bodies responsible for the 
elaboration and implementation of competition policy, harmonization of legislation, and 
elaboration of common approaches to principles, including sanctions and judicial 
procedures, dialogue for the creation of effective informal means of cooperation in 
investigation of cases of infringement of competition law with transnational effect. 
 
In terms of legislation, Russia’s new law in 2006, in which the Commission had 
significant input – including the incorporation of increased penalties for competition 
infringement in 2007 – approximates EU acquis on competition. However, some 
differences still remain 
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Cooperation of the state bodies so far includes regular meetings and dialogue between 
the Commission and the Russian Federal Anti-monopoly Service (FAS) and the 
participation and re-organisation of conferences. FAS has also proceeded into bilateral 
cooperation agreements with the Office for the Protection of Competition of the Czech 
Republic, the Office of Competition and Consumer Protection of the Republic of Poland, 
the Finnish Competition Authority, memorandums of cooperation with the Competition 
Council of the Republic of Latvia, the Competition Councils of Romania and the Office 
of Economic Competition of the Republic of Poland and a memorandum on mutual 
understanding with the Swedish Competition Authority. 
 
Several projects in the context of the EU-Russia cooperation programme implemented 
by the FAS have facilitated the efforts towards legislation harmonization (e.g., 
“Approximation of competition rules” ended in December 2007), cooperation of the 
policy bodies and training of the FAS officials in DG Competition. 
 
Thus, many positive steps have been taken in the cooperation in legislation elaboration 
and institutional setting. But the difficulties in the establishment of competitive markets 
in Russia go beyond the adequacy of the legal and institutional framework, mainly due to 
the structure of the Russian markets (with established monopolies in many sectors) that 
prohibit new entries into the market, the social norms that do not support the idea of 
competition and the limited political commitment to the enforcement of the law and the 
limited political support for the competition institutions, as well as the dependency of 
these institutions (namely FAS) on politics. 
 

The regulatory dialogue on competition needs further to: 

• Highlight the specific market structure deficiencies, 

• Seek higher political commitment to competition policy,  

• Promote discussion on formal and informal means of cooperation in investigation 
of cases of infringement of competition law with transnational effect, 

• Interoperate with other policy areas, such as enterprise and industrial policy, 
especially in the fields of the role of state or state-protected monopolies and the 
abolishment of barriers to entry in the markets. 

Priority should now turn to the issues of enforcement, business transparency and 
structural reforms necessary for the establishment of competition in the Russian market.  
 
 
Investment  
The dialogue in this area has been established since October 2007, when the first meeting 
took place and the memorandum of dialogue was signed. The main objectives of the 
dialogue include:  

• improvement and simplification of the administrative and regulatory environment 
for investments, 

• development of mechanisms to enhance transparency and predictability, 
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• discussion on the barriers to investment, identification of means for closer 
cooperation on the promotion, 

• liberalisation and protection of investments and identification of the means to 
enhance cooperation with relevant financial institutions. 

 
Up to this point no significant progress has been reported in the investment dialogue. 
At this time, two projects are running that seek to promote investment facilitating 
activities. One in Kaliningrand, entitled “Administrative capacity building in 
Kaliningrand region”, which has been running since 2006 with a budget of €6.7m for 
three years, and which among other actions provides for the creation of an independent 
Investment Promotion Agency in the region. The second project, entitled “Development 
of financial markets”, started in February 2008 and aims to assist Russian authorities to 
facilitate investments in selected regions. 
 
Investment inflow in Russia has been raised up to 8.3 times between 2002 and 2006, and 
reached €23 billion, or 3% of GDP. Net FDI went from negative to positive in 2006, at 
€5.6 billion, while net FDI and portfolio investment exceeded €15 billion. By September 
2008, 80% of the total FDI inflow into Russia originated from EU-based investors, while 
a large proportion of these flows (about one third) relates to the repatriation of Russian 
capital from EU former tax havens such as Cyprus, Luxembourg, UK Virgin Islands. 
 

In any case, the large and increasing volume of investment capital from the EU makes 
investment policy a necessary and fruitful area for cooperation both in terms of technical 
assistance and support from the EU side, as well as on a higher political level for the 
improvement of the framework conditions for the establishment of foreign capital in the 
Russian economy. 

Policy dialogue in this area should take into account that: 

The current geological reserves and technological capacities are not enough to maintain 
the vital role of Russia’s energy sector for the domestic economy and international 
economic relations, unless a sound energy investment policy framework enable adequate 
foreign and domestic investment in this sector (see OECD, 2008). 

Russia’s competitiveness and sustainable growth need the expansion and the 
diversification of the production base for the supply of goods and services. Investment is 
needed both for the expansion of the energy infrastructure in order to keep up the current 
level of production and respond to an ever increasing demand and the diversification of 
the production base for the supply of goods and services, in order to balance the 
exposition of the economy to the volatilities of the international energy prices. 

Russia’s potential for attracting foreign investment is significant, given its abundant 
natural resources and the large and dynamic domestic market (ibid) yet the insufficient 
policy transparency remains a serious obstacle to investment (OECD, 2006). 
 
The tax system needs to be extensively considered, especially as far as FDI (foreign 
direct investment) to Russia is concerned. The political and tax framework allow for 
discrete confrontation of the tax payers on a regional level. Thus, there are regions with 
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tax incentives for large-scale investors, while most governors levy low taxes on foreign 
investors in order to attract investments. 
 
Changes to the Russian tax system must target the improvement of its performance and 
enabling of investments and economic justice. The Tax Code now provides an exhaustive 
list of taxes in the country. Today there are 10 federal taxes, 3 regional taxes and 2 local 
taxes. In the early 1990s, the tax system listed about 30 federal taxes and more than 179 
regional and local taxes. Of course, any attempt to harmonize EU’s and Russia’s tax 
systems is unrealistic, not least for the taxation issue is touching sovereignty and the most 
important economic regulatory power. Still, some initiatives in persuading our Russian 
partners of the benefits to generally improve their investment climate (and taxation is part 
of it) should be taken. 
 
 
Enterprise policy and economic dialogue  
The objective in this policy area is the development of an in-depth dialogue on economic 
reform and enterprise policy for the improvement of the framework conditions for 
economic actors and the enhancement of their competitiveness. The terms of reference in 
this area were signed in December 2005, and dialogue has been launched in all of the six 
sectors proposed in the Roadmap.3 
 
Progress in dialogue is medium, while none of the subgroups have concluded to 
significant policy outcomes. The more active sector in terms of meetings and issues 
covered is mining and metals, due to the importance of these products in EU-Russia 
trade flows. The most important development in this dialogue was the initial 
consideration of the creation of an early-warning mechanism to prevent trade problems in 
these products. 
 
In the chemicals sector subgroup, the most important development was the dialogue on 
the harmonisation of the new draft Russian legislation on chemicals with EU REACH 
and the Globally Harmonised System (GHS) for classification and labelling of chemicals 
and the European-Russian seminar on the EU’s REACH legislation, held in Moscow. 
 
In the subgroup on SMEs and enterprise policy, only some progress has been made in 
terms of understanding of the corresponding enterprise policy rationales, but little 
progress is reported towards the declared priorities of improvement of the regulatory and 
administrative environment of companies and the development of measures to increase 
competitiveness. 
 
The subgroups of automobiles and textiles have met under the corresponding subgroups 
in the regulatory dialogue, while the aerospace subgroup is practically ineffective due to 
the relevant dialogue taking place in the context of the air transport policy area. 
 

                                                 
3 The six working groups are: automobiles, textile industry, mining and metals, chemicals, aerospace and 
SMEs and enterprise policy.  
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As in the case of regulatory dialogue, both sides, through Mr. Khristenko and Mr. 
Verheugen, considered that the dialogue should become more operational and conclude 
to practical results. In this direction, the subgroups were asked to prioritise their activities 
by identifying the 2 or 3 most important problems facing their industrial sectors and 
making joint recommendations for their solution. 
 

Future steps towards an in-depth and effective dialogue in enterprise policy should 
consider:  

• Integration of policy making principles and process in the sectoral working 
groups, such as prioritisation of the industry-specific issues and problems, 
elaboration of joint recommendations for the solution of the identified problems  
(as already suggested) in order for the dialogue to become more operational, 

• Utilization of the funding opportunities in the context of the technical assistance 
programmes through projects enhancing competitiveness of the mining sector and 
promotion of the creation of an early warning mechanism for metal and mining 
products, 

• Elaboration of joint programmes to promote regulatory convergence, industrial 
restructuring and sustainability of the chemical sector, 

• Systematic analysis, prioritisation and technical support for the improvement of 
the entrepreneurial environment and SMEs and enterprise policies. 

 
 
Financial services (banking, insurance, securities), accounting/auditing and statistics  
Russia’s financial system faces chronic problems related to specific deficiencies and 
dysfunctions of its banking system and capital market in general. The current framework 
imposes additional uncertainties on the foreign financial companies that operate in the 
country, while they do not facilitate foreign investment and entrepreneurship. If there 
were more banks from the EU, investors would feel safer: they may well have done 
business with these banks before. So perhaps we should consider the partial integration of 
the banking system, in the sense of exchange of information between banks. This would 
render feasible the facilitation of transactions between banks and citizens, as well as the 
monitoring system we mentioned. This might also act to limit to some extent the influx of 
Russian money into EU countries for laundering. 
 
Though cooperation in this area is far behind the initial target, progress is reported with 
respect to joint projects. The EC, in cooperation with the Russian Ministry of Finance 
(and for a minor component with the Ministry of Agriculture), implemented a project 
entitled “Accounting Reform” with a budget of €3.5 million, for 28 months. The project 
was completed in January 2008 having provided policy consulting, training and a number 
of surveys on the use of IFRS in Russian companies. More projects in cooperation with 
the Bank of Russia have been implemented or are ongoing in the area of financial and 
banking reforms, including transition to IFRS in the banking sector (a €4 million project 
that is ongoing). The cooperation between Eurostat and Rosstat in the area of statistics 
exchange, production and harmonization dating back to 2002 is also ongoing. 
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In view of the ongoing global financial crisis dialogue and cooperation in this area should 
prioritise towards the mechanisms for mutual cooperation in regulation and institutions 
that enhance transparency and stability in the financial systems, as well as the 
participation and the role of Russia in the global financial scheme. 

In the same context, the dialogue that started last autumn should also continue in the 
areas of banking and insurance regulation and supervision, securities and capital markets, 
as well as corporate governance. 
 
Interregional and cross-border financial cooperation4 
Since 1991 European Commission has contributed €2.7 million for technical assistance to 
Russia facilitating transition phase. Under the new programming period and given the 
significantly improved fiscal position of the Russian Federation financial cooperation will 
be targeted to meet specific objectives following the Roadmap to the four Common 
Spaces, and is carried on the basis of co-financing by the EU and Russia. 
 
The main financing instrument is the ENPI out of which the amount of €60 million per 
year will be available for projects promoting the objectives of the four common spaces. 
This amount can rise to €100 million depending on the level of Russian involvement. 
Additional funding in the context of the EU-Russia financial cooperation can also be 
available through other regional programmes and cross-border or neighbourhood 
programmes set up by the Commission. The key objective of these initiatives is to 
promote economic and social development in border areas by financing projects targeting 
to tackle common environmental, health and security problems, to encourage cross-
border exchange and contacts and to promote regional cooperation in transport, energy, 
trade and investment, the environment, the border and migration management, and the 
fight against organised crime and drugs. 
 
By the end of 2007 a total of 227 projects of a budget of €30 million were running in 
Russia financed in the context of the ENPI. Under the Cross-Border Cooperation (CBC) 
feature of the ENPI, which aims at financing “joint operational programmes” Russia is 
eligible in 7 out of the 15 geographical programmes, corresponding to Commission 
contribution of €307.5 million, while Russia has announced a contribution of €122 
million for the CBC projects. 
 
European Commission’s commitment to interregional and cross-border cooperation is 
more or less given due to the general scope and rationale governing EU neighbourhood 
and regional policies. Yet less committed seems to be the Russian Federation, especially 
as far as its co-financing participation is concerned. Regional policy dialogue was 
formally established in early 2007 with the Ministry of Regional Development. The main 
aim of this dialogue is the exchange of information, best practices and experience in 
setting up regional policies. Its contribution in CBC is a positive step towards Russia’s 
activation in this policy area. 

                                                 
4 For a detailed presentation of the EU-Russia financial cooperation instruments and programmes see: 
http://ec.europa.eu/external_relations/russia/financial_cooperation_en.htm and 
http://ec.europa.eu/europeaid/where/neighbourhood/country-cooperation/russia/russia_en.htm . 
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2. Trade facilitation and customs 
Rapid growth in trade volume between the EU and Russia sought for immediate actions 
and programmes to confront emergent problems and issues, as well as to facilitate the 
unhindered movement of goods and services and advance institutions and procedures. 
According to the World Bank’s Doing Business Report for 2008, Russia still scores very 
poorly as far as trading across borders is concerned (Russia is ranked 155th out of 178 
countries). A standard export shipment of goods requires 8 documents and 36 days at an 
average cost of USD 2,050 per container and a standard import shipment of goods 
requires 13 documents and 36 days at an average cost of USD 2,050 per container. 
 
Trade facilitation and early warning mechanism policy dialogue and consultation 
were launched since August 2006. The main objectives in this area are discussion of 
measures having a significant impact on EU-Russia trade and agreement on measures 
aiming at the promotion of consultation with the business community and they are 
simplifying trade related administrative and regulatory environment. In addition to the 
policy dialogue, the Commission promotes trade facilitation through projects such as the 
ongoing project on modernization of the transit system and the simplification of customs 
procedures. 
 
Customs procedures and regulatory and administrative frameworks remain a key 
strategic priority and significant policy area for the promotion of the common economic 
space. In terms of dialogue, the Commission is in continuous close cooperation with the 
Russian Federal Customs Service (FCS). 
 
Border issues and congestion at border crossing points constitute central elements of the 
customs cooperation, calling for effective solutions. The main reasons for the border 
congestion are the rapid growth of EU-Russia trade, the insufficient infrastructure at 
some of border crossings at the EU side and burdensome procedures and inefficient 
customs clearance on the Russian side. The joint strategy agreed in April 2007 set three 
priorities to confront customs border issues: reforms in Russian legislation and 
procedures for customs, a pilot project on exchanges of pre-arrival customs information 
and development of border crossing infrastructures. A joint working group on Customs 
Border Issues was set up in order to follow up and monitor the implementation of these 
priorities. In terms of progress: 

• The pilot project will be launched in January 2009, with the testing starting in 
autumn 2008, 

• Several projects supported by EU funding, by member-states and Russia have 
been implemented or are ongoing providing for the upgrading of customs and 
border-crossing infrastructures. Through the TACIS programme, the EU has 
provided about €31 million for such projects. 

• In terms of custom reform in Russia, the new law on border controls is expected 
to have a major positive impact on the simplification of custom procedures and 
the reduction of border congestion (including long queues in certain border points 
due to long lasting control procedures and lack of infrastructure). EU provided for 
financing of two projects under the TACIS and ENPI. The TACIS project, which 
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was completed at the end of 2007, was dedicated to the simplification and 
harmonization of customs procedures, while the ENPI project promotes 
cooperation on border management and is pending due to delays from the Russian 
side. 

 

Projects and actions already planned in this policy area are expected to contribute to the 
improvement of customs infrastructure as soon as they are implemented. Future actions 
in this area are also urged by the developments in the markets and the increasing 
movement of goods between the two areas. 

Problems related to customs infrastructure call for coordination with other policy areas, 
especially transport, regulation and ICTs. 

Further, legal framework reforms need to be considered to improve administrative 
procedures and reduce costs and other burdens on cross border transactions. 
 
 

3. Networks: telecommunications and transport 
 
Telecommunications, information society and e-business  
The objective in this area is cooperation towards the establishment of a common EU-
Russia information society area. Although the dialogue has been established since 
December 2005, and in spite of broad participation and representation on the Russian 
side, progress is slow and complex. None of the areas that the 2005 Road Map called for 
specific action in has presented any particular activity, except for a few projects under the 
EU-Russia Cooperation Programme that address the issue of e-government and the 
participation of a number of Russian organisations in ETSI (mentioned elsewhere). 
 

Given the limited progress in dialogue and consultation on ICT and information society 
issues, priority must be given to progress in dialogue and to the participation of business, 
academia and research actors in the dialogue and consultation. Both sides should become 
more actively involved in joint projects to promote public and private sector awareness 
on information society and cooperate in the areas of policy development. Issues of digital 
property rights and internet security should also be addressed in the context of the 
information society dialogue. 
 
 
Transport  
The objective of transport’s policy area is cooperation through a structured dialogue on 
issues of common interest with a view to promoting complementarity and gradual 
integration of transport networks by removing technical and administrative bottlenecks 
and ensuring infrastructure interoperability. 
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The EU-Russia transport dialogue was launched in 2005 and is based on the 
Memorandum of Understanding signed by Minister Levitin and Commissioner Barrot on 
3 October 2005. The dialogue is structured in five permanent working groups, namely: 

• WG on Transport Strategies, Infrastructure and PPPs 

• WG on Transport Security 

• WG on Air Transport 

• WG on Road and Rail Transport 

• WG on Maritime and Inland Waterway Transport 
 
and an ad hoc working sub group: 

• WG on Transport Logistics Issues formed in 2006, in view of the increasing 
congestion at EU borders to Russia. 

 
The working groups represent the priorities and the key issues of the EU-Russia transport 
policy. Progress in terms of dialogue is positive in most of the work groups and 
increasing activity has been developed in the area of harmonization of the long-term 
transport strategies. Long-term strategic planning in transport is favoured and 
facilitated by the EU’s long experience in the establishment of Trans European Networks 
in Transports (TEN-T). 
 
Since 2005, the Commission has promoted initiatives in order to extend TEN concepts to 
the neighbouring countries and adopted a plan foreseeing the development of five new 
transnational axes, two of which are of direct concern for Russia; namely the ‘Northern 
Axis’ (connecting Northern EU with Norway to the north and with Belarus and Russia to 
the east) and the ‘Motorways to the Seas’ (linking Baltic, Barents, Atlantic, 
Mediterranean, Black and Caspian seas areas). Specific infrastructure projects should be 
selected on the basis of the master plans related to the establishment of these axes. Up to 
this point, both sides have agreed on the need for the establishment of regional 
cooperation institutions for the promotion of Northern Axis (e.g. regional Steering 
Committee and Secretariat for the Northern Axis). 
 
Further actions on transport strategies include the publication by the Commission of a 
Green Paper on TEN-T policy, including external dimension and traffic flow projections 
up to 2030, while Russia is preparing its own transport strategy up to 2030. These parallel 
actions call for further cooperation in order for both sides to coordinate their efforts and 
plans. 
 
In the area of infrastructures development cooperation, Russia mainly focuses on the 
implementation of concrete investment projects, while the EU also emphasizes 
administrative issues, such as the removal of administrative bottlenecks along the axes, 
which requires further institutional improvements. Public private partnerships (PPPs) are 
considered to contribute in this direction. For this purpose, a PPP worth €6 million, co-
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financed by the EU and the Russian Federation, has been included in the EPNI aiming at 
the ‘Technical Preparation of Transport Investment Projects’. 
 
In the area of transport security, where the objective is to enhance and promote 
cooperation to prevent acts of terrorism against transport and infrastructure, the progress 
is limited, except for the Russian side’s recognition of the need for multilateral solutions 
and training. 
 
More issues on security of transports are stressed in the context of the work group on 
road and rail transport. The key challenge in this area is to achieve an understanding of 
the mutual benefit of improvement in terms of efficiency of the road and rail transport 
between the EU and Russia and to achieve policy commitment on the harmonization of 
legal, technical, regulatory and safety requirements and practices. 
 
Border crossing remains one of the most significant issues in transport policy area, with 
significant negative impact on trade due to the congestion of trucks occurring at the EU-
Russia borders. The report prepared by the ad hoc working group on Transport Logistics 
constitutes some progress in this area. The report demonstrates that the solution of the 
problem requires actions of transport, customs and administration nature both at the 
border and at the long-distance multi-modal links that pass through EU and Russian 
territories. Joint actions of the relevant working groups in transport and customs policy 
areas are the necessary future steps for the improvement of the situation in border traffic. 
Three border crossings have been selected for the potential piloting of procedural and 
infrastructure improvements; at the Finland-Russia border (Vaamilaa (FL)-Torpjanovka), 
at the Latvia-Russia border (Terehova (LV) – Burachki) and at the Estonia-Russia border 
(Navra (EE) – Ivangorod). No progress in this task has been reported yet. 
 
An additional issue in road transport relates to the adoption of EU social rules aiming at 
the reduction of the rate of traffic accidents and the improvement of the protection of 
drivers. Restructuring of the EU and Russian rail transport markets and technical 
interoperability between the EU and non-EU rail networks are the two central issues 
occupying rail transport dialogue, without any outcome in terms of policy 
recommendations and agreements. 
 
In the area of air transport, the objective of the working group is to promote and 
enhance cooperation on the basis of mutual benefit and non-discrimination in all 
respective sectors. Russia is an important aviation neighbour of the EU, while the EU is 
by far Russia’s largest international aviation market, with more than 50% of all Russian 
passenger traffic directed towards European destinations. In the recent past, EU-Russia 
traffic has grown by 10-25% per year, and Russia clearly has the potential to become the 
second most important market for the EU after the U.S.  
 
The key issues concerning EU-Russia aviation cooperation are: 
 
Aviation safety, where up to this point the Russian side agreed to take the necessary 
measures to improve safety standards of their carriers, while ongoing discussions 
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between the two sides concentrate on strengthening safety controls and systematic 
resolution of deficiencies and on the possible participation of Russia in the Safety 
Assessment of Foreign Aircraft (SAFA) programme. 
 
Siberian overflights, where an agreement was initialled by Vice-President Barrot and the 
Russian Transport Minister Levitin on 24 November 2006, on the margins of the EU-
Russia summit. On 22 March 2007, the Council of EU Transport Ministers gave its 
unanimous approval to the ‘Agreed Principles’ on Siberian overflights. The agreement 
provides for the abolition of payments for overflights for EC carriers not later than 
31.12.2013 and ensures that newly operated overflights by EC carriers in the transition 
period until 2013 will be free of payments. The agreement was adopted by the EU 
Council in May 2007, while the Russian government approved the ‘Agreement 
Principles’ in December 2007. In 2007/8, EC carriers were obliged to pay approximately 
$420 million (250 million USD in 2003/2004) to the Russian company Aeroflot to obtain 
the right to overfly Russian territory to Asian destinations. This is not in line with 
international rules (Chicago Convention) and practice. The Russian Federation is the only 
country in the world that requests such royalty payments; thus a solution to the 
longstanding problem of Siberian overflight payments has to be reached before Russia’s 
accession to the WTO. For the EU, strengthening of aviation relations with Russia will 
depend on the progress made in the implementation of the agreement. 
 

Further steps needed in the air transport policy area are: 

• Formalisation of EU-Russia aviation relations based on initially agreed 
principles, 

• Adaptation of the current bilateral air services agreements between Russia and 
EU member states in order to comply with the Community Law, 

• Preparation and organisation of an aviation summit that was planned for May 
2008 and postponed by mutual agreement. 

 
Finally, in the area of maritime and inland waterway transport, dialogue and 
information exchange has been launched in the relevant fields of maritime cooperation: 
safety of navigation, safety of vessels through port state controls and social issues, 
including IMO, but no practical outcomes have been reported yet. 
 
 

4. Energy 
Energy is without a doubt among the most crucial issues for the creation of the EU-
Russia Common Economic Space, not to say for EU-Russian relations in general. The 
fact that Russia is the basic energy supplier and hydrocarbon transit hub for the EU, along 
with the fact that the establishment of natural gas transit and supply networks called for 
bilateral and multilateral agreements between Russia, the EU and other non-EU 
countries, has necessarily brought the management of the issues related to energy to a 
high political level. 
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Thus, much of the progress with reference to the declared objectives and goals is subject 
to the political negotiations, treatments and agreements managed by governments. 
Disparate interpretations of the term ‘energy security’, as well as a failure to differentiate 
other problematic areas – such as broader geopolitical rivalry – from energy security, 
have resulted in a vicious cycle of standoffs and reciprocal accusations that perpetuate a 
climate of distrust. 
 
For its part, Russia is using this state of affairs to promote its interests around the globe, 
while also controlling the game at home by keeping the largest energy companies and 
pipelines under state control, and thus dictating the rules of competition and increasing 
the Kremlin’s clout in negotiations with foreign investors. At the same time, Moscow 
comes across as wanting to diversify its exports to the benefit of Asian markets, with the 
possible ulterior motive of playing its basic energy ‘partners’, that is, the EU, China and 
India off against one another: Russia’s stated intention of earmarking 30% of its oil 
exports over the next 15 years for Asian buyers, if materialized, will drastically limit its 
exports to the West.5 By stoking East-West competition for greater access to Russian 
energy reserves, the Russian leadership essentially hopes to attract investments, but 
mainly on its own terms.  
 
EU-Russia energy policy cooperation is by far the area where EU’s ability to act as a 
single entity against an external front is most heavily tested, while it also threatens its 
potential to apply a common energy strategy internally by promoting the use of 
alternative forms of energy. Europe, on one level, is trying to forge a cohesive, common 
energy policy vis-à-vis Russia, but has so far been unsuccessful, not least because a 
number of EU member states are very heavily dependent on Russian natural gas. The 
emergence of oil- and natural gas-producing ‘champions’ as key states in the energy 
community has heightened European concerns regarding state intervention in the rules 
regulating the international energy market. The fact that 79% of global oil production 
rests in the hands of state-controlled companies bears out these concerns.6 
 
The geopolitical headache for a Europe now in a particularly unfavorable position, is that 
given that Russia already controls a significant portion of natural gas exports from 
Turkmenistan, Kazakhstan, and Uzbekistan, with an additional stake in Algeria and, 
potentially, Libya, now Iran and Qatar have been added to this list via the cartel idea7, so 
we are talking about quantities vital to satisfying European needs – and given 
Azerbaijan’s limited capabilities, the EU’s options are dwindling. 
 
Dependencies concerning energy deliveries between Russia and Europe are, however, not 
at all one-sided. Europe is a secure, reliable, high-paying customer for Russia. Gazprom´s 
                                                 
5 Oxford Analytica Brief Paper, “Security Thinking fuels energy dilemma,” 21 September 2006. 
6 Richard Lugar (US Senator), September 2006. 
7 Despite the clear practical limitations on such an organization, and beyond the fact that none of the gas 
exporters is in a position – or willing – to play Saudi Arabia’s role as a swing producer, this agreement will 
have some benefits for Russia, in the sense that this deal is not about markets and prices, it is about 
technical cooperation, exchange of knowledge, and joint investment. In fact, Russia will be able to 
participate in the exploitation not only of deposits already at some stage of development, but also of 
deposits as yet untapped. 
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sales to Europe account for 65% of the enterprise’s revenues although in terms of 
quantity they represent only 35% of total deliveries. The rapidly growing Russian 
economy will increase its demand for energy, which might have delimitating effects on 
Russia’s export possibilities, prompting it therefore also to search for additional resources 
– and the danger is in competition with the EU. Nevertheless, the downside of the 
situation for Moscow is that increasing EU-Russian energy interdependency8 will give 
the EU more leverage in its negotiations with Russia if the partners in Brussels can reach 
a consensus on a clear, cohesive stance in their dealings with Moscow. Solidarity within 
Europe, at least in a crisis situation, is needed but it should be followed by renewed 
efforts to find alternative forms of energy that are friendlier to a long-suffering 
environment. 
 
In view of the aforementioned status and developments, EU-Russia energy dialogue in 
the context of the Common Economic Space exhibits limited progress as far as the 
objectives and actions determined in the 2005 Road Map are concerned. Up to this point, 
the major developments in dialogue are: 

• The energy dialogue has been organised with the establishment of three thematic 
groups: (1) Energy strategies, forecasts and scenarios, (2) Market developments 
and (3) Energy efficiency. 

• Both sides presented and discussed issues related to their long-term energy 
strategies. 

• Both sides agreed to set up a subgroup on energy economic issues (forecasts for 
energy production and demand, share information on strategic priorities, data 
exchange). 

• Agreement between Minister Khristenko and Commissioner Piebalgs on the ways 
of implementing an early warning mechanism, as a result of the disruption of oil 
supplies through the Druzhba pipeline. 

 
New projects are expected to be proposed by the energy strategy group, while a few joint 
projects have been implemented in the area of energy efficiency. 
 

Progress in energy policy strongly depends on the developments in other policy areas, 
such as investment protection, improvement in investment climate, promotion of 
regulatory convergence and harmonisation of standards of environmental protection. 
More will also depend on the evolution of the diplomacy approach. Yet dialogue should 
in any case continue and be intensified in order promote important issues pending for 
agreement such as: 

• Convergence of energy strategies of the EU and Russia, 

• Cooperation on the elaboration and implementation of joint energy infrastructure 
projects, 

• Cooperation in the field of nuclear energy, 
                                                 
8 The EU is Moscow’s best-paying client. 
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• Examination of the feasibility of the integration of the electricity markets, 

• Cooperation in the field of safety of transport of energy products, including by 
pipeline, rail and sea, 

• Launch of full-scale business dialogue of energy companies, and facilitate fair 
trade and transit of energy products. 

 
 

5. Environment  
The main objective in the environment policy area is to promote respect of the 
environment and commitment to international environmental agreements (UN 
Framework Convention on Climate Change, Implementation of the Kyoto Protocol, 
Convention on Biological Diversity, etc.), while the Commission pursued its efforts to 
have Russia ratify the Espoo Convention on Environmental Impact Assessment (EIA) in 
a Trans-boundary context. To these ends, no progress has been reported so far, as well 
as to the thirteen sections for cooperation and dialogue defined in the Roadmap. In terms 
of projects with environmental impact, the construction of the St Petersburg Sludge 
Incineration Plant, initiated in December 2007, is the largest and most expensive project 
funded under the TACIS programme in Russia, since it costs €29.8 million, of which 
€24.9 million is financed by the Commission. Under the Northern Dimension 
Environmental Partnership (NDEP), the Commission has provided €70 million for a 
variety of initiatives in North West Russia. 
 

Again the promotion of environmental policies and initiatives in Russian and in the EU-
Russian context is a matter of high-politics and much of the progress depends on higher 
political level pressures to Russia’s government to follow international conventions. 

In any case awareness raising and realization by the domestic civil and political society 
plays a crucial role. To this end active dialogue and cooperation in all aspects related to 
the active engagement of Russia in global environmental conventions need to by actively 
promoted. 

In this context priority should be given to the promotion and realization from the Russian 
side of the long run benefits from its participation in the global initiatives against climate 
change and for environmental protection, especially as long as environmental pollution 
(due to industrial wastes, fossil fuels, etc) puts in serious danger the health of the 
country’s population. 
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Factors inhibiting EU-Russian relations and ways 
around them 
 
In contrast with the enthusiasm of the 1990s regarding the strategic cooperation between 
Europe and Russia, the current situation in their relations is widely perceived as a 
conflictual impasse marked by an increasing mutual alienation of the two parties. During 
the second term of Putin's presidency, EU-Russian relations reached a level of crisis. The 
economic agenda has been overshadowed by other international norms and geopolitical 
considerations. Moreover, multilateral relations have been overshadowed by bilateral 
relations due to the disparate interests of individual EU members. 
 
Despite the current unfavourable conditions on the global stage, Russia's growth rate 
continued to accelerate in 2007-2008, at 8.1%, while economic interdependence is rising 
among Russia and the EU as a result of extensive economic (trade, energy, financial) 
transactions. This fact renders cooperation and coordination of strategies and policies a 
necessary condition for the future economic progress and stability of both areas, and 
provides a strong incentive to overcome current impediments. 
 
From the EU point of view, the inhibiting factors are both structural and 
historical/psychological in nature: 
 
The state actor opposed to the integration process 
The two areas are governed by different policy cultures. On the one hand, Russia is an 
actor with a leadership and autocratic past, and on the other, the European Integration 
program has no historical precedent and is based on a liberal functionalist project. It must 
be stressed that the disparate interests of Russia and the EU27 (their political and 
economic interests are very different) hinder any effort to speak with a single voice. 
Russia prefers making agreements on a bilateral level, considering that this better 
promotes its own interests. This state of affairs is a strong incentive for the gradual 
development of a unified voice on Russia, and EU member states need to consult and 
share views more regularly regarding Russia in order to iron out their differences and 
absorb the shocks within the EU, while not externalizing their political and economic 
relations. 
 
Multilateral and bilateral framework of negotiations 
Some EU member states are more cautious about enhancing cooperation with Russia due 
to historical links. There are other member states, however, that – through bilateral 
agreements – have evolved into very important economic and trade partners for Russia. 
The difficulty is thus the issuing of a joint communiqué – one that would satisfy both 
camps in the EU. The recent events in the Caucasus are a case in point, showing how 
complicated it is for the EU to speak in a single voice on Russia. In the end, though, the 
extent of EU action in the wake of the recent crisis in the Caucasus, despite differences 
between member states concerning what the stance on Russia should be, might serve as a 
guide to relations with Russia from this point on. It is imperative that Europe adopt a 
common policy and approach so that a common perception of European interests can be 
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formulated. A further issue that deserves careful attention is that other countries also 
impact EU-Russian relations. So Europe will have to follow a policy that serves its own 
interests exclusively, and not those of other powers. 
 
History as a significant factor 
History plays an important role, and concerns Russia and certain EU member states that 
have negative historical memories involving former Soviet republics. It is of particular 
significance that this issue has been intensified by the recent events in the Caucasus. 
Russia’s aggressiveness heightened concerns as to its real role and its credibility. 
Regardless of whether some countries take a more practical approach to their relations 
with Russia, it must be made clear that respect for Europeans’ basic principles and values 
– as well as the creation of a regulatory framework – is necessary if the present climate of 
suspicion is to be reversed so that an atmosphere of trust between the two sides can be 
cultivated and developed. 
 
It is quite apparent that countries once within Russia’s sphere of influence are trying to 
reduce their overall dependence on Russia, whether in the political, economic or trade 
sectors. In contrast, there are other states that are moving in the more realistic direction of 
ensuring their interests on a purely practical level, free of ideologies and historical 
complexes. The American factor also plays a decisive role and cannot be ignored. The 
designations of New and Old Europe coincide precisely with autonomous partners or 
dependent variables in Euroatlantic relations.  
 
The inhibiting parameters for the Russian side set out below create incalculable losses for 
economic cooperation at a time when the Russian market could well offer its vast 
potential to attract foreign investments. Many of the factors below discourage European 
investments. 
 
State protectionism that seals off certain markets 
Because Russia operates as a state actor, its protectionist structures are more effective and 
greater in number that those in the EU multilateral framework, wherein every move is the 
product of glacial intergovernmental negotiation. In the energy sector, as well as in other 
vital sectors of its economy, Russia has imposed state control, discouraging investments. 
Certain strategic sectors of the Russian economy are closed markets, and are thus not 
open to foreign direct investment. One example is Yukos: forced into bankruptcy, the 
company’s assets were used to benefit Rosneft and Gazprom, the two Russian energy 
giants. 
 
Economic patriotism inhibits the potential for investment by the EU or other countries in 
these strategically important sectors. And this Russian practice has the collateral impact 
of depriving Russia of the investment capital needed to optimise the performance of these 
sectors. As the demand side of the energy market seems to be more dynamic than the 
supply side, Russia is gaining new confidence as fossil fuels are the source of both 
increased revenues and geopolitical leverage. 
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Russia not only refuses to comply with European demands concerning the opening of its 
energy market, but is also making an aggressive effort to secure its interests in the 
corresponding European market. Russia needs to open its markets, but the EU has first to 
persuade Moscow that it does not aim to control the strategic sectors of its economy. 
Economic relations in all sectors have to be built on a framework of mutuality. 
 
The normative environment 
Due to the lack of a regulatory framework and transparency prevalent in the Russian 
market, the ease or difficulty with which investments can be made depends on personal 
relationships. Local or regional approval of a given investor suffices for investments to be 
made. But in the marketplace, healthy competition requires rules. Most transactions and 
deals are made via informal and/or interpersonal relations. The issue at hand is the virtual 
annihilation of any risk factor calculation due to the normative unpredictability of the 
market. The economy’s dependence on specific persons rather than on institutions 
inevitably creates a climate of uncertainty and insecurity for the investor. 
 
At this juncture it is important to point out that while there is no system of rules for 
investments there is another system (within circles of the Putin network) that has absolute 
control over investments. Unfortunately, it is clear that while there are a host of 
investment opportunities, the politicization of business perceptions and the centralization 
of the Russian economy by the political system are undermining the country’s potential. 
The attack on Yukos and its owner, Mr Khodorkovsky, for example, was presented as a 
crackdown on the oligarchs. “Yet it created a new, more powerful and less visible caste 
that began to play a dominant role in the economy. The share of crude-oil production 
controlled by state and semi-state companies doubled. Growth in oil output, which before 
the Yukos affair had been running at about 9% a year, slowed to just 1% by the end of 
2007” (see the Economist March 1st -7th 2008). 
 
The new Russian president, Medvedev, supports the imperative need to free the Russian 
marketplace from ideology and accept more free market regulations, and this is very 
encouraging, especially if he succeeds in achieving political independence. Medvedev’s 
liberal views are typified by something he said in a speech to the East Siberian 
Krasnoyark Economic Forum on 15 February 2008: “Russia in the next four years should 
focus on four I s: institutions, infrastructure, innovations, investment.” 
 
 
Informal or black economy and corruption 
Problems present in the legislative and other regulations (import duties, import licences, 
certification, border duties, etc.) and the lack of cash flow and information for 
enterprises, result in a bad business climate. Other inhibiting factors include widespread 
corruption, bureaucracy, and intervention in the juridical system, lack of technical and 
manufacturing infrastructure, an underdeveloped wholesale and distribution network and 
a prevailing lack of trust in institutions. “Corruption is of two kinds. One sort is driven by 
private firms and individuals who bribe officials to turn a blind eye to the rules. This 
allows businesses to get around a net of conflicting and outdated laws… The other kind 
of corruption emanates directly from the Kremlin and benefits state officials and their 
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friends who double up as businessmen. Both damage the country, but the second is more 
insidious” (see the Economist, March 1st -7th 2008). 
 
Bribe-taking, in fact, is a widespread practice throughout the Russian bureaucracy. A 
number businesses and businesspersons routinely pay bribes to Russian public officials in 
order to conduct their business in Russia. Indeed, the most prevalent crime in Russia 
today is bribery. 
 
Regardless of the differing rationales behind the Russian and EU legal systems – due to 
differing points of reference – an additional issue that the EU needs to take under 
consideration is the problem arising from the fact that there is no substantial link between 
the legal systems of the two sides. As a result, investors from the EU incur huge 
expenditures in dealing with the peculiarities of the Russian legal system. This, in turn, 
would also help Russian companies investing in Europe, because it is true that even the 
attitude to doing business differs to a significant degree (European enterprises do 
business based on rules, whereas their Russian counterparts do business based on 
interpersonal relations). 
 
 
 



 26

Conclusions 
 
Realization of the objective of the EU-Russian Common Economic Space, which is the 
creation of an open and integrated market between Russia and the EU, appears to be a 
distant prospect. Progress is highly dependent on developments on both policy and 
market levels. Political action, especially on a higher level, will determine the degree of 
commitment, the strategic goals and the commonly accepted set of rules, directions and 
actions for the promotion of the CES project. Market developments and actors, on the 
other hand, can tangibly influence the priorities, as well as the constraints, in this process. 
 
The formal framework for action determined by the 2005 EU-Russian CES Road Map 
has been in many respects stymied by political developments in the areas that were 
pegged to play crucial role in the promotion of the CES objectives; areas such as energy 
and trade. Within the formal context of the CES roadmap, all of the sixteen areas of 
action have been activated, at least in terms of establishment of working groups and 
initiation of dialogues, but progress in policy results has been limited (and in many cases 
totally absent). 
 
To culminate in policy, dialogue needs higher policy commitment and will from both 
sides, but up to this point: 

• The EU is more committed than Russia, and this is clear in terms of both financial 
support and initiatives. 

• The European Commission is more committed than member-state governments. 
• Member-state commitment varies in intensity and is focused on national rather 

than common interests. 
 
Under these circumstances, most of the progress achieved so far in the various policy 
areas is due to developments on the market front and the contribution of the EU financing 
instruments (e.g., TACIS and now ENPI funds). Increased financial cooperation and 
participation on the part of Russia is necessary and expected (due to the formal 
commitments undertaken), especially where cross-border cooperation is concerned.  
 
In the near future, and provided that the political context is stable, it is expected that the 
expansion of trade and investment flows between the two areas will facilitate increasing 
activity on economic policy cooperation matters. 
 
Increasing interdependence between the two economies exercises additional pressures for 
development and progress in economic policy and cooperation. The EU and Russia are 
already economically interrelated due to the high and increasing flows of energy, goods, 
services and capital. To a large extent, the two economies supplement one another. 
Russia needs Europe’s investments, technology and markets, and Europe needs Russia’s 
energy supply and market, while both seek energy security. Europe pays the highest 
prices for Russian energy products and is the source of a large portion of Russia’s 
revenues. 
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Political will and commitment in Russia for the promotion of the necessary structural and 
institutional reforms will determine the velocity of movement towards meeting the targets 
set for both countries under the CES programme. 
 
Russia’s incorporation into multilateral structures may also function as a platform for 
governmental reforms. Russia’s accession to the WTO will mean monitoring of its 
financial and currency mechanisms. In order to gain the greatest possible benefits from 
international partnerships and cooperation, Russia needs to further liberalise its economy 
and improve the existing legal and institutional system, dismantling lawlessness and 
discretion. 
 
From the EU’s point of view, much of the future progress seems to be dependent on its 
ability to develop and then stabilise a common and consistent approach towards Russia. 
The EU needs to act as a single player in the framework negotiations and agreements if it 
is to neutralise the risk of losing negotiating power under the status of asymmetrical 
interdependence that the Russia has managed to establish in its dealings with EU member 
states, promoting bilateral agreements and alliances. Following the EU-Russian Summit 
on 27 June 2008, there was revived activity and all member states agreed on a broad 
negotiation mandate for the Commission. 
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Appendix: EU and Russia trade and energy context in 
Figures 
 
 
Table 1: EU 27 trade in goods with Russia by product 

Exports Imports Balance 
  

2000 2007 2000 2007 2000 2007 

Total  22738 89125 63777 143587 -41039 -54462 
Primary products:  

3652 8626 40172 100196 -36519 -91570 

Food & drink  2823 6761 727 893 2096 5868 
Crude materials  708 1322 3652 4973 -2944 -3652 
Energy  121 544 35793 94330 -35671 -93787 
Manufactured 
goods:  18483 78715 13487 22054 4996 56661 

Chemicals  3280 12369 2519 4478 761 7891 
Machinery & 
vehicles 8381 43302 1074 1457 7308 41845 

Other manuf’d 
articles 6822 23043 9895 16119 -3072 6924 

Other  602 1784 10118 21337 -9516 -19553 
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Graph for table 1: EU27 trade in goods with Russia by product 

22.738 

3.652 
2.823 121 

18.483,00 

8.381 

6.822 
602 

89.125 

8.626 
6.761 544 

78.715,00 

43.302 

23.043 
1.784 

63.777 

40.172 

727 
35.793 

13.487,00 

1.074 9.895 

10.118 

143.587 

100.196 

893 
94.330 

22.054,00 
1.457 16.119 

21.337 

-41.039 

-36.519 

2.096 

-35.671 

4.996,00 
7.308 

-3.072 
-9.516 

-54.462 

-91.570 

5.868 

-93.787 

56.661,00 

41.845 
6.924 

-19.553 

2000 2007 2000 2007 2000 2007

Exports Imports Balance

Total Primary products: Food & drink Crude materials Energy Manufactured goods: Chemicals Machinery & vehicles Other manuf’d articles Other 



 31

Table 2: EU27 Member States trade in goods with Russia  
million euro  

 Exports Imports Balance 
 2000 2007 2000 2007 2000 2007 
EU27 22738 89125 63777 143587 -41039 -54462 

Belgium 944 3268 1614 4872 -670 -1603 
Bulgaria 129 328 1641 2707 -1512 -2378 
Czech Republic 420 2081 2260 3835 -1840 -1754 
Denmark 542 1361 419 893 123 467 
Germany 6660 28089 14263 27587 -7603 501 
Estonia 82 710 391 1147 -310 -438 
Ireland 179 310 11 74 168 236 
Greece 269 438 1185 3130 -916 -2693 
Spain 578 2050 2412 7698 -1834 -5648 
France 1838 5602 4501 10437 -2662 -4835 
Italy 2521 9579 8336 14354 -5815 -4776 
Cyprus 7 19 160 37 -153 -18 
Latvia 85 782 402 973 -317 -191 
Lithuania 238 1875 1544 3206 -1306 -1332 
Luxembourg 21 148 18 175 3 -27 
Hungary 496 2231 2809 4786 -2313 -2556 
Malta 0 2 12 1 -12 1 
Netherlands 1796 6898 3901 17989 -2105 -11091 
Austria 711 2913 1132 1653 -421 1260 
Poland 943 4727 5019 10449 -4077 -5721 
Portugal 17 143 248 559 -231 -416 
Romania 97 427 1218 3235 -1121 -2808 
Slovenia 210 965 251 491 -41 474 
Slovakia 115 959 2346 4016 -2231 -3057 
Finland 2174 6724 3471 8308 -1296 -1583 
Sweden 601 2451 958 3386 -357 -935 
UnitedKingdom 1066 4046 3256 7588 -2190 -3542 

TotalExtra-EU27 849739 1238847 992698 1424424 -142959 -185577 

Russia/Total 2.7% 7.2% 6.4% 10.1% 28,7% 29,3% 
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Table 3: Energy consumption, net imports and dependence rate, 2006 
 

 Gross inland energy 
consumption Net imports 

 

Mio.toe %change 
2006/2005 Mio.toe %change 

2006/2005 

Energy 
dependence 
rate(%) 

EU27 1825.2 0.0 1010.1 2.4 53.8 

Belgium 60.4 -1.2 53.5 -0.5 77.9 

Bulgaria 20.5 2.8 9.5 0.3 46.2 

CzechRepublic 46.2 2.0 12.9 0.3 28.0 

Denmark 20.9 6.1 -8.1 -22.5 -36.8 

Germany 349.0 0.5 215.5 0.1 61.3 

Estonia 5.4 -2.5 1.9 28.1 33.5 

Ireland 15.5 2.6 14.2 4.1 90.9 

Greece 31.5 0.5 24.9 6.0 71.9 

Spain 143.9 -0.5 123.8 -0.1 81.4 

France 273.1 -1.2 141.7 -1.8 51.4 

Italy 186.1 -0.6 164.6 2.2 86.8 

Cyprus 2.6 5.8 3.0 5.5 102.5 

Latvia 4.6 3.0 3.2 5.8 65.7 

Lithuania 8.4 -2.2 5.5 7.1 64.0 

Luxembourg 4.7 0.0 4.7 0.9 98.9 

Hungary 27.8 -0.8 17.3 -1.0 62.5 

Malta 0.9 -6.4 0.9 -6.4 100.0 

Netherlands 80.5 -2.3 37.2 -3.0 38.0 

Austria 34.1 -0.1 24.9 0.8 72.9 

Poland 98.3 4.7 19.6 16.2 19.9 

Portugal 25.3 -6.3 21.6 -11.7 83.1 

Romania 40.9 4.2 11.9 9.9 29.1 

Slovenia 7.3 0.6 3.8 0.4 52.1 

Slovakia 18.8 -1.2 12.0 -3.5 64.0 

Finland 37.8 9.1 20.9 8.5 54.6 

Sweden 50.8 -1.7 19.8 -1.9 37.4 

United Kingdom 229.5 -1.6 49.3 52.7 21.3 
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Table 4: EU27 imports from Russia - Top 5 products, 2006 
 

Sections of the Harmonized System Yearly       
2004-2005 

Yearly       2005-
2006 

Annual average 
1999-2006 

V Mineral products 48.40% 21.50% 26.20% 
XV Base metals and articles of base metal 3.70% 27.10% 13.50% 
VI Products of the chemical or allied industries 17.20% 7.90% 12.30% 
XIV Pearls; precious stones and metals; coin 16.90% 10.70% 12.70% 
IX Wood; wood charcoal; cork; art, of straw 12.90% 6.10% 8.40% 
Others 10.80% 48.90% 17.30% 

 
 
Graph for table 4: 
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Table 5: EU27 exports to Russia – Top 5 products, 2006 
 

Sections of the Harmonized System Yearly       
2004-2005 

Yearly       
2005-2006 

Annual 
average 

1999-2006 

XVI Machinery; electrical equip,; image, sound 28.30% 16.90% 27.30% 
VI Products of the chemical or allied industries 27.30% 30.20% 24.90% 
XVII Vehicles, aircraft, vessels 22.40% 51.10% 32.60% 
XV Base metals and articles of base metal 29.30% 37.00% 23.30% 
VII Plastics and rubber 26.20% 32.20% 26.50% 
Others 15.90% 27.60% 16.40% 

 
 
Graph for table 5 
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