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The state support of the automobile industry in the EAEU member-states was
analyzed withinthisarticle. Experience of three countries (the Russian Federation,
the Republic of Belarus, the Republic of Kazakhstan) was used as a basis due to the
fact that the support of automobile industry is the priority economic development
of these countries. The measures of state support were analyzed, the potentially
prohibited programs of automobile industry support that are related to the
policy of import substitution in the EAEU member states were identified. Taking
international experience (EU, China, USA, South Korea) into consideration the
support measures were analyzed. Many of them are identical to those applied
in Kazakhstan. The article deals with cases in which localization is not used as
a criterion for prohibition of state support measures. It is suggested to create
major corporations and companies in the scope of automobile and automobile
components in order to develop the automobile sector. For this reason positive
international experience of cooperation which may be used by the EAEU member
states in automotive industry development is covered.
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State support is an integral part of industry development policy and it has a great
impact on the production of goods. When budgetary subsidizing funds are used,
the production cost per unit decreases which gives way for creating new types of
goods. As a result, the combination of all of the mentioned factors leads to the
increased level of competitiveness.

The regulations of both the WTO and the EAEU assume that fair competition
happens when state support is in accordance with established rules. Thus, accord-
ing to international law, the subsidies provided by the state should not be for ex-
port or import substitution [1].

The automotive industry is a leading sector of the domestic engineering industry,
which determines the level of economic and social development of the country. Au-
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tomotive industries of the EAEU member states have been unstable for the last few
years. On the one hand, there is a rapid growth of the market caused by the develop-
ment of consumer crediting. On the other hand, the share of domestic manufacturers
in the automotive market is steadily declining while at the same time the competition
from other member states is increasing. In such circumstances, any further develop-
ment of this sector of the economy requires massive financial support from the state.
Let us consider the development of the automotive industry in three countries of the
Eurasian Economic Community (Belarus, Russian Federation, Republic of Kazakh-
stan) that have implemented effective measures of state support.

It is worth noting that a large automotive industry support programs have been imple-
mented in the Russian Federation. For instance, in 2016 they launched the automotive
industry support program that should enhance the efficiency of production in the
automotive industry [2], the modernization of the production base, the introduction
of new technologies and the growth of competitiveness of Russian products on both
domestic and foreign markets. The program provides for such measures as the re-
newal of wheeled vehicles, which will provide additional production of cars and keep
jobs in the motor industry enterprises and related industries, subsidies for automotive
companies in order to compensate part of the interest payments on investment loans,
which will compensate some part of the manufacturers’ loan portfolio service aimed
for investment purposes, providing fringe benefits for leasing wheeled vehicles, and
providing concessional car loans within its frameworks.

At the same time, the Russian Government Resolution No. 1383 “On State Sup-
port of Russian automotive companies”[Ibid] law came into force in 2015, which
within its frameworks regulates the rules of the federal budget subsidies to Rus-
sian automobile manufacturing companies as a reimbursement of the partial cost
of interest on loans taken for implementing investment and innovation projects.

The Russian Federation provides large-scale support for its automotive industry.
For example, in 2015 the volume of imports of cars from Russia to Kazakhstan
amounted only to 64,989 units (621.9 million U.S. dollars). The largest number of
imported passenger cars to Kazakhstan was observed in 2014. Imports amounted
t0 106,886 units which is the equivalent of 1,159,585,100 million U.S. dollars [3].

Belarus Industrial Complex Development Program for the period up to 2020[4] has
set goals one of which puts the development of the automotive industry. Within the
frameworks of the program the following measures have been implemented: updating
the model range of line-haul trains, the development of a new family of trucks of Euro-
5 and Euro-6 levels, equipping trucks with hybrid power units, and the expansion of
the model range of trailers through the creation and development of special trailers
and semi-trailers for agricultural and construction industries such as dump trailers,
tractor trailers, heavy-duty semi-trailers, and prefab trailers.

In 2015 the import from the Republic of Belarus have amounted to 378 units
of motor vehicles in the equivalent of 22,055.900 million U.S. dollars. The larg-

Institute of Trade Policy HSE 61

Trade policy instruments






Trade policy instruments

est share in total imports, 90.5%, has been represented by motor vehicles for the
transport of goods [4].

In Kazakhstan within the framework of the New Economic Policy “Nurly Zhol’;
“Kazakhstan Development Bank” JSC allocates the funds of the National Fund
to support the Kazakhstan car assembly plants. These funds are directed to four
commercial banks for lending to individuals for the purchase of cars assembled
in Kazakhstan, on the following conditions: the loan period is expected to be no
more than 5 years, loan currency has to be tenge, the cost of one unit of passenger
cars must not exceed 9 million tenge, and the initial payment (if applicable) has to
be no more than 20% of the cost of the purchased car [5].

In 2015 Kazakhstan exported a total of 1,107 units of passenger cars which
amounted to 22,088.9 U.S. dollars.

International experience also shows that a proper and conducive government pol-
icy leads to good prospects for domestic demand of cars and their subsequent
competitiveness on foreign markets.

For instance, in South Korea the direct intervention of the government into the
industry’s problems in 1947 has become the impetus to a large-scale development
of the national automotive industry.

The basis of the governmental program consisted of two fundamental principles:
export- orientation of the country and concentration of capital. State leaders en-
couraged the creation of large companies and mostly large family multi-industrial
holdings. These companies have received enormous benefits. Firstly, they have
received access to loans with low interest rates and extensive tax breaks. In accor-
dance with the decision of the government, the following four companies have
been awarded the right to engage in car production: KIA, Hyundai Motors, Asia
Motors and ShinJu (on the basis of which a joint venture Daewoo Motors was
later created and KIA later merged with Asia Motors).

In exchange for the privileges granted these automotive companies were obligat-
ed to meet some specific requirements. Therefore, the Korean government intro-
duced a regulation according to which each of the existing companies was obliged
to achieve by 1980 the volume of auto manufacturing that would be equal to 50
thousand units per year.

South Korean automotive industry by the end of 2004 has reached the scale of
production of about 3.62 million units and has begun to occupy the fifth place in
the world in terms of volume of production of motor vehicles, preceded only by
Germany, China, Japan, and the US [6].

In China, joint ventures are more popular. They are very beneficial to the
Chinese, because they allow manufacturing cars based on the models of their
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foreign partners and, as a rule, they tend to be able to be successfully imple-
mented. There are requirements for foreign companies to introduce their own
research and development in order to facilitate the transfer of technology to
Chinese manufacturers directly. To promote research and development in the
automotive industry in the People’s Republic of China certain privileges are
granted [7].

The Chinese government has decided that the share of investment in the car assem-
bling industry should be not less than 40% of the total investment volume in the au-
tomotive industry. 25 major projects have been allocated to develop the production
of automotive components, which are provided with concessional lending regime.
Authorities also cut or released investors from tax on investment in this sector of
the economy.

In conditions of an economic crisis we see that many countries are suffering from
import dependence. Being aware of this problem, most countries are beginning
to intensify efforts aimed at supporting the localization of production on the ter-
ritory of their country.

Many countries use this mechanism for the development and stimulation of do-
mestic production. This mechanism is popular in manufacturing (in automotive
industry), information and communication technologies.

In the US they have introduced a new concept of «localization barriers to trade»
(LBT) in the past few years which are the measures aimed for the protection and
promotion of domestic production, service providers, intellectual property rights
at the expense of goods and services imported from other countries.

The following measures are examples of LBT policies:

» Requirement for local content;

e Subsidies or other incentives that are granted on condition that the
product uses something by the manufacturers of local goods and domestic
services;

* Requirements for the provision of services, using local equipment or
infrastructure.

US experts categorically oppose the use by countries of any types of LBT due to
their conflict with the WTO regulations. Any use of the WTO member-states of
this mechanism would lead to litigation in the WTO.

The latest case which was discussed in the framework of the WTO was the case
concerning the US-India solar accumulator system. In 2013 the USA sent a re-
quest to the DSB of the WTO due to the fact that India has discriminated against
foreign manufacturers of solar panels, providing manufacturers of solar panels
preferences provided they used solar panels of local production instead of import-
ed. This case is still pending at the DSB.
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USTR created a special Trade Policy Staff Committee Task Force on Localization
Barriers to Trade, which will develop and implement strategic and coordinated
approach against LTB (see table below).

Countries which implement projects on localization in 2013-2015

Country IIDroje.cts.on GDP, bln U.S. share of dire_ct
ocalization dollars investments in GDP, %
Australia 7 1,132 45
Canada 5 1,577 36
USA 14 1,4587 24
Brasil 15 2,088 23
China 10 5,927 10
India 9 1,727 11
Russia 5 1,480 29

The localization mechanism is widely used by countries for the development of the
automotive industry. Providing custom and tax preferences for foreign partners,
the countries then require them to use a certain level (%) of local raw materials
localization. In accordance with the Strategic Plan of the Brazilian industry, for
2011-2014 (Plano Brazil Maior) an expected minimum level of local content (65%)
for the automotive sector was introduced. Provided localization of the good is 65%,
the automakers receive significant tax benefits. The government is working to in-
crease localization level up to 100% in order to develop the domestic automotive
industry. It is obvious that these measures that are implemented in order to support
the automotive industry are prohibited under the WTO regulations.

Until recently, the Chinese government has fielded tough demands on the level
of localization of production. A vehicle produced in China, had to consist of no
less than 40% of their components being of local production, in two years after
the start of the manufacturing this rate increased to 60%, and after three years it
had to be 80%.

China assured that since their joining the WTO they have overturned all the re-
quirements of local content, and brought national legislation in line with WTO
rules. However, in fact and formally the local content requirement is maintained
in some provinces of China with regard to the automotive industry. At 60% local-
ization of production Chinese government provides state grants and loans.

At the same time, foreign automakers must comply with the requirement for the
“expediency” of the goods, but the local content requirement is provided with
special attention.

The chain of barriers and preferences of China’s automotive industry followed by
the high tariffs on car components has made foreign automakers produce cars and

64 Trade policy. Toprosas momutuka / 2016. Ne 4/8. ISSN 2499-9415



automotive components in China rather than import them from other countries.
According to international experts, the cost of foreign components in vehicles
produced in China is 1,115 U.S. dollars, while in England it is at 10,853 dollars
level, in Canada it is 9,156 dollars, and in Mexico it equals 6,638 dollars. China
conducts LTB policy very skillfully, all the while not formalizing it in legislation,
which complicates the process of investigation.

All EAEU member states, in accordance with the Decision of the Supreme Eur-
asian Economic Council No. 72 “On conditions for the application of the concept
of industrial assembly of motor vehicles” on the territories of the states - members
of the Customs Union and Common Economic Space” dated 29 May 2014 made a
legislative requirement to achieve the level of localization of production of motor
vehicles on the territories of member states no less than 30 percent by 1 July 2018,
and starting from 1 July 2018 the level of localization has to be at least 50 percent.
The picture below indicates the number of motor vehicles produced in several
EAEU member states.
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In this case, it is wrong to say that the requirement of Decision No. 72 will be regard-
ed as a prohibited import substitution subsidy. This requirement is set regardless
of the measures of support that the state provides for the development of the auto-
motive industry. This measure can be interpreted as limiting the market access of
member states of sorts. In other words, in order to implement free circulation in the
territories of other member states, the member state must achieve localization to the
level of 50%. Currently, of all the countries of the Eurasian Economic Community
only cars from Russia and Belarus reach the localization level of 50% or more.
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Thus, it should be noted that within the WTO practice the concept of “localiza-
tion” implies a use of local goods and services in a particular industry. Accord-
ingly, as international experience shows the countries that are currently using the
LTB, eventually end up in the DSB for violation of the WTO norms and regula-
tions. In order to avoid legal proceedings after entering the WTO it is necessary
to depart from the practice of the concept of localization with reference to sup-
portive measures provided by the state in order to assist the development of a
particular sector of the economy.

The model of integration with the construction of the common market requires the
unification of national support instruments and promotion of industrial cooperation.

World experience shows that the formation of large corporations and companies
in the industry of the production of cars and car components is a good engine for
the development of the automotive industry in the country.

For example in the EU countries, the industrial interconnections and cooperation
include the licensing and organization of companies, the organization of produc-
tion, joint development of new technologies, exchange of information, co-pro-
duction, marketing and other joint projects[8].

The most active industrial cooperation developed in Europe, which basically
means the countries of the EU. They adopted a policy that proclaimed the course
for sustainable growth and international competitiveness of the European econ-
omy in 2000. The policy requires assisting the development of collaboration and
cooperation on the business level; the same principles are emphasized in the “Eu-
rope2020” Strategy.

In order to enable SMEs in the cooperative chain within the EU framework there
are several informational and advisory networks operating that have an extensive
database helping to establish useful business contacts and to enter the global mar-
ket through international co-operation.

The most successfully functioning network is the European network of business
and innovation centers (EBN), established in 1984 on the basis of a joint initiative
of the European Commission and Europe’s leading industrial companies. Europe-
an information centers (Euro Info Centres) provide commercial information of a
general nature, including those relating to innovations.

In world practice, encouraging joint ventures and joint investments is regularly
executed by means of some measures. Usually it is necessary to satisfy the various
types of conditions to get benefits, such as:

» increase the number of the employed population;

» promote the development of SMEs

» contribute to the achievement of regional policy objectives;

 contribute to the increase in export.
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UNCTAD classifies the incentives into tax breaks, financial incentives, and sys-

temic measures. World practice offers a variety of tax incentives:

1) Reduction of corporate profits tax;

2) A temporary reduction or elimination of tax;

3) The acceleration of depreciation;

4) The inclusion of the initial periods expenses into deferred income;

5) Tax reduction for the projects of investment and reinvestment;

6) Reduction of claims for deductions to social funds;

7) Reducing the amount of taxable income subject to conditions for staff costs;

8) Reduction of the VAT rate and other incentives in the form of reduced corporate
profits tax or provision of loans due to increasing levels of local content;

9) Reduction in the export fee

10) Preferential tax rate on export income;

11) Tax cuts in special cases when the foreign exchange earnings of foreign
countries, including the cost of the exported goods;

12) Postponement of payment of tax on domestic sales under certain conditions
of export earnings;

13) Postponement of payment of tax in the presence of domestic raw materials in
the exported goods;

14) Reduction of the tax rates in the case of the production of goods for export.

In terms of financial incentives, the following can be used: subsidies and reim-
bursement of the partial cost of a specific investment project, preferential loans,
provision of loan guarantees, and provision of guarantees for loans.

The following can attribute other types of stimulation of enterprises:

1) Financial and other measures to support the infrastructural development of
the investment project;

2) Financial and other measures to support the costs of the services required for
quality implementation of the investment project.

3) Finalization of preferential contracts for the supply of goods and services or
certain work, under the state order and financed by the state budget;

4) Creating monopoly conditions for certain businesses;

5) Introduction of import substitution measures in trade, etc.

Within the regulations of the Eurasian Economic Community the legal frame-
work for industrial cooperation has been established. It is planned to create a net-
work of industrial cooperation and subcontracting as well as to determine the
priority cooperation projects with a prospective priority funding by the Eurasian
Development Bank.

Thus, the cooperation will be established in the following way:

» creating the conditions for increasing the participation of industry’s players in
cooperation within the Eurasian Economic Community in the framework of
subcontracting exchanges;

» cooperation projects financing by the Eurasian Development Bank.
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The development of industrial cooperation will allow to increase the partici-
pation of the EAEU manufacturers in global production chains, as well as for
businesses from the post-Soviet Union to engage effective partners among small
and medium-sized businesses. Member states should work out the question of
development of effective support measures for co-produced goods and create
additional incentives for cooperation. Eventually, it will lead to the diversifi-
cation of production chains, maximum utilization of production, human and
scientific potential.

Development of the cooperation chains in a single space of the Eurasian Eco-
nomic Union will be one of the main vectors of the formation of a new Eurasian
Economic Space configuration and also will give new impetus to the industrial
development of regions of the member states.
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Erem0epaueBa A., ’KanaGeprenoa M.

Iloooepicka asmomooduILHOU

RPpOMbBIULIICHHOCMU 6 zocyoapcmeax—tmenax
EA9C

IIpoananu3upoBana rocylapcTBeHHasl NOLIEP:KKA ABTOMOOM/IBHOI Ipo-
MBIILIEHHOCTH B rocynapersax — 4ienax EAJC. Ha ocHoBe onbITa Tpex cTpaH
(Poccuiickasn ®enepanusi, Pecniyomnka Besapycenb, Pecnyosnka Kazaxcran),
TaK KaK MOJJIepKKa aBTOMOOMJIbHON NMPOMBINITIEHHOCTH — IPHOPUTETHOE
HaIlpaBJIeHHe 3KOHOMHYeCKOro pa3BUTHA 3TUX cTpaH. [Ipoanaau3snpoBaHbl
MepbI roCyIapCcTBEHHON MOJIePKKH, BbISIBJICHBI MOTEHIHAJIBLHO 3aMpelieH-
Hble MPOrpaMMbl NMOJJIEPKKH aBTOMOOMIbHON NMPOMBILIJIEHHOCTH, CBSA3aH-
HbIe C IOJTUTHKOI MMIIOPTO3aMellleHNsl, KOTOPasi B HACTOsIIIee BpeMs IPOBO-
autcesBrocyaapcreax—uieHax EAJC. HanpumepeMeska1yHapOIHOr0 ONIbITA
(EC, Kuraii, CIIA, FO:xuast Kopesi) npoaHaJu3HpOBaHbI MePbI MOIIEPKKH,
MHOTI'H€e M3 KOTOPBIX Mepbl NOJJIeP:KKH HAEHTHYHBI C MepaMu, OCyLecTBIIsIe-
MbiMu KazaxcTanom. PackpbiTo, KoraajokajM3anmsi He siBJIsie TCSl KpUTepHeM
3anpeLeHHOCTH Mep rocyaapcTBeHHOoi noaaep:kku. C ue/ibio pa3BuTHsI ABTO-
MOOMJIBHOT 0 CEKTOpAa npeAsiaraeTcst GopMupoOBaHue KPYIMHBIX KOPIOPALUI U
KOMIIAHU B 00,1aCTH IPOU3BO/ICTBA aBTOMOOUIIEH H AaBTOMOOUJILHBIX KOMIIO-
HEHTOB, B CBSI3M € YeM INpeACTABJIEeH NO3UTHBHBIN MeKIYHAPOJAHBIH ONBIT 0
KOOIIePAIUAM, KOTOPBIH MOKeT ObITh HCIIO0Ib30BAH FOCYAapPCTBAMU — YJIeHA-
M EADC B pa3BuTHM aBTOMOOWILHOI NPOMBIIITIEHHOCTH.

KumroueBsie cnoBa: BTO, noxkanuszayus, 2ocydapcmeentasn noddepocka, EADC, ag-
MOMOOUNBHASL NPOMBILUIEHHOCHb, CYOCUOUL, KOONEPayUs, UMNOPMO3aMeujeHue.
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