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SUMMARY

The eastern neighbourhood policy of the European Union has become more accentuated in consequence of the
recent enlargement process. Central European new member states are the eastern territories of the Union, and
their borders to the East represent the frontiers of the EU in this part of Europe. This new situation
substantially affects existing political and economic links with Russia and will modify the framework of this
relationship. The changing conditions significantly increased the importance of EU - Russia summits.

While the enlargement is expected to tighten further the already strong links between the previous EU
members and the new member states, the latter group of countries may not and should not neglect their
economic and political ties with Russia. In the medium term Central European countries should take into
consideration the effects of the growth potential of the Russian economy at both macroeconomic and
microeconomic levels as well as Moscow’s non-negligible political role in the currently changing world.

These conference proceedings concern three main areas of the changing relations between Russia and the
Central European new EU member states. Firstly, the political and strategic relations; secondly, the effects of
shadow economy and corruption on the microeconomic level of links between Russia and the Central
European countries; and thirdly, the economic and commercial relations. The following papers include
comparative analyses and pay particular attention to the specific features of the ties between group of countries
or the bilateral relations between two selected countries. These comparative analyses and the case studies show
such pictures that can reflect the complexity of relations.

The first part of this collection deals with the political and strategic issues. The paper of A. DULEBA looks
at the relations between the new EU member states and Russia in the context of global political interests and
actions of the EU, the US and Russia. He formulates his own theses and questions, which represent the main
foreign policy and security framework and conditions for the links between the new EU member states and
Russia. The paper of A. ORBAN focuses on the particular features of the eastern policy of the EU. She points
out some major dilemmas on both sides. These are analysed from the Russian perspective by E.
KLITSOUNOVA. Her paper exposes the different attitudes and discourses of Russia concerning the EU and
NATO as well as the future strategic orientation of Russian policy towards the Union. This will most likely be
a rather interest-driven than a value-driven process, which includes supporting and hindering elements. Under
such conditions a more precise determination of EU neighbourhood policy seems necessary and unavoidable.
The analysis of bilateral relations between the Czech Republic and Russia by P. KRATOCHVIL shows the
particular aspects of the complexity of this neighbourhood. His study presents the various historical stages of
development in these relations from a cool atmosphere to their normalisation.

The second part of the collection contains the papers about the effects of shadow economy and corruption
on the microeconomic level of the relations between Russia and the Central European countries. The essay of
S. P. GLINKINA deals with the topical issue of “decriminalisation” of Russian economy, which entails the
development of the tax collection system, the effective protection of property rights, the respect of contracts
and guaranteeing the rule of law, as well as the strengthening of control bodies, etc. The ties between the
business sector and the state in Russia are a particular segment of corruption. Its various aspects are analysed
by O. PACHENKOV. In his paper SMEs receive particular attention and their problems are shown. The roots of
corruption can be explained by the imperfection of the bureaucratic system, and the inadequate laws and
regulations. The findings of the analysis are based on empirical research and answers to a questioner. This
situation in Russia can be compared to that in Hungary on the basis of the information provided by the work of
T. BENEDEK et al. The paper surveyes the nature of corruption and reviewes the development path of public
procurement procedure in Hungary. It points out the weaknesses of the existing system and suggests particular
policy tools to reduce corruption in public procurement in Hungary.

The third part focuses on the economic and commercial links between the new EU member states and
Russia, Belarus and Ukraine as well as the direct and indirect impacts of EU enlargement on the neighbouring
countries of the Union. A general analysis and perspective on economic co-operation is given by A. KOVES.
He argues that enlargement will not bring about further significant changes in the commercial and economic
co-operation between these two groups of countries because the change in integration and commercial
reorientation already took place in the course of the 1990s. He points out the main features and characteristics
of these relations and prospective development. His views are partly challenged by O. S. VASSILEVSKY, who
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expects several adverse effects on the commercial relations between the Visegrad countries and Belarus after
the accession of the former. These effects will be caused by the changing trade regime, tariffs and non-tariff
regulations. At the same time, he suggests policy measures, which can reduce the adverse effects. R.
GRINBERG draws up a general picture of the current and the future states of Russian economy. Its actual
situation and potential development basically determine the economic relations between the EU and Russia
and influence their political relations. The conclusion of this essay is manifold. It points out some of the
obstacles and shortcomings, however, it indicates possible solutions as well.

The main message of this collection can be summarised rather briefly. In a future political process aiming at
integrating Russia into the common political and economic development of the European continent, the role of
Central European EU member countries will be significantly upgraded both for the EU and Russia. The
foundation of this development can be and should be laid down already now by the three partners involved, the
EU, the Central European countries and Russia.

Therefore, we strongly recommend this volume to everyone who is interested in such political and economic
issues that will basically influence the future political and economic development of the Central European new
EU member states and their neighbours (Russia, Belarus, Ukraine, etc.). Moreover, these issues will certainly
determine the political dialogue and the economic co-operation between two important groups of actors in the
global political and economic scene, namely the EU countries and their new eastern neighbours.

The Editors
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FOREWORD

ICEG European Centre and our Foundation together with the support of Freedom House, UNDP and ITD
Hungary organised a conference in Budapest in February 2004. The topic of the conference was the impact of
the accession of the Visegrad countries to the EU on the economic relations between these states and Russia,
Ukraine, Belarus and Moldova. That is why business and financial companies, certain international
organisations and state institutions were involved in this discussion. The aim of the conference was to evaluate
the emerging new situation on the one hand, and to prove that in spite of the EU accession of the Visegrad
countries their economic relations with Russia and the other neighbouring countries may strengthen and should
not necessarily weaken.

The political and economic relations between the Visegrad countries and Russia and the other neighbouring
countries have changed a lot for the last fifteen years. The earlier economic, mainly commercial relations
declined. Many relations, which seemed to be traditional during decades, came to an end or weakened. The
Visegrad countries as well as their eastern neighbours opened up to the West. This policy has fundamentally
changed the direction and the volume of their relations among themselves. In this process political factors also
played a significant role. It is worth mentioning that new elements, too, have appeared in their relations. For
example, these countries started to invest in each other’s economies.

During the discussion our aim was not to evaluate the changes of the past decade but rather to analyse the new
possibilities and opportunities of future economic co-operation. It is important that the EU accession of the
Visegrad countries should not cause new difficulties in the economic relations but should open up new
possible areas of co-operation among these two groups of countries.

Hungary and the other Visegrad countries were preparing for EU membership for about a decade since
meeting community requirements needed several qualitative and quantitative changes. We think that partly
similar processes will and should also take place in the case of Russia and other neighbouring countries. These
changes will be necessary particularly in those areas where the further development of co-operation with the
EU makes them unavoidable. If these countries start a harmonisation process it will probably take a longer
time than it did in the Visegrad countries. The successful completion of harmonisation can contribute to further
development of relations between small- and medium-sized enterprises, joint ventures, the application of
modern technology and flexible organisations.

Regarding the future, one should think of the institutionalisation of the relations between the EU and its eastern
neighbouring countries. One of the alternative possibilities is the membership of Russia and other
neighbouring countries in the European Economic Area. This status could formalise and institutionalise the co-
operation. It involves, among others, the free movement of goods and the fight against organised crime and
drugs without the implementation of EU rules, for example those of common trade policy, customs union or
common agricultural policy. If this policy alternative of the EU—Russian relations is discussed in the future,
Hungary will surely support such solution.

Finally, I would like to express my hope that this conference, the printed version of its proceedings and further
joint research work will contribute to the success of academic discussions on these issues and to the actual
development of the political and economic relations between the EU and its eastern neighbours as well as
between the Visegrad countries and their eastern neighbours.

Chairman of the Board of Trustees Foundation for Research into the World Economy

Janos Szita
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PART ONE:
POLITICAL RELATIONS AND SECURITY ISSUES
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COMMON FOREIGN AND SECURITY POLICY OF THE ENLARGED
EU: WHAT ROLE FOR NATO AND RUSSIA?

Alexander Duleba’

Let me start with a trivial point in order to stress not trivial challenges that the EU faces in the CFSP area on
the eve of its upcoming enlargement.

The CFSP is an imperative result of the European integration process. The deeper is inner integration within
the EU, the more common foreign and security policy of the EU is required and vice versa, the more common
is foreign and security policy of the EU members, the better are prospects for EU integration. Should the EU
fail in the CFSP area it might undermine prospects for the EU as such. Bringing national foreign and security
policies under a common denominator is much more complicated task for Europe of 25 than it was/or/is for
Europe of 15. The Iraqi crisis shows it clearly. The lack of common approach among the EU members towards
cardinal issues of today’s world agenda is a challenging reality.

Both the United States and Russia are key international actors for the EU relations with which predetermine a
tenet of its foreign and security policy. Without achieving a common understanding on what should be like the
EU policy toward the United States and Russia the very concept of the EU’ CFSP as such is simply
impossible.

Let me use my time to share with you my six thesis/or/question marks of which three concern the current
transatlantic agenda and three the EU relations with Russia. Let me be frank and a little bit provocative in my
valuations. All we need frank and open discussion in order to overcome current disputes and ensure prospects
for our common future. Strong and united EU is I do hope sufficient background, which gives enough
legitimacy for such critical approach.

1) CFSP AND TRANSATLANTIC RELATIONS

First thesis

Observing developments in transatlantic relations over the last five or six years, and especially in the context
of Iraqi crisis, I would conclude that no side of the Atlantic (United States on one hand and some European
allies on the other) actually knows what it expects/wants from its partner. This is a challenging reality and the
key problem of current disputes, which lies behind the current transatlantic rift. It is possible to achieve an
understanding and agreement between the two sides provided that each of them knows clearly what it wants.
This is simply impossible when at least one of the sides cannot identify clearly what it wants. Let me illustrate
this thesis through main paradoxes of both European and American approaches.

The main paradox of “European approach”: Europeans want to see the EU become a superpower like the
U.S., however, they resists increased military spending. It is still not clear how Europeans want to become the
superpower. The Amsterdam Treaty came into force in 1999. The first Common Strategies of the EU has been
adopted on Russia, Ukraine and Mediterranecan Region. Should the EU whenever in the future develop its
coherent and consistent Common Foreign and Security Policy and ESDP it has to adapt its Common Strategy
on the U.S. Moreover, my conviction is that the first Common Strategy of the EU at all should be that one on
the U.S. Without identifying the EU common policy toward the U.S. the EU CFSP as such is not realistic

! Research Centre of the Slovak Foreign Policy Association
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concept. In other words, Europeans do not know what they want. Rather they have just feeling what they do
not want in terms of how the U.S. should/or/should not behave on international scene, but they are still far
from a clear definition of the European interests in relations with the U.S., which by the same mail must
answer question what it means the EU as a superpower.

The main paradox of the “U.S. approach”: On one side the United States press European allies to take over
responsibility over their security and defense and by the same mail, when Europeans do steps in this direction
Americans are concerned about what they do. Correct me if I am wrong, but Americans started to press the EU
in afterwards of Yugoslav crisis taunting Europeans for their political mistakes in the former Yugoslavia
following the fact that when time came to stop ethnic cleansing and violence in the Balkans the US shared 80
percent of the total costs of military operation. In afterwards, the EU Treaty of Nice of 2000 expanded the
CFSP concept into the area of defense policy. When Europeans started to go in this direction and achieved
some — not too big, but anyway some — progress over the last five years, Americans are afraid that EU could
develop a separate defense structure out of NATO. Did Americans clearly understand what they want in this
regard after Yugoslav crisis?

Second thesis/question mark

Are questions concerning current transatlantic rift raised by and in Iraq? As to my understanding, — no — these
are questions raised partly in Yugoslavia in 1999 and partly by 11 September: role of the UN, non-5 Article
crisis operation — in Yugoslavia NATO stopped to act as a coherent actor (and became for the first time a
“coalition of willing”’). On September 12th — when NATO for the first time in its history activated procedure in
accordance with the Article 5 of the Washington Treaty the U.S. did not make use of NATO as an instrument in
fighting Taliban in Afganistan. In this logic September 11th has marginalized NATO. I think, Iraq just
highlighted Yugoslav questions — it did not raise them. Trying to get answers in respect of current transatlantic
dispute, we must answer Yugoslav questions of 1999 first.

And we have to be open and frank — if this is the case that means that NATO is not adapted under new realities
regardless of what has been declared by all post-Yugoslav summits of Alliance. In Yugoslavia both U.S. and
Europeans lost an important part of their common agendas. Iraqi crisis highlighted the fact of a lack of common
agenda outside of Europe. Yugoslav questions highlighted much more important fact — a lack of common
agenda inside of Europe. These questions must be answered first.

Third thesis

Following the above points it means that we have to define what NATO we want. There are the following three
basic options.

1. Defence alliance and nothing more (this would mean that EU will not underway steps leading to
building its separate defence structure)

2. Defence alliance and European actor responsible for security and stability in Europe together with the
EU with a clear distribution of roles and responsibilities so that both NATO and EU do not compete
each other, and/or

3. Defence alliance and global actor with a global responsibility (this option assumes that the EU resigns
from its ambition to become a superpower)

In other words, we have to identify whether the U.S. and European allies do share common agendas in Europe
and outside of Europe and whether as well as in which areas they are ready to act jointly. This is only a way
leading toward a real and common indeed foreign, security and defence policy of the EU and also dispersing a
fog hiding its future. It is a general characteristic of the EU newcomers that they perceive both NATO and EU
not as two separate coins but rather two sides of the same one coin.
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2) CFSP AND RUSSIA/EASTERN NEIGHBOURS

Russia and the Ukraine were the first countries on which the EU passed the external relations Common
Strategies — the new instruments of the CFSP established by the Treaty of Amsterdam, which entered into force
in May 1999, by the way, almost in the same time when NATO completed its military operation in former
Yugoslavia.

Likewise what concerns the EU “Western agenda” the EU newcomers afford a new perception of its “Eastern
agenda”. The way in which internal political processes in Russia, the Ukraine and Belarus are understand and
perceived in Central Europe differs — due to a long historical, political and cultural experience — to a large
extent from those of the ‘old” Member States in Western Europe. Nevertheless, it is the assessment of internal
processes in place in Eastern European countries that plays a key role in determining the exact objectives and
instruments of EU foreign policy and relationship developments towards Russia, Ukraine, Belarus and
Moldova. It is reasonable, by all accounts, to expect the EU enlargement by Lithuania, Latvia, Estonia, Poland,
Slovakia and Hungary to have a direct impact on EU Eastern Policy. To what extent do the interests of the
current and prospective new Member States differ one from another, especially in terms of the objectives and
instruments to be used to enhance relations towards the countries in Eastern Europe? There are several
questions in this respect. Let me limit myself on the following three points/questions:

First question

Why has the EU adopted two separate Common Strategies on Russia and the Ukraine instead of just one
Common Strategy on the CIS (Commonwealth of Independent States) or a region of Eastern Europe?

This is especially intriguing since the third Common Strategy passed by the EU was the Common Strategy on
the Mediterranean Region covering twelve countries. This question might seem to be just rhetorical, but an
individual approach to Russia and the Ukraine keeps the Union away from an adequate response to challenges
arising within the strategic Russia-Belarus-Ukraine triangle in Eastern Europe. For example, an independent
Ukraine has been said to represent an essential key to Europe’s stability and security element, and the country
“exposed to Russian economic and political influence” in the EU Country Strategy Paper on the Ukraine.
However, an individual EU approach to Russia and the Ukraine prevents the Union from dealing with the
mutual relations of these states, which is of essential importance for the stability of Europe. If a Regional
Common Strategy on this issue were to be developed, the correlation within the Russia—Ukraine—Belarus
triangle in Eastern Europe could not be omitted. Why does the EU strategy deal with no ‘Russian influence on
the Ukraine’ even though its independence is considered to be of key importance for the stability and security
of the continent?

Why has the European Union been marginalizing Russia’s support of semi-democratic regimes in Eastern
Europe? Russia’s support of the regime of Alexander Lukashenko, the president of Belarus, supported by
Russia, is the most striking example. The EU has frozen its relationship with Belarus since 1997 as a result of
the heavy-handed and un-democratic conduct of the Minsk government. A number of similar occasions arose in
the past when EU interests, such as the relationship towards semi-democratic regimes in the former Yugoslavia
region, and even Slovakia in 1994-1998, differed profoundly from those of Russia. Even though Russia
continues to support the present-day Minsk regime, this support is fully ignored by EU eastern policy and
bilateral strategy building towards Russia. Why has this ‘gap’ occurred in the EU eastern strategy? The CSP on
Russia includes a statement saying that “the EU seeks to cooperate with Russia in order to promote the
democratization of Belarus”, but there are no EU policy instruments to put such statement into practice.

It is impossible to replace a complex EU regional strategy towards the Eastern European region with bilateral
strategies towards particular countries in Eastern Europe. Owing to the lack of its regional approach, the EU
will fail to give a clear response to questions relating to its intended goals and the reasons behind them in
Eastern Europe.

Second question

Why do the EU assessments of the political systems in Russia and the Ukraine differ?

The European Commission Communication on Conflict Prevention from April 2001 defines the Country
Strategy Paper as an instrument used to “analyze national conditions and use EU assistance for conflict

10
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prevention policies”. Since the end of 2001, CSP’s have foregone any TACIS Indicative Program providing
grounds for the allocation of EU assistance and its use by beneficiaries. Pursuant to the CSP on Russia, any
CSP is to establish: 1. Cooperation objectives, 2. The EU policy response and 3. Priority fields of cooperation.

The CSP’s on Russia and the Ukraine present the political situations quite differently. The assessment of Russia
speaks of ‘political stability’, while in the Ukraine, the situation is said to be ‘weak and uncertain. Russia is
defined as a consolidated ‘presidential democracy’ while the constitution of Ukraine is said to be ‘highly
presidential’. Reading these statements for the first time, one can see they are quite controversial and
unsubstantiated. The constitutions of these countries and Belarus are more or less of the same ‘high
presidential’ nature, particularly in terms of the powers of the Head of State. Both the Russian and Ukrainian
presidents are not only the chief national executives, but have, in fact, some partial legislative powers vested in
the authority to issue presidential decrees enabling them to substitute laws passed by national parliaments. Both
presidents keep the same strong-handed ‘control’ over the national coalition and opposition activities and in the
same democratic, or rather un-democratic manner. Neither the presidents in Russia, nor the Ukraine, not to
mention the president of Belarus, suffer any inhibitions about misusing the so-called administrative resources to
‘improve the morals’ of their political opposition and to gain control over the public and private media. The
political systems in Russia and the Ukraine, which are not very clear -pursuant to the EU assessment —, differ,
de facto and de jure, in terms of democracy. The better image created by the current Russian president abroad,
in comparison to the Ukrainian president, does not establish the political system in Russia as being significantly
different than the one in the Ukraine or more democratic.

The distinctions found in EU documents, which assess the political systems in these two countries, and which
result in assistance programs redistributing hundreds of millions Euro’s each year are — least to say —
inadequate. Why does the EU base its assistance strategies towards the countries in Eastern Europe on the
‘personal image’ of national leaders instead of the Copenhagen criteria aimed at assessing the political
transformation processes in post-communist countries in line with the assessment criteria applied to Candidate
Countries nowadays?

Third question

What are the EU goals in Russia and the Ukraine and to what extent do the cooperation and assistance
programs meet them?

The EU declares that it would like the countries in Eastern Europe to be established as stable, open and
pluralistic democracies; the EU strategies, however, fail to determine the instruments and policies to be used to
help Moscow, Kiev and Minsk to reach such establishment.

Pursuant to The European Union'‘s Role in Promoting Human Rights and Democratization in the Third
Countries (as of 8 May 2002), promoting human rights and democratization became high priority of EU
external relations, and any assistance and enhancement programs relating to the third countries should fall
under such priority. In the 1990s, the good governance principle became a high priority of the relationship
towards the third countries. Pursuant to the Treaty of Amsterdam signed in 1997, and following the
advancement of the CSFP since 1999, the EU perceivably has sought for a more ‘value-centred’ approach
within its external policy; however, reality does not meet this purpose at all. The Treaty of Amsterdam of 1997,
proclaimed human rights to be a cornerstone of the EU external policy. The EU Charter of Fundamental Human
Rights followed the Treaty of Amsterdam, and the December 2000 Summit in Nice declared it necessary to
harmonize EU external and internal policies. The TACIS assistance programs approved for Russia and the
Ukraine for 2002 and 2003, however, gave no evidence that any cardinal changes have been made in the
current good governance principle approach.

According to the TACIS Indicative Program 2002—-2003, Russia was to be granted assistance in the amount of
EUR 90 million in 2002, including EUR 15 million to be used to promote the development of a civil society. In
2003, the EU had to grant Russia up to EUR 94 million while the support to be used to enhance the civil society
was once again total EUR 15 million. The TACIS Program in 2002 granted Ukraine EUR 67 million, including
EUR 8 million to be used for civil society development purposes. In 2003, the Ukraine has received EUR 48
million, including the same amount of EUR 8 million to be used to develop a civil society. Just like in the
1990’s the rest of the resources have been used in promoting good governance principles. With regard to the
political situations in Russia and the Ukraine, this money, de facto, supported their state bureaucracies, which is
an essential instrument of a highly presidential system. Why does the EU believe that the post-soviet state

11
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bureaucracy will establish democratic, open and pluralistic societies in Eastern Europe? Does not the structure
of assistance approved within the TACIS Indicative Programs contradict the EU priority as to its external
relations towards the third counties proclaimed in the EU Communication of May 8, 2001?

An interesting paradox can be seen when observing the development of the EU approach towards Russia. In the
1990s, the EU external assistance policy followed the November 28, 1991 Council Resolution — before the
Treaty of Amsterdam came into force in 1999 — which responded to the breakdown of the Soviet Union and
underlined the importance of the good governance principle applied within the EU external assistance policy.
According to this Resolution, non-governmental organizations should be promoted in partnership countries in
order to improve democratization processes there, but the NGOs used as the EU assistance root recipients only
providing negotiations with their national governments had failed. In other words, the EU decided to favour the
pragmatic good governance principle, or the external partners’ stability, within its assistance policy, while EU-
Russia relations in 1990 were, on the contrary, determined by strictly value politics matters — the response of
the Russian government to the crisis in Chechnya is a particular example. Having passed the Amsterdam
Treaty, the EU defined its promotion of democratization processes and human rights — value policy matters — in
the third countries to be of the highest importance within the CFSP. However, the EU assistance policy has not
reflected such priorities at all since the TACIS assistance programs passed for Russia and the Ukraine for 2002
— 2003 maintain the assistance allocation of 1990s. The paradox of such approach lies with the EU
proclamation of its new ‘value-centred’ relations and approach towards Russia to be applied since 1999, but its
failure to change the old ‘pragmatic’ policy instruments.

The tension between the good governance principle, or the enhancement of the stability of the post-communist
regimes, and the value politics, or the enhancement of the democratization processes and human rights in the
countries concerned, can be easily discovered within the EU policy towards its partners from Eastern Europe
since the beginning of 1990s. Neither the 1999 Common Strategies on Russia and the Ukraine, nor subsequent
documents and political practices of the years that followed answered the question of harmonizing these two
EU policy principles, or the dilemma of which should be of the top priority. Until that happens, the Common
Strategies on Russia and the Ukraine will remain just well written compositions or wish lists failing to be
turned into real EU policy strategies towards these countries. Without well-defined implementation
instruments, a strategy ceases to be a strategy.

The above are just few questions in respect of the both crucial Western and Eastern agendas of the enlarged EU
that must to be answered provided that the enlarged EU or Europe of 25 wants to come ahead with its CFSP.

%k %k sk ok sk
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THE EU’S EASTERN POLICY: A VISEGRAD PERSPECTIVE
Anita Orban’

A debate occupying the European Union for the past year and a half has centred on its policy toward its
neighbours to the East following its 2004 enlargement but more importantly following the one in 2007. The
dialogue remains at the preliminary stages for now, and there appear to be no foregone conclusions about where
it will lead. The coming two years will provide Hungary with an opportunity to influence the Union's eastern
policy in keeping with its own interests.

The outlook for democratic transformation in Ukraine, Belarus and Moldova does not look good because the
powers in those respective lands appear to be stopping at nothing to hold on to their own positions. The
democratic forces in these countries would need as much backing from the West as possible if they are to stand
a real chance of running against their political rivals, who also have the considerable resources of the state at
their disposal. The situation has been made more complex by the fact that the Kremlin has been showing ever
keener interest in these countries in recent years. Russia has been attempting gradually to regain influence in all
three of these states. If Russia succeeds, it will, in all probability, lead to an export of the ever more autocratic
Russian political model and the complete crushing of local democratic forces. This would certainly pose
significant security risks for Hungary and the European Union.

Should the political situation in the states on the EU's eastern frontier diverge dramatically from Union norms,
those borders will become far less crossable than they have been for decades, making it much more difficult —
among other things — for the nearly 200,000 ethnic Hungarians living in Ukraine to maintain ties with their
mother country.

Among the documents to deal with the future direction of EU Eastern Europe policy, the March 2003
Communication of the Commission to the Council, "Wider Europe — Neighbourhood: a new framework for
relations with our Eastern and Southern Neighbours", is of great interest to Hungary and other countries on the
eve of their accession. The document refers to Ukraine, Belarus, Moldova and Russia but also includes the
countries of the Southern Mediterranean region: Egypt, Algeria, Israel, Jordan, Lebanon, Libya, Morocco, the
Palestinian Authority, Syria and Tunisia.

The aim of the Wider Europe concept is to surround the EU with a ring of friendly states. Toward this end, the
Union would open up its markets more to these neighbouring countries and facilitate the free movement of
goods, services, people and capital between the EU and its neighbours. At the same time, the New
Neighbourhood policy rules out the possibility of the countries affected becoming EU members in the middle
term. As Commissioner Chris Patten noted, "Over the past decade, the Union's most successful foreign policy
instrument has undeniably been the promise of EU membership. This is not sustainable. For the coming decade,
we need to find new ways to export the stability, security and prosperity we have created within the enlarged
EU."

This concept has presented several problems for Hungary, Poland and Lithuania. The notion of a Wider Europe
lumps Eastern European countries together with states of the Southern Mediterranean region. Brussels
expressly ruled out the possibility of EU membership for countries in Northern Africa and the Middle East.
Although the possibility of accession is not ruled out for the Eastern European states, the mid-range plan does
not even discuss it. Regrettably, lumping the region together with the Southern Mediterranean states may
eliminate even the long-range possibility of accession. It is certainly conceivable that the EU plans to adapt the

? The Visegrad Institute
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policy it has used with the North African and Middle Eastern states to its evolving relations with our eastern
neighbours, i.e. to aim for 'deepened co-operation' instead of 'integration'. Losing the possibility of accession,
however, may bring about a further weakening of the democratic opposition in Ukraine, Belarus and Moldova
and an orienting of those countries toward Moscow.

It is not in Hungary's interests for the EU's eastern frontier to become permanent in 2007. One, it would make it
difficult for the Hungarian minority in Ukraine to maintain ties with the mother country. Two, the gap in the
political and economic situation in states within the Union and in those without would grow even larger,
possibly leading to regional instability. In order to prevent this, Budapest must attempt to change the Wider
Europe concept in at least two areas:

x  The Eastern European states must be treated separately from the Southern Mediterranean region. A
distinct policy for Eastern Europe is necessary whether this is a part of the Wider Europe concept or
not.

+  The document must be more open on the matter of future EU membership for Ukraine, Belarus and
Moldova, and this possibility must be made an express part of the concept.

+ In addition to impacting the New Neighbourhood policy, Hungary, Poland and Lithuania will have a
say in the allocation of related resources as well. Approved in July 2003, a document entitled "Paving
the way for a New Neighbourhood Instrument" recommends that the Union should only plan its long-
term assistance programmes for Eastern Europe after 2007. Thus, 2004-2007 will represent a trial
period based on which long-range programmes will be developed.

To the extent that Hungary wishes to influence the EU's eastern policy, the next two years will be the time to
act. If Budapest can put forward specific proposals and take an active part in evaluating other New
Neighbourhood policy initiatives, it will certainly have a hand in forming long-term eastern policy after 2007.

% sk sk sk ok
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EU—RUSSIAN RELATIONS AFTER THE ENLARGEMENT:
PROBLEMS AND PROSPECTS

Elena Klitsounova®

The expansion of the European Union is fundamentally changing the face of the region. Its transformative
effects expand far beyond the borders of the EU and range across a great number of policy areas. Neither Euro-
optimists nor Euro-sceptics question the fact that future of Europe depends on what policies of co-operation
between (old and new) EU members and their (old and new) neighbours will be developed in the coming years.

Focusing my remarks on the state of Russian relations towards the EU, I would like to suggest that future of
Europe in large part depends on what policies of cooperation between Russia and the enlarged EU will be
developed. Despite many positive trends currently taking place in the EU—Russian relations, there still remains
a sound possibility that coming years will witness the suspension of the EU—Russian strategic partnership.
What and why may go wrong? What is Russia’s policy on cooperation with the EU?

In the late 1990s, the Russian leadership declared that it had made a “European choice” and viewed EU—
Russian relations as a “strategic partnership”. Yet, the path of development towards this declaration provides
much material for thinking on the complicated nature of the EU—Russian partnership.

For a long time the Russians debated their place in post-cold Europe without paying an adequate attention to
the process of widening and deepening of the EU. On the one hand, the Russian official discourse presented the
EU exclusively in favourable light, and this political admiration of the EU for a long time represented a sharp
contrast to the Russian attitudes towards NATO, which was still met with continuous mistrust and annoyance.
On the other hand, only limited political attention was given to the EU-related issues. If one follows the
Russian Duma debates, the speeches of President Yeltsin, statements by Russian policy-makers, it is easy to
observe that the EU and its enlargement were hardly mentioned. In the 1990s, the discourse on the EU was
neither dominant nor prominent among Russian political discourses. The EU issue acquired neither attention
from Russian state agencies nor a considerable endorsement by various interest groups. As a result, very little
work was made to design a sound strategy to deal with new challenges and opportunities posed by the
European integration. Although there was a broad range of objectives enumerated under the slogan of EU—
Russian partnership, Russian official documents did not reflect any clear strategy and prioritization of action in
different issue-areas. Summing up, the first decade of EU—Russian relationship was characterized by the
relatively weak profile of the EU in the Russian foreign policy thinking coupled with the lack of any strategic
substance in the dialogue between the two parties.

The beginning of the 21st century was marked by a significant revival of EU—Russian relations. Moreover,
Russia’s European discourse and policy changed considerably during the Putin’s presidency. Russia’s current
national idea, as expressed by president Putin and his administration, is modernization and competitiveness of
Russian economy. This reframed the Russian discussion on the EU in new terms: Russia’s European policy
seems to be very much understood in terms of promoting Russian development goals; the forging EU—Russian
relations is presented as vital to achieving Russia’s modernization and Russia’s competitiveness in a
globalizing world. Consequently, the EU has become a constant theme in Russian official discourse, and
Russian policy-makers have begun taking a more assertive role with regard to Russia’s partnership with the
EU. There are very positive signs that the Russian leadership has been willing to advance Russia’s partnership
with the European Union much farther and much faster since Putin’s policy towards the EU has been an

3 Centre for Integration Research & Projects (CIRP), St Petersburg
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interrelated part of a larger enterprise — Putin’s “Russian project”. Serious attempts have been made to identify
areas of practical cooperation with the EU, to develop initiatives with concrete instruments, financing, and
content which would go beyond the realm of “virtual” cooperation. Several sectoral cooperation initiatives
were launched — ranging from the energy dialogue through ecology and security to home affairs.

In the beginning of the new millennium, Russia, together with the EU, seems to be encouraged by the idea of
creating several “common European policy spaces”, notably for economics, education and research, justice and
home affairs, and external security. This looks like excellent building blocks for a “Wider Europe” policy that
would minimize the new division lines between the enlarging EU and Russia. Naturally, the extent to which
such initiatives can be utilized depends on political will and resources of both Russia and the EU. The EU—
Russian partnership, already rich in twists and paradoxes, is still work-in-progress.

The current agenda of the EU—Russian partnership is full of the questions of strategic choice, including, for
Russia, whether and to what extent it is willing and able to Europeanize itself, i.e. to converge on modern
European values and standards; whether it is willing and able to be part of EU Neighbourhood Policy.

The problem seems to be that until now neither Russia nor the EU have invested much effort in finding clear
answers to these questions.

With regard to Russia, it is vital to note that the very fact that Russia does not aim at joining the EU as a
member-state means that it has, in principle, to formulate a very complicated “policy-mix” between two
opposite set of policies — those focused on involvement in and those aiming at exclusion from the EU affairs.
To find an accurate balance between strategies of inclusion/exclusion would require much work. It is obvious
that Russia’s cooperation with the EU has gained more importance during the Putin’s presidency. It is less
obvious to what extent new initiatives can be successfully implemented. The critical issue is whether Russia
will go beyond diplomatic declarations to the point of organizing a real convergence of interests and political
norms and values with the European Union. The answer to this question is not yet clear.

To be able to profit from partnership with the EU, Russia must continue to reform itself. From this perspective,

a Russia’s serious engagement with the EU is far more than a policy specifically limited to one — economic or
political — dimension; it is profound transformation extending to politics, economics, and social life. Yet, the
questions remain to what extent the interrelates goals of partnership with the EU and profound domestic
transformation are supported by various interest groups in Russia; to what extent these goals are seen by
general Russian public as both realistic and desirable enough to provide sufficiently strong support for Russian
European policy.

Two points are worth mentioning here. First, in contemporary Russia, the European project seems to be an
elitist project put forward by the supreme Russian state leadership and repeatedly advocated by a small number
of policy experts. So far, little has been done to positively translate this project into the life terms of Russian
general public. On the one hand, there seems to be few Russians who are overtly antagonistic to integration
with Europe. On the other hand, the EU and all it implies have been relatively uninteresting to many in Russia.
In practice this means that due to a lack of strong domestic pressure for speedy integration with the EU,
Russian policy-makers seem to have been working with no set deadlines.

Second, the price that Russia should pay for its deeper integration with the EU is not necessarily an appealing
prospect to Russian elites since Russia’s Europeanization is likely to challenge many of Russian political
institutions and practices. The way the European question has played out in contemporary Russia seems to be
the product of the interplay of purely economic than broader political interests. The rise of new economic elites
is one of the main driving forces behind new Russian policy towards the EU, and Russia’s relations with the
EU seems to be rather interest-driven than value-driven process. In this “economized” worldview, EU—
Russian partnership means that the EU accepts Russia as an equal partner as it is, without paying much
attention to Russian internal political development. This is evident from the tendency towards “economization”
of the European issue, which makes the majority of Russian initiatives towards the EU specifically limited to
economic aspects. In this context, the Russian leadership has been in a very controversial situation: on the one
hand, it claims its eagerness to stay in the general framework of cooperation with the EU; on the other hand, it
seems to lack the long-term strategy on adjusting to existing rules and values of the EU.

To analyze the complexities of Russia—EU relations also requires a more subtle and complex account of
Russian and EU relations towards the countries in between the borders of the Russian Federation and the
enlarging EU. It is especially true given that (1) Russia has been more and more involved in new integration
processes within the CIS area and (2) the EU is gradually shifting its focus from the Enlargement issues to the
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“Wider Europe — Neighbourhood” Policy, which is likely to involve a significant measure of economic and
political relationship with post-communist states.

With the EU borders pushed eastward, Belarus, Moldova, Ukraine, and countries of the southern Caucasus will
be “nearby foreign countries” for both Russia and the enlarged European Union. As a result, patterns of
interdependence between Russia, the EU, and their post-Soviet neighbours are likely to be altered, and new
different opportunities to manage these relations will arise. This called for new policies on the behalf of both
Russia and the EU. In this context, the questions of strategic choice are as follows:

«  for the EU, whether it is willing and able to develop a coherent Neighbourhood Policy and to wrap into
this policy everything related to the European Union’s relationship with the rest of the continent;

«  for Russia, whether and to what extent it is willing and able to combine the two elements of Russian
foreign policy, namely strategic partnership with the EU and Russian effort on establishing a common
economic zone and a regional security framework with some post-Soviet states; whether it is willing
and able to coordinate its “CIS policy” with EU Neighbourhood Policy; whether it is willing and able
to be part of EU Neighbourhood Policy.

Certainly, to answer these questions would require much work. It would also require much work to reconcile
divergent interests and approaches. Until now there have been many interpretations of the EU Neighbourhood
initiatives, including serious disappointments since Ukraine and Moldova argue for more clearly-defined
perspectives of EU membership and the South Caucasus states wish to be included as the policy’s clients. There
are also indications that some Russian policy-makers are concerned that coming years will witness the rise of
direct EU—Russia rivalry in the “overlapping near abroad” and this may cause the incorporation of the
philosophy of dividing lines (between Europe and “non-European” Russia) into the Neighbourhood initiatives.
Indeed, serious reasons for such a pessimistic prognosis can be found by looking, for instance, at Poland’s stand
on the Eastern Dimension which seems to be torn between constructing dimensionalism as a form of
postmodern networked political space and (re)constructing state-centred landscapes, centuries-long rivalries,
and hierarchically established relations. Summing up, in what is going on under the positively-looking facade
of the “Wider Europe — Neighbourhood” relations one could notice the existence of the complex and
interdependent problems and challenges.

It is clear that neither the EU can ignore Russian vision of its neighbourhoods nor Russia can afford to ignore
the gradual emergence of EU “Wider Europe — Neighbourhood” Policy. The problem is that until now neither
Russia no the EU have invested much effort in building up policies on new neighbours’ cooperation. With
regard to Russia, it is easy to observe that designing the policy over the EU Neighbourhood initiatives does not
belong to the list of Russian high priorities, and Russia appears to have kept aloof from the Wider Europe —
Neighbourhood debates.

It is important to examine the reasons for this lack of interest in discussing new challenges and opportunities
posed by the EU Neighbourhood initiatives. It is also important to note that since the “Wider Europe —
Neighbourhood” Policy is not yet a well established program, Russia still has an opportunity to determine (to
some extent) the character of this policy and incorporate in it some of Russian needs. It is even more important
to understand that, assuming the complexity involved in designing new neighbourhood policies, one key to
success is to find linked interests and shared objectives for Russia, (old and new) EU members and their (old
and new) neighbours.
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POLITICAL RELATIONS BETWEEN RUSSIA AND THE CZECH
REPUBLIC: OR THERE AND BACK AGAIN?

Petr Kratochvil®

INTRODUCTION

The aim of this paper is twofold The main bulk of the paper presents an analysis of the latest development in
the political relations between Russia and the Czech Republic (CR) and make some remarks about the future
prospects. Secondly, I also shortly address a more abstract question of why the improvement in the Czech—
Russian relations has been much slower than in the case of Polish—Russian or Hungarian—Russian relations.

At the very beginning I should correct a false assumption which may stem from a mistaken interpretation of the
title of my paper: I do not intend to simply reiterate the conventional wisdom among Czech analysts and policy-
makers who, when asked the classical Chernyshevski’s question “kto vinovat?*, often insist that only and
exclusively Russia is to blame for the failure to establish normal relations between the two countries. 1 will,
quite to the contrary, try to show that neither side pursued a cooperative approach in the past years.

* Institute of International Relations, Prague
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To begin let us remind us that, historically speaking, the relations between the Russian Empire and the Czechs
were harmonious, albeit sometimes overly idealized: The Russian Empire was often portrayed as the ultimate
defender of the freedom of Slavic nations oppressed by the German, Austrian or Turkish rulers. At the time of
the Czech National Revival, Russia was regarded the natural ally of the Czechs aiming at self-determination.
Only after the communist coup d’état, this attitude began to change. But the deadly blow to the already
worsening relations was dealt with the 1968 invasion of Warsaw Treaty armies.” Regardless of the tragic nature
of the Soviet invasion, we might assume that there had not been much negative experience with Russians prior
to 1948 and that, therefore, the return to normal relations after the end of the Cold War could be more swift in
the case of the R than in that of Hungary or even Poland with its long history of deep-rooted aversion.

Surprisingly enough, this was not the case. The return to normalcy took no less than ten years. The Czech
foreign policy towards Russia after 1993 can be roughly divided into three stages with different levels of
interaction and different attitudes towards the Eastern giant.® This is illustrated in Table .

Table 1. Czech foreign policy towards Russia

Russia as a threat Russia as a partner

Frequent references Stage I
(1993-1996)
Stage I1 Stage 111
Rare references (1997-1999) (2000—....)

Each of the stages shown in the table is characterized by a different pattern of Czech behaviour towards Russia.
In the first stage, the country’s main target was the “return to Europe”, meaning both joining the European
Union and NATO. The fear of unstable Russia was often seen as one of the main driving forces. The second
stage started approximately at the time when it was already sure enough for the CR that it would join both
organizations in nearest future. Russia, though still considered rather as a threat than as a partner or an
opportunity, virtually vanished from the Czech foreign political agenda. Only in the third stage, Russia emerged
as a country the Czech government dealt seriously with but still the attention given to Russia has lagged far
behind both Western Europe and Central European space.

We easily draw a similar table that reflects Russian foreign policy towards the Czech Republic. (Table 2.)

> For a similar account of the transformation of the Russian—Czech relations see Sokolov, Maksim. Jazycheskoye
pokayanie. Izvestia.ru. http://www.izvestia.ru/sokolov/article37422

6 I start my analysis in 1993 when Czechoslovakia split.

19



Economic and Political Relations after the EU Enlargement ICEG European Center

Table 2. Russian foreign policy towards the CR

Predominant behaviour

Stage 1 (1993-1996) Political pressure
Stage 11 (1997-1999) Lack of interest
Stage I1I (2000-...) Construction of a normal relation

BEFORE STAGE |

Shortly after the fall of communism, both the Soviet Union and Czechoslovakia had similar ideas: A well-
known example is President Havel’s famous proposal to dissolve not only the Warsaw Treaty but also NATO.”
Similarly, both countries believed that OSCE would be the best guarantee of security in Europe. Whereas Havel
and other representatives of the Czech foreign policy elite dropped these ideas well before the split of
Czechoslovakia, the very same ideas (e.g. the OSCE as the corner stone of the European security architecture)
remained key pillars of the nascent Russian foreign policy towards the West. Even the pro-Western Foreign
Minister Kozyrev believed that NATO expansion would have serious repercussions for Russia and should be
replaced with strengthening the OSCE or with “cross security” guarantees for Central Europeans from NATO
and from Russia.

STAGE 1

At the beginning of Stage I, the main political and security issue between the two countries was the question of
NATO enlargement. The growing disillusionment of Moscow with the US plans for NATO enlargement which
became visible already in 1993 and even more so after the release of the NATO enlargement study in 1995, was
coupled with ever more vehement Czech demands for NATO membership. Although the West tried to soothe
Russia through the 1994 Partnership for Peace, a short glance at Czech media reports presents a different
picture: NATO membership was clearly understood as a safeguard against the destabilization coming from the
East.® Three events were typically mentioned in this context: the unsuccessful coup of 1991, Yeltsin's handling
the Parliament during the hot autumn 1993 and, later, also the war in Chechnya was added to the list of dangers
lurking in the East.

On the other side, Russian diplomacy was forced to make a fundamentally important choice that would pre-
determine the future development in the mutual relation between the CR and Russia for several years: either to
acquiesce to the NATO enlargement plans and thus improve its relations to the candidates for NATO
membership, or to run into heavy opposition which would inevitably lead to tenser relations with the candidate
countries. Although the Russian reaction varied from time to time, the overall Russian stance was closer to the
latter alternative.

STAGE 11

Since 1997 there were signs indicating a gradual change in the troubled relationship: The first reason for this
shift was the final decision about NATO enlargement. The Founding Act on Mutual Relations, Cooperation and
Security between NATO and the Russian Federation also helped to alleviate Russian fears of an enemy ante
portas.” To assume that the improved overall conditions would also move both sides to set aside their old
differences would be, however, totally wrong. Russia gradually weakened its political pressure on the CR but a
warming up of the bilateral relations did not follow the move. Instead, Russian foreign policy effectively

" Cf. Prezident Vaclav Havgl a NATO. Radio Prague, http://www.radio.cz/cz/html/nato_havel.html
¥ Cf. Bélosevsky, Dmitrij: Ceské republika v ruské zahrani¢n&politické reflexi 90. let.
http://veda.fsv.cuni.cz/konf sem/globalni_svet/GS_prispevky/gs ter belosevsky.htm

’NATO On-line Library, http://www.nato.int/docu/basictxt/fndact-a.htm
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overlooked the CR on the political map of Europe. This lead some Czech analysts to believe that “after the
definitive decision about our joining the Alliance Russia adopted a posture of insulted frostiness towards the
CR and systematically blocked the development of mutual relations for several years.”"°

In similar vein, the CR, now firmly anchored in the western alliance, did not make a single friendly move the
overcome the stalemate. To the contrary, it played its old game of describing Russia as the archenemy of the
free, democratic world. This aspect of Czech foreign policy was so evident that some politicians from
neighbouring countries warned against undue anti-Russian sentiments that effectively prevented the new
NATO member states from creating normal relations to Russia."'

STAGE III

The beginning of Stage III was marked by Putin’s ascension to power. Putin’s pragmatism laid particular
emphasis on multidirectional diplomacy with good relations to every part of the world, especially in economic
terms. After the Alliance enlargement in spring 1999, seemingly less controversial topics were allowed to gain
more prominence. One of them was the abolishment of visa-free regime and the other payment of the 3.5
billion USD debt. Although the end of visa-free travel by the end of May 2000 caused some problems to
Russian side, the move had some positive side effects. First of all, both sides were forced to communicate with
each other and interests of both compelled them to looking for a solution, which would (a) be in accordance
with the requirements of the European Union and (b) make as little damage to the bilateral relations as possible.
Similarly, the discussion about the restructuring and payment of Russia’s debt to the CR showed the
willingness of both sides to move ahead with the solution of this old issue.

The intensification of political dialogue started even before the question of the mounting Russian debt was
settled. In February 2001, Russian foreign minister Igor Ivanov paid an official visit to Prague and although he
spent there only several hours, his visit gave rise to bold predictions of “a return of Russia to the Czech
Republic”.'> A whole series of visits followed during the next two years: In January 2002, Czech Foreign
Minister Kavan visited Moscow and in April Russia hosted Czech Prime Minister Zeman. As representatives of
Czech Social Democratic Party, both ministers were well disposed towards Russia. They repeatedly expressed
their support for closer cooperation of NATO and Russia'® and Russian diplomats appreciated this gesture as
Czech President Havel constantly rejected closer relations of Russia with NATO or even further
institutionalization of the relationship.

Last year, the new Foreign Minister Svoboda visited Russia, and in autumn, Czech President Vaclav Klaus,
elected in March 2003, also paid a visit to Moscow. The success of his journey was granted because of two
simple reasons: First, former President Havel hesitated to visit Russia and so an official visit in the very year
when the new President came to power was greatly appreciated. Secondly, Havel often criticized Russian
military actions in Chechnya and shortly before the end of his presidential term, he stated that Russia was not a
European country.'* Klaus’s visit to Russia may be the final step to normalization of the mutual relation and it
is not by chance that Foreign Minister Svoboda declared the current stage of “the Rssian—Czech ties the best
in the last ten years.”"”

"9 Cf. Pelczynska-Natecz, Duleba, Poti, Votapek (eds.): Eastern Policy of the Enlarged European Union: Developing
Relations with Russia, Ukraine and Belarus. A Visegrad Perspective. Slovak Foreign Policy Association, Bratislava, 2003

" Cf. Kotyk, Véclav: Jak pistupovat k politickému dialogu se sou¢asnym Ruskem. Mezinarodni politika, 4/2001.

2 Rossiya vernulas’ v Chekhiyu: bol’shoy brat vspomnil o svoich sosedyach. 17 February 2001, LentaRu,
http://www.lenta.cz/0102/05ivanov.htm

" Jan Kavan: ,My ne opasayemsya sblizheniya NATO s Rossiyey. Izvestiya.Ru, http:/izvestia.ru/article13171 or O
peregovorakh Predsedatelya Pravitel’stva Rossiyi M.M. Kas'yanova s prem’yer-ministrom Chekhiyi M. Zemanom.
Soobshchenye press-sluzhby Pravitel stva Rossiyskoy Federaciyi,

http://www.In.mid.ru/ns-reuro.nsf/strana?OpenView& Start=30& Count=30&Expand=35#35

" Vaclav Klaus peresporil Vaclava Gavela: Prezident Chekhiyi dokazal, tshto s Rossiyey nuzhno imet’ delo. Vremya
novostey, 3 November 2003, http://www.vremya.ru/2003/206/5/84009.html

"> Cirill Svoboda: ,Nashi otnosheniya — naylutschiye za posledniye 10 let“. Izvestiya.Ru, 25 April 2003,
http://izvestia.ru/politic/article33160
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WHY SO LATE?

The final question to be answered is why the relation between Russia and CR has needed so much time for
normalization? We can identify at least two kinds of factors, which we provisionally label as material and
sociological. Let us first tackle the material factors: The most striking difference in geographical position
compared to other Visegrad countries is that the CR does not share a common border with neither the Russian
Federation itself nor with any other post-Soviet country (e.g. Ukraine). Therefore, if we speak about the Eastern
policy of the CR, we might as well mean the Czech policy to other Visegrad countries. An Eastern policy
towards Russia has been, strictly speaking, non-existent with the sole exception of the early 1990s. The
geographical position was probably one of the very reasons for this deficiency.

The group of sociological factors is undoubtedly more comprehensive. First of all, the Czech Republic and its
political elite in the 1990s took greater pains than any other post-communist country to return to Europe and
even to erase the mere memory of the communist past. Thus, it often accentuated its exceptionality and rejected
deeper engagement of the country elsewhere than in the West. Secondly, internal political situation also exerted
considerable influence on the country’s foreign policy orientation. The pro-Russian Communist Party has not,
unlike other communist parties in the region, reformed itself. In consequence, all other relevant political parties
in the CR rejected to share power with communists who were thus forced to constant anti-systemic opposition.
However, their popularity has risen steadily, Communist Party now ranking only second in election polls. On
the other hand, post-communists in other Visegrad countries were strong enough to come to power and thus
soften their country’s stance towards Russia.

CONCLUSION

Let us summarize the most important conclusions of this paper: Although rather belatedly, the CR has finally
succeeded in normalizing its relations with Russia. It would be ominous to blame just one of the two partners
for the failure to construct a normal partnership earlier in the 1990s. While Russia was fiercely opposed to
Czech NATO accession, the CR on its part ignored Russia or focused solely on its actions in Chechnya without
giving it a chance to develop a constructive relation. Only after the final decision about Czech membership in
the Alliance and de-ideologization of Russian foreign policy with Putin’s rise to power, the situation began to
change slowly. This trend was accelerated when new and old issues alike had to be solved such as the
introduction of visa regime or the issue of Russia’s debt to the CR. The future of Russian—Czech relations
seems therefore if not bright then at least more promising than the time of the “cold peace” in the second half of
the 1990s.
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PART TWO:
SHADOW ECONOMY AND CORRUPTION

23



Economic and Political Relations after the EU Enlargement ICEG European Center
TEHEBASI DJKOHOMUKA POCCHM U ITYTU EE OTPAHUYEHUSA
I'inuknna Ceeriana Iagsiosna'®

3HauuTeNbHAs YacTh (IO Pa3HBIM OIEHKaM, OT 25 mo 50%) pOoCCHIiCKON SKOHOMHUKH HAaXOJUTCSI CETOJHS «B
TeHw». Jleranuzamusi OuM3Heca W €ro JCKPUMHHAIHM3AIUS — BaKHAs 3a/7a4a COBPEMEHHOTO dTama pa3BUTHUS
oOmiectBa. Kak Moka3bIBarOT MMEIOLIUECS PAcueThl, JEKPUMHUHAIU3AIUSI SKOHOMHKH MOXET 00€CIeUUTh POCT
pou3BozcTBa Oosee, ueM Ha 20%.

YT0 3HAYUT JEKPUMHUHAJIM3UPOBATH DKOHOMHUKY ?

Ora 3amada HE CBOJUTCS HCKIIOYHMTENILHO K BBITCCHCHUIO OPraHW30BAHHOW MPECTYMHOCTH U3 Bcex cdep
nernoBoro obopoTra (Takoe TOHMMaHWE JIGKHT B OCHOBEe paspabareiBaeMoit MBJI P® KowmrmiekcHoit
MporpaMMbl  JIEKPUMHUHAIM3AINM TEPPUTOPUN W KPYMHEHUIIMX OOBEKTOB HKOHOMHUKH). Benp TeHeBas
9KOHOMHKA CETOJHS — 3TO HE TOJHKO M HE CTOJBKO COBOKYIHOCTH (DOPM XO3SIICTBA U CEKTOPOB SKOHOMUKH,
MPOTUBOCTOSIIIIMX TOCYAAPCTBY W JICTalbHBIM CETMEHTaM pbIHKA (MIPOM3BOJCTBO M COBIT HAPKOTHUKOB,
HE3aKOHHAsI TOPTOBJISL OPYIKHEM, MPOCTUTYIHS, PIKET U T.J.). ITO COBOKYIHOCTh OTHOIICHHHU, MPUCYIIUX Ha
COBPEMEHHOM JTare BceM 0e3 UCKIIFOUEHUsS] CEKTOpaM 3KOHOMHKH W, CJIEIOBATEIbHO, JCKPUMUHAIN3UPOBAThH
9KOHOMHKY — 3TO 3HAUUT TMOBBICUTh HA TOPSJOK MPO3PAYHOCTh BEICHUS OM3HECA M KOPIMOPATHBHOTO
VIPaBJICHHUS.

Jleranuzanms ¥ ACKPUMHUHAIM3AIMS POCCHHCKOrO OW3HEca TpeOYIOT peau3alud MPOTpaMMbl, KOHEUHOH
LENBI0 KOTOPOH JOJKHO CTaTh o0ecrevdeHne B3auMOBBITOAHOTO KOHTPAKTa MEXKIy TOCyIapCTBOM U OU3HECOM,
B COOTBETCTBHH C KOTOPHIM CTOPOHBI O€pYT Ha ce0s M CTPOTO BBIMOJHSAIOT Cleayrolune o0s3arenpcTBa. brusnec
pa3BopaynBaeT OOIIECTBEHHO TIOJE3HYI0 OSKOHOMHMYECKYIO JESTebHOCTh, HE YXOAS OT BBIOJHEHHUS
¢duckanbHBIX 00s13aTeNbCTB. ['ocymapcTBO — obecreunBaeT NPEANPUHAMATEISIM Pa3yMHYIO «IICHY BXOXKICHHS
Ha PBIHOKY», 3alIUTy MPaB COOCTBEHHOCTH M COOJIOACHHE KOHTPAKTOB, JOCTOWHOE COIMALHOE OOecIieYeHne
TpaXk/IaH.

CoBepiIeHHO OYeBHIHO, YTO SKOHOMHYECKHE MpPeCcTyIJIeHus OyayT CyllecTBOBaTh 1O TeX IOp, TMOKa B
pe3yibTaTe HapyLICHHUsI YCJIOBMH KOHTpakTa (B3ATBIX Ha ceOs 00s3aTeNbCTB) OJHA M3 CTOPOH IOJydaeT
OOJBLIYIO BBITOMY, YEM B CJIydae BBINOJHEHUsI KOHTPAKTa, U IIPU 3TOM CAHKLUU 33 HAPYLICHUS! 0053aTEIILCTB
HE MCUEPIBIBAIOT 0KHMIAEMOT0 MTPUPOCTa MPUOBUILHOCTH.

CJ'IG)IOBEITCHLHO, KOHTPAKT JOJIKCH OBITh JOIIOJTHCEH MCXaHHM3MOM BBISABJICHHUSA W HaKa3aHHUA (I)aKTOB €ro HE
COGJ’IIOI[eHI/IH. O‘IGBI/II[HO, 4qTo 3(1)(1)6KTI/IBHOCTB HeﬁCTBHH TaKOTr0 MCXaHH3Ma 6y,ZL€T 3aBUCCTh OT YCTKOCTH H
OJJHO3HAYHOCTH HpOpa6OTKI/I 3aKOHOB, HpHHHHHHaHBHOﬁ BO3MOKHOCTH (HaIII/I'-II/Ie COOTBCTCTBYIOIINUX KaJIpOB,
(bI/IHaHCOBLIX N TEXHUYCCKUX CpCI[CTB) BBIABJICHUA npaBOHapymeHHﬁ u obecreueHuss BO3MOKHOCTEH
MIPUMCHCHUA CaHKLII/Iﬁ KO BCCM Y4YAaCTHHKAM IIPABOHAPYHICHHA, HC3aBUCUMO OT HUX COLMAJIBHOI'O CTaTrycCa u
MaTCPUAJIbHOI'O IMOJIOKCHUA.

Hcxonms w3 CKa3aHHOTO, B IENSIX JICTalW3alldd HaXOMSIICHCS CEroJHs B «TCHH» HSKOHOMUKH U
JIEKPUMHUHAIH3AIIHA OM3HECa MOYKHO MPEIIOKUTH CIISAYIONINE TPAKTHYSCKUE MIaTH.

'S Institute for International Economic and Political Studies, Russian Academy of Sciences
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1) COBEPIIEHCTBOBAHUE CUCTEMBI HAJIOI'OOBJIOKEHHU A

['mobanu3anus NMpakTHYECKH CHUMAET HAalWMOHANIbHBIE TPAaHHWIBI Npou3BoAcTBa. IIpm 3TOM coxpaHSIOTCA
CYLIECTBEHHBIC PA3lUUUsi B CTABKaX HAJOTOOOJOKEHHUS JIOXOJOB B Pa3HbIX CTpaHax. B TakuM ycloBHSX Y
npeAnpruHUMaTeneld, 0OObEKTUBHO 3aWHTEPECOBAHHBIX B MHHHUMH3ALUU CBOMX H3JEPKEK IMyTeM yxoJa OT
HAJIOTOB, CYIIECTBYIOT PEaJbHbIC JIEralbHbIe BO3MOXKHOCTH PEIIAaTh ITH 3aJaud, MCIOJB3Ys HMEIoInecs B
MHUPOBOH MPAKTUKE HHCTUTYIIHOHATIBHBIC (POPMBI (B YACTHOCTH, O PIIOPHBIC 30HBI).

Yt0o05I MIPOTUBOCTOATH TaKou CUTyaluu HOTpe6yeTC}lI

x+  00ECMeYNTh TMEPEeHOC TSHKECTH HAIOTOOOJONKEHUSI C JIOXOJOB, TOJNYY4aeMbIX OT TPYIOBO,
WHHOBAIIMOHHON W WHBECTHIIMOHHOHN JESITEIBHOCTH, HAa HAJOT0O0OJOKECHHUE PEHTHBIX JO0XOJ0B OT
JKCIUTyaTallid TMPUPOJHBIX PECYPCOB, JOXOJOB OT COOCTBEHHOCTH, a TakXe JO0XOJOB OT
NEATEIIBLHOCTH, CBSI3AHHOM C HEraTUBHBIMH DKOJIOTMYECKUMMHI M COLMAIBHBIMH IIOCIIEACTBUAMU. ba3oi
HAJIOTOOOJIOKEHHUST JIOJDKHBI CTaTh HE PE3yJIbTaThl MPOM3BOJCTBA, a PECYPChl, HAXOJSIIUECST B
MOJIb30BAHUK TOTO WJIM WHOTO TIPEANPUSTHS, W TMOCIEACTBHS €ro JEATSIIbHOCTH, HAHOCSIINE BPE
o0IIecTBY;

*  CBECTM K MUHUMYMY BO3MOKHOCTH YXOJa OT HaJOr000J0XKEHHsI, COBEPIICHCTBYS 3aKOHOATEIHCTBO B
oOnact TpaHC(EpPTHHIX LeH (IIPU UCHONBb30BAaHUK TPAaHCPEPTHHIX LEH OpeMsi AoKa3aTeJIbCTBa TOTO,
YTO HKOHOMUYECKAs ACATEIILHOCTD IPU OCYILIECTBICHUH 3aKIIOUCHHBIX CIEIOK ACHCTBUTEIBHO MMENa
MECTO, JOJDKHO JISKaTh HA HAJOTOIUIATEIbIIMKE); BBECTH HAJIOT Ha TUIATeXH B OPQIIOpPHBIC EHTPHI
CO 3HAYMTENILHO TMOBBIILICHHON CTaBKOW; HE MPUACPKUBATHCS COrNamieHuid 00 M30eKaHuU JABOIHOTO
HaJIOT000JI0KEHHSI, €CITH «IIPUPOJIa» A0X0a CBSI3aHa C MaryOHOH HaJOroBOW KOHKYpPEHIHMEH.

* BBCCTU PCXKUM, IIPU KOTOPOM PE3UACHTHBIC KOMIIAHHWU OOJI’KHBI I/IH(i)OpMI/IPOBaTB HaIlMOHAJIbHBIC
HaJIOTOBBIC BEJOMCTBA O CBOMX MCKAYHAPOAHBIX CACIIKAX U ONICpAlUIX 3a py'6e)KOM.

[Ipemmaraempie MepHI MMOJHOCTBIO COTIIACYIOTCS ¢ TpemtokeHussMu dkcrepToB ODCP mo 6oprde ¢ «maryOHoi
HaJIOTOBOWM KOHKYPEHLUEN.

2) JIMKBUJAIMS HHCTUTYIOUOHAJBHBIX M AJIMHUHUCTPATHBHBLIX BAPHEPOB
BBIXOJIA IPEAIPUSITUI HA POCCUIICKUH PBIHOK

XOoTs po1ieTyphl JIULIEH3NPOBAHUS SKOHOMUYECKHX CYOBEKTOB B POCCHU OTIIMYAIOTCS OT PETHOHA K PETHOHY,
B CpeJHEM HOBBIM 3asBUTENb JODKeH o0oiitn 20-30 yupexaeHuit u momyuuth 50-90 yTBepKIEHHBIX
peructpannoHHbIX GopM. [ Toro yToObl HaUaTh HOBOE JEJI0, HY’KHO MOJYYUTh 0K0J0 30 pa3sinuHbIX BUAOB
munensuit. CormacHo obcnenoBannio Beemupnoro banka — PAH, 12% mpennpusituit mokazanu, uto B 1999 r.
OHHU MOJIaBaJld 3asBKYy Ha MOJy4YEeHHE HOBOW JMIICH3WH, HO UM B HEH ObUIO OTKa3aHO. Tpuauath YeThipe
NPOLEHTa 00CIeI0BaHHBIX (PUPM MOKA3aIM, YTO OHU OBUIN BBIHYKICHBI MOIYYUTh JIMLCH3HIO, KOTOPasi, O UX
MHEHUIO, 3aKOHO/IaTeNIbHO He TpeboBaack, a 13% nokasanu, 4To uX NpeIIpHUsITHs 3aIIaTHIN JIULEH3MOHHbIH
cOOp CBBINIE YCTAaHOBJICHHOTO pa3Mmepa. B cpemnem uisi opraHuzanuy HEOONBLIOrO MPEANPHUITHS B MOCKBe
TpeOyeTcs B ueThIpe pasa Oosblie BpeMeHH, yeM B Bapiuase, mpu 3ToM poCCUHCKUI Majblil 1 cpeqHuil OusHec
[oJBEpraeTcs B ABa pas3a OOJIbIIEMY YHCITY IIPOBEPOK.

Heo0xoauMo cyIliecTBEHHOE CYKEHHE 4YHclia BUAOB JISSTEIBHOCTH, OCHOBAHHBIX HA Pa3pelIUTEIbHOM, a He
YBEJOMUTEIBHOM MPUHIIMIE, COKpAIIEHHE YKciIa Pa3HOT0 poja MPOBEPOK MPEANPUATHH, YIPOIIEHHUE CUCTEMBI
OyXrajaTepcKoro y4era, akTUBHas1 00pb0a ¢ KOppyMLHUEH.
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3) CO3JAHUE MEXAHU3MOB JIENCTBEHHOM 3AIIIATHI IIPAB COBCTBEHHOCTH BCEX
YUYACTHUKOB 9dKOHOMUYECKOM KU3HU, UTO MPEANOJATAET

*  pa3pabOTKy MEXaHHW3MOB peajH3allii KOHTPAaKTHBIX NpaB, MpaB COOCTBEHHWKOB W aKIMOHEPOB,
YCTaHOBJICHUE TTPO3PAYHOCTH JEATEIHHOCTH MPEAIPUATHI IS aKIIHOHEPOB;

*  JICKPUMHUHAIU3AIUI0 TPOIeaypbl OaHKPOTCTB MYTEM YCTPAaHEHUS MHOTOYHUCICHHBIX JIa3eek,
UMEIOIUXCS B 3aKOHE 0 OAHKPOTCTBE, 00ECIICUeHNE TOCYIapPCTBEHHOTO0 KOHTPOJS 3a COOJIOICHUEM
«TIpaBWJI WTPBD» TPU MPOBEACHUHM OAaHKPOTCTB, YCHJIEHHE KOHTPOIMPYIOLIEH ponu QenepaabHbIX
OpPraHOB  HCIOJHUTEIBHON BJIACTH, YCTAHOBJICHHE pEallbHOH OTBETCTBEHHOCTH BPEMEHHOTO
VIPaBISIONIETO 32 HWCIOJIHEHHE 3aKOHA, CTHMYJIUPOBAHUE TOCYNAPCTBOM CO3JIaHHWS M Pa3BUTHUS
KPYIIHBIX CIICHUATIU3UPOBAHHBIX KOMHaHHﬁ, 06J1a11a101u1/1x AOCTAaTOYHBIMHU HHTCIIJICKTYaJIbHBIMU,
aJIMUHHUCTPATHBHO-OPraHU3aI[HOHHBIMH, & BO3MOXKHO, U (PHMHAHCOBBIMH PECYpCaMu JJIsi TOTO, YTOObI
OCYIIECTBIISITh OTBETCTBEHHOE BHEIIIHEE YIIPABICHHE MPEANPHUITUIMU-0aHKPOTAMU;

*  obecriedeHne IMpolecca CMEHbl COOCTBEHHHMKAa B KOH(MIMKTHBIX CHUTyallUsX B pPaMKax TIJIACHBIX,
NPO3PAYHBIX U IPU 3TOM JOCTATOYHO ONEPATUBHBIX CyIEOHBIX MPOLELYP.

*  TIpEATIPUSITHE JOJDKHO BBICTABIATH HA TOPTH IEIMKOM, YTOOBI HCKIIOYHTH BO3MOKHOCTD
BBICACBIBAHMS M3 HETO HanboJee TNKBUIHBIX PECYyPCOB.

4) PA3BPABOTKA MEXAHU3MOB COBJIIOJIEHUSI KOHTPAKTOB

B wuHTepecax pemeHus 5Tol 3amaud  TpeOyeTcss NPOBEICHHE BCECTOPOHHEH cyaeOHOH pedopmsl,
HaIpaBJICHHOH Ha IOCTI)KEHHE CIIEAYIOIINX OCHOBHBIX LIETICH:

*  HE3aBUCHUMOCTb OPTaHOB CYJCOHOU BIACTH OT BJIACTH WCIIOJIHUTEIHHOW, B TOM UHCJC — B HBIHCUTHEH
POCCHICKOM CHCTEME BIIACTH — M OT MPE3UICHTA KaK (JaKTUIECKOTO TJIaBbl UCTIOTHUTEIBHOM BIIACTH;

*  CO3[JaHME MEXaHM3MOB HCIIOJIHEHUS CYJeOHBIX pEIIeHWH W HEe3aBHUCHMON CHUCTEMbI KOHTPOJS WX
KavecTBa;

* peam3anud NporpamMmm 3aliUuThI cy/:[eﬁ, NOTCPICBIINX U CBHUJICTEIICH.

HeoOxomumo pemienue npoOiembl (prHAHCHPOBaHMS ICSATEIBHOCTH CyIoB. Huiera mocnenHux nenaer HX
3aBUCHMBIMU TIPAKTHUYECKH OT JIFOOOT0 UCTOYHHMKA (DUHAHCHUPOBAHUS, KOTOPBIM MOXKET HOCHTh B TOM YHCIIC U
KpUMUHAIBHBIN XapakTep. CrnabocTh cyna HE MPOCTO JIMINACT OOMIECTBO M TOCYAApPCTBO MHCTPYMEHTapHs
OOpBOBI C MPECTYNHOCTHIO M KOPPYILMEH, HO U JeflacT HEBO3MOKHBIMH CyAEOHOE, T.€. JICTalIbHOE, PELICHUE
CIIOPOB, BBIHY)KJas AOIOJHATH €ro He(OPMAIbHBIMU M, KaK MPaBUJIO, HE3aKOHHBIMU JEHCTBUSAMHU. A 3TO —
KJIacCHYeCcKas ycllyra, oKka3plBaeMasi OpraHM30BaHHOM MPECTYITHOCTHIO MPU MOMOIIM HEPa3pHIBHO CBSI3aHHOM ¢
HEIO KOPPYIILHH.

5) OBECHEYEHME YETKOCTH U OJTHO3HAYHOCTHU 3AKOHOB

B oTux memsix ceromHsi HEOOXOIUMO JIMKBHUAWMPOBATH OOJBIIOE YWCIO 3aKOHOB HENPSMOIO JEHCTBUS,
OCTaBJISIONINX MTPOCTOP JJISI YUHOBHUYBETO NMPOU3BOJIA, KOPPYIIIUH, HAPYILICHNUS 3aKOHOAATEIbCTBA (Hauboee
apkuit mpumep — TamokeHHbIH Koaekce). LlenecooOpa3Ho nmpoBeaeHNE BceX MPOESKTOB 3aKOHOB, TOCTAHOBICHUN
U MHCTPYKLMH 4Yepe3 CHELUAIBHYIO HKCIEPTU3Y, OTCEKAIOLIYIO IOJIOKEHHUS, CO3AAI0OUINE MPEANOCHUTKN IS
KPUMUHAIU3AMHA 5KOHOMUYECKUX IIPOLIECCOB M Pa3BUTUS KOPPYILIUH.

HeoOxoauM THaTeNbHBIA aHaM3 3aKOHOAATENBHBIX aKTOB, PETYIUPYIONMX 0c000 KPUMHUHAIH3HPOBAHHbIC
cepbl SKOHOMUKH, CKOPEHIIIas JIMKBUAALUS UMEIOIINXCS B HEM MHOTOUHCIICHHBIX «IbIp». Tak, 04eBUAHO, UTO
YTOJIOBHBIM KOAEKC JOJDKEH BKJIIOYAThb HOPMBI OTBETCTBEHHOCTH BBICIIMX IOJDKHOCTHBIX JIMII 332 caM (hakT
HapyIIeHUs] 3aKOHA TIPU PACIOPSHKEHUHM TOCYAapCTBEHHOM COOCTBEHHOCTHIO, OIOKETHBIMH CpPEJCTBAMH,
HE3aKOHHOE IPEJOCTABICHUE HAJIOTOBBIX, TAMOXKEHHBIX WM HHBIX JIB[OT, €CIM STHM HaHeceH YyIepo
rocyaapcTBy u oOmectBy. Hammume ke JTMYHOH 3aMHTEPECOBAHHOCTH MOJDKHO PacCMaTpPUBATHCS HE Kak
HEOOXOOMMOE YCJIOBHE IJIsl NPUBJICUEHUS] K OTBETCTBEHHOCTH, a JIMIIb KAaK JOIOJHUTEIBHOE OTArYarolee
NPECTYIUICHHE 0OCTOSITENBCTBO.
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6) ®OPMUPOBAHHUE BbICOKOKAYECTBEHHOI'O KAJIPOBOI'O W TEXHHUYECKOI'O
COCTABA KOHTPOJIBHBIX CJIYXb

BBuay pe3koro M3MEHEHHS SKOHOMHUYCCKHUX pEalIuil, TOSBICHUS NPUHIWIHAIBHO HOBBIX SIBJICHUH |
(eHOMEHOB B SKOHOMHUKE 3ajjaua KOHTPOJIS 3a JCATEIBHOCThIO CYOBEKTOB XO3SHCTBOBAHUS CYIICCTBECHHO
OCIIO)KHWIACh. Bo m30exkaHWe CUTyalluu, KOTJIa 4eM Jierde B KaKOM-TO CEKTOPE YKOHOMHUKH OCYIIECTBIISTH
W3MEPEHHS U KOHTPOJIb, TEM ¢ OOJbINEH BEPOSITHOCTHIO UMEHHO HA HEM OYAET CKOHIICHTPUPOBAHO BHUMAHHUC
KOHTPOJBHBIX CIIY0 TOCyZapcTBa M, CJICIOBAaTEILHO, HAaWOOJee BaKHBIE Cepbl SKOHOMUKH ((HUHAHCOBO-
KpenuTHas cepa, BHEITHEIKOHOMHUYECKUE CBS3M M T.J.) OKa3bIBAIOTCS HAUMEHEE KOHTPOJIMPYEMBIMH CO
CTOPOHBI POCCHIICKOTO rOCY1apcTBa, TpedyeTcs:

*

obecriedeHre MOATOTOBKM IPUHIUIHAIGHO HOBBIX BBICOKOKBATM(HIIMPOBAHHBIX KAJpOB  UIS
KOHTPOJIBHBIX CITyKO;

YCTAHOBJICHUE MPSIMOI 3aBUCHUMOCTH MEXTY (BHUHAHCHPOBAHHEM JIESTSIBHOCTH KOHTPOJBHBIX CITYXKO
1 WX BKJIAJIOM B OOITHH TOXOJT TOCYTapCTBEHHOTO OIOIKETA;

BHEJIPCHUE CHUCTEMBl  HEMOCPEICTBEHHOTO OSKOHOMHYECKOTO  CTHUMYJIUPOBAHMS  PaOOTHHKOB
KOHTPOJIBHBIX CITy’)KO B 3aBUCHMOCTH OT BEJIMYUH BBISABICHHBIX WMH HapylleHWi (T.e. oObema
CaHKITUH, MTPEIbIBISIEMBIX HAPYIIUTENIO, U CPEACTB, IOMYyJaeMBbIX OT HETO B JIOXOBI TOCYIapCTBa).

7) OBECIIEYUEHUE PEAJIbHOT'O PABEHCTBA BCEX I'PAXKIAH ITEPE]] 3AKOHOM

Hu o1HO MOMKHOCTHOE JIUIIO U HU OJIMH TOCYJIapCTBEHHBIN OpraH HE JOJKHBI UMETh MpaBa MPUHATHUS
pelleHuil, MOJAPHIBAIOIIMX paBHONpaBue TIpaxaaH. [IpuHATHE NOIKHOCTHBIMU JIMLAMH OpPraHOB
rOCyJapCTBEHHON BJIACTM MOJOOHBIX HE3aKOHHBIX PELICHUH, HapyIIAIOHUX KOHCTUTYLIMOHHBIC
OCHOBBI JIEMOKPAaTHYECKOTO TOCYJIapCTBa, JOJDKHO pacCMaTpUBAThCA KaK TSKKOE IOCYJapCTBEHHOE
MIPECTyIICHHE.

Y3aKkoHEHHBIA TUTIEPTPOPUPOBAHHBI UMMYHHUTET OT MPABOCYIUS MPEACTABUTENICH 3aKOHOIATETHHOM,
CylneOHOM BIIACTH JIOJDKEH OBITh CYIISCTBEHHO OTpPaHWYCH, NPUBEJICH B COOTBETCTBUE C
oOIIenpu3HaHHBIMU B MHpE HOpMaMH, a (pakTHUYecKHe BO3MOKHOCTH YHHOBHUKOB YKIIOHATHCS OT
OTBETCTBEHHOCTH 32 HAPYIIECHUE 3aKOHOB — PEITUTEIHHO YCTPAHEHBI.

B COBPEMCHHBIX YCJIOBHUAX PAaBCHCTBO BCEX IpaxKJaaH IMCPE 3aKOHOM MOXKHO o0ecIieuYnTh JIHIIGL Ha
HyTSIX PEIIUTENBHON OOpBObI ¢ Koppymumeil. KpuMuHamusanus S5KOHOMUKH M KOPPYMIIHPOBAHHOCTb
TOCY/IapCTBEHHOTO CEKTOpa — 3TO JIBE CTOPOHBI Menanu. [ Toro, 4ToOB! BBICIIAs TOCYIApCTBEHHAS
BJIACTh CMOTJIa Ha4aTh 60pHOY ¢ KOppymiueH, 4ToO0bl B 3Ty 60ps0y Hadasno BEpUTH OOIIECTBO, CIEAYEeT
CPOYHO OTCTPAHUTH OT BBICHICH BIIACTH JIMII M OPTraHHU3ALMH, ACCOLMUPYEMBIE C KOPPYIIIHEH,
0COOEHHO Ha BBICIIEM ypoBHE. HeoOX0aMMO BOCCTAaHOBIICHHE HOPM JIEJIOBOM ATHUKHU, O€3 YeT0 HUKAKOe
MOBBINICHHE YPOBHS MAaTEpUATBHOTO OOCCIEUYCHHS] M COLMAIbHOW 3aIWINEHHOCTH pPaOOTHHKOB
rocanmapara He JacT )KeJaeMbIX pe3yJIbTaToB.

Crenyer NMPUHATH ITUBHJIN30BAHHBIN 3aKOH O JOOOMPOBAHWHU, CO3IAIONINH ITyOIMYHEIH, JICTaIbHBIN
MEXaHU3M COTJIACOBAHMSI MHTEPECOB MPOMBIIIICHHO-TPEANPHHUMATEIBCKOTO COOOIIECTBA U OPTaHOB
rOCYJapCTBEHHON BJIACTH; B YACTHOCTH, MPEACTABIACTCS Pa3yMHBIX MPUHATH MPABHUIO, MO KOTOPOMY
MO3HITUST OTPACIICBBIX acCONMAIMU TPEeINpUHUMATENCH MO KaXJIOMY BOINPOCY, KOTOPBIH, O HX
MHEHHIO, 3aTparuBaeT WX JIEATEILHOCTh, JOJDKHA OBITh JIOBEJEHA JIO CBEJICHUS JICIyTaToB,
NPUHUMAIONINX 3aKOH, WM PYKOBOJMTEIS, MPUHUMAIOIIETO TOT WJIM WHOW HOPMATHBHBIA akT. DTO
MHEHHE MOKET OBITh YUTEHO WJIM OTBEPTHYTO 0€3 00CYKIEHHS C BBICKA3aBIIUMHU €T0, HO CyOBEKTHI
SKOHOMUKH JIOJDKHBI IMETh TPABO Ha JOBEJCHUE CBOETO MHEHHUS JI0 TOCYAapCTBa.

% sk sk sk %k
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BUSINESS — STATE RELATIONS IN CONTEMPORARY RUSSIA
IN CONCERN TO CORRUPTION PHENOMENON

Oleg V. Pachenkov'’

In my paper I am going to present some preliminary results of the research project “Prospects for fighting

corruption in post socialist countries: cases of Russia and Hungary”."®

In according to Corruption Perception Index (CPI) by Transparency International Russia is ranked now 86th
among 100 countries. In according to INDEM foundation — Russian NGO doing economical, political and
sociological researches on the corruption issue, nowadays about 34 billions USD are spent by Russian people
for bribes. In my opinion these two numbers show that corruption is a significant problem for contemporary
Russian society.

However, I believe that the whole phenomenon of corruption could hardly become a subject for empirical
sociological research. That is why we choose one segment and concentrated on the business — state
relationships. However even this topic is still too wide and complex and we were forced to focus on more
precise and concrete fragment of state-business relationships. Recent studies identify Russia's regional and
municipal levels as the most corrupt levels of authority. Data on “corruption flows” in Russia's bureaucratic
market gathered by the INDEM foundation, that the municipal level of authority is the most corrupt (75% of
corruption market), the regional level comes in second (20%) and the federal level third (5%)19 (Satarov,
2002). Because of this, we considered it essential to focus our research on state — business corruption at the
municipal level (the case of St Petersburg), which currently poses such an impediment to business
development. And the study considered small and medium-sized business as the most sensitive and least
protected business sector facing corruption.

In order to determine the social mechanisms and hidden conditions of corruption, we focused our empirical
research on actual business behaviour and examined how business and municipal authorities interact in
practice. The research included quantitative and qualitative analysis of the phenomenon of business corruption
in the sphere of small and medium-sized business. The main purposes of the study we formulated as follows:

' Center for Independent Social Research

'8 The project was supported by USAID and IRIS foundation in the framework of the Think Tank partnership program.
Our main partner was Hungarian Think Tank “Foundation for Market Economy” and American University (TRACCC,
Washington D.C.). See final report at: www.indepsocres.spb.ru.

" These figures refer to low-level business corruption.
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= to identify key problems facing small business that provide a breeding ground for corruption;

+  to gauge the extent to which the corrupt practices of business are adaptive responses to the legislative,
economic and social environment;

= to evaluate the willingness and readiness of business people to act against corruption.

Although our study was focused on the St Petersburg municipality alone, the outcomes received in the course
of the study are not specific for St Petersburg and could be reasonably extended to the whole situation in small
and medium-sized business in Russia. The broader generalizations can be rather made on the basis of the
qualitative data based on 30 interviews with representatives of small and medium-sized (SMEs) enterprises in
St Petersburg.”’ It reveals the nature of corrupt relationships, particularities of informal interactions between
business and the state in small and medium-sized business.

PROBLEM AREAS AND TOPICS (FORMULATED BY THE INFORMANTS IN INTERVIEW)

Problems, giving birth to corruption practices

On the basis of the analysis of our interviews we pointed out the problematic areas as follow:

1) IMPERFECTION OF THE BUREAUCRATIC SYSTEM: ITS INEFFICIENCY, INFLEXIBILITY,
SLOWNESS, ETC.

Our informants stressed that one of the reasons for corruption is wrong system, all decisions need ages to be
made; one has to spend so much efforts and time to solve this or that small bureaucratic problem — so he or she
has no time for proper work! Moreover, these procedures look like artificially overcomplicated by officials.
Many informants refer to Western experience where one need to send one letter to officials to notify them
she/she is going to start business — that is it, on comparison to kilos of papers, hundreds of stamps, months of
time one need to spend to start business legally in contemporary Russia. As a result, people say, it is much
easier to refuse the idea to run business at all than to start it! Or you need to employ illegal methods, shadow
economy tools to stipulate all the procedures at the very beginning of your business already: “In the middle of
the summer, in the middle of our process they dismissed local officials. And put new ones. And
correspondingly — now a comma should be not there, all the documents need to be remade, something needs to
be added, something to be removed. Nothing depends on me! And in the end again they do not allow to open it
(enterprise)”

2) OLD FASHIONED LAWS AND REGULATIONS: LACK OF LOGIC IN BUREAUCRATIC
RULES AND REGULATIONS, LACK OF CORRESPONDENCE OF THESE RULES TO THE
CONTEXT OF REAL LIFE.

Our informants mention many times that some contemporary rules are totally out of logic and reality! It is true
especially in case of department’s instructions (not laws) — these of sanitary and fire protections services, for
instance. Some of these instructions are dated by 1960-70s, some are even by 1930s! Thus they are totally out
of reality! It makes impossible to follow them in real practices. Officials, who are responsible for these rules
and come to enterprises to control them, know about this impossibility to follow the rules. So the only way to
handle out this problematic situation is to bribe officials, to let them “shut their eyes” to the violations of stupid
but existing rules: “We belong to public catering, but we don’t cook anything ourselves. They insist on setting
three new sinks, for example. We don’t need them! We don’t cook anything! But if they want, they can shut us
down because of this. And these norms, these rules, they have not been changed practically from 1974. 1974
and 2004!?”

0 Several kinds of business is represented in our data basis: trading (including foods) — 11; production (including
construction) — 5; services (including cafes, securities (stocks, efc.), business and law consulting, etc.) — 14; To find
informants we used method of “snow-ball” — found them mostly through personal networks; first of all — because the topic
of the research was too sensitive and personal trust was an important part of communication, otherwise we would get a lot
of general words and speculations.
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3) MEANINGLY KEPT GAP IN LAWS AND RULES: LAWS AND REGULATIONS ARE
DESIGNED IN A WAY THEY COULD NOT BE FOLLOWED BY PEOPLE.

This is quite popular sentence: “you can not conform all rules, it is just impossible — then you have to close
your enterprise!” (impossibility to pay all taxes is a variety of this kind of claims). Businessmen cannot
understand who needs all these troubles. The only explanation is: bureaucrats need it to initiate corruption in
form of bribing for pushing, accelerating procedures. People believe this is a kind of “meaningly kept gap in
laws” done and kept by officials to have a chance to catch and punish (to fine usually) any businessman —
because there is always a rule you do not conform for some reasons; at the same time this is a way for officials
to find violations and to initiate corruption as a way for businessmen to avoid official punishment (the size of
bribes is usually smaller then the size of official fine): “In such a situation, in the real state of thing, constantly
whatever you are doing you are always violating the law. And you always feel yourself a criminal and in fact,
you are forced to pay oft”.

There are several consequences from this situation — for the attitudes of businessmen towards the officials and
bureaucratic structures, and consequently — for the state-business relationship:

Distrust attitude: all our informants mentioned that they do not believe in “fair (honest) bureaucrat”.

Everyone is sure that all officials take bribes — bigger or smaller, they all are corrupted and are kind of people
who “won’t lift a finger” without money. It causes to certain attitudes and activities of people, including
businessmen. It means that they all a priori are ready to give bribes to officials; many businessmen do not even
try to find legal and official ways of solutions of this or that problem — they start straight away with looking for
access to corrupted officials to give them money to solve their problems in this way — “fast and easy” (in
comparison to official way): “In reality, when instance comes to business, and find problems, you will
understand that they have come here not to shut you down as soon as possible and, etc. No, they have come
here in order to get some money from you”.

Attitude for a distance: businessmen prefer to keep a great distance between themselves and state.

Those who succeed to keep distance consider themselves to be lucky. They do want to have as less as possible
in common with the state: “Knowing that the state is a vampire, we have brought to minimum our contacts to
the state”.

Functional approach: businessmen treat corruption as natural, integral part of interaction with the state and
power representatives.

Businessmen use the logic and rhetoric of “transaction costs” toward bribes and other forms of corruption:
corruption is interpreted in this case in economic terms, without any emotions involved. We call it “functional
approach”: “I need to get something. If I can get this, say, by bribing an official — well, there is nothing else to
do, it is an unavoidable evil, if [ want to get this desired object”.

However simultaneously with the functional approach another attitude takes place as well. We call it:

Emotional disgust: though many businessmen treat corruption as transactional costs, there are many of them
who hates all this corruption procedures, first of all — because of emotional feelings — people hate to feel
humiliation and feebleness, independence — these terms our informants used to describe their feelings in
situation of interaction with corrupted officials, in situations of giving bribes, etc.: “I want to say that every
official depending on his upbringing, his intellect and I don’t know what else to a bigger or minor degree but he
would necessarily smear you on the table. If he is a cad, then he will be actively doing this. If he is a well-
brought-up, then he will be doing this by his indifference. None of them takes care!”

The last but not least consequence is the intermediaries boom. On this issue I would like to concentrate.

INTERMEDIARIES’ BOOM AS A NEW FEATURE OF THE CORRUPTION MARKET

Interviews with businessmen have explicitly demonstrated the emergence of a wide-scale market for informal
and semi-formal services mediating relations between business and the authorities. In recent years, there has
been a growth of legalized and formalized firms-mediators selling bureaucratic services. We have called this
phenomenon an intermediaries’ boom.

30



Economic and Political Relations after the EU Enlargement ICEG European Center

We realized that the growth of intermediaries is predetermined by the fact that these services are good for
businessmen. They prefer to deal with intermediates instead of dealing directly with officials because it is
simpler: intermediates know all the details and hidden dangers of this process. It is faster and anyway it saves
time and therefore — money. It makes possible to avoid emotional strain, which is usually a painful part of the
interpersonal communication between businessmen and officials; when a businessperson goes to an
intermediary, the situation is different — it takes the shape of formal service and businesspeople feel like a
customer in that case. Finally, sometimes intermediaries provide the only possible way to get access to this or
that bureaucrat: “So, if you come in just like that from the street — you will be kicked out”.

Although at first glance, the situation with intermediaries looks reasonable and very similar to the situation in
the West, in Russia these services seem to function as a screen, being in fact a hidden form of rewarding
officials for accelerating bureaucratic procedures for additional payment. Of course, these are hypothetical
assumptions that need to be specially investigated in further studies; however the interviews provide some
evidence for this already now.

As a matter of fact, intermediaries combine in their activities explicit functions and hidden or shadow functions.
The main resource for accomplishing these functions is their access to a bureaucratic structure (or a bureaucrat)
that provides the possibility for obtaining a necessary bureaucratic service. There are several evidences, which
allow our informants to interpret intermediaries as involved in corruption relationships:

1. It is considered that the very fact of existence of such intermediates implies illegality already: people
believe that many of these intermediate firms are artificially created by officials themselves — in order
to employ their friends, relatives and other loyal people who will take money from clients for
intermediating services and then share this money with officials for who they work. So in this case
such intermediates are artificial obstacles, barriers created by officials to stop and collect money for
themselves and people who are loyal to them. This is the case of issuing licenses, for instance: “There
are about a dozen people involved, you know, like relatives, friends, who, bring him [the official]
about half [of the money]. But they deal with this. If they bring this paper — it will be accepted [by the
officials], if not [them] — well, it won’t. It’s amazing! ”

2. Quite often officials mobilize the power resource which turns out into the monopoly right for the
intermediaries: our informants mentioned situations when officials force them to deal with certain
commercial firm to buy certain products of services which are needed for the enterprise to fit the
official’s requirements. Of course in these firms all products and services are much more expensive
than in ordinary firm, but officials refuse to recognize certificates, products and services of any other
firms. It looks like mediated extortion or blackmail. Businessmen believe that those intermediate firms
are created by official departments or anyway share money with the bureaucrats. So officials use their
power resource to force businessmen to buy goods and services from certain firms which are
confidants of the authorities: “Firemen — they are just extortionists, in a direct sense. There are fire
extinguishers, hanging on the wall. Nevertheless, we were forced to buy another one. And you should
buy an extinguisher in the specialized shop which is situated at the fire unit”;

3. Another explanation of the existence of intermediates is their involvement into illegal corruptive
practices. Our informants believe that bureaucrats create these firms because they do not want to run
risk and take bribes from people “from the outside”. They prefer to take money from those who they
know, which they trust: “First of all, you won’t get to authorities being just a person from the street.
Nobody will let you in — neither in Smolnyi, nor in Voznesenskogo street,”' where some committees
are sitting. You will not be issued a pass, and that’s it, you are out. In order to get there, you need to
have a possibility to get there...”;

So we can see the contradiction here: on the one hand, businessmen often prefer to deal with them instead of
direct deals with bureaucrats, but, on the other hand, they blame intermediaries for corruption involvement and
extortion. What conclusions might be drawn from this contradiction? One possible answer is: there are different
intermediaries, working in different ways, realizing different functions, efc. We assume that the distinguishing
of intermediaries for two types must be drawn as follow:

*! Locations of the offices of the Municipal Authorities in St Petersburg.
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«  “pure extortionists”: here we unite intermediaries who are created on an “empty place”, usually — by
corruptive bureaucrats themselves or sometimes are linked to the latter (usually — share with them
money); this second type of intermediaries is absolutely artificial, needless, useless and harmful; their
services are not rooted in any demands of the market relations — they are imposed to businessmen by
corruptive officials; these services complicate simple procedure and allow bureaucrats to extort money
for services they are supposed to provide for free;

« commercial type or “VIP service”: by this type we unite intermediaries, which provide practically and
commercially rooted “chargeable services”. Here we deal with the ordinary situation when one pays
for faster and simpler procedure which he or she might get for free but it takes time; so one could
prefer to save time and spend extra money; in fact businessmen combine both strategies — they deal
directly with bureaucrats when there is no hurry and/or they have no extra money to spend; but they
deal with intermediaries when time is pressing and there are extra money.

These latter types of intermediaries are rather “normal” from the functional point of view. The only feature
making this type of intermediaries a part of corruption relations is the very fact that money paid by
businessmen do not go to the budget but settle in the official’s pockets. Moreover, there is a strong need for this
kind of intermediaries because the system of regulations and their implementation is very bad in Russian
society; and even in case laws and regulations are good — the infrastructure is old fashioned, slow, inefficient.
This is a challenge of a market system to a clumsy bureaucratic system, or as Russian economic sociologist
Vadim Radaev says this is a case of an “institutional compromise” when one kind of institutes do not fit the
other type (for instance, economic institutes do not fit the bureaucratic ones) and compromise is needed. In case
the market system wins and bureaucratic institutions change then there will be no demand for corruption and
we will get ordinary institute of intermediaries of western type when all the payments will be formalized, i.e.
made legally and become taxable. If inert bureaucratic system will not change — then corruptive component will
remain in this kind of intermediating services, although services are functionally reasonable.

PERSPECTIVES FOR THE FURTHER INVESTIGATIONS (INSTEAD OF CONCLUSION)

Unfortunately interviews showed quite unpromising results in the regard of fighting corruption activities.
Almost all of our informants claimed they would like to have an association which would protect rights of
SMEs against corrupted officials, because they do not trust any other structures/institutions in this concern;
however no one ever dealt with any business-association in order to solve the corruption problem and no one
believes these associations could be created by SME businessmen and could be efficient in fighting against
corruption: “Well, how to unite? You think I have nothing else to do? And the same is the rest. When? And
who we will be uniting with? No. First of all, everyone has a thousand of things to do, and problems are very
different. Someone opened long time ago, someone recently, someone is thinking how to change a Mercedes to
Rolls Royce, someone is thinking how to make both ends meet. And everybody is put in the same conditions,
that all are entrepreneurs”;

or:

“I am more than certain that entrepreneurs of course can gather, sit in a room together, smoke, drink coffee and
talk that that’s it, we are fighting. But when each of us personally will be addressed by some bodies, he will be
solving this problem on his own, because everyone understands that if he does not give a bribe by some
principal motives, he will loose more. Entrepreneurs are people who count money”.

As a result civic associations, self-initiated associations of SMEs either do not exist or work for different aims.
For now our hypothesis in this concern looks as follows: very few NGOs have appeared because there has been
a huge boom in intermediary firms instead. Businessmen prefer to solve their problems not through establishing
business associations but through addressing intermediary firms, which are involved in corruption activities.
For businessmen who seek to achieve their goals with minimal costs this way occurs to be the optimal solution
whereas from the position of the society and corruption prevention this is a dead end, which reproduces
corruption relations and promotes further embededdness of corruption mechanisms in the society. The most
important consequence of the intermediary firms boom is that they reduce the demand among businessmen for
fighting corruption and therefore reduce their support for business associations and NGOs: intermediaries
attract business resources (money, time and force) which could be invested into the development of
anticorruption NGOs activities.
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NATURE OF CORRUPTION IN PUBLIC PROCUREMENT IN
HUNGARY?

T. Benedek — M. M. Dezsériné — M. Knab — A. Krasso — A. R. Tronnberg

Research workers of the Foundation of Market Economy were surveying the nature of corruption by reviewing
the development path of public procurement procedure in Hungary. Purpose of the Hungarian research was to
review the different facts and opinions in connection of setting a limit to reducing corruption in the public
procurement procedure and also to value the chance of developing the anti-corruption practice in it.

It could be stated on the basis of opinions collected via in-depth interviews at more than 50 buyers and seller
institutions (ministries, local governments) and enterprises that both the buyers (proposal requesters) and sellers
(proposal givers) are interested in decreasing the danger of corruption, increasing transparency, equal chances
and also improving efficiency of operation level in course of the public procurement procedure. The
amendment of the Act on Public Procurement (PPA) on the agenda leads to a progress in the process, which —
according to the parties’ opinion — changes advantageously the sphere of public procurement regulatory
enactments. We are expecting that corruption danger could be decreased by monitoring the transparency and
efficiency of the public procurement procedure and permanent strengthening of formal contacts.

Our conclusions, suggestions can be grouped into four topics:
= prospects of closing the front doors of corruption,
x endeavours to eliminate the back doors of corruption,
= relations between the efficiency level of public procurement and the dangers of corruption, and

= fragile balance in terminology and interpretations.

22 This study was developed in the frame of the project titled ,,Fighting corruption in post-socialist countries: cases of
Russia and Hungary” sponsored by USAID, IRIS, KPMG Consulting Barents Group with participation of the following
NGOs: Foundation for Market Economy (Budapest), Center for Independent Social Research (St Petersburg) and
American University Transnational Crime and Corruption Center (Washington).
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1) PROSPECTS OF CLOSING THE FRONT DOORS OF CORRUPTION

Openness in public procurement is clearly ensured if procurements made by institutions are carried out in
accordance with the order of public procurement procedures as required by law. If procurements are removed
from under the force of the PPA, the opportunity considered by the public as a ,,corruption front door” opens
up. We will now list the factors that may influence the spreading of procurements conducted as part of public
procurement procedures at a slower pace and in a more contradictory manner than desirable:

+  Preparedness of those applying the law, staff shortage, problems pertaining to interpretation and
approach.

«  Contradictions of other provisions pertaining to the regulations on budget financing, special issues
related to practical solutions.

+  Successful assertion of group interests in excluding the public and regarding transparency.

Further to the practice of the last three years and the findings of the in-depth interviews, it can be ascertained
that we have found examples of all the above-mentioned factors pertaining to the exclusion of procurements
financed from public funds from the scope of the Act on Public Procurement.

In summary, it can be ascertained that, in a successful assertion of group interests to evade the rules of public
procurement, the following also play a fundamental role:

«  Legislation does not possess an appropriate independence (possibly it is rather filled with politics).

«  The media, instead of revealing facts in a well-founded manner, opts for the easier way and — affecting
emotions, — supports a politics of scandals.

x  Public morals/public culture do not carry an anti-corruption conduct in a wide, society-level sense.

Our former findings, in our world progressing on the road towards globalisation, are valid also beyond country
boundaries.

2) ENDEAVOURS TO ELIMINATE THE BACK DOORS OF CORRUPTION

The transparency and clarity of public procurements can only be ensured by guarantees of openness. In our
survey, we examined corruption risks occurring during the preparation of bids or while issuing invitations for
bids and also during the decision-making process.

It is a general opinion that bids are not announced on the basis of proper expertise and, as a result, are not
announced precisely. Institutions inviting tenders are sometimes unable to determine their needs precisely in
few fields (i.e. IT). As a consequence, bidders will become exposed.

Another extreme is the unreasonably strict formal requirements in tenders. It is often problem, that
approximately 20-40 percent of all the efforts made in compiling a tender will be dedicated to the substantial
part, whereas 60-80 percent on meeting formal requirements. Bidders also complained that opportunities for
completing omissions are also not regulated in a uniform manner and that exclusions are often made on such
grounds. Based on the wishes of many, granting the option to submit missing documentation in the course of
public procurement procedures should also be harmonised! The reason we think this is a well founded request
is because today, during the preparation phase of public procurement tenders — for example in research — there
seem to be way too much fuss about formal errors.

The proposed amendment of the PPA may present a significant step forward in handling unfounded
commitments. Considering competition in the market of public procurements, at times bidders undertake
commitments that interfere with fair competition, violate generally accepted professional practices, rules of
ethics (unfounded content elements of the bid such as prices too low or, in a manner fit for humour magazines,
a warranty for 700 years) to ensure that the entity inviting tenders awards these sections the maximum number
of scores. The proposed amendment of the PPA intends to handle this issue by providing that institutions
inviting tenders must ascertain the splidity and feasibility of such content elements of tenders that look unreal
and impossible to fulfil. Inappropriate explanation may also result in exclusion.
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However, what do we consider appropriate explanation? If executing the above-mentioned public procurement
at an unreal price may, as a reference, generate significant assignments for the bidder at a later date, a low price
as a good investment may produce multiple returns. Thus, from the bidder’s point of view, this is a great deal
that should not be disapproved of.

Who should the law protect; can it be regulated at all? Is there a need for regulation? The draft bill only
mentions requests for explanations but does not deal with the future course thereof, as to when, under what
circumstances can an explanation be accepted?

Another question is whether or not the contractor will be actually motivated if the price is unusually low?
Although, at this point, it was added that the above can be prevented by concluding a good contract and by
setting forth appropriate liquidated damages and penalties, however, a great deal of caution is till required to
handle this question. Addressing problems possibly arising will be time-consuming and complex even in case
of'a good contract.

It would be important to elaborate a more differentiated system of evaluation criteria (with weightings) used for
the evaluation of the bids. In order to achieve this, the person(s) responsible for public procurements within the
organisation should agree with the expert who is capable to express the definition of key substantial elements in
a mathematical approach. Bidders wanting to prepare a proper tender should know the exact needs of inviters,
who should meanwhile also look after all the available solutions on the market. This presumes the professional
relation between inviters and bidders.

In summary, it can be established that compliance with the Act in itself will not eliminate corruption. Intentions
relating to corruption will either diminish or there will be no reason for corruption if an appropriate market
balance exists in one form or another. Thus, the question is whether or not those carrying out procurement
activities possess an appropriate knowledge of the market and for what purpose and how reasonably public
funds are used as the PPA only includes provisions on how to use such public funds.

It was a common view of both those inviting and submitting bids that an opportunity for corruption only occurs
when determining the professional criteria and upon possible leakage of information. In all other occurrences,
corruption will result in a violation of the law, which, in most cases, will become known almost immediately.
Therefore, the opinion is that the call for bids, with special emphasis on its professional section, must be
extremely specific and clear as regards wording.

Unfortunately we think that the conditions capable of ensuring a meaningful substantive control and monitoring
of goods/services/investments created as a result of the public procurement process are not yet available. These
conditions partly lack the financial background and partly miss electronic support.

According to certain extreme opinions, the institution of monitoring is practically unknown in Hungary. Indeed,
it would be necessary to prepare an actual analysis instead of formal reports upon the completion of some large
scale assistance projects. It would be worth considering that, similarly to the EU practice, a predefined
percentage of assistances should be allocated for that purpose.
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3) RELATIONS BETWEEN THE EFFICIENCY LEVEL OF PUBLIC PROCUREMENT AND THE
DANGERS OF CORRUPTION

The inflexibility of the public procurement procedure is causing problems mainly for investments whose
market is changing rapidly, and where advantages of innovative breakthroughs and actions should be used. It is
difficult to apply the PPA currently in force in these areas and the success of the procedure is questionable.
Procurements realised through such procedures will not yield the best, up-to-dare and cheap offers as such
process is time consuming and the requirements of the tender rapidly become obsolete.

The scope of centrally procured products is also difficult to handle from the point of view of flexibility and
adjustment to existing infrastructure. Although the persons interviewed basically judged the majority of
centrally procured products as adequate, yet, the scope of such products is contested mainly in the case of
healthcare and partly in the case of IT products, due to the following reasons:

1. Due to the one-year or longer framework agreements for centralised public procurements, the process
of changing products and prices is inflexible — especially in dynamically growing areas such as IT
(portable memory, for example, was not yet available a year ago and therefore does not feature among
centrally procured products, although it should be listed among them).

2. The issue of compatibility is a basic criteria both in the area of IT and health care, since recently
procured equipment, appliances or accessories must be compatible with the other systems, equipment
or appliances used by the company or the healthcare institution.

3. Experience shows that the same product may not be ordered in large quantity for each department of
each hospital because the institutions and the doctors want to stick to the equipment they used and
tested in the past. Further, new procurements must also be adjusted to circumstances, and to the usual
processes applied.

Many believe that the public procurement procedure “is over complicated”. By this, they mean that a lot more
records and various application forms must be obtained and kept, which, on occasion, do not facilitate the
procurement activity or are related to it only remotely. They have also indicated as a problem that the
authorities issuing certain certificates are not always prepared to enforce the law.

The degree of savings that may be achieved through public procurement is a rather controversial issue. No
accurate report has ever been produced in that respect, neither by the EU nor by Hungary; although some
estimations are published form time to time. However, the position can be maintained according to which
public procurement regulation presumes the efficacy thereof, i.e. the savings that can be realised through its
application are higher than the costs associated with the implementation of the formal procedures.

4) FRAGILE BALANCE IN TERMINOLOGY AND INTERPRETATIONS

It can be regarded as a general opinion, that the relevant regulations and the expected modifications thereof are
adequate in terms of mitigating the risk of corruption to a significant extent. Yet, it is impossible to fully
eliminate abuses only through administrative measures. A change in attitude and a different approach is
required to prevent corruption. Intertwining of interests may not be excluded nor can the maintenance of
information contacts or the leaking of information during the preparations phase be done away with.

The Act on lobbying is also missing, which, if well formulated, could be a supporting force in that matter and
the public opinion would not confuse lobbying with corruption. In the opinion of the experts on the subject,
unfortunately today it is still difficult to differentiate lobbying from corruption not only in Hungary but also in
the entire post socialist region. Many explain this phenomenon by the fact that politics are present throughout
the preparation and implementation of tenders connected to the implementation of large scale projects —
exerting significant influence on international relations and the national economy — and are capable of pursuing
their ‘expectations’.

It would be necessary to practically define the profile of lobbying and regulate its functioning. Academic
experts have a hard time providing a scientific explanation for lobbying; governance basing on a practical
approach would be needed.
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At the same time, another question arises: should we treat a well functioning partner relationship as corruption,
a partner relationship which is characterised by continuous communication in order to best meet the needs of
the client? Should we suspect corruption when the client is invited to a professional event, or when the known
supplier consults the client on the occasion of a tender?

It is a serious concern of many parties interviewed, that the requirements pertaining to public procurement
procedures should be fully enforced from one day to the next which questions the future of any previous
professional co-operation. We are talking about long-term development co-operation agreements as a result of
which numerous products have been developed jointly and such joint efforts were settled later on by having the
party as supplier. However, according to the new procedure, own experience may not be considered as
reference, i.e. even though the client may know it full well that its partner company, with whom they have
jointly developed or modified a product, could deliver the product in question at the highest quality possible;
this may not be pursued as an advantage during the procurement procedure. This means that references of this
kind may not constitute an evaluation criteria.

All of the institutions inviting tenders had a uniform opinion in that there is no need to further tighten the
control of public procurement procedures. Instead, the fulfilment of the contracts following the procurement
procedures should be monitored and deviations be sanctioned.
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PART THREE:
MACROECONOMIC PROSPECTS AND FOREIGN TRADE

39



Economic and Political Relations after the EU Enlargement ICEG European Center

PERSPECTIVES FOR ECONOMIC COOPERATION BETWEEN RUSSIA
AND THE COUNTRIES OF CENTRAL AND EASTERN EUROPE IN THE
LIGHT OF THE ENLARGEMENT OF THE EUROPEAN UNION

Andrias Koves™

This paper argues that Eastern enlargement of the European Union will not bring about any further significant
changes in trade and economic cooperation between Russia and the former socialist countries of Central and
Eastern Europe (CEE). Most of the really important changes related to the European integration and re-
orientation have already occured in the period following 1989, and there is little left for the future. On the other
hand, economic and political stabilization in the CEEs — of which full membership in the EU should be an
important phase — may contribute to better conditions (than in the turbulent transition period) for the
development of relations with Russia as well.

De facto integration of CEEs in (Western) Europe started as early as 1989-1990, concurrently to political
change and economic transformation. Of all fields of integration, trade was the first to start. Trade re-
orientation was an organic part of transformation (as a consequence of both the collapse of the CMEA and the
rapid rise of trade with the West), and was an accomplished fact in most of the CEEs as soon as early 90s. By
the end of the millennium, the share of the 15 present member countries of the European Union in total trade of
most of the CEEs reached the point of culmination (a share between two-thirds and three-quarters in exports;
somewhat less in imports). This is a unique feature of Eastern enlargement (as compared to previous cases of
enlargement): trade-creating and trade-diverting effects of joining the European Union had emerged in their
entirety before full membership of the new-comers was attained. It would make no sense (what is more, it
would be even counter-productive) to aim at further increase of those shares.

Parallel to the growing volumes of trade, and in accordance with the “Europe Agreements” concluded in the
early 90s, trading systems and trade policies of now acceding countries have gradually approached those of the
Union. Therefore, coming change from national trading systems, regulations and policies of the CEEs, and also
from nationally concluded trade agreements with third countries, to the acceptance of the common commercial
policy of the Union will result in minor changes only, as far as conditions of trade, including those with third
(non-member) countries are concerned. Also, according to calculations, in case of Hungary for example, the
change from national regime of Most-Favoured-Nation treatment of Russia to the GFS treatment extended to
Russia by the Union will not imply any significant alteration of conditions of bilateral commerce.

From another perspective, the only beneficiaries of the fundamental changes of geographical (regional)
composition of CEE’s trade following the political transformations of more than a decade ago were developed
countries, foremost the countries of Western Europe. To illustrate: Germany has not only become Hungary’s
trading partner number one. Its present weight is outstanding in historical perspective, too. Its share in
Hungarian exports of recent years is higher than that of the Soviet Union during the CMEA years. Taking
account of overvaluation of the transferable rouble (the accounting currency of most of intra-CMEA trade)
before 1989, the numbers are especially striking.

The rest were mostly losers. In physical terms, overall trade among the former socialist countries of Europe,
taken together, does not seem to have reached the level of 1989 at the onset of this century. While decline of
relations between Russia (and other CIS countries) on one hand, and the CEEs on the other, is the most

» Kopint-Datorg, Hungary
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dramatic development in foreign economic relations of post-socialist countries, the lack of dynamism and
continuing relegation to the background of intra-CEE trade is a most surprising one.

Mutual trade among CEEs has been of relatively limited significance for most of the last century. Before the
war, this situation could be explained by unneighbourly relations among them, protectionism and strivings for
mutual isolation. In the socialist period, the reason was simple as well: CMEA cooperation had “radial”
character. All the CEEs had robust relations with the Soviet Union (not only the political and military center of
the grouping but a vast selling market for CEEs’ manufacturing goods and — in some cases — food, and a source
of imports of needed energy and raw materials), while trade among the smaller member-countries was
neglected. In post-socialist times, despite discontinuation of CMEA, and the establishment of the CEEs” own —
however, temporary — “small” integration within the framework of the CEFTA, integration in (Western) Europe
in each of them had preference over integration with the other CEEs. From a somewhat different perspective:
while integration of some or most CEEs in Europe and the global economy progressed quite well, European
integration of the CEE region as a region was less dynamic. In Hungary, the share of CEEs both in exports and
imports has been almost continuously subsiding for the whole period shown; today it is less than before the
political changes. This statement holds for each CEE one by one, for the group of former (smaller) CMEA
members, and, finally, for CEEs in the broader sense. Some consolidation seems to be occuring in recent years.

As a consequence of what has happened after 1989 in and around post-socialist countries, the structure and
character of their economic relations with each other changed immensely.

Firstly, as a consequence of reorientation to the West of trade of all former CMEA member countries (and their
successors) following political changes, as well as the either attained or planned membership of the majority of
former European CMEA members in the NATO and the European Union, the former CMEA lost all the
characteristics of being an economic or trade bloc or group. As shown by trade statistics, the center of
gravitation for economies of all (or, at least, of the great majority of) sometime socialist countries lies outside
the former bloc — in Western Europe.

Secondly, contrary to the CMEA period, and nothwithstanding the above-mentioned and other factors, which
act as a constraint to development of the economic relations among Central European countries, intra-CEE
trade of the CEE countries is now larger than trade with Russia (or even trade with the whole CIS). This is
especially the case with exports of CEEs.

Thirdly, the most striking change following transformation is contraction of tzrade with Russia, first of all,
exports to Russia. Trade between CEEs and Russia, while generally losing much of its former significance, has
become excessively asymmetrical as far as exports and imports are concerned. Russian exports of oil, gas, and
some other raw materials to CEE have, at a lower level in any case, survived into the twenty-first century, while
»traditional” (i.e. developed specifically for exports to the Soviet Union) CEE exports of manufactures and
food — have not.

There is a mutual dependence on Russian exports of energy to CEE. For the CEEs, Russia is a cheap (relative
to alternative sources), reliable, geographically near-by supplier of most of their needed imports of energy, with
established and well-functioning transport infrastructure. For Russia, CEE remains the market outlet for a large
part of its exports of oil and gas, and one of the important transit routes for its actual and potential energy
exports to Western and Southern Europe, as well as Asia Minor. CEE is also an area for promising foreign
investments of leading Russian oil and gas companies.

Just the opposite seems to be the case with CEE exports to Russia: in macroeconomic sense, present trade data
are witness of mutual ,,independence”, following the not-so-long process of smashing and deconstruction of
large-scale business relations of the CMEA period. The Russian share in CEE exports is about 2 percent, while
about 6 percent of total Russian imports come from CEE (the six former CMEA members). In such a situation
it is simply irrelevant to raise the question of eventual further negative implications of CEEs’ full membership
in the European Union. This is not to ignore the highly protectionist and divisive policies of the Union, aimed,
first of all, at imposing more administrative controls and restrictions on crossing its borders by nationals
(inhabitants) of non-member states, at limiting cross-border (shuttle) trading and employment (legal and
illegal). The injurious negative human (regional) implications of those policies, the eventual difficulties of
business as usual notwithstanding, the macro-economic impact of the measures for Russia—CEE trade seems to
be limited. By all means, they should not conceal the deeper, basic causes of the decay in relations.

However, following Eastern enlargement, uncertainties facing Russian exports to CEEs, and, especially energy,
may increase, if the Union’s endeavours at securing energy supplies are not made consistent with the interests

41



Economic and Political Relations after the EU Enlargement ICEG European Center

of Russia in establishing secure and long-term legal and physical infrastructure for exporting energy to Europe.
The question relates very much to enlargement. The issue that may touch upon Russia—CEE relations is the
share of the gas (and perhaps other energy) supplies the EU is prepared to allow from any one source.
Officially, there are no restrictions on this amount, but it is recommended that not more than 30 percent of gas
imports should derive from one source, given the dependency which the future EU members have for Russian
gas. It is well-known that the present share of Russian gas in CEE imports is much higher. The eventual
enforcement of the restriction (which, under present circumstances, does not seem to correspond to interests of
the Union’s security of supply) would seriously impair Russian exports to CEEs, energy situation of the latter,
as well as the realisation of the EU—Russia energy partnership.

Whatever should come of the energy problem, or of other possible dangers and uncertainties of Russia—CEE
trade, the most important thing is to have a clear conception of the factors behind the present situation in trade.
The problems are different in character. A lot of important problems of Russia—CEE trade have nothing to do
with the EU (they have to do with the Russian economy as a whole), and full membership of CEEs will not
change them even an iota. Other current problems (related to the competitive positions of CEE’s firms in the
Russian markets) may even be easier to deal with, when Central Europeans will be fully within the EU. A third
category of problems (determining geographical and commodity pattern of CEE’s trade) relates to the
globalization of economies of the region, or, some characteristics of the present global division of labour.

Some CEEs were losing positions on the Russian markets not only after 1989—1990, but following the financial
crisis of 1998, to the EU and other countries. In some cases, political difficulties might have played a role.
Generally speaking however, CEE exporters are squeezed out of the market because of lack of competitiveness
as far as, for example, financing is concerned. In this respect, EU exporters of agricultural products are in far
better position than CEEs. Countries with a large share of food in exports to Russia (Hungary in 1996-1997)
have suffered a significant decline. Full membership may even help to improve competitive positions in this
respect.

CEE trade with the world is mostly dominated by multinationals. Multinational companies established in CEEs
are part of complex global production, assembly and marketing networks. They export and import mostly
through the channels of intra-company transactions (or their intra-company transactions via national borders are
called exports and imports); to the degree that those channels are keeping away from Russia because of the
relatively slow joining of this country into multinational division of labour, neither their products do get (at
least, directly from CEEs) to Russia.

The real and most important problem is however structural weakness of Russian exports (and of Russian
industry), the lack of internationally competitive manufacturing industry, and the consequent large-scale
dependence of economic growth on development of international oil prices. Also, because of inherited from
Soviet times weaknesses and the protracted crisis of the 1990s, the size of Russian import market is much
smaller than usually presumed.

As far as Hungarian—Russian relations are concerned, 1.3 percent of Hungarian exports went to Russia (0.8
percent to Ukraine and 2.4 percent to the whole of CIS taken together) in 2002, while 6 percent of imports
originated in Russia (7.8 percent in CIS as a whole). Following some improvement in bilateral relations (and
the cyclical downturn in Western Europe constraining the growth of Hungarian exports to the EU), Russian
share in Hungarian exports grew to 1.5 percent in 2003. Imports from Russia reached 6.2 percent of total
Hungarian imports last year. As mentioned, the difference between the shares of exports and imports comes
from the fact that while the former declined very seriously as compared to pre-1989 situation, the most of
primary energy continues to be imported from Russia. Due to strong discrepancies between imports and
exports, the most of the trade deficit is taking its origin in trade with Russia (59.6 percent in 2001, 55.9 in 2002
— but only 46 percent in 2003). Comparing fresh data with those of some years earlier, as far as exports is
concerned, the losses are disquieting even relative to low data of the first half of the 1990s. (In 1996-1997,
share of Russia in Hungarian exports was about 5 percent.) While trade with other former CMEA countries also
is not showing a rosy picture, in 2002 Hungary exported to the Czech Republic, Poland, Slovakia and Romania
each more than to Russia. In imports, because of deliveries of energy, Russia has remained a partner of decisive
importance, however its role is changing in so far as imports from CEE (former CMEA), in aggregate, surpass
those from Russia.

Following the financial crisis of 1998, Hungarian exports to Russia in dollar terms decreased to one-third in
two years before showing some moderate increase recently. Although direction of change in each year (and in
the whole of the period between 1997-2002) conformed to that of the total Russian imports, the original fall
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was heavier, the consolidation following 2000 — more slaggish than in Russian trade with most countries. While
patterns of Russian imports have changed to the detriment of CEEs, Hungary has fallen backwards even within
the group of CEEs. From a Hungarian point of view, the big problem with that is that the decline (especially
after 2000) has coincided with a more general slow-down in exports and industrial growth.

Decline in trade relations following 1998 is not only due to the problems of Russian economy. Hungarian
policies (and policies of other CEEs) also bear a part of responsibility. However, longer-term trade trends
between CEEs and Russia depend basically on the situation of Russian economy and the size of Russian import
market. Following the grave, almost 50 percent decline of GDP between 1991-1998, the economy is on a
dynamic stage now, even if the production level of 1989 is a way off. Dynamism is nourished by political
stability, the depreciation of the rouble after 1998 (making many important segments of the domestic
production competitive with the imports) and the high international oil prices. However, structurally, the
economy is weak. As a singular case in the world outside the OPEC, number one mover of economic
development is high oil prices, although Russia can not influence their level. Russian (formerly Soviet)
intentions to develop internationally competitive manufacturing and abolish quasi-monoculture of fuel exports
have been known for about three decades, however no changes have followed. Therefore, Russian dependence
on the international oil and gas markets is very high: 55 percent of its exports consist of fuels.

Moreover, not only structural weaknesses and eventual instability make future development of Russian
economy somewhat uncertain, but the country’s potential to import, although widening, is relatively limited for
the time being. According to UN data, in 2001, Russian imports from the world (about USD 42 billion) were
less than Polish ones (50 billion) and little more than Hungary’s imports (34 billion). Correspondingly, Russia’s
share in world imports was 0,72 percent as compared to Poland’s 0.87 and Hungary’s 0.58 — or to the country’s
own 1.72 percent share in world exports. No significant change occured in 2002. Russian imports reached USD
46.2 billion (0,76 percent of world imports) as compared to Poland’s 55.1 billion (0.91 percent) and Hungary’s
37.8 billion (0.62 percent).

Which means that as far as its import potentials are concerned, Russia today belongs to the same class of
countries as Poland, and some other CEEs. Of course, the situation may change in a short period of time. Some
of the questions pertaining are: will the present rate of growth of Russian economy persist, economic
uncertainties inside the country subside, terms-of-trade steadily improve and trade growth accelerate. Even in
such case, Hungarian exports (as well as exports of other CEEs) to Russian markets may remain limited for a
longer period of time as development needs of the Russian economy will mostly be covered by deliveries from
the most advanced countries, while China will remain an inexhaustible as well as the cheapest source of
imports of mass consumption goods. Eventual advancement of multinationals in Russian economy may lead to
growing role of foreign investors in the selection of trade channels and trading partners.

All that leads us to conclude that no basic changes as a consequence of full membership should be expected, as
far as trade orientation of CEEs (Hungary included), and the prevailing role of the Union (respectively
Germany) in external relations is concerned. Of course, there are a lot of unanswered (unanswerable) questions
related not so much to the effects of de jure membership, than to economic development of EU25 and the
future of European integration.
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THE CONSEQUENCES OF EU ENLARGEMENT ON TRADE
RELATIONS BETWEEN BELARUS AND THE VISEGRAD COUNTRIES

Stanislav Vassilevsky24

The enlargement process of the European Union (EU) is utterly challenging for the Republic of Belarus, the
brand-new neighbour of the community, particularly from the point of view of trade policy.

The prevailing tendency of recent years is evident: there was a dynamic development of foreign trade between
Belarus and the EU countries. In 2003 Belarusian exports to the EU increased compared to 2002 more than 1.5
times and amounted to 2.280 billion USD. The Belarusian exports to the Visegrad countries amounted to 0.611
billion USD (Table I).

Table 1.The trade of Belarus with the EU and the Visegrad countries in 2003

(ths. USD)

Country ‘ Exports ‘ Imports ‘ Turnover
Hungary 105475 37802 143277
Poland 434171 348489 782660
Slovakia 22334 25463 47797
Czech Republic 49286 74477 123763
Visegrad countries 611266 486231 1097497
EU countries 2279000 1777000 4056000
Total 2890266 2263231 5153497

In general, Belarusian exports to the countries that are present-day members of the EU reached more than 35%
of total Belarusian exports in 2003 proving the European vector to be a priority direction of Belarusian foreign
economic policy. It is important to notice, that the exports of Belarusian goods to the EU countries for the last
three years has increased more than three times (from 1.2 billion USD in 1998 to 3.7 billion USD in 2003).

The major export goods of Belarus to the Visegrad countries are oil, oil products, gas, fertilizers, cement, steel
and wood products, tractors, parts of tractors and automobiles, casein, while the major imports are electric
lamps, tubes, pharmaceuticals, consumer products, plastics, pumps, varnishes, slag, wool, fibreboard and fruits.

With the enlargement of the EU Europe is not bipolar any more. The geopolitical importance of the territory of
Belarus, the main transport corridor between Russia and Europe, is growing rapidly. This unique importance of
transit will have to provide substantial funds to modernize a considerable part of the country’s industry.

Belarus expects that increasing structural support to the Visegrad countries within the EU (PHARE, SAPARD,
ISPA, etc.) and direct payments from the common budget will consolidate capital supply in the new member
countries, which, in turn, will encourage them to invest in neighbouring non-member states, including the

* Foreign Economic Activity Coordination Department, Ministry of Foreign Affairs of the Republic of Belarus
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Republic of Belarus. The total positive balance of support for Poland in the forthcoming three years will
account to 6998, for Hungary 1374, for the Czech Republic 778 and for Slovakia 831 million euros.

At the same time, besides the positive effects of EU enlargement, there are some factors that can damage the
interests of trade and economic cooperation between Belarus and the Visegrad countries. On acceding to the
Union the European Commission requires candidate countries to denounce intergovernmental agreements on
trade and economic cooperation with the Republic of Belarus, which provide the most-favoured-nation
treatment in mutual trade. However, this trade regime is used de facto in commercial and economic relations
between Belarus and the EU.

The shift to the EU’s common customs-tariff and preference system by the new member states can either bring
tangible benefits or create extra tariff walls. For example, the conditions for the access of Belarusian goods to
Hungary, Poland, the Czech Republic and Slovakia are improving in general, as the rates of customs duties are
higher in these countries then in the EU-15. On the other hand, the tariff conditions to enter the Latvian,
Lithuanian and Estonian markets will become worse. (Table 2)

Table 2. Consequences of tariff changes in the Visegrad countries to the exports of Belarus
(calculated on the basis of overall trade results, 2003)

% of

Exports of calculated Average Import Average Import Potential
Countr Belarus in ths. export out weighted duties weighted duties benefit of
untry USD used for opf total tariff in the in the tariff in the in the enlargement
calculations country, % | country EU, % EU, % for Belarus
exports " -
Hungary 101630,4 96,4 1,0 1057,7 0,6 611,0 446,6
Poland 364073,4 83,9 5,2 18966,6 0,9 3143,1 15823,5
Slovakia 18548,7 83,1 5,2 956.3 0,5 88,5 867,8
Czech Republic| 43998,4 89,3 4,6 2044.,9 2,5 1109,3 935,6
Total 528250 23025,5 4951,9 18073,5

It is obvious, that the enlargement of the EU will bring about problems for the exports of certain groups of
products from Byelorussia to the Visegrad countries because the application of non-tariff trade measures of the
EU will be automatically extended to the new EU member states.

The extension of these restrictive trade measures concerns first of all the automatic application of the
antidumping duties for potash, nitric fertilizers and chemical fibres as well as the application of import quotas
for textile products. As a consequence, the total negative effect of the extension of antidumping measures only
on the EU-Belarus bilateral trade could account for 110 million USD per year, including up to 65 million USD
of Belarusian exports to the Visegrad countries (mainly potash to Poland, Slovakia and the Czech Republic as
well as the small amounts of polyester staples to Hungary and Poland).

Fortunately, the voluntary quantitative export obligations of Belarus, Russia and Ukraine in regard of the
supply of potash fertilizers to the new EU members were accepted by the European Commission in May 2004.
They will last until May 2005 and partly soothe the stated issue in the short run.

The full list of non-tariff measures of the EU regarding the exports of Belarus is listed in Table 3.
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Table 3. Non-tariff measures of the EU regarding the exports of Belarus

(February 1, 2004)

Product Measure

Textile products
Carbamide

Potash

Urea-ammoniac
mixture

Polyester staple

Quotas, for 34 out of 146 categories
Anti-dumping duty, 7%+7 EURO/ton

Anti-dumping duty, 19—48 EUROQO/ton

Anti-dumping duty, 6,5%+17,86
EURO/ton

Anti-dumping duty, 15,8-21%

Besides, the Belarusian exporters will confront with the technical barriers for their export production in terms
of the accordance to the standards and norms of the EU. The most important are the EU technical security and
ecological requirements, which touch upon food, growing wild products and industrial products (tractors,

automobiles, TV sets) originated in Belarus.

Preliminary steps and measures to be taken to mitigate the possible negative effects of the enlargement of the
EU for the mutual trade of the Republic of Belarus and the Visegrad countries are the following:

1.

To reach new bilateral trade and investment agreements between the Republic of Belarus and the
Visegrad countries in order to avoid the legal vacuum in mutual economic relations.

To elaborate and to realize the program for ISO 9000 and 14000 certification of products and quality

systems in Belarus at national level.

To set up the transitional period for the application of the antidumping measures of the EU in the
Visegrad countries after the enlargement.

To increase the quotas on the imports of Belarusian textile products to the EU, which are most sensible
to the process of the EU enlargement.

To formulate and realize jointly the concept of the neighbourhood of the EU.

* %k ok ok 3k

46



Economic and Political Relations after the EU Enlargement ICEG European Center

THE SUNNY AND SHADY SIDES OF RUSSIAN ECONOMIC

Recovery Ruslan Grinberg25

ADVANTAGES

There has been a visible growth in the economy of Russia for the last few years, proven by the increase in all
macroeconomic indicators: GDP 28.5%, industrial production 30.5%, investment 50%, real income of
population 56.5%, agricultural production 18.5% for the period 2000-2003. Moreover, the annual rate of
inflation has decreased from 36% to 12% (a reduction to a third its previous level), and gold and foreign
reserves have increased six times up to 75 billion USD.

The year 2003 was especially positive and that was quite unexpected for most of the experts. The deceleration
in economic growth was expected but there was an acceleration of 6.7%.

There was another positive surprise — the significant growth in investment activity. Investments in fixed capital
increased during the year 2002 by 2.6% and in the year 2003 by 12.5%. The expert community in Russia at the
beginning of this century was seized with the idea of “a fatal phenomenon” for the year 2003. The idea
originated in the coincidence of foreign debt repayments at their peak and the collapse of infrastructure due to a
high degree of deterioration. The dreary prophecies turned out to be wrong this time. The country was not only
able to pay back a major part of its foreign debt (almost 17 billion USD) but it was also able to reduce the ratio
of foreign debt to GDP (from 36% to 27%). There were some man-caused disasters but they were not as
numerous as expected.

Other successes achieved in 2003 include:

«  The record growth in commodity exports and imports with unprecedentedly high active trade balance
at the level of 60 billion USD.

*  An increase in the inflow of FDI (6 billion USD).

«  The beginning of the process of “dedollarization” in domestic money circulation; according to various
estimates Russians converted about 6 billion USD into rubles by opening ruble accounts with banks
(10% to 20% of dollar savings hidden “into stockings” and “under mattresses”).

«  Russia was granted the investment rating (Moody’s).
+  The enactment of the long-expected law about private bank deposits insurance (100 K. RUR.).

x  The rapid dynamics on the stock market; the total capitalization of Russian companies has almost
doubled in a year and amounts to 200 billion USD.

x  The rapid growth in crediting for durable consumer goods.

« It was the first time from the beginning of market reforms when the majority of population had better
subjective perception of its own welfare position; almost half of the recently interrogated respondents
of an independent sociological survey — 48% — have regarded themselves as belonging to the middle
class.

2 Institute for International Economic and Political Studies, Russian Academy of Sciences
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DISADVANTAGES

The most conspicuous of them is that the 75% growth of GDP was the consequence of an increase in fuel and
raw materials exports when world prices were kept at a stable and high level. The “Dutch disease” becomes
apparent in modern Russia in full measure. The country has experienced “growth without development”. In
other words, the economic orientation for fuel and raw materials continue to become apparent without any
serious progress in industrial diversification and modernization. Its structure remains primitive.

Other neglects and failures in the year 2003:

«  The regress in the dynamics of small- and medium-scale business; small- and medium-scale businesses
produce only 10% of GDP, and there is almost no state support to this type of businesses.

x  There is no success achieved in consolidating the post-Soviet area due to the fact that centrifugal
tendencies are stronger than centripetal forces.

«  Despite the growth in GDP there is an increase in unemployment due to the discontinuance in import
substitution as a result of growth of ruble real exchange rate (by 13% in 2003).

» The growth in personal income was not similar: the lion’s share (2/3) accounted for 20% of the
wealthiest Russians, who had already benefited from the market reforms; as a result social polarization
has also increased.

x  The selective approach to the privatization deals of the 1990s also does not improve the investment
climate in the country.

»  The regress in the development of a civil society, “the atomization of a society”.

x  The oligarchic capitalism gives place to a bureaucratic one.

PROSPECTS

To all appearances there will be nothing new on the qualitative side in this year, although economic policy in
the country for the second presidential term should desirably be adjusted and based on state activity and private
initiative complementing each other. Now there are only a few differences from the policy realized at the
beginning of reforms. It is possible to call it the policy of “modernization based on ideological liberalism” or
the concept of “minimum state”. Virtually, there is a substitution of the aim with the tool. The improvement in
the welfare of Russians, or the whole nation in other words, can be the only aim. We still have as the aim the
so-called triad from the Washington consensus: stabilization, liberalization and privatization. And the
government announces its aspirations to carry out the same policy in the future by following these tracks. It has
as a result the bizarre idea of creating a stabilizing fund, the duplicate of CBR gold and foreign reserves, but for
this time they will be at the disposal of the Ministry of Finance. It is an inert policy of taking away the excess
profits from oil industrialists, an almost maniacal conviction in fact, that only the reduction of the tax burden
will guarantee a stable economic growth and, at last, the rejection of taking responsibility in the social sphere as
a budget policy.

The tendency of “primitivization” in the Russian economy under the circumstances is becoming irreversible
even if it is possible to achieve a breakthrough in following the law and stabilizing the conditions for business
life. While maintaining economic dynamics with the powerful raw materials industries due to their export
potentials, a significant share of manufacturing industry will loose all prospects for development. In general,
this is the way how a country is slipping beyond the world of intellectual and technological backwardness.

Still, there is a real alternative to this variant based on the principles of rational-pragmatic liberalism.
Thereupon it will be necessary to activate the available potential in research and production with the aim to
achieve the international level of competitiveness in selected industries and sectors of the Russian economy.
Following this way means the development and the realization of an appropriate structural and innovative
policy. It is the only strategy that offers the chance for a conscious structuring of the post-Soviet era or at least
the most of it. And it is the only means to launch own competitive transnational corporations able to participate
in globalization as subjects instead of being the objects of the process.

Thus it is extremely important not to be tempted to run into extreme measures of state expansionism,
threatening to replace the boundless liberalism of the 1990s. Russian society should realize that the lack of state
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regulation is as harmful for the market economy as its overabundance. Otherwise, it will constantly jump from
the arbitrariness of authority to the authority of arbitrariness and back loosing all chances to a progressive and
civilized modernization of the country.
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