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The briefings drafted by the European Parliament Secretariat's Task Force on Enlargement aim to present in a systematic, summary form, the state of discussions on the 
various aspects of enlargement of the Union and the positions adopted by the Member States, the applicant countries, and European institutions. Briefings will be updated as 
the negotiations progress. The following briefings have already been published: 
 
Number Title                   PE No  Date Languages 
 
1  Cyprus and membership of the European Union         167.284/rev.4  18.03.99 All 
2  Hungary and the enlargement of the European Union        167.296/rev.2 01.02.99 All 
3  Romania and its accession to the European Union         167.297/rev.2 26.02.99 All 
4  The Czech Republic and the enlargement of the European Union    167.335/rev.3 18.10.99 All 
5  Malta and the relations with the European Union        167.350/rev.3 01.07.99 All 
6  Bulgaria and the enlargement of the European Union       167.392/rev.3 11.10.99 All 
7  Turkey and relations with the European Union        167.407/rev.2 17.06.99 All 
8  Estonia and the enlargement of the European Union       167.409/rev.1 08.10.98 All 
9  Slovenia and accession to the European Union        167.531/rev.1 08.02.99 All 
10  Latvia and enlargement of the European Union        167.532/rev.2 27.09.99 All 
11  Lithuania and enlargement of the European Union        167.533/rev.2 12.01.99 All 
12  Poland and accession to the European Union         167.587/rev.2 03.03.99 All 
13  Slovakia and accession to the European Union        167.609/rev.2 20.08.99 All 
14  Russia and enlargement of the European Union        167.734/rev.1 23.02.99 All 
15  The institutional aspects of enlargement of the European Union    167.299/rev.1 21.06.99 DE-EN-ES -FR-IT 
16  Controlling and protecting European Union finances with a view to enlargement 167.330  09.03.98 DE-EN-ES-FR-IT 
17  Environmental policy and enlargement          167.402  23.03.98 DE-EN-ES-FR-IT 
18  The European Conference and the enlargement of the European Union   167.410  03.04.98 DE-EN-ES-FR-IT 
19  Budgetary aspects of enlargement            167.581  12.04.98 DE-EN-ES-FR-IT 
20  Democracy and respect for human rights in the enlargement process of the EU  167.582  01.04.98 DE-EN-ES-FR-IT 
21  Enlargement and Economic and Social Cohesion        167.584  08.05.98 DE-EN-ES-FR-IT 
22  Statistical Annex on Enlargement            167.614/rev.5 06.07.99 EN 
23  Legal Questions of Enlargement            167.617  19.05.98 DE-EN-ES-FR-IT 
24  Pre-accession strategy for enlargement of the European Union     167.631  17.06.98 DE-EN-ES-FR-IT 
25  Cooperation in the area of justice and home affairs in the enlargement process  167.690/rev.1 30.03.99  DE-EN-ES-FR-IT 
26  Women's rights and enlargement of the EU         167.735  14.07.98 DE-EN-ES-FR-IT 
27  Enlargement and Agriculture            167.741  03.09.98        DE-EN-ES-FR-IT 
28  Switzerland and Enlargement            167.777/rev.1 08.03.99 All 
29  Enlargement and Fisheries              167.799  12.10.98 All 
30  Common foreign and security policy and enlargement of the European Union  167.822/rev.1 26.07.99 DE-EN-ES-FR-IT 
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Number Title                  PE No  Date Languages 
 
31  Security and defence and enlargement of the European Union     167.877  30.10.98 DE-EN-ES-FR-IT 
32  The European Economic Area (EEA) and the enlargement of the EU   167.887  17.11.98 DE-EN-ES-FR-IT 
33  The PHARE Programme and the enlargement of the EU      167.944  04.12.98 DE-EN-ES-FR-IT 
34  The Economic and Monetary Union (EMU) and the enlargement of the EU  167.962  04.12.98 DE-EN-ES-FR-IT 
35  The industrial policy and the enlargement of the EU       167.963/rev.1 24.06.99 DE-EN-ES-FR-IT 
36  Agenda 2000 and the accession process to the EU        168.008/rev.1 10.06.99 DE-EN-ES-FR-IT 
37  Enlargement and external economic relations        168.062/rev.1 08.09.99 DE-EN-ES-FR-IT 
38  The role of the European Parliament in the enlargement process    168.065  27.01.99 DE-EN-ES-FR-IT 
39  The social aspects of enlargement of the EU         168.115/rev.1 01.07.99 DE-EN-ES-FR-IT 
40  Nuclear safety in the applicant countries of Central an Eastern Europe   168.257  22.03.99 DE-EN-ES-FR-IT 
41  Public opinion on enlargement in the EU Member States and applicant countries 168.296  22.04.99 DE-EN-ES-FR-IT 
42  The Russian minority in the Baltic States and the enlargement of the EU   168.307  03.05.99 DE-EN-ES-FR-IT 
43  Energy policy and the enlargement of the EU        168.394  10.06.99 DE-EN-ES-FR-IT 
44  The transport policy and the enlargement of the EU       168.459  28.07.99 DE-EN-ES-FR-IT 
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I. THE POLITICAL FRAMEWORK 
 
A.  The Russian government crises of 1999 - background 
 
1999 was a year of great political instability during which the President of the Russian 
Federation, Boris Yeltsin, sacked one prime minister after another as a way of compensating for 
his repeated absences from the presidency on health grounds. 
 
On 12 May 1999, Boris Yeltsin announced that Yevgeni Primakov had resigned from the post of 
prime minister to which he had been appointed on 11 September 1998. Although the President 
was grateful to Primakov for stabilising the situation in the country, he was critical of his lack of 
initiative and the slow progress of economic reforms. There are also other explanations for this 
resignation: the failure of Russian diplomacy in the Kosovo crisis and Primakov’s growing 
popularity, which made him a potential candidate for the 2000 presidential elections. Primakov 
had also supported the Russian judiciary which had opened inquiries into misuse of funds and 
financial dealings carried out by Boris Berezovski, the Kremlin’s ‘éminence grise’. 
 
The Interior Minister, Sergei Stepashin, well known for his hard line during the 1994-1995 war 
in Chechnya, was then appointed Prime Minister. The appointment coincided with the Duma’s 
rejection of the procedure to dismiss the Russian President. Far from having the desired effect, 
the vote on the five grounds for dismissal, in particular genocide against the Russian people, the 
war in Chechnya in 1994 – 1995 and the break-up of the USSR, failed to gain the two-thirds 
majority needed to set the dismissal process in motion. However, Stepachin only stayed three 
months as Prime Minister. On 9 August he was sacked following events in Dagestan, where 
Chechen forces were carrying out incursions onto Dagestan territory in support of rebellions. 
 
The Russian President proposed Vladimir Putin, head of the Secret Service, for the post of prime 
minister. On 16 August he was installed by the Duma, which had shrunk from engaging in a trial 
of strength with Boris Yeltsin within four months of government elections. The new Prime 
Minister promised to re-establish order and discipline in Russia, to make the army worthy of 
respect once more and to provide financial support for the military-industrial complex. He 
proved adept at ‘more aggressive’ diplomacy and at using ‘hard economic measures’ to defend 
Russian minorities abroad. 
 
B. The wave of terrorism in Russian cities and the start of military action against 

Chechnya 
 
The crises in the government were exacerbated by the events in Chechnya, where Russian 
officials were victims of ambushes and kidnappings. The Russian authorities were in an 
embattled position when on 5 March 1999 General Shpigun, a representative of the Russian 
Interior Ministry, was kidnapped in Chechnya. It seemed that renewed military intervention in 
Chechnya was imminent, and Russian officials stated that a ‘strategic solution’ to the Chechen 
problem was needed. 
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A series of terrorist attacks resulting in almost 300 civilian deaths in Russia in September served 
as a pretext for an anti-Chechen media offensive1. On 5 September the Russian army began a 
bombardment of some villages in Chechnya which were thought to be terrorist bases. After 24 
September the bombardment was extended to the whole territory of Chechnya. At the same time, 
Russian troops concentrated on the Chechen borders and crossed into the Republic on 1 October. 
According to the Russian authorities, and particularly statements by Boris Yeltsin, the aim is to 
stamp out a hotbed of international terrorism, to bring Chechnya back under the umbrella of the 
Russian constitution and to enable its people to live a normal life.  
 
Russian official pronouncements often use the argument of an anti-terrorist struggle to justify the 
use of air power and other means of military force. The Chechen President, Aslan Maskhadov, 
has called on NATO to intervene to prevent a ‘humanitarian disaster’. Tens of thousands of 
people have already had to flee the fighting in Chechnya; 147 000 refugees2 have arrived in 
Ingushetia, while humanitarian organisations are prevented from bringing them aid.  
 
The continuing military campaign in Chechnya has raised questions about the elections which 
are due to be held in December 1999. 
 
C.  Preparations for elections 
 
The election date of 19 December 1999 has been confirmed many times by the Russian 
President, his Prime Minister and the Speaker of the Duma. Russian officials have confirmed 
that a state of emergency will not be declared in spite of the Russian army’s campaign in 
Chechnya. 
 
1. Parliamentary elections, 19 December 1999 
 
According to the latest VTSIOM3 poll, 54% of those questioned were prepared to turn out for 
parliamentary elections. Only three political blocs – the Communist party, the Mayor of 
Moscow’s Fatherland party and Iabloko have a hope of exceeding the 5% threshold. The 
positions of Fatherland and Iabloko have been strengthened since they have been joined 
respectively by Yevgeni Primakov and Sergei Stepachin.  The VTSIOM poll published at the 
beginning of October gives the Communist party 32% of the votes, Fatherland 22% and Iabloko 
12%. 
 
2. Presidential elections in 2000 
 
Opinion polls show that Vladimir Putin, who was largely unknown before being appointed Prime 
Minister and ‘official heir’ to the Kremlin, is gaining popularity through maintaining a consistent 
hard line over Chechnya. However, this potential presidential candidate does not at present have 
the support of a political party. 
 

                                                 
1 31 August 1999: bomb at the Manège shopping centre, close to the Kremlin: 1 dead, about 40 wounded. 4 
September: car bomb outside a block of flats inhabited by families of Russian soldiers at Bouinaksk (Dagestan): 64 
dead. 9 September: bomb in a block of flats in a residential area of Moscow: 92 dead. 13 September: bomb in a 
block of flats in the south-east of Moscow: 118 dead. 16 September: car bomb in Volgodonsk: 17 dead. 
2 Le Monde, 17 – 18 October 1999 
3 VTSIOM – Vserossiïskiï Tsentr Izoutchenia Obchtchestvennogo Mnenia, Russian Centre for Public Opinion 
Research  
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Among the other candidates are Yuri Luzhkov, Mayor of Moscow, who formed a new centrist 
party, ‘Fatherland’ on 19 November 1998, General Alexander Lebed and the former Prime 
Minister, Viktor Chernomyrdin. The Communist Party will probably be represented by Gennadi 
Zhuganov. 
  
Yuri Luzhkov, who advocates establishing a strong State and a market economy together with a 
strong social policy, starts out favourite according to the opinion polls, particularly as Yevgeni 
Primakov has agreed to support him.   
 
General Lebed's popularity is beginning to fade. His home region is becoming embroiled in 
crisis, and he is having to deal with fraudulent activities directed by the local ‘aluminium king’, 
Anatoli Bikov. Moreover, the Honour and Fatherland party, which should have carried him to 
supreme power, has recently split and lost half its members. According to VTSIOM polls he 
would not be able to beat any other potential candidate. 
 
D. The crisis of power 
 
1. The Federation in crisis 
 
Another political crisis threatening the Russian Federation concerns its unity. Over the past two 
years there has been a trend towards local autonomy, and this trend has been strengthened by the 
fact that, since 1996, the governors of the Federation’s 89 regions and other territorial units have 
been elected, and are no longer appointed by the President of the Federation.  
 
The governors are seeking to make their mark as influential political figures. In the spring of 
1999 two new regionally-based political associations appeared: ‘All Russia’, comprising six 
governors including Mintimir Chaimiev, President of Tatarstan, which Yuri Luzhkov’s party has 
joined, and ‘Russian Voice’ led by Konstantin Titov, Governor of Samara. The Governor of 
Kemerovo, Aman Tuliev, has since June 1999 been the leader of the ‘Renewal and Unity’ 
Nationalist-Communist party4. 
 
The governors have increased their powers and they often taken over from the federal 
government in order to stave off the economic and social crisis. Some of them have even refused 
to contribute taxes to the federal budget, so giving rise to a real and serious threat that the 
Federation might break up.  
 
The regions renewed their efforts to increase their financial autonomy in 1999. Moscow claims 
that 17 regions have diverted federal funds for farmers and that many are not complying with 
central government directives and laws. Local leaders respond by saying that they do not see any 
reason to comply with a system which does not provide them with resources. 
 

                                                 
 4  Source : K. Rousselet, « Russie », L’état du monde, Paris, La Découverte, 1999, p. 570. 
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2. Corruption 
 
Scandals linked to corruption among the leaders of the Russian State have largely exacerbated 
the crisis of power in Russia. 
 
In October 1998 an inquiry opened in Moscow and subsequently in Geneva into the Mabetex 
affair, concerning the Lugano construction company which bribed its way to the major part of 
the contract for rebuilding the Kremlin. The reconstruction work was financed with funds 
obtained from illegal oil exports. This affair has revealed financial and public works practices 
which enabled Russian leaders close to the presidential administration to amass large fortunes 
abroad. Members of the President’s close family are implicated in the money-laundering scandal 
said to have been carried out by the Bank of New York. The High Court in Switzerland is 
preparing to conduct an inquiry into fraud against the Aeroflot airline by Boris Berezovski, the 
Russian financier who is one of President Yeltsin’s inner circle, and two former Aeroflot 
directors. 
 
The financial scandals which broke during 1999 have also soured relations with Russia’s 
principal financial backers, primarily the IMF.  
 
 
 
II.  THE ECONOMIC SITUATION 

Summary 
 
From the start of economic reforms in January 1992 until the end of 1998, Russia’s GDP per 
capita fell by as much as 40% and is now at around 20% of the EU level. Unlike in the most 
successful transition economies, notably Poland, output has failed to rebound following the 
initial drop. The investment picture is even more dramatic; during the same period, business 
investment dropped by around 60% and is now at less than 13% of GDP, with very little foreign 
direct investment. Private consumption fell relatively less, with the rise in imports of consumer 
goods, but income disparity has markedly increased. 
 
The actual output decline is difficult to measure due to the difficulties in tracking improvements 
in quality and the production of the shadow economy, notably in services. The available 
estimates of the output decline between 1991 and 1998 vary from 25% to as much as 50%. 
 
The initial period (1992-94) 
 
The biggest drop in output occurred, as in all transition economies, in the first few years 
following basic economic reforms. In effect, Soviet products and services found it difficult to 
pass the market test following price liberalisation in January 1992 and the withdrawal of 
government subsidies. Manufacturing and construction output dropped by more than 50%. 
Overall output in services remained stable since the drop in previously subsidised services like 
air travel and hotels was compensated by an increase in retail, personal and business services, 
which had been underdeveloped during Soviet times. 
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The later period (1995-99) 
 
Since 1995, the fall in output has slowed down to around a 10% overall decline for the period. 
Russia experienced slight economic growth in 1997 followed by a 5% decline in 1998. This is by 
no means a satisfactory development when compared to other transition economies like Poland 
or Hungary. Business investment is still falling, to less than 13% of GDP in 1997, and the share 
of foreign direct investment remains very small (0.8% of GDP compared to 7% in Poland in 
1998). A rise in industrial production in 1999 should probably be interpreted as a one-time 
adjustment, which followed the August 1998 devaluation and the subsequent collapse of imports, 
as opposed to the start of a prolonged economic recovery. 
 
Reasons for Russia’s economic decline 
 
There have been numerous studies on Russia’s economic problems. Put together they amount to 
an intimidating list. The most commonly cited problems are chronic macroeconomic instability, 
poor corporate governance, lack of effective and independent legal infrastructure, lack of clear 
property rights, rampant corruption and increasingly powerful organised crime, poor 
infrastructure, prevalence of non-cash transactions, bankrupt banks, absence of land code, red 
tape and inadequate management skills.  
 
Recent developments 
 
The IMF has agreed to lend a further $4.5bn to enable Russia to roll over existing debt to the 
Fund. Although the agreement foresees fiscal tightening and structural reform, the government 
may have difficulties to follow up on its commitments. Budget revenue collection has improved 
significantly this year, but further expenditure cuts are needed to meet IMF fiscal targets.  

Industrial output grew by 3.1% year on year in the first half of 1999 as rouble devaluation 
encouraged import substitution and boosted export demand. However, there are doubts about the 
accuracy of official statistics, and domestic demand remains depressed. Supply bottlenecks make 
continued output growth unlikely.  

Unemployment has stabilised and real incomes have begun to recover, but remain considerably 
below their pre-crisis level. Monthly consumer price inflation is down to 2-3%, but producer 
prices are growing more rapidly owing to rising energy prices. Inflation is forecast to fall to 
around 50% by the end of 1999.  

The current account has posted a $5.1bn surplus in the first quarter, but the reserve position has 
not improved. Rising export volumes for certain commodities, together with massive import 
contraction, have resulted in a $13bn trade surplus in January-June. 

 
Structural reform 
 
The IMF programme foresees limited structural reforms, such as improving financial discipline 
in the enterprise sector, closing down insolvent banks and reducing the amount of barter in the 
Russian economy. Many of these goals have been part of Russia's IMF agreements for years 
without ever being implemented. The Russian government needs the new IMF loan to avoid 
future debt default, to unlock other multilateral and bilateral funds, and for the restructuring of 
overdue Soviet-era debt.  
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Although the stakes this time are limited ($4.5bn, compared with a total of $17.6bn of 
outstanding IMF loans), the Fund is determined to ensure that the latest package is followed 
through. The release of new tranches will be decided on a quarterly basis and will be made 
conditional on compliance with fiscal and other targets. Although there might be political 
pressure on the IMF to continue disbursements during the election period irrespective of macro-
economic performance, it is likely to be strict with Russia in order to restore its international 
credibility. This has been weakened by the so-called FIMACO affair, when an independent 
report proved that they had misled the Fund about the use of previous IMF loan disbursements 
The IMF was able to reassure its critics that such irregularities would not occur on this occasion, 
because the money from the current programme will remain in US bank accounts, as its sole 
purpose is to roll over existing Russian obligations to the Fund. Nevertheless, the agreement with 
the IMF will alleviate Russia's financial situation, as it has unlocked funding lines from the 
World Bank and bilateral lenders, and was a precondition for starting debt restructuring talks 
with the Paris and London Clubs of international creditors. 
 
Economic policy 
 
Despite two cabinet crises in less than three months, fiscal and monetary policy has remained 
surprisingly disciplined, and attempts have been made to address deep structural flaws in the 
economy, in particular in the financial sector. A sense of continuity in economic policymaking 
was imbued by ongoing negotiations with the IMF, which were started while Yevgeny Primakov 
was prime minister and finalised during Sergei Stepashin's brief tenure. Vladimir Putin, who 
replaced Mr Stepashin in August, vowed to continue the economic policies set out by the 
Primakov cabinet earlier this year. 
 
EIU Forecast summary  
(% change year on year unless otherwise indicated)  

1997(a) 1998(a) 1999(b) 2000(b)

Real GDP 0.8 -4.6 -1.0 1.0
Industrial output 1.0 -5.0(c) 1.0 3.0
Gross fixed investment -5.0 -6.7(c) -2.0 0.0
Consumer prices
Average 14.6 27.8 91.0 45.0
Year-end 11.0 84.5 50.0 40.0

Federal budget balance (% of GDP) -7.1 -5.0 -4.3 -3.6
Merchandise exports fob ($ bn) 89.0 74.8 73.6 75.9
Merchandise imports fob ($ bn) 71.6 57.4 47.0 51.3
Current-account balance ($ bn) 4.1 2.5 10.4 8.8
% of GDP 0.9 0.9 5.4 4.3

Exchange rate (Rb:$)
Average 5.79 9.71 24.8 33.0
Year-end 5.96 20.65 28.0 35.0

(a) Actual. (b) EIU forecasts. (c) EIU estimate. 
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Growth potential 
 
Despite recent signs of stabilisation in domestic demand, consumer demand remains more than 
20% lower than last year and investment is also still falling, which limits the scope for further 
growth through import substitution. Increasing export volumes will help some industries, but 
foreign sales as a percentage of GDP are so small that Russia cannot hope for an export-led 
recovery. More importantly, the micro-foundations of sustainable economic growth have not 
been laid. Further industrial output growth will be limited by capacity constraints imposed by 
outdated machinery, inefficient distribution networks and other supply bottlenecks.  

 
Foreign trade and payments 
 
The trade data for the first half of 1999 highlight the effect of the rouble's devaluation and the 
ensuing financial crisis. While both exports and imports were lower than in the corresponding 
period of 1998, imports fell far more sharply. According to preliminary figures from 
Goskomstat, the state statistics committee, the first-half trade surplus was $12.9bn, compared 
with $1bn in the first half of 1998. In the first six months of 1999 Russia exported goods worth 
$32.6bn, which is 11.7% less than in the same period of last year. Most of the decline was 
accounted for by lack of demand from the Commonwealth of Independent States (down by 
36.7% year on year in January-May), whereas non-CIS exports started to recover in March when 
oil prices began to rise. Imports declined by 45.1% year on year in the first half, with the fall 
being evenly spread between CIS and non-CIS imports. 
 
Debt servicing 
 
Despite large external surpluses, Russia will make little headway in improving its debt-service 
record as long as an estimated $1bn leaves the country each month through capital flight. Despite 
this impressive turnaround in the current account, Russia's external financing position continues 
to deteriorate. In the first quarter of 1999 the capital account recorded a $4.2bn deficit, compared 
with a $4.2bn surplus in the first quarter of 1998. Although the deficit is a slight improvement on 
the fourth quarter of 1998, it shows that the authorities' measures to stem capital flight have not 
worked effectively. Net inflows of foreign direct investment of $400m were dwarfed by a $5bn 
deficit on "other" investments.  

Despite recent improvements in tax collection, the Russian federal budget does not generate 
enough revenue to allow the authorities to service external liabilities fully. Russia can therefore 
only hope to obtain sufficient funding to continue servicing its post-1992 foreign debt taken on 
in the name of the Russian Federation.  

The government is hoping for a comprehensive restructuring, including write-offs, of Soviet-era 
foreign liabilities. The Paris Club of official creditors has agreed to reschedule some $8bn in 
debt repayments that had been due in 1999-2000, but is ruling out debt forgiveness and has 
postponed any discussion of the longer-term situation until after the 2000 presidential election. 
The London Club of commercial creditors may not even agree formally to reschedule 1999-2000 
obligations before the outcome of the presidential election is known. 
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Trade with the EU 
 
Since 1992, the EU has maintained a consistent trade deficit with Russia. The principal trading 
partners are Germany (31% of EU imports and 35% of EU exports in 1998), Italy (14% and 
13%), France (10% and 8%) and the UK (10% and 6%). 
 
The share of Russia’s total trade accounted for by the EU has declined since 1992. At the start of 
this period, the EU purchased 48% of Russia’s exports and provided 43% of its imports. By 
1998, these figures had fallen to 31% and 36% respectively.  
 
 
III. THE INTERNATIONAL DIMENSION 
 
A. Russia and the IMF: relations clouded by misuse of funds 
 
The IMF has been helping Russia since 1995, and under an agreement signed in 1995, the 
Russian Federation has a three-year loan, so that it has already received an amount equivalent to 
$US 5.8 billion. In June 1998, negotiations began on a new loan worth $ 22.6 bn (comprising 
monies from the IMF, the World Bank and the Japanese Government). In September 1998, 
however, the IMF blocked the payment of a $ 4.3 bn instalment, pending the drawing-up of a 
'coherent' programme by the Russian Government. The IMF has attached conditions to the 
resumption of aid, such as the restructuring of the debt, increased State revenue and the recovery 
of the banking system. 
 
On 5 October 1998, the Interim Committee, an IMF policy body, called on the Russian 
Government to take immediate action to restore confidence in the rouble, re-establish payment 
mechanisms and to consult with debtors in order to find a solution to the debt based on 
cooperation and clearly restated its position that, without an economic stabilisation programme, 
the IMF would not make any new loans. The Primakov government considered that the IMF was 
partly to blame for the financial crisis and that, if financial aid was not released, it could not 
draw up an anti-crisis programme and submit a balanced budget to the Duma for the last three 
months of 1998 or for 1999. 
 
On 17 October 1998, the Russian Minister for Financial Affairs, Mikhail Zadornov, submitted 
the draft budget for the last three months of 1998. It assumed that revenue (between 65 and 75 bn 
roubles) would be half the level of expenditure (130 bn roubles). The government thus 
considered issuing money, although the Russian authorities were still awaiting the release of the 
$ 4.3 bn instalment planned by the IMF in September.  
 
The 1999 budget adopted by the Duma was as unrealistic as the budgets for the previous years. It 
provided for a deficit of around 2% of GDP. Far from making it easier to obtain additional credit, 
this slowed negotiations and contributed to the worsening relations with international private 
creditors. 
 
The IMF demanded that the Russian government reduce public expenditure and significantly 
increase its collection of taxes. After very lengthy negotiations conducted by the successive 
Russian governments in 1999, Russia succeeded in obtaining IMF approval on 28 April 1999, in 
the very political context of the Kosovo crisis, for restructuring Russia’s external debt ($ 17 bn, 
4.5 bn of which was owed to the IMF itself), and for payment of $ 4.8bn representing the second 
instalment of the $22.5 bn credit stand-by agreed in 1998. 
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However, the IMF had to harden its position following the revelations concerning misuse by the 
Russian Central Bank of credit granted by the IMF to the Russian government. The report by the 
international consultants Price Waterhouse Coopers on the use of the funds the IMF had lent to 
Russia revealed transfers of funds by the Russian Central Bank via its subsidiary Fimaco. Thus, 
the Russian authorities were not using these funds to carry out economic reforms, but were 
regularly placing them in high-risk situations on the financial markets. Against this background, 
the funds loaned to Russia at present, in particular the $4.5 bn financial programme for a period 
of 17 months which was adopted on 28 July 1999, are being used only to service Russia’s debt to 
the IMF. 
 
The World Bank is also involved in providing financial aid to Russia. The Russian Federation 
has been a member of the World Bank since 1992 and, since becoming a member, has received 
financial support worth $ 11.29 bn through 40 or so assistance projects. The purpose of such aid 
was to encourage the development of the private sector and to provide financial stability. A third 
structural adjustment programme worth $ 1.5 bn has been adopted. 
 
B. Russia in the G8 
 
Despite the anti-West feeling engendered by the events in Kosovo, the scandals caused by 
misuse of funds and corruption at the highest levels of the Russian State, Russia and the G8 have 
been able to maintain good relations. The G8 countries in September 1999 confirmed their 
support for the economic reforms in Russia aiming to reduce the outflow of capital and bring 
about a sustainable rise in living standards. 
 
While calling on the Russian authorities to combat corruption and money-laundering and to 
ensure that the funds granted by international financial institutions were used for their proper 
purpose, the G8 member States took part in the meeting on combating transnational crime which 
was held in Moscow on 19 October 1999. 
 
Cooperation between Russia and the seven industrialised countries is continuing at the same time 
as Russia is subjecting Chechnya to heavy bombardment, which puts the G7 members in a very 
uncomfortable position. Without really condemning Russia’s action in Chechnya, they are 
calling on the Russian government to avoid disproportionate use of force or targeting civilians. 
At present, Russia has succeeded in keeping its place in the G8, thus guaranteeing the economic 
support of the seven most-developed nations. 
 
C. European security: relations between the Russian Federation and NATO frozen 

following NATO action in Kosovo 
 
On 10 January 1994 at the 13th NATO Summit, a resolution was adopted offering the countries 
of Central and Eastern Europe a ‘partnership for peace’. Russia has traditionally regarded the 
enlargement of NATO to Central and Eastern European countries as a hostile move. However, 
once it became clear to the Russian authorities that enlargement was inevitable, they sought to 
negotiate in order to obtain a bigger say in the new geopolitical system. Hungary, Poland and the 
Czech Republic are the first of the former Socialist bloc countries to join NATO, which they did 
on 12 March 1999. Many partnership countries attended the Washington summit of 24 and 25 
April 1999, in particular Ukraine. The Baltic States, who have already signed the Partnership for 
Peace, also wish to join NATO, but the Russian Federation has always expressed its opposition 
to their membership, taking the view that it is capable of ensuring their security. 
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A ‘cooperation and security agreement’ was signed between the Atlantic Council and the 
Russian Federation in Paris on 27 May 1997, establishing a permanent NATO/Russia Joint 
Council. Participation by the Russian Federation in the work of NATO in this way (without veto) 
makes it possible to involve the Russian Federation in the process of enlarging NATO to include 
the countries of Central and Eastern Europe. This cooperation process has led to improved 
relations between NATO and Moscow. Russia even participated in preparations for NATO 
operations in Kosovo in early March 1999, in particular providing sea transport for military 
equipment and troops from the German contingent. However, since the start of NATO military 
intervention in Serbia, a traditional ally of Russia, the Russian authorities have adopted a very 
hard-line position against NATO. Viewing the action against former Yugoslavia as an act of 
aggression violating the basic agreement between NATO and Russia, Russia withdrew from the 
permanent Joint Council, suspended all joint activities and forced the NATO information centre 
in Moscow to close and the two NATO information officers  to leave Moscow. 
 
Russia's fierce response to the NATO air operations in former Yugoslavia is symptomatic of the 
loss of power by Russia, which was not consulted before the operation. Aware of Russia’s 
sensitivity at this humiliation, the main Western leaders hoped by mid-April to include Russia in 
the efforts to find a political solution to the Kosovo conflict. The Russian Foreign Minister 
participated in talks with his Western counterparts. Victor Chernomyrdin, the Russian 
President’s special envoy,  endeavoured to act as mediator in order to find a political solution to 
the Kosovo crisis and to reaffirm Russia’s role in European security. After finalising an 
agreement with the West, Victor Chernomyrdin, together with the EU emissary Martii Ahtissari, 
submitted a peace plan to the Yugoslav President Slobodan Milosevic on 2 and 3 June 1999; 
Belgrade accepted the plan. 
 
Before the question of Russian participation in KFOR had arisen, 175 soldiers from the Russian 
SFOR contingent landed at Pristina airport on 11 June 1999, ahead of the NATO forces. 
Subsequently, Russia had to make major concessions on the arrangements for its participation in 
KFOR during negotiations with the American authorities held on 18 and 19 June in Helsinki. In 
particular, Russia had to agree to placing its troops under NATO command and dividing them up 
between the American, French and German sectors. 
 
Relations between Russian and NATO resumed officially in mid-July, and meetings of the 
permanent Joint Council are being held once more at the NATO headquarters in Brussels. Russia 
is also one of the signatory States to the Balkan Stability Pact adopted on 10 June 1999 by the 
EU, the countries of south-east Europe, the USA, Japan, Turkey, the regional organisations and 
the international financial institutions. 
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IV. RELATIONS WITH THE EU 
 
A. Cooperation between the European Union and the Russian Federation 
 
The Partnership and Cooperation Agreement which was signed in Corfu on 24 June 1994 came 
into force on 1 December 1997. This is a framework agreement which covers all forms of 
cooperation between the EU and the Russian Federation, encompassing trade, human rights and 
democracy, science and technology, education and training, customs issues, the fight against 
crime, transport, energy, communications, environment and culture. It institutionalises relations 
between the EU and the Russian Federation at the level of heads of government, ministers, civil 
servants and parliamentarians. 
 
The agreement is designed to help prevent Russia becoming isolated at a time when many 
countries in Central and Eastern Europe are applying to join the EU and NATO. A statement by 
the EU Presidency on the entry into force of the Partnership and Cooperation Agreement on 1 
December 1997 gave expression to this aim, stating that the agreement establishes Russia's 
integration into the European family. 
 
The TACIS programme, which provides technical assistance to Russia in order to speed up the 
transition towards a market economy and a democratic society and to promote the development 
of political and economic links with the EU, will now increasingly underpin the implementation 
of the commitments made under the Partnership and Cooperation Agreement. 
 
The EU is Russia's main partner as regards technical cooperation. From 1991 to 1996, it 
provided aid worth ECU 1060.79 m under the TACIS programme. The restructuring of public-
sector undertakings, the development of the private sector and the reform of public 
administration, social services and education are the areas which have been given priority under 
this programme. 
 
Since 1996, EU aid to the countries of Central and Eastern Europe, including Russia, has been 
covered by a joint Commission and Council of Europe programme signed in February 1996. The 
amount allocated under this agreement to Russia for 1996-97 was ECU 1 202 000. A second 
contract, for 1997-98, was signed with Russia in February 1997, the common budget adopted by 
the two institutions being ECU 2 551 000. A third contract with Russia is being negotiated. 
 
The first meeting of the EU-Russia Cooperation Council established by the Partnership and 
Cooperation Agreement took place in January 1998. At that meeting, the parties reaffirmed their 
commitment to intensifying their relations, supporting the reform process in Russia and 
strengthening political and economic freedoms, and to promoting the integration of Russia into a 
wider European economic area. 
 
Emphasis was also placed on the need to strengthen customs cooperation, in accordance with the 
joint statement of July 1997 between the Commission and Russia and the implementation of the 
relevant TACIS programmes. The work programme drawn up also includes approximation of 
legislation, improved law enforcement, developing a European security charter and stepping up 
efforts to implement the Dayton peace accord in Bosnia. Lastly, technical assistance is provided 
for in order to facilitate Russia’s accession to the World Trade Organisation (WTO). 
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The EU-Russia Cooperation Committee, responsible for implementing the work programme 
adopted by the Cooperation Council, held its first meeting on 22 April 1998 in Brussels. In order 
to ensure implementation of the programme, the Cooperation Committee created nine 
subcommittees. The matters discussed were: obstacles to trade development on both sides, the 
status of the Russian economy in EU anti-dumping procedures, trade in nuclear products, 
standards and product certification, market access problems, etc. 
 
The third institution established by the 1997 agreement is the Parliamentary Cooperation 
Committee, which is composed of Members of the European Parliament and members of the 
Federal Assembly of the Russian Federation. 
 
Little by little, closer relations are being built between the Russian Federation and the EU. A 
decision taken by EU foreign ministers on 27 April 1998 indicates that Russia is no longer to be 
considered as a non-market economy country. This should help bring an end to the anti-dumping 
procedures hitherto used by the EU against Russia.  
 
The establishment of closer relations was also confirmed at the EU-Russia summit, held on 15 
May 1998 in Birmingham, where the participants welcomed the progress made on economic and 
commercial cooperation (for instance, an agreement on the liberalisation of trade in textile 
products had been signed between the EU and Russia on 28 March 1998) and called for a 
stepping-up of bilateral cooperation to combat the trafficking of drugs and money laundering as 
well as to ensure the safety of nuclear power stations and the destruction of chemical weapons. 
The meeting also addressed the issue of Russian-speaking minorities in the Baltic States. 
 
However, Russia's economic crisis in August 1998 upset relations between the Russian 
Federation and the EU. On 3 September 1998, a Commission communication was issued at a 
meeting of the Members of the Commission. The Commission’s analysis of the Russian financial 
crisis considered that a solution depended above all on the Russians themselves but suggested 
that operations under the TACIS programme be reoriented to take account of the crisis, that 
existing cooperation be stepped up in order to improve Russia's institutional and economic 
structures, that the private sector be encouraged to contribute more to finding a solution to the 
crisis, and that EU measures be better coordinated with those of other institutions such as the 
IMF. 
 
Whilst the situation in Russia is a major preoccupation for the European Institutions, they remain 
firm on making aid conditional upon the adoption of a credible programme of economic reforms 
(cf. General Affairs Council, 5-6 October 1998, Luxembourg; visit of Commission President 
Jacques Santer to Moscow on 9 October 1998). On 27 October 1998, a second EU-Russia 
summit was held in Vienna. On that occasion, the EU recalled that it was important for the 
Russian government to adopt a credible and lasting economic programme and undertook to 
support Russian membership of the WTO, reorient the TACIS programme to take account of 
Russia's needs and step up cooperation in order to deal with the problem of nuclear waste. 
 
On 30 October 1998, the Commission approved ECU 30 m worth of funding for the 1998 
TACIS cross-border cooperation programme. 
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Following Mr Santer's visit to Moscow, the Commission proposed to the General Affairs 
Council that the EU should make available to Russia a food aid programme (SEC(98)1990 final, 
20.11.1998). The overall cost of this operation is put at about EUR 470 m for the 1999 financial 
year. The memorandum of understanding on food aid worth EUR 400 m was signed on 
20 January 1999 after being approved by Parliament as a matter of urgency at the December 
part-session. As expected, very stringent conditions were imposed in order to accommodate the 
concerns expressed by Parliament and Commissioners Van den Broek and Monti.  
 
At the Vienna European Council on 11 and 12 December 1998, the Commission presented a 
report defining the EU's overall policy towards Russia. The report emphasised Russia's strategic 
importance for the EU and reaffirmed the EU's solidarity with Russia and its people during the 
current crisis. 
 
The TACIS programmes are in the process of being reoriented. A new TACIS regulation, 
proposed by the Commission on 22 December 1998, should enter into force in 2000, the main 
aim being to move away from a relationship based on technical assistance to one based on 
partnership. The budgetary allocation for the future programme, which is likely to be given a 
different name, will be decided during negotiations on Agenda 2000. 
 
On 4 June 1999 the European Council adopted the EU Joint Strategy on Russia, emphasising 
that the Partnership and Cooperation Agreement between the EU and Russia remained the 
principal instrument governing relations between them, and that the objective of relations was to 
create the conditions under which at a later date a free trade area could be established between 
the European Community and Russia. The EU’s main objectives with regard to Russia are: 
consolidating democracy, the rule of law and public institutions in Russia, including Russia in a 
common European economic and social area, cooperation with a view to reinforcing stability and 
security in Europe and beyond, cooperation in the use and management of resources, nuclear 
safety, the environment and organised crime. 
 
At the last EU-Russia summit held on 22 October 1999 in Helsinki, the Russian Prime Minister 
Vladimir Putin presented the new Russian strategy on the development of relations with the EU 
during the period 2000 – 2010, echoing the joint strategy on Russia adopted by the EU in June 
1999. These two documents highlight the importance both parties attach to a close political and 
economic partnership and to the future development of relations under the Partnership and 
Cooperation Agreement .5  
 
The events in Chechnya cast a shadow over the meeting, although the Russian Prime Minister 
Vladimir Putin maintained that Russia would not solve the Chechen problem by military means. 
The EU delegation, made up of the Finnish President and Prime Minister Martii Ahtissari and 
Paavo Lipponen, Commission President Romano Prodi, CFSP representative Javier Solana and 
the Foreign Affairs Commissioner Chris Patten, criticised the imbalance between Russia’s stated 
objectives in Chechnya and the means it was employing. 
 
 

                                                 
5 Final joint declaration signed in Helsinki after the summit between the EU and Russia 
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The role of the European Parliament 
 
On 2 April 1998, Parliament delivered its opinion on the Commission communication on the 
future of relations between the European Union and Russia (rapporteur: Mrs Lalumière) which 
expressed a wish to go beyond the current Partnership and Cooperation Agreement in order to 
increase Russia’s ties with the rest of Europe.  
 
Following the economic crisis, Parliament (in its resolution of 17 September 1998) expressed its 
concern at the consequences and called on the Russian authorities to step up reforms intended to 
introduce a social market economy. 
 
he Parliamentary Cooperation Committee (Chairman: Mrs Krehl, PSE) has met on several 
occasions (the first meeting took place in Brussels on 1-2 December 1997). At its meetings, and 
in particular during the last visit to Moscow (26-29 October 1998), it has been kept informed of 
the particularly serious situation as regards food supplies (which is also a reflection of the 
general problems). Food aid has also been a key issue in the talks. Dialogue at parliamentary 
level is an important component of relations between the EU and Russia, which are a priority for 
the Russian government. 
 
On 5 May 1999 Parliament’s recommendation to the Council on a common strategy on Russia 
(219/99) was adopted. Parliament stressed that the strategy must be firmly based on democratic 
institutions, sound management principles and respect for human rights. 
 
Following the Russian army’s military activities in Chechnya, Parliament at the September part-
session adopted a resolution condemning Russian military intervention. At the same time, the 
Green group in the European Parliament called for a halt to all economic aid for Russia until it 
put an end to its military activities in Chechnya. 
 
B. EU enlargement and relations with Russia 
 
At the European Summit in Luxembourg in December 1997, the European Council agreed to 
open membership negotiations with the six countries in the first wave, namely Estonia, Hungary, 
Poland, the Czech Republic, Slovenia and Cyprus. Other negotiations are taking place with the 
other applicant countries, namely Lithuania, Latvia, Romania and Bulgaria. The majority of 
these countries used to be within the sphere of influence of the former USSR and, even today, 
relations between the Russian Federation and some of them are still close. Substantial trade links 
have been forged between the Russian Federation and the CEECs, which account for one tenth 
of Russia's foreign trade. Moreover, the Russian Federation strengthened its position as a 
supplier of these countries between 1993 and 1997. However, the EU has also increased its 
exports to them. 
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The prospect of EU enlargement has repercussions for Russia, which has publicly expressed its 
worries. On 7 July 1998, at the summer session of the UN Economic and Social Council 
(ECOSOC), the Russian representatives said that Russia was encountering large numbers of 
barriers to trade on international markets (anti-dumping taxes, product certification requirements, 
etc.). These comments were actually referring to the EU, since compliance with Community 
rules is a precondition for the entry of products onto the Community market. The applicant 
countries must be capable of harmonising their national rules with the Community's rules, which 
further hampers the access of Russian products to their markets. Russia is still, for example, 
concerned at the tariff and customs policies of the countries which signed the Central European 
Free Trade Agreement (Czech Republic, Slovakia, Poland, Hungary, Romania and Slovenia), as 
the agreement has an impact on Russian exports (gas, oil, etc.). 
 
On 22 December 1998, Russia's Ambassador to the EU, Vasily Likhachev, called for the impact 
of the European Community's enlargement on Russia to be examined in detail. 
 
Russia appears increasingly concerned by the process of EU enlargement. When he visited Paris 
on 25 August 1999, the Russian Minister Alexander Livshitz said that Russia was seeking 
reassurance that the enlargement process would not harm its interests, primarily its economic 
interests. Russia will no doubt endeavour to obtain the right to inspect the decision-making 
process in the EU, by applying the same tactics as with NATO. It should be noted that Russia 
has succeeded in institutionalising its relations with NATO through the establishment of the 
permanent Joint Council. 
 
At the EU–Russia summit on 22 October 1999 in Helsinki, the Russian Prime Minister Vladimir 
Putin drew the European delegation’s attention to the fact that EU enlargement would have an 
adverse effect on Russia. Moscow considers that it will lose a large part of its trade market with 
the former Communist countries and current applicants for EU membership, because those 
countries will be obliged to apply European technical standards, particularly with regard to 
components, pharmaceuticals and foodstuffs. The Russian Prime Minister also pointed out that 
EU enlargement would cause a noticeable rise in the prices of foodstuffs imported from Central 
and Eastern Europe. The Russian delegation considered that the EU had not succeeded in 
improving the lot of the Russian minorities in Estonia and Latvia, which still suffered 
discrimination, particularly with regard to language. 
 
Responding to Russia’s concerns, the Commission spokesman underlined the fact that the 
economic impact of enlargement on Russia would largely depend on free trade agreements 
between Russia and the CEECs. Russia would only receive compensation for any losses caused 
by enlargement by becoming a full member of the WTO. It may be assumed that cooperation 
between the EU and Russia will be stepped up in order to cushion the adverse effects on Russia 
of EU enlargement. 
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C. Relations with the Baltic States (Estonia, Latvia, Lithuania) as potential members of 
the EU 

 
The Baltic States have made it known that they wish to join the European Union. In order to do 
so, they will have to overcome two major obstacles, namely the problems concerning their 
borders and the fate of the Russian minorities present on their territory. 
 
Borders 
 
The European Union has asked applicant countries to sign border agreements in order to end 
territorial disputes and has called upon future Member States to step up controls at their borders 
in order to prevent trafficking. A cross-border assistance programme worth ECU 30 m and 
intended to help improve infrastructure has therefore been adopted. Russia, however, concerned 
at its loss of influence in the region, has frequently appeared hesitant to sign agreements on 
border issues, no doubt seeking to slow these countries’ progress towards EU membership. 
 
Lithuania was the first Baltic State to sign a border treaty with Russia, on 24 October 1997. That 
treaty, which defines the borders between the two countries, has still not been ratified. It is likely 
to be ratified, however, as Russia has had no grounds to complain about the fate of the Russian 
minority in Lithuania, although Kaliningrad, a Russian enclave in the Baltic region, has asked 
the Duma not to ratify the treaty ‘for a hundred years’, and Russia does harbour some 
expansionist ambitions regarding this enclave (claims of Russian sovereignty over the Lithuanian 
port of Klaipeda and the Polish county of Suwalki). 
 
Estonia signed a border treaty with Russia on 24 October 1997, establishing its terrestrial and 
maritime borders and settling the problem of watercourses, lakes and economic areas. In March 
1999 Russia and Estonia concluded a technical agreement on establishing borders, However, 
signature and ratification of these agreements will depend on Moscow’s goodwill. Relations 
between Russia and Estonia are still delicate because the Russian authorities are unhappy at the 
situation of the Russian ethnic minority in Estonia. However, relations between the two countries 
have been institutionalised in order to settle disputes between them (the Russo-Estonian 
Intergovernmental Committee was set up on 16 March 1998 and comprises three sub-
committees, on trade and economic affairs, social and humanitarian affairs and cultural affairs 
respectively). 
 
Latvia and Russia announced in 1997 that they had concluded an agreement on the border 
between their two countries. This had been made possible owing to Latvia's renunciation of the 
1920 Treaty of Riga and hence of its sovereignty over the Pytavolo region, which was annexed 
by Russia in 1944. On 12 January 1998, the then President of Latvia, Guntis Ulmanis, said he 
was prepared to sign all the agreements that were pending, including the border treaty. However, 
in February 1998, the Russian Ambassador to Latvia said that consideration of that treaty by the 
Duma would be conditional upon the problem of the Russian minority in Latvia being resolved. 
On 22 June 1998, the Latvian Parliament adopted amendments to laws, making it easier for 
members of the Russian minority to acquire Latvian citizenship. A referendum was held on 3 
October 1998, and the draft law was adopted with 53% support.  
 
Russian minorities in the Baltic States 
 
Respect for the rights of minorities is one of the political conditions imposed by the European 
Union on applicant countries (the Copenhagen criteria). 



 21 PE 167.734/rév.2 

 
In Estonia, citizenship is acquired by birth or naturalisation. The resolution of 26 February 1992 
on the implementation of the citizenship law gives automatic citizenship to people who held it 
before 17 June 1940 and to their offspring. For naturalisation, the number of years of residence is 
taken into account (but only from 30 March 1990), but it is also necessary to sit an examination 
to demonstrate knowledge of the national language. A distinction is drawn between historic 
minorities and new immigrants. 
 
The government on 10 February 1998 adopted rules concerning national integration, but political 
consensus will be essential for its implementation. A national development programme is 
awaited, and it will have to be accepted by the political parties and be put to a referendum. 
The Russian-speaking minority in Latvia accounts for 40% of Latvia’s total population. 
Nevertheless, Russian speakers are often treated like illegal immigrants by Latvians. In March 
1998, a demonstration mainly by Russian speakers was violently suppressed by the Latvian 
authorities. This incident stirred Russian public opinion, which led Mr Yeltsin to impose 
sanctions against Latvia so that it would amend its laws on minorities. Likewise, the suppression 
of the demonstration alerted international public opinion, which, through the EU and the OSCE, 
has stepped up pressure to ensure better treatment for the Russian-speaking minority. A law 
making it easier for the Russian-speaking minority to acquire Latvian nationality was adopted by 
the Latvian Parliament on 22 June 1998. Tony Blair, as President-in-Office of the European 
Council, said before the law was adopted that ‘keeping in mind Latvia’s future membership of 
the European Union, the EU sees it as vital that this law fully meets the recommendations of 
OSCE High Commissioner on Minorities,  Max Van der Stoel’. 
 
On 3 October, the law was the subject of a referendum and was adopted on the basis of 53% 
support. The Commission welcomed this result, taking the view that it met the concerns 
expressed in 1997 by the Commission in its opinion on Latvia’s application for membership. The 
General Affairs Council of 5-6 October 1998 considered that this decision was particularly 
important for Latvia’s relations with the EU. 
 
The Latvian government has stressed repeatedly that its main task is social integration. With this 
in mind, it has decided to grant Latvian nationality to post-war immigrants.  This is an important 
step on the road to Latvian integration in the EU. 
 
Relations with Lithuania  are less strained, as the Russian minority makes up only 8.3% of the 
total population (1996), and Moscow has had no grounds to complain about its treatment. 
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