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Message from Editor-in-Chief

Dear readers, we are glad to present the English edition of our “Trade Policy”
journal. The first Russian edition of the journal was published at the beginning
of 2015. It became the major specialized periodical in Russia devoted to trade
policy and topical issues of regulation of international trade, investment, foreign
economic cooperation, etc. at national, multilateral and global levels. Among au-
thors of the journal there are the most respected experts representing academic,
business and expert circles, as well as officials of the Russian government and
Eurasian Economic Commission. Our colleagues from other countries also make
an important contribution as our authors.

The main topics discussed in our journal are: the theory of trade policy and mul-
tilateral regulation; trade policy instruments and implementation practices; glob-
al issues and international trade regulation; comments on trade policy made by
the leading experts, government and international officials; reviews and analyti-
cal materials on current trade policy issues and events; materials on conferences,
seminar and other events devoted to international trade policy.

The journal is published by the National Research University Higher School of
Economics (HSE). The editorial office operates within the HSE Trade Policy In-
stitute. We publish the journal in cooperation with colleagues of International
Center for Trade and Sustainable Development (ICTSD), Geneva. We are very
thankful to our foreign colleagues for their help and cooperation.

We consider the trade policy to be one of the key elements of activities of any
government in the sphere of international economic relations. It determines the
conditions of participation of a country in international division of labor and re-
sources, as well as its position in international trade in goods and services within
the framework of the global market.

We hope that the English edition of our journal would not only be interesting and
useful for readers abroad but also for those in Russia and CIS countries. It aims to
improve mutual understanding among experts, officials, scholars and businessmen
who specialize in international trade and trade policy. We hope that our English edi-
tion would provide more opportunities for both authors from Russia and the EAEU
countries to present their views to foreign English speaking readers, and also for
our foreign authors to address their colleagues in Russia and CIS countries directly.

In the first English edition we are glad to present articles of our authors from
Kazakhstan, Kyrgyzstan and Russia. The main general topics are the development
of trade of the EAEU countries, integration processes within the EAEU and the
EU, and economic development and trade of some countries which are important
trade partners of Russia. Furthermore, the topic of application and effects of trade
policy instruments is presented in this issue as a traditional element of the journal.
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Two articles prepared by our colleagues from Kazakhstan are devoted to integra-
tion within the EAEU. The first one covers general problems of industrial cooper-
ation and possibilities of formation of value added chains in the EAEU countries
in particular. The second article deals with issues of the automotive industry de-
velopment in the EAEU and possible trade policy measures to improve the sec-
tor’s development.

Our colleagues from Kyrgyzstan prepared an article containing a detailed analysis
of trade relations between Kyrgyzstan and the EAEU countries, as well as with
some key trade partners outside the EAEU, such as China and Iran. Participation
of Kyrgyzstan in the EAEU is a special emphasis of the article.

Two more article are devoted to analysis of topical trade policy issues regarding
important trade partners of Russia, namely Egypt and the United Kingdom. The
first article deals with of Egypt in the WTO and main features of the national
trade policy, import and export regulations. The second one focuses on

the subject which is probably the most contradictive and thrilling in current trade
policy discussions - the Brexit issue. The author presents his point of view on the
possible prospects of the UK trade policy after Brexit and possible challenges and
opportunities for the UK.

Finally, we present to our readers an article discussing problems of application of
voluntary standards and their potential use as a trade policy instrument which
influences the market access opportunities.

We hope that our English editions would be engaging and practicable for readers
and that our audience would enlarge. We invite our readers to contribute to the
journal and their colleagues to get acquainted with different views and opinions
under discussion.

M. Medvedkov
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Kulbatyrov N., Nyrbossynova S.'

Industrial Cooperation
as Value Added Opportunities
in the Context of Globalization

The article deals with the formation of value added in the member states of
the Eurasian Economic Union (Russian Federation, Republic of Kazakhstan,
Kyrgyz Republic, Republic of Armenia, Republic of Belarus) and the possibility
of establishing cooperative relations allowing to form a common value added
chain, where each member state will have its specific role depending on its
competitive advantages. The main industrial development programs were
analyzed, as well as the priority sectors and several weaknesses of the industry
of the EAEU member states identified. The article highlights the main problems
that arise in the process of creating added value chain in the member states of
the EAEU, and proposes measures for their reduction and elimination.

Key words: global value chain, Eurasian Economic Union, national economic de-
velopment.

JEL F15

According to M. Porter’s study, value chain (hereinafter - VC) is a set of activities
that creates value for the enterprise, starting from the stage of procurement of raw
material through the stage of sale of finished products, including consumer service.
These stages can exist within one company, or may be divided among many firms.

Production chains can link a region, multiple countries, or a global network. As
a result, a global chain of added value has developed, where one country does
not produce the complete commodity, but rather participates in the formation
of added value at individual stages of its development, production and sales [1].
Countries compete with others in order to infiltrate a certain link of VCs.

According to the research carried out at Duke University, the main spheres of the
VCs are research and development (R&D), design, marketing and services. At the
same time, the study notes that those added values are mainly concentrated in
eveloped countries, while the production process occurs in developing countries
in the picture below.

1 Kulbatyrov Nurlan — Deputy director; JSC “Center for Trade Policy Development”,
Ministry of National Economy of the Republic of Kazakhstan. E-mail: <kulbatyrov@gmail.com>;
Nyrbossynova Saltanat — Deputy director, Industry Analysis Center, JSC “Kazakhstan Industry
Development Institute”, Ministry for Investments and Development of the Republic of Kazakhstan.
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Fig. 1. Links of VCs

Value chains are heterogeneous for different industries, enterprises, products or
services. Some parts of the chains adhere to the classical pipeline structures where
the product or service is subjected to sequential treatment (snake value chains),
while others include the final Assembly of several intermediate goods or services
(value chain spiders) [2].

Globalization is the process of increasing integration between countries, in which
developed and developing countries depends on political, economic and so-
cio-cultural processes at regional and global levels. The creation of global value
chains - large-scale networks of international production and scientific-technical
cooperation covering hundreds and thousands of links, allows and encourages
the distribution of the technological stages of production of goods and services
between producers located in several countries.

The formation of new value chains within the framework of the Eurasian Eco-
nomic Union (hereinafter — EAEU) also refers to the global value chains, where
each member country will have a specific role depending on its competitive ad-
vantages. The aim is to create the finished product within the territory of the
EAEU, competing with the products of third countries.

Realization of the industrial cooperation potential among the member countries
of the Union is one of the main areas of industrial cooperation and the main tool
to stimulate economic development of member states. This industrial coopera-
tion can be carried out in both traditional sectors and new industries of strategic
importance.

The basic industries, such as metallurgy, chemical industry, food industry, engi-
neering industry and industry of construction materials are all represented in the
manufacturing industry of Kazakhstan. Companies that operate in these sectors
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are mainly focused on raw materials or work in the segment of intermediate stag-
es, which belong to the segment with the lowest added value.

In Armenia and Kyrgyzstan, the situation is similar. Russia and Belarus, however,
had more innovative assets after the collapse of the Soviet Union and a significant
sales market, and therefore were able to maintain and develop the VC segments
with higher added value.

In the framework of the State program of industrial-innovative development for
2015-2019, the priority sectors of the manufacturing industry of Kazakhstan
include 14 sectors, seven of which are export-oriented: ferrous and nonferrous
metallurgy chemistry, agrochemical and petrochemical industry, electrical equip-
ment industry, automotive industry, and food industry [3].

The industrial development program of the Russian Federation for 2012-2020 en-
compasses 21 sub-programs, including machinery-producing industry, chemical
industry, metallurgy, light industry, timber industry, manufacturing of composite
materials, etc. Some of the sub-programs are aimed at technical regulation sys-
tem development, standardization and maintenance of unity of measurements,
industrial biotechnology, development of engineering and industrial design, and
industrial parks [4].

The industrial complex development program of the Republic of Belarus for the
period till 2020 is aimed at advancing the development of export-oriented and
high-tech industries, with a gradual decline in production in inefficient activities
and the modernization of traditional areas of specialization (agricultural engi-
neering, transport engineering, manufacture of building materials, etc.).

The development program of processing industry of the Kyrgyz Republic for
2013-2015 was aimed at the development of production and exports of industrial
products, ensuring the competitiveness on the markets of the Customs Union,
as well as increasing the share of industrial production in GDP in 17 industries:
including 2 industry/mining; 14 industries in the manufacturing sector and the
electricity sector as a separate industry[5].

Within the framework of the «Strategy of export-oriented industrial policy» of
the Republic of Armenia, the long-term goal of the export-oriented industrial
policy is the formation of new industries, which will play a role as a driving
economic force by expanding the current export industries and industries with
export potential; as well as the improvement of legislative framework for en-
trepreneurship, modernization of infrastructure, enhanced competitiveness of
Armenian products and the attraction of foreign investment. This policy focuses
on 11 areas: winemaking, brandy production, diamond processing, manufacture
of watches, textiles, biotechnology, pharmacology, production of canned food,
bottled mineral water, bottled juices and precision engineering [6]. This is shown
in the table below.
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State programs of industrial development within the framework
of the EAEU

Country Program Priority sectors

ferrous and nonferrous metallurgy
chemistry, agrochemical and petrochemical
industry, electrical equipment industry,
automotive industry, food industry

State program of industrial-
Kazakhstan | innovative development for
2015-2019

machinery-producing industry, chemical
industry, metallurgy, light industry, timber
industry, manufacturing of composite
materials, etc.

The industrial development
Russia program of the Russian
Federation for 2012-2020

The industrial complex export-oriented and high-tech industries,
development program of the agricultural engineering, transport

Belarus . o A8
Republic of Belarus for the engineering, manufacture of building
period till 2020 materials, etc.

The development program
Kyrgyzstan | of processing industry of the
Kyrgyz Republic for 2013-2015

mining industry, manufacturing sector,
electrical energy industry

winemaking, brandy production, diamond
processing, manufacture of watches, textiles,
biotechnology, pharmacology, production of
canned food, bottled mineral water, bottled
juices and precision engineering

Strategy of export-oriented

Armenia industrial policy

Source: Compiled by the authors.

Under the coordination of the value chain, several weaknesses were identified,
among which were the segments of R&D and design.

In order to pass to a new stage of the value chain, it is not enough to merely attract
and adapt new technologies. Equally important is the permanent development of
scientific potential of the effected industries. However, R&D is one of the most
difficult areas to develop, from the point of view of management, as a distinctive
feature of most R&D is the unpredictability of the final results of the research and
possible commercialization. As a result, large R&D expenditures cannot always
guarantee greater profits or greater market share. However, the development of
R&D directly affects the development of priority industries.

In the largest modern universities in the EAEU there is a need to create a stronger
scientific base. For instant, Nazarbayev University has competence in robotics,
a sector which has significant opportunities for all countries, but NU’s robotics
are suffering a setback as a result of sanctions against Russia on certain types of
components qualified as “used in the defense industry”. In May 2016, Agency for
Technological Development was created in Russia, which will work to increase
the number of established license agreements for the purpose of technology trans-
fer to joint ventures. The possibility of joint work between Nazarbayev Universi-
ty and the Russian Agency of Technological Development will create a mutual-
ly beneficial environment for both countries, by increasing the competitiveness
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of enterprises through their involvement in the processes of modernization and
technological renewal, as well as the growth of non-oil exports.

One of the priority sectors of development in Russia, Belarus and Kazakhstan is
chemical industry. Armenia and Kyrgyzstan do not have a competitive advantage
in the form of their own deposits or the availability of human resources.

The development of the chemical industry in all developed countries begins with
such segments as basic chemistry, which includes production of inorganic acids,
alkalis and salts, and fertilizers. For example, in Japan the development of R&D in
the chemical industry began as a search for jobs for a displaced labor pool, which
was formed as a result of stopping large enterprises from the production of min-
eral nitrogen fertilizers. Factories stopped producing fertilizers, by reorientation
to more compliable products produced from gas.

For time being, the most advanced cooperative sector of the chemical industry is the
production of agrochemicals, which already has a functioning value chain, created
by MCC “EuroChem”. New methods of development and processing of phosphate
ore are being developed in Russia, mined raw phosphate ore is being developed in
Kazakhstan in the form of raw materials, fine and coarse ground, and directed to Ko-
vdorskiy mining and processing works (Murmansk region, Russia) for processing into
phosphate fertilizer. Starting in 2018, part of the raw materials will be processed in
Kazakhstan. At the moment, the excess of raw materials is exported to Belarus.

One of the most promising chains of creation of value could be a collaboration of
LLP “Kazphosphate” with the OJSC “Gomel chemical plant” through extension of
the VC’s technology. LLP “Kazphosphate” can supply phosphate rock at the OJSC
“Gomel chemical plant” for the production of mineral fertilizers. Belarus is a net
importer of phosphate rock from Russia at a price of 143 U.S. dollars per ton from
the factory. Competition from Russia, which subsidized railway tarifts for export
products, thereby lowering the prices for consumers, can be a barrier to cooper-
ation. Transportation of mineral fertilizers on the territory of Kazakhstan costs
2157 tenge per ton per 1000 km. The distance from Karatau (Zhambyl region)
to Gomel chemical plant (Belarus) is approximately 4000 km. For transportation
through the territory of the Russian Federation, it's 1848 tenge per ton per 1000
km, and the distance from Kirovsk (Russia) to Gomel chemical plant (Belarus)
is 2500 km. Thus, transportation of 1 ton of mineral fertilizers or mineral raw
materials for Russian companies is cheaper than others, so subsidizing the railway
transportation of Kazakhstan’s companies export products will allow production
of LLP “Kazphosphate” to be comparable in price with the Russian phosphate raw
materials. In addition, it will increase cargo transportation by JSC “KTZ".

Projects in the sector of petrochemistry in Kazakhstan began to develop with the
beginning of implementation of the State program of industrial-innovative de-
velopment in 2010. In Belarus and Russia, this sector is the most promising and
dedicated of the export-oriented development Programs of countries.
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Kazakhstan imports products mainly from Russia and China, but in 2017, JSC
“Atyrau oil refinery” is planning to launch production technologies for deep pro-
cessing of oil, the product of which will be para-xylene and benzene. Para-xylene
may be used for the following processing chain: para-xylene (JSC “Atyrau refin-
ery’, Republic of Kazakhstan) sent to Russia (“SIBUR Holding”) for production
of granulated polyethylene terephthalate (PET), which later will be processed in
Kazakhstan to produce plastic bottles. At this stage, it is necessary to conclude
the Memorandum on cooperation between JSC “KazMunayGas” JSC and SIBUR
Holding ability of the para-xylene in the form of raw material with the right im-
plementation of granulated PET at its own discretion JSC “KazMunaiGas”. In ad-
dition, it is necessary to consider the transportation of para-xylene, because the
product is hard-transported and it requires special tank cars, which will require
updates and increasing of Kazakhstan’s car fleet. The production of 300 thousand
tons of par-xylene per year would require approximately 280 railcars per month
for transportation.

The development of polymer chemistry in Russia and Belarus creates a resource
base for Kazakhstan enterprises in the production of plastic products, while main-
taining the prices set for Russian and Belarusian consumers for Kazakhstan.

In the sector of machine engineering, the most promising area of cooperation is
the sector of the production of equipment for oil and gas industry.

In various countries requirements are becoming more stringent for localization
for the international oil and gas companies - the state stimulates the global players
to participate more actively in the economy: training and hiring local workers,
and developing suppliers of goods and services. If companies want to maintain
and improve relations with the public authorities, in response, they will need to
reconsider their approach to localization. The main advantage for Kazakhstan is
the presence of consumers in the domestic market. Additionally, in the long run,
the extension of the Tengiz and Karachaganak oil fields is also expected to start
commercial production of the Kashagan project.

The largest Russian investors in the oil and gas sector of Kazakhstan are “LU-
KOIL” company and OJSC “Gazprom”. Since 1995, OJSC NK “LUKOIL” has in-
vested 5 billion U.S. dollars in the country’s economy, and OAO “Gazprom”
has invested 1 billion U.S. dollars in the development of SMEs to increase local
content.

It is possible to create joint ventures with Russian companies for the production
of bearings, compressors, pumps and valves for the oil industry in the North
East and West Kazakhstan, which would increase and develop the proportion of
local content and bolster the eco-system of suppliers. It is possible to organize
production on the basis of enterprises of oil and gas industry due to developed
infrastructure of transport links, utility networks (electricity, water, heat, sewer
connection, etc.), resources (labor, materials, raw materials, etc.).
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For now, the barrier is the problem of product marketing, because production is
primarily focused on the oil and gas sector, where large mining companies carry
out procurement in accordance with internal procedures. At the same time, as a
rule, products must comply with API standards, ASME.

For reducing barriers it is necessary to:

o Address the issue of building certification centers collaborating with
international institutions such as API, ASME;

o Proceed with further training of local staff through internships and training
in Russia for the really popular destinations.

It is necessary to consider the experience of BP in Azerbaijan on creation of
enterprises Support Center. In 2002, BP opened an Enterprise Support Centre,
which provides services to local small and medium-sized businesses, including
those in the field of business education and technical skills, and assists in the
search for new opportunities and information about the requirements for local-
ization. Since 2009, this role has been played by the Electronic Support Center
companies, also sponsored by BP. In cooperation with the oil and gas industry
specialists center of the country continued to support local companies in search
of new opportunities.

With the creation of such a Center in Kazakhstan, the largest Russian mining
companies would give access to information on opportunities within the supply
chain of OJSC “LUKOIL” and OJSC “Gazprom” for local entrepreneurs, as well as
representatives of small and medium-sized businesses.

The machinery industry requires the creation of data-centers to ensure free access
for all potential producers of information that will help in the initial level to adapt
the necessary business processes. For example, the creation of a platform that en-
ables you to centrally track the order, starting from the moment of filing to the
final customer is needed.

Further cooperation with Russian and Belarusian producers of agricultural ma-
chinery can happen through developments of the design Bureau. It is expedient
to carry out technology transfer with the licensing, standards, patent, and other
process documentation to be eligible for subsequent upgrades of a product or
technology. Another way to attract investors is the development of services (re-
pair and maintenance of machinery and equipment specialized companies or
companies manufacturers). In the life cycle of machines, the cost of the service
can reach 50 % of the price.

It is necessary to stimulate and support the development of specialized compa-
nies that can form a variety of structures in the industry, based on the network
interaction method. For example, foundry-mechanical, forging, metalworking,
welded-assembly, assembly and other production can make a variety of networks
of relations between specialized companies.

Institute of Trade Policy HSE 15
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Armenia produces electrical equipment for the private sector, Kyrgyzstan produces
precious metals, Belarus does not have its own raw materials and is dependent on
imported raw materials, between Russia and Kazakhstan there are existing VC. In-
terest is the establishment of a competence Centre, which will share technology with
the aim of creating better products and developing ore deposits with low content of
base metal. The Centre will, in effect, take on the role of a research laboratory.

Today, the creation of the center of competence is one of the recommendations of the
Unified Economic Committee. However, there is no clear understanding of the loca-
tion for establishment of the Center. Each of the participating countries would like to
create a Center on its own territory, associated with the desire to enhance the R&D
segment in their industry. However, for the establishment of the Centre, we must con-
sider the funding mechanism — whether all the participating countries will Finance the
Center through financial institutions, second level banks, or development banks of the
participating countries, and what measures of state support will be provided. It is nec-
essary to raise these matters at the next round of discussions on the recommendations
for the development of the sector of ferrous metallurgy in the countries of the EAEU.

In the ferrous sector, the only country of interest for cooperation is Russia. There
is also a need to establish a competence Center by analogy with the sector of non-
ferrous metallurgy.

In the framework of realization of strategy of development of ferrous metallurgy
of Russia for 2014-2020 and on prospect up to 2030, Russia plans to implement
projects promoting the creation of small-scale productions of special steels and
alloys, as well as develop a mechanism of compensation for costs associated with
the ordering of low-tonnage batches of special steels and alloys, with the aim of
ensuring break-even of production.

Itis necessary to consider the possibility of cooperation of domestic medium-sized
enterprises, LLP “Auriscalpium Steel”, LLP “Ferrum Vtor” LLP “KSP Steel” and
such Russian manufacturers of special steels, as JSC “Mechel’, JSC “Metallurgical
plant “Electrostal’, JSC “Volgograd steel works “Red October” with the aim of
developing new grades of steel: austenitic (corrosion resistant) steel, functional,
SMART, adaptive metal hybrid materials with further access to the markets of
Central Asia and the growing market of Iran.

In Russia, the largest producer of special steels is JSC “Mechel”. Metallurgical
direction of Mechel includes enterprises in Russia, Ukraine and Lithuania. The
company produces hot and cold rolled stainless, tool and high-speed steel. The
company develops its own unique technology of steel production and quality con-
trol. There is a solid company position in the market of metallurgical products due
to availability in the Group’s own extensive service and sales network:

JSC “Metallurgical plant “Electrostal” — the leading Russian enterprise for the pro-
duction of high-alloyed steels and alloys, whose production covers special pur-
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pose steel, heat-resistant, precision and titanium alloys. The plant specialists have
developed and mastered over 2,000 grades of steel and alloys.

JSC “Volgograd steel works “Red October” - one of the largest manufacturers of
quality metal products, special steel grades for automobile and aviation industry,
chemical, petroleum, power engineering and oil industry

The creation of enterprises for low-tonnage production in Kazakhstan will increase
competition in the local market, possibly redistributing the existing personnel
working at the JSC “ArcelorMittal Temirtau” with the aim of reducing the business’s
impact on the decisions of the state bodies that are forced to apply to them for con-
cessions in connection with social tensions in the region. Today JSC “ArcelorMittal
Temirtau” is a key manufacturer, with almost 70% of total production and employ-
ment in the sector of ferrous metallurgy, so that there is a monopolization of the
domestic market, leading to unfair competition and disregard of such requirements
of law as environmental regulations, the return of income to the government as the
modernization or development of R&D activities.

In the industry of construction materials production, cooperation is possible in
the sector of production of plastic products: plastic pipes, PVC profiles, etc. (pro-
duction of polymer raw materials in Kazakhstan is not available), because the
production of basic building materials: cement, concrete, wall materials in Ka-
zakhstan covers 70% of the domestic market.

The development of the base polymer raw material for the production of building
materials will allow the switch to the production of high value added products
such as heat and sound insulation materials as well as floor coverings and paints
and varnishes based on polymers. In addition, the development of SEZ “NIPT”
will attract one of the most technologically advanced Russian companies - JSC
“Kompozit”, makers of composite materials, volume-reinforced carbon-carbon
composite materials, adhesives, compounds, thermally conductive adhesives,
paint thermostatic coating, etc.

The lack of domestic raw materials, however, hampers the development of the
industry and reduces its investment attractiveness.

In the food industry, cooperation is complicated by the stiff competition from do-
mestic producers in each country. The development of the VC is challenged by the
problems associated with light production, transportation and standardization/
certification of food products. Certification of products, related primarily with
food safety, is one of the main barriers to entering new markets.

Currently the territory of the Customs Union applies the technical regulations of the
Customs Union “On safety of food products” (CU TR 021/2011), which established
General requirements for food products issued into circulation in the territory of
three countries of the Customs Union: Kazakhstan, Russia and Belarus.
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Compliance of food products with the technical regulations is ensured by the se-
curity requirements and the implementation of safety requirements of technical
regulations of the Customs Union on certain types of food products.

The most promising and fast-growing market is the organic products market in
the EU. However, the EAEU countries struggle to be suppliers of products related
to this segment, due to the absence of normative-legal acts regulating the produc-
tion of organic food. According to analysts, the market volume of certified organic
products in the period of 2016-2017 years will exceed 100 billion.

Thus, the establishment of cooperative chains of added value is possible in each of
the sectors of the manufacturing industry, however, often businesses in all of the
countries face barriers of non-commercial nature. For example, in September last
year, the RF Government adopted a Resolution “On priority commodities of Rus-
sian origin, works, services performed, rendered by Russian persons, in relation
to goods originating from foreign States, works, services performed, rendered by
foreign persons”. This document has detrimental affects on trade between coun-
tries, which in turn has a negative impact on the cooperation relations. Another
example of establishing non-trade barriers is the certification of products. The
need for certification of certain products separately in each of the countries leads
to an increase in costs and reduction in free capital for the development of new
investment projects.

In order to strengthen industrial cooperation, an analysis of all barriers between
the member countries is needed. It can be conducted through businesses inter-
viewing, which will develop measures to remove them. Equally important is the
program of import substitution, which aims to reduce the import of products
of third countries and increase cooperation between the existing enterprises of
the member states of the Union and the creation of new joint projects. For this
purpose, it is necessary to analyze the imported products market of each of the
participating countries and identify goods convenient for the production.

Accessible information and organizational support to companies in search of
business partners are effective instruments for creating links between enterprises
of the membe
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IIpomvurunenHas Koonepayust KaAx 603MOHCHOCHb
Ppopmuposarus 006aeneHHOLi crnoumocmu
8 YCTI08USIX 2T00anU3auUY

PaccmoTpennl ¢opmupoBaHue K06aBIEHHON CTOMMOCTM B TOCYJapCTBaX—
yreHax EBpasmiickoro 5KOHOMMYECKOTO COK03a M BO3MOKHOCTH CO3JaHNA
KOOIEPAIVIOHHBIX CBA3ell, MO3BOLAIOINX (opMupoBaTh 00IIYI0 IleNb J0-
0aB/IeHHBIX CTOMMOCTeII, Ile KaKAad CTpaHa-yJacTHHIA GyaeT MMeThb CBOIO
OIIpefieIeHHYI0 POIb B 3aBMCHMOCTY OT KOHKYPEHTHBIX NPenMyliecTs. BoI-
AB/IEHBI OCHOBHbBIE NPOG/IEeMbI, BO3HIKAIONINE B MPOIecce CO3MAHMA Iemei
M06GaBIeHHOI CTOMMOCTH B CTPAHAX-YIEHAX COI03a M MPEI0KEeHbI MephI MO
VX CHIDKEHUIO U ycTpaHeHmIo. IIpoaHanusnpoBaHbl OCHOBHBIE IPOTPAMMBbI
NPOMBIIIIEHHOTO Pa3BUTHA, ONPefielieHbl IPMOPUTETHIE OTPACIN U CTabbIe
3BeHb: PasBUTIA NPOMBINIIEHHOCTY TOCYAAPCTB—YWICHOB JAHHOTO COI03a.

KmroueBbie cnoBa: 2nobanvHole yenu dobasnennoil cmoumocmu, Eepasuiickuii
IKOHOMUUECKUTL CO103, PA3BUMUE IKOHOMUKU CIPAHDL.
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EAEU: opportunity or threat?
(the case of the Kyrgyz Republic)

The Kyrgyz Republic has negative trade balance almost every year since its
independence. After becoming a member of the Eurasian Economic Union in
August, 2015, the country met with additional obstacles in trade: necessity
to comply with technical regulations, certificates of quality and conformity,
absence of relevant laboratories, disputes with neighbors, etc. Negative
influence on trade had last tendency in currency exchange rate with the main
trade partners — the EAEU members. There are data on changes in trade,
especially in export sector, of Kyrgyzstan in Soviet times, the first years
of independence, and years before the entrance to the EAEU and after. The
article includes information on measures of governmental export promotion,
together with objection, whether Kyrgyzstan could cope with problems, it met
the first year of membership in the union.

Key words: Kyrgyz Republic, Kyrgyzstan, EAEU, trade, export, import, trade
balance, export promotion, Central Asia, WTO.

JEL F10

Introduction

The Kyrgyz Republic declared its independence on 31 August 1991 after the col-
lapse of the Soviet Union. Kyrgyzstan started to introduce democratic principles
of management, where centrally planned economy was replaced by the market
economy.

Obtaining its independence, the Kyrgyz Republic faced a huge number of chal-
lenges: increase of inflation, corruption, population poverty, etc. Steadily growing
in the Soviet Union, the Kyrgyz industry started to declinein 1990s, while markets
and bazars started to appear very fast. The neighborhood with China opened abil-
ities to local population to trade any things, like needles, household appliances,
textile etc. There were opened two huge wholesale markets in the Central Asia:
“Dordoi’, located in Bishkek city, the capital of the country, and “Kara-Suu’”, locat-
ed in Kara-Suu city of Osh oblast, on the south of the republic. Trade and services
sector started to play a big role in the economy of the country.

1 Enikeeva Zalina — junior researcher staff, Institute of Public Policy and Administra-
tion, University of Central Asia (Kyrgyzstan). E-mail: <z.a.enikeeva@gmail.com>.
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However,there was not any development of production of capital-intensive sec-
tors of the economy. The volume of industrial output annually reduced by 25-28%
from 1992 to 1994; and in 1995, it was 35% from the 1990 level. The greatest eco-
nomic decline occurred in 1994. Rates of decline of production level happened in
the construction complex as well. Volumes of construction were reduced by 72.3%
from 1991 to 1994; only the beginning of construction of the huge gold-mining
mill in Kumtor (1995-1997) allowed ceasing this tendency [1].

Due to institutional changes in the agricultural sector of Kyrgyzstan, there ap-
peared more mobile, working private producers and peasant (farming) enterpris-
es instead of large tradable agricultural enterprises. The structure of cultivated ar-
eas was changed as well: the increase of the grain area empowered more complete
to fill the needs of the population in bread and flour [Ibid]. The most important
stage in reforming the agricultural sector was the implementation of the private
land ownership that provided an additional incentive for development of this sec-
tor and the economy of the country.

The Kyrgyz Republic conducts multi-vector policy; it establishes the necessary
contacts with a purposeof inflow of appropriate investments to the country. The
republic became a member of the United Nations (UN), the Organization for
Security and Cooperation in Europe (OSCE), UNESCO, the Commonwealth
of Independent States (CIS), the Organization of Collective Security Treaty
(CSTO), the Shanghai Cooperation Organization (SCO), the Organization of
Islamic Sardonically (OIC), Economic Cooperation Organization (ECO), the
Cooperation Council of Turkic Speaking States (CCTS), , the Eurasian Econom-
ic Union and forges relationships not only with CIS member states, but also far
abroad.

The government has consistently adhered to the policy of liberalization of foreign
trade, maintaining low import tarifts and providing economic agents with free-
dom to export and import goods. This policy was reinforced by the accession of
Kyrgyzstan to the World Trade Organization (WTO) in 1998, becoming the 135th
member of the WTO and the first one among CIS countries [1].

On the 12th of August 2015 The Kyrgyz Republic got the status of official member
of the Eurasian Economic Union. It became a very important event for the eco-
nomic development of the Kyrgyz Republic.

Kyrgyzstan during soviet times

The Kyrgyz Soviet Socialist Republic was established as a republic of the Sovi-
et Union on 5 December 1936. During Soviet times, the State Planning Com-
mittee of the USSR regulated commodity exchange between union republics,
and the Ministry of Foreign Trade of the USSR regulated foreign trade rela-
tions [2].
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Before the war the republic exported agricultural products to other republics,
mostly for industrial processing: wool, leather, cotton, tobacco, cocoons, meat,
oilseed crops, fruits and nuts. In 1969-1973 Kyrgyzstan exported production to
more than 65 countries of the world including 20 Asian countries, 19 European,
18 African and 3 American. The Republic exported balers, hay-harvesting aggre-
gates, monitoring and metering instruments, pumps, household and automobile
electric lamps, cotton fabrics, silk and wool, knitted articles, engineering goods,
antimony and non-ferrous metallurgy products etc.

Official data of the National Statistic Committee of the Kyrgyz Republic shows
that 29 manufacturing enterprises supplied 59 types of commodities to 65 foreign
countries with export volume of 10.5 million rubles in 1985, then 34 enterprises
supplied 71 types of commodities to 80 foreign countries with export volume of
41.3 million rubles in 1987.

There was a change of export structure from mainly agricultural products before
the war on export of mainly industrial products in the70-80s of the last century,
with the growth of foreign states in foreign trade.

According to the author of the research “External Trade of Kyrgyzstan: Histo-
ry, Analysis, Estimation” E.V. Samigullin, if we compare export volumes of the
republic to other foreign countries with its indices of production, then these in-
dices are quite small. For example, the share of export of the volume of gross out-
put of production and agriculture was only 0.1% in 1985 and 0.5% in 1987. The
reason for it was that the most part of manufactured goods and significant part
of agricultural goods were shipped to Moscow and Leningrad cities and other
union states, due to resource allocation plans of the State Planning Committee
of the USSR [2].

Additional limitation of export activity of the Kyrgyz Soviet Socialist Republic
was because of the situation that all positions of the foreign trade activity had to
be coordinated with the union ministry.

The separate issue is the development of the mining industry in the Kyrgyz Soviet
Republic. In the second half of the 19th century, on the south of the country the
first coal minesappeared. Twenty seven coal mines operated at the total capacity
of about 100 thousand tons of coal per year in 1913, the Kyrgyz Soviet Republic
supplied the coal to almost all Central Asia. In 40-60s the coal mining was con-
ducted on seven mines and five open cast coal mines; the maximum was reached
at 4.9 million tons in 1979.Since 1987, the mining industry has grown faster than
the economy of Kyrgyzstan as a whole, due to significant investments in a number
of enterprises:Kara-Balta Mining Plant, Kyrgyz Mining and Metallurgical Inte-
grated Works, Saryjaz Tin Factory. By the end of the 80s, Kyrgyzstan produced
100% of antimony, up to 64% mercury, to 30% of rare earth products and up to
15% of uranium in the USSR [3]. The break-up of the Soviet Union made adjust-
ments to the development of this industry particularly, and the whole country.
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Kyrgyzstan: trade dynamics 1991-2015

After the declaration of their independence, many CIS countries did not have a
dramatic drop in trade; moreover, in such Central Asian countries as Kazakh-
stan, Kyrgyzstan and Uzbekistan trade did not decrease at all in 1991-1993, while
there was reduction of international economic activity as a whole [4]. It could be
explained by the fact that in planned economy ex-republics did not trade with
foreign countries directly, because all contracts were signed in union ministries
in Moscow.

As aresult of low level of external economic trade openness in the USSR, volumes
of trade with foreign countries were not significant, compared to interrepublic
trade. A clear example of this is presented in Table 1, with data on the dynamics
of exports by commodity group of the Kyrgyz Republic in the USSR, and first
years of its independence. Thus, the export of products of light industry to other
republics was substantial and was growing in 1987-1992, while export of the same
commodities to other, countries, was comparatively small.

Trade balance of the Kyrgyz Republic since its independence has usually been
negative. Thus, thevolume of imported goods was higher than the volume of ex-
ported goods, and since 1994, negative balance between import and export has
been increasing significantly, from —64.2 million U.S. dollarsto —-334.3 million U.S.
dollars in 1998. The main sectors, which commoditieswere exported by the coun-
try, were electrical energy industry, machinery industry, food industry, non-fer-
rous metal industry and textile industry. The main trade partners of Kyrgyzstan
on export were Germany (37% of all exported goods), Kazakhstan (17%), Russia
(16%), and Uzbekistan (8%). Most imported goods were from fuel industry, tex-
tile industry, medical industry, machinery industry and food industry in 1998.
The main importers were Uzbekistan (15% of all imported goods), Russia (24%),
USA (5%), Kazakhstan (9%), Turkey (4%), South Korea (3%), China (5%), Italy
(3%), Germany (6%) and other countries (26%).

The only year when the trade balance of the Kyrgyz Republic was positive was
2001. It happened because of the increase of the export of gold and products of
chemical industry. In 1999 — 2001 gold, that became a traditional export product
from 1997 thus far, was exported to not only Germany, but the United Kingdom
and Switzerland as well.

For the latest years, there is a tendency of negative trade balance in the Kyrgyz Re-
public (see Table 2). Import of the country is significantly higher than export for
much of that time. Thus, Kyrgyzstan imported commodities for 3,937.7 million
U.S. dollars in 2015, while exported only 1,646.40 million U.S. dollars.

The dynamics of trade balance is presented in the Figure 1. There was a negative trade
balance (except 2001) during the period 1992-2015, it was dramatically increasing in
2011-2014, then the trade balance decreased in 2015, still being negative.
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Table 2
Trade balance in 1992-2015, mln USD

Export Import
1992 317 420,7
1993 360,2 447.8
1994 340,1 404,3
1995 408,9 558,9
1996 505,4 891,9
1997 630,7 732,3
1998 535 869,3
1999 462,5 613,2
2000 510,9 558
2001 480 471,5
2002 487,3 589,6
2003 582,7 721,8
2004 721,1 946,8
2005 674 1188,7
2006 891,1 1931,1
2007 1321,0 2 788,6
2008 1855,6 4072,4
2009 1673,0 3 040,2
2010 17559 3222,8
2011 22422 4261,2
2012 1927,6 5576,3
2013 2 006,8 5987,0
2014 1883,7 5734,7
2015 1 646,40 3937,7

Source: [5].

For the last 10 years, the largest share of export is presented by gold (see Fig. 2).
Thus, there was exported gold amounting t0716,923,300U.S. dollars in 2014
which is fewer by19,858,900U.S. dollars than it was exported in 2013. Since the
gold mining “Kumtor” company started its work in gold extraction in 1997, the
share of gold export of the country is still significant.

The second largest share of exported commodities relates to clothing and cloth-
ing accessories. These commodities were exported at 105,481,900 U.S. dollars in
2013, and 99,995,600 U.S. dollars in 2014. Active development of light industry
in Kyrgyzstan started in Soviet times. It is a combination of three sectors: textile,
clothing and leather and footwear and fur industries. Light industry still occupies
a leading position in the economy of the republic, providing high employment in
this sector.
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Fig. 2. Export Structure Dynamics, thousand dollars:
M Cattle; M Meat and subproducts; I Milk and dairy products; ~ Corn; Ml Vegetables;
M Fruits; M Sugar; ll Wax; H Ethanol ; B Tobacco; B Cigarettes and cigars;
H Cement, Portland cement; I Coal; B Crude oil; B Electricity; © Skins of cattle;
I Skins of sheep and goats; Il Wool; ll Wool yarn; Bl Cotton yarn; B Cotton fabrics;
M Woolen fabrics; Ml Carpets; M Rolled metal; © Metal pipes;  Glass;
[ Corrugated sheet (slate); Metal scrap; ' Gold; M Clothing and clothing accessorics;
H Centrifugal pumps; Bl Alternating current engines; B Incandescent lamps, min units.

Source: [5].
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The third largest export sector is fruits and vegetables. The sum of exported veg-
etables was 107,433,700 U.S. dollars in 2013 and 85,082,800U.S. dollars in 2014.
The same decrease of exported amount of fruits was observed in 2014 compared
to 2013: there were exported fruits for the amount of 41,318,456 U.S. dollars in
2013, while the sum of export in 2014 was 21,787,830 U.S. dollars.

The main imported goods in Kyrgyzstan weremotor spirit in 2014, with the sales
volume of 457,855,200 U.S. dollars. Then, there was imported ofdiesel fuel at the
amount of 368,331,200U.S. dollars in 2014 (Fig. 3).

In 2012, the jet fuel composed 61.6% of Kyrgyz exports to the USA, which was
supplied to the American military base, stationed on the territory of capital air-
port “Manas”. Due to the fact that the base was withdrawn from the republic in
2014, since this year exports were significantly restructured [6].

The main trade partners of the Kyrgyz Republic during 2005-2015, where Kyr-
gyz commodities were exported to, were Switzerland, Kazakhstan, Russia, Uz-
bekistan, United Arab Emirates etc. The main countries, where commodities
where imported in Kyrgyzstan from were Russia, China, Kazakhstan, Turkey,
the USA, etc.

Geographic structure of both exports and imports since the beginning of the 90s
gradually changed in the direction of decreasing the proportion of total trade with
CIS countries.For the first 13 years of sovereignty, the trade turnover of Kyrgyz-
stan with CIS countries in terms of exports declined from 65 to 38per cent but
increased from 51.8 to 61.5 per cent in terms ofimports. However, since the early
2000s, the share of CIS countries in total trade turnover of Kyrgyzstan has re-
mained at about 50% [Ibid].

The Fig. 4 presents the decline in trade turnover of the Kyrgyz Republic in
2014-2015. For example, the amount of exported goods to Switzerland has fall-
en by 13.5 million U.S. dollars in 2015 (compared to 2014), to the United Arab
Emirates — by 42.8 million U.S. dollars, to Kazakhstan — by 140.1 U.S. dollars.
The same negative dynamics in trade turnover is observed in import. Thus, the
amount of imported trade turnover from China has decreased by 171.6 million
U.S. dollars in 2015 — by 112.4 million U.S. dollars from the USA and 508.2 mil-
lion U.S. dollars from Russia.

According to the official statistics, Russia is still the largest trade partner of Kyr-
gyzstan, despite the fact that Russia’s share in imports and export of goods as a
whole is declining. The basis of Kyrgyz exports to Russia composes cotton, ready-
made clothes (mostly Bishkek production), vegetables, fruits, tobacco, cast and
rolled glass, as well as electricitylamps. The main imports from Russia to Kyrgyz-
stan is fuel (automobile gasoline, jet fuel, diesel oil), petroleum products, metal
productsfishing, wood and coal, automotive products, household chemicals and
products food and drinks.
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Fig. 3. Import Structure Dynamics, thousand dollars:

M Meat and subproducts; B Milk and dairy products; ! Tea; "= Wheat; Bl Corn; M Rice;
B Wheat flour; B Vegetable oil; Bl Crude sugar; B Sugar; ll Wax; Bl Chocolate products;
[ Beer;  Ethanol; " Vodka; [ Cigarettes and cigars; ll Asbestos; M Coal;

M Motor spirit; Ml Kerosene; Bl Diesel fuel; ™ Black oil; Bl Natural gas; M Liquid gas;

Electric energy;  Drugs; ! Fertilizers;  Tyres; = Carving wood; B Newsprint;
M Glass; B Rolled metals; ll Metal pipes; M Isolated electric wikes and cables;
M Coal and rocks extracting machines; ll Combines; B Food industry equipment;

Light industry equipment; " Electric transformers;  Cars;
M Car parts and equipment; M Furniture

Source: [5].
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Until recently, most importedChinese commodities have been transited through
the territory of Kyrgyzstan and re-exported. This became possible due to special
simplified government regulation of imports and sale of “bazaar goods,” giving
individuals the opportunity to benefit from imports customs clearance and tax
payments based the weight of goods, not their customs value [7].

Another important point, which made re-export more favourable,was a simpli-
fied taxation system applied to individual traders based on tax patents, which
are far more auspicious for economic agents than the treatment existing in other
sectors of the Kyrgyz economy. This facilitated the transformation of the “Dor-
doi” and “Kara-Suu” bazaars into the region’s largest centers of international
trade [Ibid].

The largest regional bazaar “Dordoi’ was created in 1992, as a hub of trade be-
tween China and Europe. The Dordoi bazaar is made up of a dense maze of 30,000
containers and employs, directly and indirectly, more than 150,000 people, ac-
cording to World Bank figures from 2009. Its estimated annual turnover is around
3 billionU.S. dollars [8]. It is organized in sections according to the origin or
type of goods, coming from Turkey, South Korea, Europe and China. Also, there
are rows where ready-made clothes of Kyrgyz production with label “Made in
Kyrgyzstan’are sold. These commodities are sold to wholesalers, coming mostly
from Russia, Kazakhstan, or are sent to those countries for export. During the last
years, the “Dordoi” has faced a big number of problems: difficulties with export
of commodities through Kyrgyz-Kazakh border, decrease of trade, increase of in-
ternal competition, etc.

Changes during the year

The Kyrgyz Republic became a part of the market of Eurasian Economic Union
with population of more than 175 million people.

A most proportion of trade of the Republic with the countries of the EAEU
accounts for two countries — Russia and Kazakhstan — 55% and 43% respec-
tively [9].

In the export of goods to Russia dried fruits increased by 6.6%, beans — by 3.8%,
clothes — by 0.5%. At the same time in 2.4 times decreased the export of cotton
fiber. Imports from Russia increased import of frozen chickens in 1.8 times that of
coniferous timber by 36%, soda sweet mineral water-by 22% and other non-alco-
holic beverages —by 24%.

Exports from Kazakhstan increased the export of beans bythreetimes, mineral
water-by 2.3% and knitted garments by 1.5 times. The import of goods from Ka-
zakhstan increased import of vegetable oilby four times, and dairy products —
by 24.5%.
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The main trade partners of the Kyrgyz Republic in 2016 were Russia, Kazakhstan,
China, Switzerland, Uzbekistan, Turkey (Fig. 5.)

The Table 3 demonstrates that there has been a decrease of trade with Belarus as
well. In January-November 2015 the export to Belarus included mostly cotton,
parts and accessories for automobiles and tractors, products of animal origin, ag-
ricultural products, etc. The sum of export was 5.5 million U.S. dollars which is
higher than the exported amount in January-November 2016 that was 3.2 million
U.S. dollars. The decrease in import from Belarus to Kyrgyzstan is also observed
in January-November 2016. The composition of import from Belarus is processed
cereal grains, agricultural equipment, drugs, decorative cosmetics, matches, plas-
tic products, tires, materials for repair and construction works, etc. The decline in
imported amount of commodities from Belarus was 3.974 million U.S. dollars in
January — November 2015 compared to the same period in 2016.

The volume of mutual trade of Kyrgyzstan and Armenia was not large. According
to the official statistics, Kyrgyzstan imported pharmaceutical products, facilities
for controlling flow of electricity, electric segregators, glass containers, etc. from
Armenia in 2016, amounting to 314,544 U.S. dollars, while it exported to Armenia
soft roofing materials and plastic plates, amounting to 6.620 U.S. dollars'.

Migration

As amember of the EAEU, Kyrgyzstan became a part of the common labour mar-
ket. The legal status of migrants from Kyrgyzstan when in the territory of other
countries of the Union. They got equal rights as compared to the residents in
respect to employment. No quota agreement or permits are necessary. For exam-
ple in Russia they can work only not only under a labor but also under civil law
contract, pay income tax equal to the Russian citizens and got the rights for social
insurance and health care.

For the first 11 months of 2016, remittances to Kyrgyzstan amounted to $1 billion
834.74 million soms that is almost half of the country’s public debt, according to
the National Bank of the Kyrgyz Republic [9]. Compared to the same period in
2015, the volume of transfers increased by 18.6%. In November 2016, the inflow
of remittances was 174.5 million U.S. dollars, i.e. by 35% higher than in November
2015. The biggest part of money to Kyrgyzstan was coming from Russia: there
were 171.1 million U.S. dollars transferred in November 2016. Inflow of money
increased by 37.3%. In just 11 months of 2016 1 billion 786.2 million U.S. dollars
were received from Russia, which is by 19.8 percent higher than in 2015 [Ibid].

1 Eurasian Commission. Mutual Trade Statistics. URL: <http://www.eurasiancom-
mission.org/ru/act/integr_i_makroec/dep_stat/tradestat/tables/intra/Pages/2016/12.aspx>.
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In Fig. 6, data on money transfers of individuals performed via transfer systems
(for example, Western Union, Unistream, Migom, etc.) is presented. We can see
that remittances in 2016 were higher than in 2015. The growth of remittances has
been observed since June 2016 and it was higher by 15.4 million U.S. dollars. In
August, the difference between remittances of 2015 and 2016 was 74.9 million
U.S. dollars; then the gap became smaller.

Currency exchange rate

Kyrgyzstan’s accenssion to the EAEU concurred with a line of important events:
international sanction against Russia, the drop in oil prices and, finally, changes
currency exchange rates: in relation to Kyrgyz som (KGS), there was the devalua-
tion of ruble, national currency of Russia, and tenge, national currency of Kazakh-
stan; In addition, there was an increase of the exchange rate of dollar per som.
For 2016, the official exchange rate of the U.S. dollar in relation to som decreased
by 9%, from 75.8969 to 69.0660 soms. For 2015, the exchange rate of grew up in
relation to som by 28.9%. from 58.8956 to 75.8993 soms [10].

Because of devaluation of Kazakh tenge, prices of many commodities and services
in the Republic of Kazakhstan, where prices are cheaper, became even lower than
in Kyrgyzstan now. Local entrepreneurs started to arrive to Almaty, Kazakhstan,
to make wholesale purchases and bring them to Kyrgyzstan [11]. For example,
some entrepreneurs made wholesale purchases of eggs via intermediaries; now, it
is easier for them to go to Almaty by themselves and purchase eggs there due to
the devaluation. They travel between cities on their own cars instead of renting
transport, and it allows to save money as well. The same problem of cheap import
from Kazakhstan is with imported rice, milling industry, sunflower seed oil and
other products.

One of the reasons of low prices in the southern capital of Kazakhstan, besides
the devaluation of tenge, is the opening of market complex “Khorgos” on Ka-
zakh-Chinese border. That causes a decrease in trade volumes on the “Dordoi”
bazaar in Bishkek.

Kyrgyzstan — Kazakhstan

The Khorgos International Center of Boundary Cooperation JSC is a public com-
pany established under the Agreements between the Government of the Republic
of Kazakhstan and Government of the People’s Republic of China for the purpose
of creation of the Khorgos International Center for Transfrontier Cooperation at
the Kazakhstan and China border in the Panfilov district of Almaty region. The
main goals of the activity of the Khorgos ICBC JSC are the implementation of the
industrial and innovation policy of the state, mobilization of the region economy
by attracting the investment capital and development of the investment climate.
Moreover, other goals of “Khorgos” are to increase tax revenues to the budget, to
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introduce the system of the international standards for foreign trade operations,
to develop logistics and terminal services of import, export and transit freight
flows. Development of the international tourism on the Silk Road, including im-
provement of tourism, transport and telecommunication infrastructure is one of
the main goals of this project as well.

Kazakhstan is the largest landlocked country in the world. During the years of
independence, 2,500 kilometers of railways were built in Kazakhstan [12]. The
Asian Development Bank (ADB) supports regional cooperation across Asia and
the Pacific. The Central Asia Regional Economic Cooperation (CAREC) Program
is the largest of such initiatives supported by ADB. Since its inception, CAREC
has mobilized more than $24 billion for transport, energy, trade policy, and trade
facilitation, of which ADB has financed in excess of $9 billion [13].

According to analyses of CAREC Program team, there are stable logistic chains of
delivery of Chinese goods from Urumqi to Kazakhstan and Kyrgyzstan.

The main Corridor, which stretches for 2,787 km within Kazakhstan, passes
through Urumgqi, Khorgos (Kazakhstan), Almaty, and heads west until it crosses
Zhaisan into the Russian Federation. The second corridor links the PRC and the
Kyrgyz Republic through the Torugart BCP.

Theoretically, trucks from Kazakhstan are legally allowed to collect cargo in
Urumgqi and transport it to a final destination in Almaty or other locations. In
practice, however, the majority of orders is accomplished with transloading at
Khorgos. Trucks from the PRC are used to deliver goods to Khorgos, and then
trucks from Kazakhstan are used for transport from Khorgos to Almaty. Goods
are transported by authorized economic operators (AEOs), which are a tight-
ly guarded community of about 60 companies with about 400 trucks in opera-
tion between Urumgqi and Almaty. These operators collect consolidated cargo in
Urumgqi and invite the traders to collect goods when they arrive in Almaty. Clients
can transport relatively small shipments; thus, each truck can contain the cargo of
several clients. Clients are expected to pay 800-1,000 U.S. dollars per cubic meter
for full delivery of customs-cleared cargo in the AEO’s terminal in Almaty.

Authorized economic operators existed before the Treaty about the EAEU came into
force. In 2010-2011, they charged three times less per cubic meter than in 2014. The
increased customs duties and tightening of control at the Eurasian Customs Union
borders, particularly Khorgos, after Kazakhstans accession, resulted in the increased
costs [14]. It was possible to import everything that was not prohibited by law, but
there was the main condition — operators had to pay a fixed sum to the budget. AEO
had to declare all kinds of goods, but the quantity and the price should be correspond-
ed to customs duties: for consumer goods — 10-11 million tenge, for footwear —
6 million tenge (previously, these amounts did not exceed 700,000 tenge) [15]. This
was done to ensure that all customs procedures have to move from “black” schemes
of customs clearance to “gray” ones, followed by access to “white” schemes.
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For the first time, there were only five authorized economic operators, but after
some time past the amount was already one hundred. There was increase in unfair
competition, goods were delayed, people started to incur losses [Ibid].

In addition, services of these AEOs are quite expensive. According to ADB survey;,
logistics costs paid by traders to the AEOs for the transport of one truckload of
merchandise delivered through this scheme are 80,000-100,000 U.S. dollars per
truck. Contrasted with the estimated value of duties of 60,000-70,000 U.S. dol-
lars, the cost of transport of 5,000 U.S. dollars, and the same value of official and
unofficial expenses, the AEOs enjoy a good profit margin for every transaction,
explaining why the group is well guarded. Although there was a crackdown in
2011 when several customs officials were jailed, it appears that these profitable
arrangements were not eliminated, only that this resulted in greater complexity
and costs for traders [Ibid].

Despite the close collaboration of the economies of Kazakhstan and Kyrgyzstan,
there are periodic tensions on different issues, starting from customs duties, end-
ing with questions of electricity. For today there are opened questions concerning
Kyrgyz agricultural products that go through transit via Kazakhstan.

Right after the accession of the Kyrgyz Republic to the EAEU, there were elim-
inated customs checkpoints and cancelled phytosanitary control at the Ka-
zakh-Kyrgyz border. However, on 1 January 2017 Kazakhstan has imposed re-
strictions on the delivery of Kyrgyz meat and dairy products to Russia and the
West. Now, the transit is allowed only by rail in sealed wagons; transport by
truck is prohibited [16].

Kazakh representatives declare that it is a compulsory measure — they need to
exclude any possibility of air and automobile transit carriages, because veterinary
control on Kazakh-Kyrgyz border was eliminated in terms of the EAEU. This led
to the situation that Kyrgyz products not conforming to veterinary and sanitary
norms and standards installed on the territory of the EAEU, began to enter the
Kazakh market. According to the Vice-Minister of Agriculture of Kazakhstan
Gulmira Isayeva, “the new approach will help to prevent the transfer of dangerous
viruses and diseases such as foot and mouth disease, pose a threat to people on the
territory of Kazakhstan [Ibid]”

Another problem which was announced on the parliament meeting is that Ka-
zakhstan required from Kyrgyzstan to create ideal conditions in veterinary sys-
tem as requirements of veterinary control are the highest. It includes the pro-
cess of identification of animals. The pilot of the program has already started
in three regions but it takes time. According to the Deputy Economy Minister,
Almaz Sazbakov, “veterinary system of Kazakhstan has statuses in the interna-
tional epizootic bureau. Some oblasts of the country have free movement with-
out aphtha’s vaccination on international level. Kyrgyzstan has the same status.
Kazakhstan explains such measures on refusal to remove veterinary control on
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the border by the fact that it can influence positive status in the international
epizootic bureau” [17].

There has been a trend of higher import from Kazakhstan than Kyrgyz export
since 1999. In some years, the amount of imported goods was growing (2011-
2012), while in some, e.g. 2013 it was decreasing. We can observe an increase
in the amount of goods exported to Kazakhstan since 2009; after 2012, Kyrgyz
export experienced some decrease (Fig. 7).

Almost since independence until present, Kyrgyzstan has been exporting to Ka-
zakhstan milk and dairy products, fresh vegetables, paper, cardboard paper and
articles thereof, electrical energy, cast and rolled glass, electric incandescent lamps
and construction materials from asbestos. The export of cement and portland ce-
ment has been stable since the beginning of the 1990s, but its supply has been at
zero level since 2010. Significant supply of tea, alcohol drinks (champagne, vodka),
cigarettes and mouthpiece cigarettes, cotton fabric and new light motor cars were
observed at the end of the 1990s — beginning of the 2000s; thereafter the amount of
these reduced. An increase of export of live animals has taken place since 2005 and
turther, as well as for metallic storage and transportation containers, tires, minerals
and articles for transportation or packing made from plastic materials.

The structure of import from Kazakhstan has had some changes since indepen-
dence as well. Stable import supply consists of wheat, wheat flour, asbestos, coal,
automobile gasoline, jet fuel, diesel oil fuel, heating oil and base metals. During
the 1990s there were imported maize, liquid gas, ores and concentrates of non-fer-
rous metal, ferrous metals and articles made of it, cooper and article thereof; the
amount of these commodities had tendency to decrease till 2005. On the contrary,
the import of beer, sugar, products from grains, mineral water, cattlehides, crude
iron, steel, vegetable oils had positive dynamics during the last ten years. Kyrgyz-
stan and Kazakhstan are allied partners; they have great potential in development
of cooperation.

Kyrgyzstan — Russia

Import from Russia was a little bit higher than Kyrgyz export to Russia during
1996-2003; since 2004 the amount of Russian imported goods has started to gain
momentum and increase significantly. We can observe decrease of both import-
ed amount of Russian goods and export of Kyrgyz goods to Russia, in 2008 that
could be explained by world financial crisis; in 2010 import from Russia started
to increase again (Fig. 8).Stable export supply to Russia during the last 25 years
consist of fruits and vegetables, tobacco, cotton fiber, electric incandescent lamps,
repair parts and equipment for cars, articles of clothing and clothing accessories,
glass and glassware. Export of molasses, which was significant during 1990ths, has
lost its position during the last years. It is observed the same decrease of export of
antimony and articles thereof to Russia, as of alternating current motors.
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Stable export supply to Russia in the last 25 years has consisted of fruits and
vegetables, tobacco, cotton fiber, electric incandescent lamps, repair parts and
equipment for cars, articles of clothing and clothing accessories, glass and
glassware. Export of molasses, which was significant during the 1990s, has
lost its position during the last years. The same decrease of export of antimo-
ny and articles thereof to Russia is observed, as well as of alternating current
motors.

Import structure of Russian goods is quite stable during the last 25 years. It con-
sists of sugar, automobile gasoline, diesel oil fuel, inorganic chemicals, medica-
ments, fertilizers, tires, paper and cardboard paper, wood and articles thereof,
light motor vehicles, lorries, chocolate and other food products containing cocoa,
beer, jet fuel, repair parts and equipment for cars etc. increase of imported amount
of articles made from base metals, different food products, crude iron or non-al-
loy steel articles is observed in the last ten years.

Relationships with Russia have strategic importance in all spheres for Kyrgyzstan.
Russia is the main trade and economic partner, as well as the military one. In
June 2016, the government of the Russian Federation and the government of the
Kyrgyz Republic signed the agreement on partnership in the sphere of oil and oil
products supply. This agreement regulates customs free delivery of oil products
from Russia to Kyrgyzstan [18].

Taking into account the membership of Kyrgyzstan in the Eurasian Economic
Union, it is necessary to promote the supply of agricultural commodities (fruits
and vegetables, refined products) to the market of Russia. Compared to Kazakh-
stan, Russia has agreed on export of animal products to its market from Kyrgyz-
stan. Currently 20 Kyrgyz enterprises have relevant conformity certificates and
can supply their products to the market of the EAEU.

Kyrgyz clothing manufacture takes leading positions in Russia as well. This part-
nership should be continued as well as partnerships in processing industry, min-
ing and metallurgy industry, transport sector etc.

In 1995-2009, the trade turnover between the two countries increased by
more than six times: from 206 million U.S. dollars to 1,283 million U.S. dol-
lars. The Kyrgyz deliveries to Russia prevailed in clothes, raw cotton, vegeta-
bles and fruits, electrical equipment. In 2000-2010 food exports of Kyrgyz-
stan in the Russian Federation has undergone significant changes: dramatic
reduce of tobacco supply, but the increase of supply of fruits and vegetables.
There were massive delivery amounts of timber, petroleum products, ma-
chinery and equipment, chemical products from Russia to the Central Asian
countries [19].

The assistance to Kyrgyzstan from Russian side before joining to the EAEU was
creation of the Russian-Kyrgyz Development Fund (RKDEF).
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Russian - Kyrgyz development fund

The Russian-Kyrgyz Development Fund was established and operates in accor-
dance with the Agreement between the Government of the Kyrgyz Republic and
the Russian Federation “On the development of economic cooperation under the
Eurasian economic integration” May 29, 2014, the Agreement between the Gov-
ernments of Kyrgyzstan and the Russian Federation “On the Russian-Kyrgyz De-
velopment Fund” dated November 24, 2014 [20].

The mission of the Fund is to facilitate modernization and economy development
of the Kyrgyz Republic, as well as economic membership between countries of the
Fund [Ibid]. The Fund provides funding for projects that, in addition to commer-
cial benefits for owners, carry a positive effect on the economy as a whole: the cre-
ation of additional jobs, increase tax deductions, export orientation and import
substitution, and have a positive effect on the development of local communities.

In September 2015, RKDF signed an agreement with “Aiyl Bank” and “RSK Bank”
on cooperation in launching the program targeted financing of small and medium
size enterprises (SMEs) and provided them with 1.2 billion soms. Under this pro-
gram, entrepreneurs may apply for preferential loans at 12 % per year in KGS for a
period of up to five years [21]. As of January 2017, there were 639 approved projects
at the amount of 175 million U.S. dollars from the assigned 500 million U.S. dol-
lars to the Russian-Kyrgyz Development Fund [22]. Priority sectors of financing are
agro-industrial complex, apparel and textile industries, processing industry, mining
and metallurgy industry, transport infrastructure, tourism and medicine (Table 4).

Table 4
Information about credit activity of the RKDF (as of 16 January 2017)
Sector of the economy Total approved projects, including issued
mln USD Number
?g%jlccllﬁ'ﬂlr:il pcr(z)r(rilgi)s(, processing and production of 22.006 293
ngiii?:)irlréi :Irjllcrill;sr::y, modernization of 72 361 213
Power industry, construction of mini hydro powers 2.275 5
Mining and metallurgy industry 3.974 13
Transport infrastructure and storage of cargo 28.651 32
Communication and information technologies 3.200 1
Trade infrastructure 2.500 1
Tourism infrastructure 14.302 24
Health service infrastructure 2.277 17
Other sectors 23.002 40
Total, in USD 174.548 639
Source: [23].
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Kyrgyzstan and main trade partners
Kyrgyzstan — Uzbekistan

Trade with Uzbekistan is characterized by different dynamics: in some years a
higher import volume of Uzbek commodities to Kyrgyzstan than Kyrgyz export
was observed, for example in 1996 — 1999 and 2001 — 2007; in 2007 — 2009 the
amount of exported commodities to Uzbekistan was significantly higher than the
import from that country. A dramatic fall of export to Uzbekistan in 2010 could be
explained by the interethnic conflict, which happened in June 2010 in the south of
Kyrgyzstan between ethnic Kyrgyz and Uzbeks [24]. The amount of export from
Kyrgyzstan to Uzbekistan was higher than the amount of import from that country
in 2011, however, it has had a tendency to decrease since 2012 (Fig. 9).

Sales volume of Kyrgyzstan with Uzbekistan for nine months of 2016 was 140.3
million U.S. dollars due to the official data from the national Ministry of Econo-
my. For the same period of 2015 year the sales volume increased on 46.3%, includ-
ing the growth of export on 78.9% (it is 93.2 million U.S. dollars) and import on
7.3% (47.1 U.S. dollars in 2016) [25].

Kyrgyzstan exports coal, stones, travertine, spirits, incandescent electric lamps,
duplicates of machine parts, food products, products of agriculture, washing facil-
ities to Uzbekistan. At the same time, Kyrgyzstan imports fertilizers, products of
chemical industry, cognac spirits, products of textile and light industry, natural gas
and lubricating oil, agricultural products, engineering products from Uzbekistan.

Uzbekistan was the main supplier of natural gas to Kyrgyzstan. In 2014, Russia’s
Gazprom took over the Kyrgyz state gas supplier KyrgyzGaz for a symbolic one
U.S. dollar. Gazprom also took on KyrgyzGaz’s 40 billion U.S. dollars in debt and
in the process irritated Uzbekistan. Uzbekistan cut gas supplies to the southern
Kyrgyzstan for nearly nine months, only resuming flows in December 2014. Be-
cause Kyrgyzstan does not have significant gas deposits of its own and must im-
port, and southern Kyrgyzstan is linked to pipelines in Uzbekistan and the north
to Kazakhstan which are not linked to each other. While Gazprom can ensure
supply to the northern Kyrgyzstan, until new pipelines are built it cannot supply
the southern Kyrgyzstan [26].

Kyrgyz — Uzbek relations received new impulse for constructive dialogue and
mutually beneficial cooperation with the election of new President of the Repub-
lic of Uzbekistan, Shavkat Mirziyoyev, in December 2016.

Many agreements and contracts with Kyrgyzstan were signed on the First Inter-
national Food-and-vegetable Exposition in Tashkent on 8-10 November 2016,
where local authorities from Kyrgyzstan, private entrepreneurs from Osh and Ja-
lal-Abad oblasts (south of the republic) and other Kyrgyz agricultural companies
took stage or were presented.
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Kyrgyzstan — Tajikistan

Export of Kyrgyz commodities to Tajikistan is higher than the amount of imported
commodities from it. Import dynamic from Tajikistan has been quite stable during
the whole period of mutual trade relationships with Kyrgyzstan; the volume of Kyrgyz
export can vary from year to year. Thus, the amount of export had a decline in 2008 —
2009 during the world financial crisis, but in 2010-2012 it was increasing (Fig. 10).

The composition of Kyrgyz export to Tajikistan has not significantly changed since
1995 and consists of live animals, dairy products, vegetables and fruits, tobacco,
mineral fuels, plastics products, textile etc. Kyrgyzstan imports from Tajikistan
fruits and vegetables cereals, meat, ores, slags, ashes and other commodities.

Relationships of Tajikistan and Kazakhstan are quite stable; the only object of dis-
pute is unfinished process of delimitation and demarcation of state borders and
areas along the borders. Today Tajikistan and Kyrgyzstan share more than 900
km of the state border, much of which is not demarcated. The main reason for
conflicts lies in the openness of borders and until the parties finalize the demar-
cation of the state border, disputes and conflicts will continue. On the other hand,
demarcation of the border should take place in a peaceful and civilized way but
Tajikistan and Kyrgyzstan have different views on determining the common bor-
der. The problem lies in the fact that countries use maps issued in different years
whilst designing the borders. Tajikistan insists on consideration of the boundaries
of the map-based 1924-1939, and Kyrgyzstan defends the right to determine the
line boundaries of the maps-based 1958-1959 [27].

Despite the fact that Tajikistan is learning the experience of Kyrgyzstan and Arme-
nia on their accession to the EAEU before entering it too, the presence of Chinese
investments into Tajikistan is growing every year. In 2012, the Ministry of Agri-
culture of Tajikistan leased 500 acres of land for 49 years to Chinese farmers “in
order to develop its agricultural sector”. Last year a Chinese-Tajik company there
was handed over 15 thousand hectares for temporary use for cotton growing [28].

Kyrgyzstan — China

In the last 20 years, amounts of exported goods to China and amount of Chi-
nese import to Kyrgyzstan were almost equal until 2002. As Fig. 11 shows, while
the amount of exported commodities to China has showed stable dynamics since
1996, the amount of imported Chinese goods was increasing every year (except
for 2008 and 2012, during which the import declined).

Kyrgyzstan exports cattlehides, wool, cooper waste and scrape, waste and scrape of
aluminum, aluminum itself, leather, cooper, ores and concentrates of non-ferrous
metal. China exports to Kyrgyzstan clothing and clothing accessories, footwear,
articles made from base metals, plastics, furniture, rice, tobacco, woven fabrics
from artificial textile materials, fruits fresh or dried, inorganic chemicals, textile
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yarns, explosives and pyrotechnics, telephones for cellular networks, machinery
for working of food products and rubber or plastics, etc.

Since 2012, after the election of president of China Xi Jinping, it has been im-
plementing a plan on strategic development of relations with all Central Asian
countries, including Kyrgyzstan: there is a program of development of a strate-
gic partnership until 2025. Kyrgyzstan is interesting for China from the geopo-
litical and geoeconomic points of view: China wants all its neighbors to become
geo-economically stable and prosperous before 2049 [29].

During 8 months of 2016, the volume of investments from China to Kyrgyz econ-
omy was 120 million U.S. dollars which is 57.5% higher than for the same pe-
riod in 2015. Furthermore, China is one of the main trade partners of Kyrgyz-
stan: there was an increase in the trade turnover between Kyrgyzstan and China.
During January-October 2016 the trade turnover between these two countries
amounted to 1 billion 289.4 million U.S. dollars (i.e. growth by 1.5 times). The ex-
port to China was not significant and amounted to 48 million U.S. dollars (growth
by 1.9 times), while imports from China reached 1 billion 241.4 million USD
(growth in 1.5 times). The share of China in the total trade turnover of Kyrgyzstan
amounted to 29.3% (while in January-October 2015 it constituted 17%) [30].

China is Kyrgyzstan's second-largest trading partner after Russia though there is
alarge trade imbalance between the two countries. It is passive imbalance for the
Kyrgyzstan side. The possibilities for Kyrgyzstan could be for example increase
exports of agricultural products to China. The competitive advantage could be
high quality and organic nature of the Kirgiz products.

Investors from China are very active in Kyrgyzstan. The most successful examples were:

o Junda and Tokmok oil refineries in the Chui province, Taldybulak
Levoberezhny deposit,

« construction of the North-South motor road,

« reconstruction of the Bishkek thermal power plant,

o rehabilitation of the street network in Bishkek,

« construction of a hotel in Osh in the south of the country.

« To promote the investment Kyrgyz-Chinese investment fund was established.

An investor from China plans to invest $50 million in the construction in Bishkek
the new tile plant with a capacity of 10 million square meters of products per year.
The businessman from China is interested in not just Kyrgyzstan, but Kyrgyzstan
as a member of the Eurasian economic Union. The functioning of the Union has
increased the cost of export of tiles from China. Because of this there was decided
to open trade within the EAEU. Successful implementation of this major project
will make it the first one that will be implemented in the Kyrgyz Republic because
of the country’s accession to the EAEU. Apart from the fact that in the Republic
settles $50 million, the project will create 400 jobs, the market will be full of cheap
tile, and tax deductions will amount to over 200 million KGS per year [31].
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There are big project to develop the transport infrastructure and improve possi-
bilities for transport links between Kyrgyzstan and China. Kyrgyzstan proposed
to launch a Bishkek-Beijing-Bishkek flight. Construction of the China-Kyrgyz-
stan-Uzbekistan railway is under discussion. Also the huge project of the Silk
Road Economic Belt (One Belt and One Road or OBOR) is also to be discussed.

Kyrgyzstan — Iran

The dynamic of bilateral trade flows between Kyrgyzstan and Iran is quite un-
stable. The higher export of Kyrgyz commodities to Iran than its import was ob-
served in 2006 — 2010; before those years and after them the amount of imported
Iranian commodities was higher than export (Fig. 12).

Economic relationships of Kyrgyzstan and Iran are gaining a new momentum.
The long-term program of cooperation until 2026 was signed between Iran and
Kyrgyzstan in December 2016. During the meeting of presidents of Iran and Kyr-
gyzstan there was a suggestion from Kyrgyz side of opening of Iranian enterprises
in the country — the membership of Kyrgyzstan in the EAEU will allow to export
Iranian commodities throughout the union without customs tarifts [32].

Foreign trade turnover between Kyrgyzstan and Iran for the first 9 months of
2016 amounted to 13.43 million U.S. dollars. There were exported Kyrgyz com-
modities to Iran for the amount of 7.65 million U.S. dollars and import of Iranian
commodities for the amount of 5.77 million U.S. dollars for the same period. The
main commodities that are imported from Iran are food (meat, nuts, pistachio
nuts, sunflower oil), clothing and clothing accessories and plastic products. Kyr-
gyzstan exports meat, fruits and vegetables, cheese, milk, nuts, scrap and waste of
alloyed steel; negotiations on resumption of deliveries of Kyrgyz lamps to Iran are
in progress [34].

Kyrgyzstan — EU

Besides the trade partnership with the EAEU members and other neighboring
countries, the Kyrgyz Republic has trade agreements with the European Union.
On 27 January 2016 Kyrgyzstan became the sixteenth country whom the Europe-
an Union provided with special preferential regime for sustainable development
and effective management (GSP+) for seven years [35]. Getting GSP+ regime re-
duces tariff duties on certain commodities to zero and eliminates tariff barriers. It
makes the European market more attractive and desirable for domestic enterpris-
es. Earlier exporters from the Kyrgyz Republic paid tarift duties for the amount of
14.6% for agricultural products and 5-9% for textile products [Ibid].

Kyrgyzstan is currently the only Central Asian country that has such preferential
regime with the European Union. This provides a comparative advantage to repre-
sentatives of Kyrgyz business, compared to neighbors, in terms of exporting more
than 6000 commodities to the European countries at zero tariffs.
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The traditional composition of trade turnover between the European Union and
the Kyrgyz Republic since 1993 has been the following: the EU exports to Kyrgyz-
stan electrical machinery (25%), machinery (16%), vehicles (14%), measuring,
optical and surgical tools (6%), and iron products (4%). Main EU import items
are gold (95%), cotton (2%). The main trade partners from the European Union
are Austria, Belgium, Germany, Italy, Latvia, Netherlands, Poland, France, Swe-
den and Switzerland.

Other benefits of membership in the EAEU

The Russian side has previously allocated 200 million U.S. dollars through which
irthe Kyrgyz Republic equipped customs stations, checkpoints and laboratories:
4 checkpoints (Manas, Osh, Torugart, Irkeshtam) and 7 veterinary checkpoints:
Torugart, Irkeshtam, Dostuk, Kyzyl Bel, railway “Kara-Suu’, airports “Manas” and
“Osh”. Also, there are eight checkpoints under construction and equipment from
the public budget. Phytosanitary control on Kyrgyz-Kazakh border is removed;
phytosanitary quarantine control on the Kyrgyz-Kazakh border is cancelled. 30
accredited laboratories and 9 certification authorities of the Kyrgyz Republic were
added to the Unified register of the EAEU. Those release documents which are
accepted on the territory of the whole union [36].

Moreover, 19 Kyrgyz animal products enterprises were included in the document
covering companies which can produce and deliver their products on the terri-
tory of the Customs Union. There are 12 enterprises for milk products, 3 — fish
products, 3 — honey production, 1 — meat products.

Since 5 February 2016 there has been an agreement in place between Kazakh-
stan and Kyrgyzstan on removal of customs support of Kyrgyz transport op-
erators.

There were accepted measures on increase of statistical accounting confidence
and improvement of tax management. On 1 January 2016, the VAT threshold was
increased from four to eight million soms. The tax from sales of export supplies
and supplies outside of the territory of KR was cancelled.

There are also temporary preferences till 1 September 2018 for enterprises of food
and processing industries that make a processing of agricultural products.

Program on export promotion

In May 2015, the Government of the Kyrgyz Republic has issued the Act on Plans
of the Government on export development of the Kyrgyz Republic in 2015-2017.
It was done with the purpose of export possibilities’ expansion and increase of
competitiveness of Kyrgyz producers in the external market [37].
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According to the Act, the main challenges in the promotion of exports are:

1) Export flows of Kyrgyzstan are focused on Kazakhstan and Russia. Trade
relations with other countries remain unstable (with the exception of the
supply of gold);

2) Exporters, especially SMEs, do not have the production capacity to diversify
their customer base and are slow to respond to new qualitative and quantitative
requirements of new markets;

3) Institutional support for SMEs at the entrance and retention in undeveloped
markets is still very limited;

4) Insufficient level of quality of transport services, cargo handling, certification;

5) Limited institutional capacity in the field of quality management increases
the uncertainty and, as a rule, entails additional costs of using skills in
more economically developed markets. Especially important is the role of
institutions of metrology, testing and conformity assessment when entering
the European market and the markets of the countries of the Organization for
Economic Cooperation and Development (OECD);

6) The low level of use of different finance mechanisms, including export credits
and insurance.

Actions that government determine are aimed on promotion of export potential
of Kyrgyz commodities, ensuring harmonization of the normative legal acts of the
Kyrgyz Republic in the sphere of technical regulation with the EAEU documents,
increasing the competitiveness of Kyrgyz goods and, crucially, increasing the re-
sponsibility of producers for their products.

There are assigned directions of export development. Accordingly, there are such
commodities of Kyrgyz production on which there is a stable demand; conse-
quently, the export promotion of these commodities should not be very difficult.
Such types of commodities are gold, electricity, cotton, vegetables, fruits and other
products. We can observe a sustainable growth of export deliveries of wearing
apparels of Kyrgyz production.

Significant export potential is in small and medium-sized enterprises. The share
of SME:s in the total volume of foreign trade turnover in 2015 amounted to 19.6%,
including 11.3% for export and 23.1% for import. Trade balance of SMEs was neg-
ative in 2015, and the deficit constituted 722 million U.S. dollars [5]. Many small
and medium sized enterprises do not have sufficient export potential; they need
to receive support from government.

Due to the analysis of the International Trade Center (ITC) dated 2013, there are
the following results of the comparative analysis of sectors, which have export
potential (Table 5).

The Plan of the Act of the Government of the Kyrgyz Republic underlines four
directions for tasks decision. The first one is the access to trade information and
export promotion. It includes the possibility of participants of foreign economic
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Table 5
Selection of priority sectors

Social and economic Export potential
development Low Medium High
High — Tourism Clothes
Fresh fruits and Processed fruits and
Medium-high Handicraft trade vegetables, nuts; milk | vegetables, bottled
and meat products water
Medium — IT services Cotton
. . Hide and skin of Mi 1 fuel
Medium-low Fur of animals 1. candsin o tnerat tue
animals resources and metals
Low — — —

Source: Ministry of Economy of the Kyrgyz Republic.

activities to receive trade information and services from different sources, such as
associations, institutes of trade support, the Union of Enterprises of Textile Indus-
try “Soyuztekstil”, the Agribusiness Competitiveness Center, Informational and
Marketing Center, public authorities, the National Bank of the Kyrgyz Republic or
international development partners.

The next step is participation of exporters in specialized exhibitions and fairs. Thus,
Association “Legprom” organizes two international exhibitions “Fashion Industry”
in Bishkek annually. Besides, it organizes a collective participation of the private sec-
tor (textile and clothing) in specialized exhibitions in CIS countries and far abroad.
The Chamber of Commerce and Industry of the Kyrgyz Republic organizes partici-
pation of SMEs in the world exhibitions “Expo’, anniversary exhibitions of the CIS.

The Ministry of Economy of the Kyrgyz Republic and Ministry of Agriculture and
Melioration of the Kyrgyz Republic with the support of the German Society for
International Cooperation organize participation of Kyrgyz exporters in the inter-
national agricultural exhibition “Green Week” in Berlin, Germany. The Ministry
of Economy also assists SMEs in participating in the regional exhibition “Expo’,
held annually in Urumqi in the People’s Republic of China.

Despite a great number of different exhibitions and fairs, Kyrgyz exporters do not
tully participate in them because of lack of financing. Additionally, there is a low
level of awareness of private sector about the importance of trade information for
export. The Plan shows some solutions to such problems, e.g. training workshops
on export promotion for private companies, taking into account the membership
of Kyrgyzstan in the EAEU. Also, it is planned to organize training workshops on
export promotion for public authorities involved in shaping foreign trade policy
and services provision with a glance to accession of Kyrgyzstan to the Union.

The second direction is trade facilitation. It includes a facilitation of all proce-
dures for delivering Kyrgyz commodities abroad: logistics, customs procedures,
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border control, procedures at other control bodies and improvement of transport
infrastructure. Such trade facilitation will allow to minimize costs, risks or waste
of time; these all will help to increase the country’s competitiveness. One of such
measures on trade procedures facilitation is the automatization of system of the
State Customs Service and implementation of the principle of “single window sys-
tem” on the basis of informational and communication technologies. This system
provides for reducing time spent on bureaucratic procedures.

In many cases, commodities produced in the Kyrgyz Republic cannot compete
in foreign markets in terms of prices due to the burden of costs resulting from
inefficient trade procedures and poor transport infrastructure. According to the
evaluation of the Asian Development Bank, 13% of the export value and 10% of
the value of the import is due to travel expenses [5].

One example is the creation of the Sokuluk Logistic Center, which was constructed
in Chui oblast in 2015. This logistic center can store 7000 tons of different products
(apples, onions, potatoes, cabbages, carrots, etc.). Unfortunately, besides the mod-
ern European equipment, there is a lack of laboratories that could provide confor-
mity certificates; presence of an official customs representative at this center could
influence on facilitation of all procedures for faster export of fruits and vegetables.

The next important direction is support and development of quality infrastruc-
ture. The national system of quality management is not so efficient yet. As a result,
that reduces the capabilities of domestic SMEs producing goods and services for
foreign markets. It is quite important to support small and medium-sized enter-
prises in adaptation to the EAEU conditions. It is necessary to implement stan-
dards ISO 9001 and HACCP on accession to trade information, export promotion
and market diversification, including Europe (GSP+) and Asian countries (in-
cluding Iran and Arab countries).

The Investment and Trade Promotion Agency under the Ministry of Economy
of the Kyrgyz Republic with the assistance of the UNDP project “Aid for Trade”,
funded by the Government of Finland, started a large-scale campaign “Caravan
of Export” in all regions of the Kyrgyz Republic in February 2017. The aim of the
campaign is to inform local producers about benefits and conditions of export,
to determine the number of producers, potential and existing exporters, and to
identify their needs and requirements for providing assistance in entering foreign
markets. The target audience of the program are producers of fruits and vegeta-
bles, meat, dairy products, clothing products and bottled water [38].

CONCLUSION

To sum up, the analysis and facts, referred in the article, show that the work on
integration of the country into the Eurasian Economic Union is ongoing. The sit-
uation is compounded by the expiration of preferential regime in August 2017.
Kyrgyzstan will start performing 18 technical regulations of the EAEU, including
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regulation related to packages of goods, acquisition of licenses in the textile indus-
try, standardization of railway wagons, etc.

Kyrgyzstan is still facing lots of challenges: decrease of trade turnover, veterinary
control, identification of cattle, decrease of re-export, implementation of standards,
building laboratories and many other problems that should be solved as soon as pos-
sible. Over the years, the decrease of trade at huge bazaars like “Dordoi” and “Ka-
ra-Suu” took place due to high customs tariffs towards non-members of the EAEU.

At the same time, membership in the EAEU provides many opportunities for
Kyrgyzstan, and in the long term the Eurasian integration might have a benefi-
cial effect on the national economy. According to estimates of some researchers,
integration into a major regional economic union will lead to the expansion of
markets of goods produced in Kyrgyzstan, as well as to an increase in the invest-
ment attractiveness of the Republic for the provision of appropriate facilities in
its territory. Together, these factors will ensure a good basis for GDP growth and
increase of exports. The only constraint is that it does not suggest immediate im-
plementation. The economic integration of Kyrgyzstan into the EAEU will take a
long time to change the situation in the economy as well as to conduct relevant
reforms and transformations.
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Trade policy instruments

Egemberdiyeva A., Zhanabergenova M.'

Automotive Industry Support
in the EAEU

The state support of the automobile industry in the EAEU member-states was
analyzed within this article. 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.

Key words: WTO, localization, state support, EAEU, automobile industry, subsi-
dies, cooperation, import substitution.

JEL F10

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-

1 Egemberdiyeva Assel — Coordinator for the EAEU issues, JSC «Center for trade
policy development» under the Ministry of National Economy of the Republic of Kazakhstan.
E-mail: <asel0988@gmail.com>; Zhanabergenova Mira — PhD student, L.N. Gumilyov
Eurasian National University, Kazakhstan. E-mail: <m.zhanabergenova@gmail.com>.
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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
to 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-
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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:

o Requirement for local content;

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

o 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 Staftf 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 Proje.cts on GDP, bln U.S. Share of direFt
localization 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
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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-
rope 2020” 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;

o 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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Iloodepicka asmomoo6unvHOil

npomvluiyieHHOCMU 6 zocybapcmeax—tmenax
EA9C

IIpoananusupoBaHa rocyfgapcTBeHHasA IOAfep)KKa aBTOMOOWIBHOI IIpo-
MBIITIEHHOCTH B rocygapcrBax — ywieHax EA9C. Ha ocHOBe ombITa TpexX CTpaH
(Poccmitickaa ®epepanus, Pecmy6immka bemapych, Pecnmyonnka Kasaxcran),
TaK KaK HOAep>KKa aBTOMOOWIBHOV IPOMBINUIEHHOCTM — HPHOPUTETHOE
HaIlpaB/IeHVe SKOHOMIYECKOTO PasBUTHA 3THX cTpaH. IIpoaHannsupoBaHsl
Mepbl TOCYAAPCTBEHHO MOAAEP>KKH, BbIABICHbI MOTEHIINATbHO 3alpeleH-
Hble IPOTPaMMbI NOAAEP>KKN aBTOMOOWIbHOV NPOMBIINIICHHOCTH, CBA3aH-
HbIe C IOINTUKOI IMIIOPTO3aMelleHN:, KOTOpas B HacTosAlIee BpeMs IPOBO-
auTcs B rocygapcrBax — wieHax EA9C. Ha npumepe Me>XAyHapOgHOTO OIbITa
(EC, Kuraii, CIIIA, ¥O:xnas Kopes) mpoaHanusmpoBaHbl Mepbl HOAAEPKKH,
MHOT¥VIe U3 KOTOPBIX MepPbI MOAEeP>KKI NICHTIYHBI C MepaMy, OCYIeCTBIIsAe-
mbivu Kazaxcranom. PackpbiTo, KOIa TOKamM3anus He AB/IAETCA KpUTepyueM
3aIpeleHHOCTH Mep TOCYyAapCTBeHHOI noagep>KKu. C 1eNbIo pa3BUTIA aBTO-
MOOWIBHOTO CEKTOpa MpeaIaraercsa ¢popmMupoBaHue KPymHbIX KOPIOPALNIL 1
KOMITaHUII B 00/1aCTU MPOU3BOJCTBA aBTOMOOWIENT ¥ aBTOMOOMIbHBIX KOMIIO-
HEHTOB, B CBA3M C YeM IPeACTaBIeH NO3UTUBHBII MEKAYHAPOJHBIN ONBIT IO
KOONepanu:AM, KOTOPBIif MOJKeT ObITh MCIIOTb30BaH FOCYyapCTBAMI — WIeHa-
Mu EASC B pa3Butum aBToMOOIILHOI IPOMBIIIIEHHOCTH.

Kmrouessre cnosa: BTO, noxkanusayus, 2ocyoapcmeennas noooepxka, EAIC, as-
MOMOOUNLHAS NPOMBIUTIEHHOCID, CYOCUOUL, KOONEPALUS, UMNOPIO3aMeuseHue.
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Egypt’s Membership in the WTO:
A New Chapter in Trade Policy

The state of external trade became a threat to national economic security of
Egypt, because the excess of imports over exports creates problems to domestic
producers, leads to erosion of the country’s foreign exchange reserves and reduces
the tax base. The article deals with trade policy measures that the government
has maintained to reduce the critical level of trade balance deficit. The author
concludes that there was a significant correction of attitude towards foreign
trade policy in 2016, compared with the period that lasted from 1970 to 2015.

Key words: import regulation, anti-dumping, compensatory, external trade.
JEL F10

Egypt has been a signatory to the GATT since 1970. The trade weighted average tar-
iff is aggregated to 10% for industrial products and constitutes 12.5% for agriculture.

As regards foreign trade, since 1970s, Egypt has maintained the policy of open-
ness and liberalisation, and since 1990s, the country has been an active party to
preferential trade agreements (PTAs).

Since the period between 2015 and 2016 Egyptian foreign economic relations regu-
lations have undergone radical changes: Cairo has embarked on much rougher im-
port policy than in the previous years, having, inter alia, introduced so-called “pro-
tectionist measures; i.e. import restriction and tarift growth. The necessity of putting
these measures in place is entailed by the critical level of trade balance deficit.

Import Regulation Adjustmentin 2016

During 2016, Egypt introduced several protectionist measures aiming at exter-
nal trade regulation. The applied measures comprised both protectionist (tariff
growth, import ban) and non-tarift ones (administrative formalities). Since 1970s
the country has followed the strategy of its external policy liberalization. Howev-
er, as of now, Egyptian approach towards regulation appears to suffer certain ad-
justments. At the same time, protectionist measures have been imposed in respect
of the WTO rules.

1 Biryukov Evgeny — Associate Professor, Moscow State Institute of International Rela-
tions of the Ministry of Foreign Affairs of the Russian Federation. E-mail: <biryukov_e@mail.ru>.
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The ‘Arab spring’ has been followed by both exports reduction and import growth
accompanied by the official reserves depletion. In 2013-2015 there was financial
aid of 30 billion U.S. dollars provided by Saudi Arabia, UAE and Kuwait that be-
came the major economic factor to ensure the sustainability of president Abdel
Fattah El-Sisi's regime. Apparently, the status quo implying that immense neg-
ative trade balance is offset by soft loans and grants may not be stable. Besides,
between 2000 and 2015 import soared having increased by 3.5 times. Therefore,
the measures aimed at cutting import and preventing foreign exchange reserves
depletion seem to be forced and natural. The alternatives comprise either devalu-
ation, or default following by the latter.

Protectionist measures were put into practice gradually. On the 31st of December
2015 the minister of Industry and Foreign Trade of Egypt Tareq Kabil signed a
Decree 992/2015 — which entered into force in March 2016 — banning all the
imports other than those from the foreign plants registered in the Egyptian Gen-
eral Organisation for Export and Import Control (GOEIC). Further, on the 16th
of January 2016 the ordinance 992/2015 was replaced by 43/2016 (enforced on
the 16th of March), which tightened the requirements even more. The order com-
prised a list of the articles authorised to be imported only under the condition of
having been registered in GOEIC by either production or trademark proprietor.

The list includes a wide range of consumer goods, which is why the adoption of
the decree is linked to the protectionist and import substitution policy aiming at
a sharp reduction of imports of these goods and hence at addressing Egypt’s neg-
ative balance of payments. The goods listed in the decree may be divided into two
groups: those which may be produced internally and those which are not of basic
necessity (the regulation of the imports in the latter category will make it possible
to save currency reserves) [1]. The document comprised milk and dairy products
in the packets of less than two kilograms, oils and fats weighing less than two
kilograms, chocolate, pastry, juice, water, cosmetics, perfumery, kitchen facilities,
tableware, household appliances, home and office furniture, bicycles, motorcycles,
watches and clocks, lamps, baby toys, carpets, textile, clothing, and footwear.

The producers or their representatives are usually obliged to apply for the regis-
tration of the goods personally in order to prevent administrative delays and to
minimise the risk of refusal, which in fact is a supplementary administrative bar-
rier. All provided documents have to be certified by the Chamber of Commerce
and Industry of the country of origin, whereas the latter must be authorised by
an Embassy of Egypt abroad. The documents must be translated into Arabian.
Besides, a number of additional documents, including proof of trademark own-
ership, etc. is required. Therefore, Arabian authorities have introduced excessive
protectionist barriers.

According to Cairo, such a measure was brought about to maintain control over
the quality of imports and does not contradict Egypt’s WTO commitments; more-
over, that was in advance that Egyptian authorities informed the WTO on the
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point of the changes. It is known that in June 2016, the WTO submitted a request
to Egypt’s government concerning the reasons for imposing import restrictions.
They affect such significant Cairo’s partners as China, USA, EU and Turkey.

It is worth noting that albeit Egypt has concluded free trade agreements with the
EU and Turkey, those countries widely criticise Egyptian regulatory approach.
It appears that preferential trade agreements do not prevent Cairo from either
changing regulation or imposing tighter restrictions.

Following the limitations of December 2015 and January 2016, a new package of
import regulating measures was enforced by the Presidential Decree 538/2016 on
27 November 2016. The WTO approved the application of import restrictions in
line with the clauses of GATT and GATS". The WTO rules stipulate that provided
a significant negative current account, the so-called safeguard measures, e.g. tar-
iffs increase and import bans, may be temporarily applied.

Egypt is supposed to resort to this mechanism from 10 November 2016 to 31 May
2017 [1]. Egyptian media report that the government presumes to cut imports
by 10 billion U.S. dollars, however, the actual amount of the decrease is hardly to
constitute such a significant sum.

The changes have had an impact on 320 articles. The list of the goods virtually
coincides with that in the decree 43/2016. For a range of goods, the tariffs have
reached 60%. The IMF has proved the fact that these changes do not violate Egypt’s
WTO commitments®.

The difference between the two documents lies in the corresponding trade policy
tools: the Decree 43/2016 introduced non-tariff restrictions, whereas the decree
538/2016 resorted to tariffs. Therefore, during 2016 Egypt was gradually imposing
protectionist measures. The country’s government has not announced yet wheth-
er it is considering increasing tariffs for other categories of goods, however, it
seems plausible to assume that if the current account deficit will decrease at a slow
pace, Egyptian authorities will have to introduce equivalent measures against cer-
tain other groups of articles.

On 23 October 2016 Egyptian state newspaper “Al-Ahram” published an article
indicating that Cairo clearly set its focus on the import substitution. In August
2016 the Ministry of Trade and Industry of Egypt announced the commence-
ment of the programme “Made in Egypt with Pride”, aiming at rendering Egyp-
tians acquainted with local products of high quality. The products that did not

I URL: <http://www.almasryalyoum.com/news/details/1022288>.

2 URL: < http://www.just-food.com/news/egypt-hits-food-imports-with-higher-tar-
iffs_id135332.aspx>.
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correspond to the standards defined by either local or international organs were
thereby manifestly excluded from the programme, so that to enhance citizens’ at-
titudes. According to what was announced by the Minister of Trade and Industry
Tareq Kabil, during the period of nine months of 2016 exports grew by 1 billion
U.S. dollars, and import fell by 7 billion U.S. dollars. In total, the government in-
tended to shorten current account deficit by 11-12 billion U.S. dollars in 2016 [2]
(the corresponding data has not been published yet; the actual deficit reduction
will presumably be to a certain extent lower than planned).

According to the cited source “Al-Ahram’, the head of the Central Bank of Egypt
Tareq Amer is also a proponent of the concept of import limitation, since he is
worried by the depletion of foreign exchange reserves. He estimates the decrease
in the import of products other than those of basic necessity to be able to help
saving up to 20 billion U.S. dollars annually. This indicator constitutes a third of
the import.

T. Kabil has announced that the Ministry of Trade and Industry is developing a
strategy that would assure doubling Egypt’s exports in the 5 years to follow and
will implement it with the assistance of the major exporting sectors. From the
perspective of Russia’s interests, there are at least three topical issues: PTA with the
EAEU; further bilateral trade relations; the policy in respect to the Egypt’s major
industries exporting to Russia.

During 2016 various measures of Egypt’s export promotion and import restric-
tions met resistance from other countries. USA, Saudi Arabia, UAE, Jordan, and
Sudan introduced a ban on the import of Egyptian fruit and vegetables, because
these products had been found to be harmful for health. Egyptian strawberries
caused particular concern of importers. Thus, in September, the United States re-
ported that 89 Americans who used it were infected with hepatitis.

New standards of quality introduced by Egypt aftfected exports of wheat from Rus-
sia. In August 2016, Cairo tightened the rules on the content of ergot fungus in
wheat. Previously an indicator of 0.05% had been acceptable, in line with interna-
tional standards, and then it was set at 0%. As a result, imports from Russia and
many other countries stopped for a few weeks, as the new standard was unrealis-
tic. As it appears, therefore, Egypt expected to strengthen its position in talks over
other goods, however, overestimated its capabilities. At the same time, this step
demonstrated the readiness of Cairo to the tightening of the rules that may occur
in the future.

Russia, for its part, temporarily closed its border for Egyptian fruit and vegetables.
Rosselkhoznadzor declared numerous violations of phytosanitary requirements,
in particular, that quarantine organisms such as Mediterranean fruit fly, which
is damaging the plants, are regularly detected in Egyptian products. Despite the
fact that the value of Egyptian exports of fruit to Russia was at times less than
Russian exports of wheat to Egypt, this measure hit the Egyptian producers [3,
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p. 223]. Moreover, if Russia can diversify its foreign suppliers of fruit and vege-
tables, Egypt is interested in Russian wheat due to the ratio of price and quality.
That’s why Cairo returned the rules of the content of ergot to 0.05%, the day before
the enforcement of the restrictions of Rosselkhoznadzor.

Even more complex situation took place in the Egyptian-Kenyan trade relations.
Thirty three containers with the Egyptian paper production were arrested in the
Kenyan port of Mombasa; significant amounts of both sugar and rice were confis-
cated by Kenyan customs. Nairobi claimed that this was done as retaliation after
hundreds of tons of Kenyan tea rotted in the Egyptian ports because of the policy
of the local customs authorities’.

Egypt’s Compliance with Obligations within the WTO Framework

Generally, Egypt aims to implement changes in the international trade in appli-
ance with the WTO legal framework. This approach is clearly observed in the
Egyptian government’s activities as well as in its statements. It also includes some
materials which are prepared by ministries and departments of Egypt and outline
the fact that the country is “one of the longest serving developing-country Mem-
bers of the GATT-WTO family, and as one of its most active members in the
Uruguay Round” [4]. Cairo regularly and systematically informs the WTO about
ongoing changes in the regulation of foreign trade.

At the same time, we can argue that in the 2016 approach to foreign trade has
been essentially corrected, compared to period from 1970 to 2015. Now changes
don’t include the ignoring the WTO rules while relate to variation of conceptual
approach to regulation. Earlier the main purpose of foreign trade policy was lib-
eralization. Egyptian authorities proceeded from the fact that liberalization had
positive effect on the economy and provide for economic development.

Today main purposes of regulation are import reduction and export increase.
Egypt implements protection measures against import surplus. The process of
tightening regulation, which began in 2016, hasn’t completed, and we can expect
the continuation of this policy in 2017-2018. At the same time, implemented
measures are in line with the WTO rules because protective measures were ap-
plied as a result of significant growth in import.

While we are analyzing conformity of the regulation in Egypt to the WTO rules, it
is necessary to accept the important proviso. Egypt generally tries to conceptually
observe the WTO rules, but there are some inconsistencies in the details®.

1 URL: <http://www.dailynewsegypt.com/2016/09/25/551574/>.

2 URL: <https://www.oecd.org/globalrelations/46340567.pdf>.
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So, despite the fact that Egypt has removed the quantitative limit for the clear
majority of export and import nomenclature after 1995, it periodically uses quan-
titative limit and abundance for import. This practice has been more actively used
during the global financial and economic crisis in 2008-2009 and manifested
most clearly in 2016.

Technical Barriers to Trade. In 1957, Egypt established a national standardisa-
tion body, the Egyptian Organisation for Standardisation and Quality (EOS). It
closely interacts with the WTO, is a member of many international organizations
such as ISO; the EOS activity is highly appreciated by international experts'. The
EOS has more than 1,000 permanent staff members. Currently all 8,500 Egyptian
standards have been upgraded to meet international standards. The General Or-
ganisation for Export and Import Control (GOEIC) is responsible for inspection
of imports and exports.

At the same time, there are some problems with external trade regulation that
appear not at the EOS level, but at ministry level according to information pub-
lished by the OECD?. Line ministries are responsible for compliance with import
and export products standards. In some cases, ministries claims on compliance
products can make trade more complicated.

Sanitary and phytosanitary standards (SPS). Egypt implements big amount of
sanitary and phytosanitary measures and standards, which regulate import of
food. Inspections and tests are often performed in a non-transparent manner.
Materials which were prepared by The U.S. Department of Commerce’s Inter-
national Trade Administration outlined that «Egypt often implements sanitary
and phytosanitary standards and technical barriers to trade, that are not com-
ply with its obligations under the WTO and prevent access to the market» [5].
However, there is no more specific information. It provides an example that
“the importers of with such barriers poultry parts, beef and beef products, seed
potato, feather meal”.

At the same time we should outline that a wide and coordinated network of in-
stitutions, taking into account the SPS Agreement signed by Egypt operates in
the country. They include Agricultural Law (53/1996) and Pharmaceutical Law
(14/1984) for SPS measures. Also, there is the National Enquiry Point in the
Ministry of Agriculture and Land Reclamation. In addition, Ministry of External
Trade is in charge of notifying the private sector of newly adopted SPS require-
ments through weekly newsletters. Ministerial Decree 583/2007 has instituted a
process for co-ordinating the work of Egypt’s SPS bodies and the flow of informa-
tion between them. There are another SPS bodies in some sectors.

1 URL: <https://www.oecd.org/globalrelations/46340567.pdf>. P. 37.

2 Ibid.
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Administrative Barriers to Trade. The restrictions for a variety of products im-
ported by foreign companies may exist. They may be required to use the services
of agents registered in the National Register of commercial agents and brokers.
This register only includes national companies (Commercial law 17/1999). But in
general, Egypt eliminated a significant number of administrative barriers to trade
in 1990-2000.

Investment Barriers. In 2007 Egypt acceded to the OECD Declaration on In-
ternational Investment and Multinational Enterprises by the OECD initiative.
Egypt became the first Arab and African country to join the agreement. During
the preparation for signing Cairo agreed to review and significantly improved the
limitations identified by the OECD in a special document called “The review of
the Egyptian investment policy”. In particular, there are some limitations in the
tourism sector.

Bilateral investment treaty between the United States and Egypt was signed in 1986,
according to which Egypt has committed to maintain an open investment regime
[6, p. 55]. The contract provided that regarding some investment disputes interna-
tional law overrides national legislation. Also, national treatment and most favored
nation principles for the U.S. companies were registered (with some exceptions).

Complaints against Egypt in the Dispute Settlement Body. Based on the WTO
website data, there were four cases where Egypt acted as a defendant since the
establishment of the Authority for resolution of the WTO disputes — DS205,
DS211, DS305, DS327. Thus, we cannot argue that Cairo is constantly accused by
other countries in breaching the WTO rules. At the same time in two of these cas-
es we are talking about very small volumes of imports. DS205 regards to the ban
on imports of canned tuna with soybean oil content from Thailand to Egypt. The
WTO website only contains information that Bangkok has requested the advice
of Cairo, but there is no data about the recognition of Egypt as an offender. DS327
refers to anti-dumping duties on shipments of matches from Pakistan to Egypt.
China, the European Union, Japan and the United States joined as third parties to
the proceedings. The dispute was settled by mutually agreed solution that Paki-
stan would increase the price, so it ended in favor of Egypt.

DS305 was initiated by the United States and concerned tariffs on several textile
and apparel products. The European Union expressed a desire to join the dis-
pute. In this case panel within the Dispute Settlement Body (DSB) was not creat-
ed; Egypt and the United States informed the DSB they had reached a mutually
agreed solution.

Only one dispute, DS211, was brought to the creation of panels at the DSB. In
this case, Turkey accused Egypt of illegal use of anti-dumping measures against
imports of steel rebar. The DSB Panel recognized Egypt’s violations on a number
of points, though most of the claims were dismissed. Then Cairo has fulfilled all
the recommendations of panels in nine months.
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Thus, the systemic neglect of the WTO rules by Egypt, or that it violates the inter-
ests of other countries, were not observed. For its part, Egypt has never acted as a
complainant, and eight times joined disputes as a third party.

Egypt’s Trade Policy and the WTO

The study of the world’s annual Trade Policy Review allows us to make an interest-
ing conclusion that Egypt uses the tools of the WTO and trade policy instruments
very actively in comparison with other developing countries [7, p. 228].

So,1in 2016 the country rose to the fifth position in the world in the amount of new
measures to regulate foreign economic activity. Egypt actively applied anti-dump-
ing, countervailing, safeguard and other measures.

The Trade Policy Review information on the countries compares periods between
July of one year to June of the following year. In 2013/14, 2014/15 and 2015/16
Egypt applied the anti-dumping measures 2, 10 and 4 times respectively. A com-
parative study of the amount of anti-dumping measures applied by Egypt against
other countries data is provided in Table 1. The passivity of Egypt in July 2013 is
not indicative, since at that moment oppositional political forces were in power in
the country (the “Muslim Brotherhood” movement (forbidden in Russia)).

Table 1
Initiations anti-dumping investigations
July 2012- July 2013- July 2014- July 2015-
Indicator
June 2013 June 2014 June 2015 June 2016
Measures initiated 0 ) 10 4
by Egypt
Total number of
, initiated
measures, initiated 220 266 238 267
by countries listed in
the Review*
Place of Egypt in the
number of measures 25-32
among all countries 18-20 11 13-15
. (from 32)
covered in the
Review
* The total number of countries for which the WTO Review provides information was 38. Source of information:
Overview of developments in the International trading environment. Annual Report by the Director General
(Mid-October 2015 to mid-October 2016). WT/TPR/OV/19. 21 November 2016 (16-6373). WTO. Trade
Policy Review Body. Geneva, 2016.

Source: [7].

The usage of countervailing measures worldwide mostly correlates with dump-
ing proceedings [8]. Egypt was actively using anti-dumping measures (Table 1),
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and often applied and countervailing measures (Table 2). The Trade Policy Re-
view 2015 points out that “from the thirteen members, that use countervailing
measures, 50% of all measures necessary to the USA, 20% to Canada, 10% in
the European Union, the remaining 20% of the measures used by ten countries,
including Egypt that outlined by using this tool 5 times during this period”
[7, p. 27]. As it is shown in the previous paragraphs, in 2016 market protec-
tion began to be carried out systematically, but Egypt actively enforced it before
as well. However, according to the WTO, all five investigations in 2014-2015.
concerned one narrow direction — polypropylene terephthalate supplied from
different countries.

Table 2
Initiations of countervailing duty investigations
July 2012- July 2013- July 2014~ July 2015-
June 2013 June 2014 June 2015 June 2016
Egypt 0 1 5 0
Total 14 countries,
listed in the WTO 26 38 40 36
Review
Source: [7].

Egypt actively applies safeguard measures as illustrated in Table 3. According
to the WTO data, most of them were used by India and Indonesia during four
years — 13 and 9 times respectively. They were followed by Egypt (6 times) and
Turkey (5 times).

Table 3
Initiations of safeguard duties investigations
July 2012- July 2013- July 2014- July 2015-
June 2013 June 2014 June 2015 June 2016
Egypt 2 0 3 1
Total 25 21 13 20
(38 countries)
Source: [7].

Also, the World Survey of the WTO Trade Policy lists a large number of other
trade policy instruments used by Egypt. For example, ten countries have sent a re-
quest regarding 992/2016 and 43/2016 decrees eligibility. On 17 October 2014 in
the Committee on Protective Measures the question related to the Egyptian steel
reinforcement, white sugar, and automotive batteries was raised. In 2016 the same
question about polypropylene terephthalate, white sugar and motor batteries was
raised. In addition, the Permanent Delegation of Egypt to the WTO Secretariat
has reported on the several new measures applied in the regulatory process.
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Previously, Egypt also conducted all changes in strict accordance with obligations
under the WTO. In total, it was very active in the use of instruments of the WTO
(Cairo used anti-dumping, countervailing, protective and other measures more
often than other countries comparable to its level of development).

It can be argued that in 2016 there was a significant correction of attitude to for-
eign trade policy, compared with the period that lasted from 1970 to 2015. If pre-
viously the forefront of policy was the liberalization of foreign economic relations,
as Egyptian authorities proceeded from the fact that openness has a positive im-
pact on the economy, current goal-setting has changed. The key factor is to reduce
the deficit and increase exports. At the same time, the taken measures are in line
with the WTO rules, since the safeguard measures are applied as a result of signit-
icant growth of imports.

Conclusion

Egypt has consistently pursued liberalization of foreign economic relations since
1970s. It joined the GATT in 1970. At present, Egypt’s foreign trade is unbalanced.
Export of goods in 2015 amounted to just 20 billion U.S. dollars while import was
60 billion. The state of foreign trade became a threat to the national economic
security of Egypt, since the excess of imports over exports creates difficulties for
national producers, leads to the washing away of the country’s gold and currency
reserves, reduces the tax base.

Therefore, in 2016 Egypt took several steps to influence imports. It introduced
protective measures on 320 consumer goods. The goal was to reduce imports by
10 billion U.S. dollars and to increase exports by two times. It can be supposed
that this activist and rather aggressive policy will continue in 2017-2018. In gen-
eral, Cairo is very active in using the WTO instruments (anti-dumping, counter-
vailing, safeguard and other measures).

It can be argued that in 2016 there was a very significant adjustment of the ap-
proach to foreign trade policy, compared the period that lasted from 1970 to 2015.
Previously the liberalization of foreign economic relations was the cornerstone of
the policy as the Egyptian authorities that assumed that openness would have a
positive impact on the economy, but recently the goal-setting has changed. The
aim is to reduce the deficit and to increase exports.

Prohibitions and Restrictions on Imports to Egypt

Below limits to the basic lists of imported goods and services applied by Egypt
are presented at the basis of data of U.S. Department of Commerce’s International
Trade Administration (export gov) [5]. Cairo is looking for the practical restric-
tions meeting the requirements of the WTO.
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Apparel. On 1 January 2002 Egypt lifted the ban on apparel imports replacing it
later with the excessive specific rate duties. In 2004 the government has adopted
the law on the implementation and ad valorem tariffs instead of the specific rate
what is in accordance with the commitments of Egypt to the WTO.

Vehicles. Egypt restricts the import of used passenger vehicles. The import is
available only during one year after the date of manufacture. Moreover, in May
2014 the Egyptian Ministry of Trade and Industry issued a decree banning the
import of motorcycles and three-wheel vehicles for trade, excluding tricycles and
chassis. More precisely, the decree prohibits the importation of CBUs (Completely
Built Units), meanwhile allows SKD (Semi Knocked Down) vehicles — motor-
cycles chassis and engines. At the same time, foreign investors have the right to
import vehicles in the year of manufacture on a duty-free basis only if they have
a particular permission from the Chairman of the GAFI (General Agency on In-
vestments and Free Zones).

Beef and Beef Products. In June 2014 Egypt sent two notifications to the WTO’s
Committees on Technical Barriers to Trade (TBT) and on Sanitary and Phytosan-
itary Measures (SPS) — G/TBT/N/EGY/48 and G/TBT/N/EGY/63; G/SPS/N/
EGY/56 and G/SPS/N/EGY/57. The notes cover information about changes in the
Egyptian standards regarding meat and meat products. This implied establishing
a zero tolerance level of hormonal animal growth stimulants.

The standards are more stringent than the world’s practice. The American suppli-
ers — the major Egypt’s importers — consider the policy is not science based and
the residual synthetic hormones do not jeopardize human’s health (according to
the FAO and the WHO Code). However, there are no claims about the discrepan-
cy with the WTO rules.

Poultry Products. In 2005 Egypt banned import of all frozen poultry hams, parts
and offal. Next year, in 2006, the ban of whole frozen hams was substituted with
the limitation of import, meanwhile the embargo on parts and offal was main-
tained. The grounds were that the process of slaughtering is not in line with the
halal norms.

More faithful reason was the lobbying of the Egyptian poultry products produc-
ers. As a result, the USA were to provide expertise at 22 U.S. poultry farms for the
officers of the Egypt’s General Organization for Veterinary Services (GOVS), who
admitted that the slaughtering was halal.

Feather meal. On 19 March 2012 the Ministry of Agriculture and Land Reclama-
tion issued the Decree 448 banning import of heat-treated feather meal from all
origins. As the affirmation Egypt appealed to the contamination and nutritional
value concerns. Despite the fact that Egypt informed the WTO, it had violated
the National Treatment principle, omitting similar techniques inside the country.
What is noted by the American suppliers is that the embargo is scientifically in-
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valid and contradicts the OIE’s (World Organisation for Animal Health) findings.
This Organisation elaborated recommendations for the heat-treated feather meal
and poultry products. Precisely, the OIE Terrestrial Animal Health Code (Chap-
ter 10.4 on Avian Influenza, Article 24) recognizes that the treatment of feather
meal at sufficiently high temperatures eliminates the AI virus and other potential
contaminants.

Seed Potato. The only seed potato importer to Egypt now is the EU, primarily
the Netherlands and the UK. Moreover, the negotiations with the USA — an-
other Egypt’s major importer of alimentary products — on the bilateral market
access are conducted for 5 years. The agreement would guarantee coherent entry
for Egyptian oranges and tangerines and the U.S. seed potatoes.

Grain. Soybean imports free from Ambrosia weed seeds are required by the Min-
istry of Agriculture and Land Reclamation’s (MALR) Central Administration for
Planet Quarantine (CAPQ). Moreover, at the condition of finding Ambrosia seeds
in the shipment it must be sieved at the port of destination, and if the seeds are
found after the sieve, the shipment must be re-exported. This practice is criticized
by the foreign suppliers for the invalid risks evaluation and zero Ambrosia toler-
ance level (especially by the U.S. Department of Agriculture’s Animal and Plant
Health Inspection Services (APHIS)). Additionally, sieving in the port of entry
raises costs and can even disrupt trade.

All imported soybeans are used in the production of soybean oils and other goods,
and are milled, sieved and heated, which is enough to remove contaminants, in-
cluding Ambrosia. The same processing is applied by the overwhelming majority
of soy beans importers, particularly in the EU, where processing at the crushing
facilities is an established and acceptable practice.

The Egypt’s tenders for wheat, issued by the Ministry of Supply and Internal
Trade, designate the 0.05% tolerance level for ergot fungus that corresponds both
the Egyptian norms for wheat and the international standards (Code of the FAO
and the WHO). The Egypt’s CAPQ standards, however, apply 0% tolerance level
since 2002. This discrepancy leads to CAPQ bans of shipments for the excessive
level of ergot. For this reasons in August — September 2016 Russian shipments
were banned. A lot of countries are calling Egypt to bring the requirements for
ergot in line with the international Codex standards. This issue might raise similar
questions regarding the FTA between the EAEU and Egypt.

Egypt also requests a six-member inspection on wheat at the port of entry. The
group consists of 2 members from three Egypt’s agencies: Central Administration
of Plant Quarantine (CAPQ), the General Organization for Export and Import
Control (GOEIC), and the Ministry of Health (MoH). The group works for the
government ordered imports under control of the General Authority for Sup-
ply Commodities (GASC). If private actors are interested, they could engage the
group to the expertise.
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Favorable results of inspections do not guarantee the absence of the examina-
tion at the port of destination. GASC consider inter-agency committee as an
insurance for the shipment not being banned on arrival by the officers from
CAPQ, GOEIC, MoH. As the GASC is the worlds’ biggest importer of wheat —
5-5.5 million metric tons (MMT) — the suppliers have to take into account its
requirement.

Medical equipment supplies. The MoH banned import of both used and re-
furbished medical equipment regardless of whether it is the most complex
computer-based imaging equipment or the most basic one. The necessary
condition of importing even new machinery is testing in the country of origin
and safety confirmation certification. To execute import a particular permis-
sion from the MoH and the Certificate on safety use in the country of origin
is needed.

The importer must submit a special certification from the producer containing
information about the year of fabrication and a notification that it was not used
before. Additionally, the importer must bring in the certificate of approval from
the national service (The European Bureau of Standards or the FDA). The Im-
porter must prove that it has aftersales service, including spare parts and techni-
cal maintenance. The MoH Technical Committee examines technical specifica-
tion of both imported and donated medical equipment before granting import
permission.

Pharmaceuticals and Nutritional Supplements. The MoH forbids import of
natural products, vitamins, and food supplements in finished form. However, it
revises the Decree on multivitamin importation, which would potentially lead to
opening imports opportunities for some multivitamins.

At present only local factories are allowed to produce food supplements and to
import premixes used in manufacturing. Packaging and delivery are also under
their jurisdiction.

The project on creating the National Food Safety Management Unit, supported
by the American agency U.S. Aid, is under consideration of the Egyptian govern-
ment and is about to be approved. The Unit, which is the equivalent of the Ameri-
can FDA, is represented by the four Ministries: Heath, Agriculture and Land Rec-
lamation, Trade and Industry, and Investment.

The MoH’s Nutrition Institute and the Drug Planning and Policy Center are
obliged to register and approve all food supplements and dietary products. This
process lasts from four to twelve months. All importers must file the application
for dietary products licensing, validity period of which lasts from one to five years
depending on the type of product. After the license is over, the importer must
apply for the prolongation that costs about 3,000 EGP. Though, if there is a similar
local origin product, the importation would not be licensed.
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Ynencmeo Ezunma e BTO:
HO8as cMPaHuua 6 Mopz0601l nonumuke

PaccMoTpeHnsl Mephbl TOPrOBOJI NMOMUTHIKM, NpIMeHsAeMble TOCYJapCTBOM
C IeNbI0 CHIDKEHNS KPUTNYECKOTO YypoBHA fedunnura Toprosoro 6amzaHca,
TIOCKO/IbKY COCTOsSHNEe BHelIHell Topronu Ernmnra cramo yrposoii aisa ero
9KOHOMIYECKOI 6e30IMacHOCTH, TaK KaK IpeBbINIeHNe MMIOPTA HaJ 9KC-
MOPTOM CO3fiaeT MpoOIeMbl I HAIMOHAIbHBIX NPOU3BOJNTENEN, BefeT
K Pa3sMBIBAaHNIIO 30710TOBATIOTHBIX Pe3epBOB M CHIDKAeT HA/IOTOBYIO 6asy.
CraemaHbI BBIBOABI O TOM, 4TO B 2016 I. mponsonna cylieCTBeHHasA KOppekK-
THPOBKa MOAXO0MAa PYKOBOACTBOM Erunra Kk BHeIIHETOProBOii NOMNTHUKE IO
cpaBHeHHIO ¢ 1970-2015 rr.

KnroueBsbie cmoBa: pezynuposarHue umnopma, AHMUOeMNUH208ble Mmepuvl, KOMNeH-
CaAuUOHHbBLE MePbl, BHEUIHAL MOP20BTIA.

The article was submitted to the editors in 2017. 15 Jan.
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Galchenko E.!

UK between Integration
and Disintegration:
Towards Post-Brexit Trade Policy

The paper elaborates on particular challenges and opportunities for the UK,
following its experiments with economic integration and disintegration
models, including the decision to withdraw from the EU and design its
post-Brexit trade policy along with an alternative to membership. In the
circumstances, this paper provides analyses on the nature of forthcoming
negotiations, the list of issues appearing to be the most sensitive for the UK’s
prospective foreign trading relations, based on its current participation in the
European single market, as well as agreements Britain would need to strike or
renegotiate if it leaves the EU customs union.

Key words: Brexit, United Kingdom, European Union, single market, economic
integration, trade policy.

JEL F15

Introduction

Economic integration is widely discussed by scholars and researchers worldwide
but there is a limited number of papers covering the reverse process, i.e. economic
disintegration. In post-Soviet countries it is mainly associated with USSR/CMEA
collapse and trends concerning CIS. In fact, there are much more classical exam-
ples for this phenomenon. One of them is EFTA which followed gradual disinte-
gration model.

European Free Trade Association (EFTA) originated on the initiative of the Unit-
ed Kingdom and was established in 1960 as an alternative to the continental mod-
el of the European Economic Community mostly due to rivalry between Britain
and France. Unlike the EEC, the EFTA focused on eliminating tariffs in trade,
primarily in manufactured goods, between member states. It did not imply deeper
forms of integration. However, this became insufficient for some of its members
due course. Britain and Denmark were the first ones to terminate their member-
ship in that trade bloc in order to join the EEC in 1973. In 1986 and 1995 four

1 Galchenko Evgeny — Lecturer, National Research University Higher School of Eco-
nomics, Moscow, Russian Federation. E-mail: <egalchenko@hse.ru>.
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other countries left the EFTA with the same purpose. Nowadays it operates in
parallel with the EU but all members participate in the European single market
which makes them a part of the European Economic Area.

Such option could be an alternative for membership in the EU for post-Brexit
Britain but it was rejected by the UK government. Thus, after decades of integra-
tion/disintegration experiments the United Kingdom is now seeking a ‘unique’
model that will confirm its place as “one of the great trading nations in the
world” [1].

Both Houses of the UK Parliament will have to confirm the result of the EU mem-
bership referendum by voting for the European Union (Notification of Withdraw-
al) Bill. The first reading took place on 26 January 2017. If the Bill is passed by the
European Parliament and is given Royal Assent by Her Majesty The Queen, it will
become an Act of Parliament. Only then, Theresa May would notify the European
Council in accordance with Article 50(2) of the Treaty on European Union of
Britain’s intention to leave the EU.

UK — EU Trade Flows

Post-Brexit UK trade with other European countries will largely depend on a new
deal the British government will strike with the EU. Although on 17 January 2017
Theresa May announced her ‘hard’ Brexit plan, it is still unclear which particular
model the UK will really follow. The Prime Minister outlined in that speech that
Britain will try to pursue an ambitious Free Trade Agreement (FTA) as a priority.
That option cannot mean any participation in the EU Single Market.

Both the so called Swiss model covering bilateral agreements and assuming sec-
toral approach, and the FTA-based model are destructive for Britain’s participation
in trans-European supply chains and bilateral trade flows. This is due to growing
divergence in trade regulation and additional transaction costs. Crucially, such
costs will be distributed among producers and consumers.

Theoretical framework for economic integration shows that trade liberalization
leads to significant changes for participating countries, e.g. famous ‘trade creation’
and ‘trade diversion’ concepts developed by Viner within the Customs Union the-
ory [2]. Apart from the production effects, there are consumption-side analyses
as well, e.g. Meade’s concept of correlation between trade expansion and welfare
in the case of non-zero elasticity demand patterns [3].

According to Centre for European Reform, the UK benefits from the EU mem-
bership which has boosted the country’s trade in goods with the EU-27 by 55 per
cent, amounting to 130 billion pounds sterling in 2015 [4]. In total, empirical
studies suggest that this only has been due to trade with third countries regarding
specific sub-sectors like food or clothes production while this is not the case for
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other goods. Costs borne by consumers generally increase but they may fall for
mentioned protected sub-sectors, respectively.

No matter whether the UK adopts the Swiss model or the FTA approach as an
alternative to membership in the EU, it will have a lengthy negotiations period
on numerous issues emerging post-Brexit. This includes regulations and stan-
dards British companies will be likely to adopt. Otherwise, they will have to ad-
here to different standards at the same time which incurs additional costs. Other
options are unlikely to take place as the EU promotes harmonization instead of
recognition.

One of the key achievements in the EU history is the single market with free move-
ment of goods, services, labor force and capital. Under ‘hard Brexit’ conditions,
the United Kingdom will not be able to shape the future of the EU internal mar-
ket. Even now, the single market still has restrictions, e.g. in the services sector. It
should be noted that the European Union’s combined commitments on services
are not absolutely clear. In fact, they apply to the EU-12 as of 1994 and also fur-
ther liberalization of telecommunications and financial services is implied. Other
member states are bound by individual commitments, and integration with the
EU’s ones is still not complete. According to the sixth (current) Director-General
of the WTO Roberto Azevédo, this makes Brexit even more complicated because it
might be hard for some members to negotiate the Brexit terms with both the UK
and the EU if the current status of the EU membership is not fully ascertained [5].

As for Britain, one of the papers published by the UK Department for Business,
Innovation and Skills before the referendum demonstrates that further liberaliza-
tion in this sector might increase the country’s GDP by seven per cent [6].

The ‘hard’ Brexit approach implies ‘A Truly Global Britain; specifically some con-
ditions like new comprehensive trade agreements worldwide and establishing
own tariff schedules at the World Trade Organization instead of being bound by
the EU Customs Union’s Common External Tarift as well as not being part of the
EU Common Commercial Policy. For this reason, the UK will seek a new customs
agreement with the EU. However, whatever agreements Britain strikes, in the case
of a ‘hard’ Brexit, it will no longer enjoy the advantages of the single market, e.g.
economies of scale. The empirical evidence shows that there is a correlation be-
tween productivity and foreign trade. Thus, productivity of British companies is
likely to be under pressure because new deals in Europe and globally cannot pro-
vide the same benefits as the single market does.

The single market also contributes to competitiveness. One of the factors for
that is an opportunity to take part in supply chains which are quite often subject
to regional concentration. Within the UK merchandise trade structure, inter-
mediate goods account for approximately half of the imports [7]. Obviously, the
United Kingdom’s production and foreign trade are dependent on supply chains
across Europe.
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Although leaving the EU is not beneficial for its member states and Britain at least
in terms of foreign trade, it is worth mentioning that generally the significance of
trade with the EU as a whole for Britain is much higher than vice versa. None-
theless, almost all member states have continuously boosted their production and
productivity due to the growing British consumers demand. As a consequence,
Britain records substantial negative net balances of trade with those partners.

While the share of the UK in the Union’s economy was about 16 per cent in 2016
and about half of British exports are to the member states (Fig. 1, Table bellow),
the UK accounts for ten per cent of the EU-27 exports [8].
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Fig. 1. UK goods exports to the EU and non-EU areas, %
of total UK goods exports in current prices in 1999-2015:

-=0- EU; non-EU
Source: [9].
Britain in trade in 2015
Exports Imports
£ billions Share £ billions Share
EU countries 2220 44% 291 53%
Rest of the world | 288 56% 258 47%
Total 510 100% 549 100%
Source: [7].

Similar to bilateral trade deficits, the overall UK trade balance against 27 mem-
bers as a whole is also negative.

Just several countries, especially Germany, run positive trade balances against the
UK. However, in terms of share of surplus in national GDP, some countries, no-
tably Belgium, Poland, the Netherlands run that trade surplus at more than one
per cent [9].
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Besides, the UK has run both bilateral trade deficits and surpluses against the
Netherlands during last 20 years because of the so-called ‘Rotterdam effect™. Just
a few members report trade deficits with the UK, mainly Ireland as a traditional
importer of British goods. At the same time, a significant number of Irish com-
panies’ export into British supply chains. Dynamics for the UK trade balances are
shown in Fig. 2.
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Fig. 2. UK trade in goods and services balance with the EU
and selected EU countries in 1999-2015:
=o- Total EU 28; M France; Bl Germany; M Ireland; [ Netherlands;
M Spain; M Rest of EU

Source: [9].

British firms are more integrated into supply chains worldwide than those of
many other EU members. As for services, Britain’s financial and business ser-
vices always play a great role in regional and global supply chains. The same
trend is observed regarding exports of chemical and mining products to other
countries.

1 Dutch and Belgian trade flows are often overestimated due to the so-called
‘Rotterdam effect’ (or quasi-transit trade) meaning that goods bound for other EU coun-
tries that arrive in Dutch or Belgian ports should be recorded as extra-EU imports by
the Netherlands. This in turn increases the intra-EU flows from the Netherlands to other
member states.
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Post-Brexit Trade Policy

If the United Kingdom adopts one of the alternatives to membership mentioned in
the last section, then the government would be able to establish its own trade pol-
icy outlines. However, most principles are likely to remain the same as they are set
within the EU common trade policy framework. Post-hard-Brexit conditions would
not provide as much leverage in foreign trade as the UK currently experiences. This
also relates to Britains participation in the WTO dispute resolution system. Though
some disputes are technical, other cases may take on political dimensions. Even if
an FTA with the EU is reached, Britain alone would not be so powerful, compared
to be a part of the EU united front as a member of the single market.

The European Union as a whole has also gained lots of experience in trade liberal-

ization with external partners. There are three major types of agreements:

o Customs Unions establishing a common external tariff and eliminating cus-
toms duties in bilateral trade flows;

o Association Agreements, Stabilization Agreements, (Deep and Comprehen-
sive) Free Trade Agreements or Economic Partnership Agreements reducing
or eliminating customs tariffs in bilateral trade;

o Partnership and Cooperation Agreements establishing just basic principles of
liberalization of economic relations.

Apart from trade agreements in place, the EU has not yet applied several final-
ized agreements, namely those with Canada, East African Countries, Singapore,
Vietnam and West Africa. Essentially, there is a list of ongoing negotiations with
different countries or blocs across the globe, notably with the United States and
Japan. Moreover, there are negotiations regarding an investment agreement with
China and the Trade in Services Agreement (TiSA). Thus, the European Union is
one of key players in the global network of current and prospective agreements.

According to some concepts, regionalism in trade is opposed to multilateral co-
operation within the WTO system. Recently this discourse has shifted to Multi-
lateralism—Plurilateralism approach [10, p. 142]. However, whatever flexibility is
granted to the UK by ‘hard’ Brexit provisions in terms of concluding own agree-
ments, it should be highlighted that negotiations are becoming mostly regional or
bilateral, so it is the EU that provides leverage to Britain in trade disputes or strik-
ing trade deals. Given the circumstances, this is especially significant in trade in
services due to regulatory barriers which exist even within the EU single market.

Surely, not trade in goods and services only will be affected should Britain leave
the EU. Other matters regulated by the WTO e.g. trade-related aspects of intellec-
tual property rights also depend on the Brexit deal because Britain takes advan-
tage of the economic bloc’s weight whilst striking new deals on numerous matters.

Pursuant to a ‘hard’ Brexit plan, current EU trade arrangements and ongoing nego-
tiations may not be transferred to Britain by default. Actually, the UK would have to
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negotiate its departure from the EU as well as trade agreements with it non-EU coun-
tries and blocs at the same time. A question arises whether it is possible at all bearing
in mind the provisional two-year period according to the Treaty on European Union.
As a consequence, it is likely that whilst discussing and voting on a motion regarding
Brexit negotiations, Members of the European Parliament will adhere to their current
views. Specifically, they might propose conditions that negotiations on time-limited
transitional arrangements taking future relations plans into account cannot take place
unless the progress towards the UK’s withdrawal agreement has been made. Alterna-
tively, a condition on a deal on future UK-EU relations might be made, e.g. that an
agreement cannot be reached until Britain has withdrawn from the EU. MEPs have
already highlighted they would insist that the UK should meet all financial obligations
to the EU despite Britain’s contribution to the EU project and institutions.

Besides, the European Union might also be aftected by Brexit because the UK contrib-
utes to its attractiveness as a trade partner and FDI destination. Although European
countries account for about half of world services exports, the share of Britain constitutes
six per cent which is larger than individual shares of other EU countries. Furthermore,
the UK is the world’s second biggest services exporter after the United States [11, p. 70].

Despite some protectionist measures which gained momentum due to crises, the
European Union has a progressive and open trade policy partly shaped by Brit-
ain. In 2014 the European Commission proposed a new trade and investment
strategy called “Trade for all: Towards a more responsible trade and investment
policy’ which highlighted effective and transparent trade. On 29 March 2017 the
EU Commissioner for Trade Cecilia Malmstrom addressed European Economic
and Social Committee with speech ‘A progressive trade policy in a protectionist
age’ to discuss CETA, TTIP and other agreements negotiated.

In recent years, the European Union’s key ambitions regarding foreign trade have
been the Transatlantic Trade and Investment Partnership (EU—US) and the
Economic Partnership (EU—Japan) while both have not been so prioritized in
those countries’ trade agendas. However, after D. Trump’s decision to abandon the
Trans-Pacific Partnership the situation appears to be changing.

Britain’s contribution to liberalization of international trade and European foreign
economic affairs should not be underestimated. It has advocated the WTO Doha
Development Agenda, called for acceleration of TTIP negotiations and proposed
trade arrangements in addition to an investment agreement with China.

As for the EU-27 economy; its total GDP is expected to decline by about 15 per cent
if Britain leaves the single market [12]. In terms of foreign trade, the share of the EU
without Britain is likely to be at the level of around 14 per cent in the world’s total
while the share of Britain alone would reach about four per cent [Ibid].

It is still too early to say which trade policy instruments Britain will actively use
in the future. But surely it will employ trade remedies at a larger scale than it does
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now. The European Commission currently handles trade remedies and several
UK industries may seek import protection through such measures after Brexit.
The UK will set up its own national investigating authority for trade remedies
[13]. But it is important to remember that a huge number of domestic consumers
and companies depend on imported intermediate goods from outside the EU and
would be put at a disadvantage by such contingent trade protection measures.

Conclusion

To sum up, due to complexity of negotiations and related issues it might take
much more than two years to negotiate the withdrawal from the European Union,
future agreements with this bloc and non-EU countries as well.

Thus, there is nothing certain regarding Britain’s withdrawal from the Europe-
an Union including a model it will adopt as an alternative to membership. This
lengthy period might affect investors, financial markets, currencies, employment,
trade balance, ongoing and prospective negotiations, and lots of other issues. If it
happens that the UK should ensure greater and fair competition, there is much at
stake hence adjustment measures are to be designed in advance.
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The Risks of Transformation
of Companies’ Standards
to Non-Tariff Measures

The article deals with a fundamental shift to non-tariff measures in the world
trade regulation, thus underlining the importance of standards developed
by large companies. Several examples of companies’ standards demonstrate
that standardization helps to share new technologies as well as to shape the
market in the future. Special attention is given to the risks of transformation
of these standards to non-tariff measures, which can be categorized as
exogenous and endogenous. It was concluded that multilateral cooperation and
compliance with the requirements of international organizations are needed
for successful implementation of companies’ standards in the world trade system.

Key words: non-tariff measures, trade barriers, ISO standards, companies’ stan-
dards, standards wars, competitiveness factors, standardization risks.

JEL F10

At the current stage of economic development there is a heightened need for the
world trade regulation. The modern international trade system is characterized by
the strengthening trend towards the large-scale liberalization of trade flows. This pro-
cess began in 1947 after signing the General Agreement on Tariffs and Trade (GATT)
and culminated in the establishment of the World Trade Organization (WTO) in
1995. Nowadays the international trade law is based on the WTO principles, which
promote trade liberalization, but equally guarantee protection of national markets.

Generally, government can employ two types of trade control instruments to
protect domestic markets, namely tariff and non-tarift measures. Although these
trade policy measures are quite diverse in nature, they are closely related and
are mutually supportive and reinforcing. Therefore, it can be argued that many
countries seek a compromise between tariff and non-tariff measures. However,
being one of the main restrictions on international trade, tariffs continue to lose
ground as a result of trade liberalization. While 20 years ago the average tariff rate
comprised 30-40%, it has recently declined, being equal to 10-15% in developing
countries and up to 5% in developed ones [1].

1 Ionova Alesya — Bachelor of Economics, graduate of Faculty of World Economy
and International Affairs at National Research University Higher School of Economics.
E-mail: <ionova.alesya@gmail.com>.
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On the contrary, the influence of non-tariff measures (NTMs) on trade flows is
increasing. The current trend is explained by world trade liberalization and WTO
regulations that require the decrease of tariff rates or total cancellation of tariffs.
It should be noted that the impact of non-tariff trade barriers is hard to mea-
sure quantitatively because many of them are often hidden. What is more, these
measures are flexible in terms of product groups, time period and localization.
Accordingly, they can be applied several times regarding the same product. Be-
sides, standards as one of NTMs are considered to be an objective trade regula-
tion mechanism since they are directed towards product characteristics but not
towards the product itself or the producing country.

Nowadays the development of non-tariff measures is no longer an exclusive com-
petence of public authorities. Transnational corporations and other large compa-
nies aim at creating and establishing their own standards which are used as one
of the main instruments of economic competition. In particular, standards include
precisely defined product requirements that must be satisfied and met. However,
the manufacturers which fail to comply with the requirements are withdrawn from
the competition. It is necessary to mention that companies’ standards can be trans-
formed to non-tarift measures on the national, regional or even international level.
Thus, the thesis of the paper argues that a fundamental shift to non-tariff measures
underlines the importance of standards developed by large companies that could
become a non-tarift barrier to international trade.

The economic literature devoted to different aspects of non-tariff measures inves-
tigates the impact of these measures on international trade. In their work Bora,
Kuwahara and Laird (2002) identify the effects of non-tariff measures and ex-
amine the measurement question only in relation to these effects. They note that
non-tarift measures have differential effects as between foreign trading partners
[2, p.4]. This means that the effects of NTMs may vary considerably on different
overseas suppliers. In some earlier work Deardorff and Stern (1998) assess cur-
rently available methods for quantifying NTMs. They distinguish a number of
general features of NTMs, for instance, variability, uncertainty, and welfare and
resource costs [3, p.9]. It is also noted that NTMs reduce the quantity of imports,
increase the price of imports and change the elasticity of demand for imports.
Additionally, Idrisova (2011) investigates the sensitivity of the physical volume
of imports of foreign goods to NTMs. She also examines the effects of NTMs and
underlines the impermanent effect of NTMs in time since they are often linked to
product volumes and prices [4, p.9].

Theoretical aspect of implementation of technical regulation measures is also
linked to the notion of externalities. Under externalities it is common to under-
stand the impact that households or firms produce on the benefits or costs of third
parties that is not reflected in market prices [5, p.267]. In other words, external-
ities eliminate market equilibrium, which cannot be restored by market forces
and which requires government intervention. Technical regulation acts as one of
the ways that the government can abide by in order to control the situation. It
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is achieved by the establishment of product requirements and further issue of
licenses that allow the products to be sold in free trade on the market. Conse-
quently, the application of technical regulation measures allows minimizing the
influence of externalities for the society by setting mandatory requirements in the
field of product safety and control over business activity.

Besides, standards can solve the problem of information asymmetry. According to
Akerlof (1970), this problem occurs where one party has more or better informa-
tion than the other [6, p.489]. Both companies and consumers can face information
asymmetry that limits trade efficiency and reduces profit of the companies produc-
ing a high quality product. One of the ways to overcome information asymmetry
is the implementation of standards and further conformity assessment. Therefore,
standards can be addressed through Signaling theory. According to Spence (1973),
a signal would reveal some piece of relevant information to the other party in case
of information asymmetry [7, p.356]. In this way, a «good» party with a desirable
attribute can be identified. Similarly, consumers will choose certified products be-
cause certification to a standard implies high quality of a product.

Finally, effects and risks of standardization should be observed, taking into ac-
count Path Dependency theory. Path Dependency theory was introduced by Paul
David in the article, which describes the appearance of keyboards standards. The
author argues that a well-known QWERTY-keyboard was established as a result
of not the most effective standard [8]. However, this standard has remained till
nowadays. Firstly, large investments were made to establish this standard. Since
the transition from the old to a new standard was complicated, the standard on
QWERTY-keyboard remained and, subsequently, more significant investment
was made in this standard. Secondly, economies of scale played a crucial role
in upholding this standard. A common standard contributed to cost reduction,
which was beneficial for all parties. What is more, QWERT Y-effects can be ob-
served in all industries. Thus, QWERT Y-effects arise from standards that remain
in force for a long time because switching costs are high [8, p.332]. As a result
of this effect, the company, which standard was adopted, will control the market
since the competitors will have either to withdraw from the market or to accept
the standard of the leading company.

Historically, tariff measures emerged significantly earlier, and therefore non-tariff
measures are often defined through tariffs. For instance, the UNCTAD defines
non-tariff measures as policy measures other than ordinary customs tariffs that
can potentially have an economic effect on international trade in goods, changing
quantities traded, or prices or both [9]. Within the WTO the definition of the term
“non-tarift measures” is replaced with a classification scheme with several hun-
dred types of NTMs. Today this descriptive approach is used by many countries
instead of a generalized definition.

There is a need to distinguish two interrelated notions, namely “non-tarift measures”
and “non-tariff barriers”. Non-tariff measures include all policy measures other than
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ordinary customs tariffs. In contrast, non-tarift barriers amount to discriminato-
ry measures. Consequently, protectionism and restrictions on the use of non-tarift
barriers in international or national law are seen as their distinctive features.

As has been noted, non-tarift measures play a central role in the international trade
agenda. To illustrate this fact, the following graph provides UNCTAD statistics on
the overall trade restrictiveness index for high-, middle- and low-income countries.
The contribution of tarift and non- tariff measures is reported for all product groups
and separately for the economic sectors of agriculture and manufacturing.
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Fig. 1. Overall level of restrictiveness imposed on imports
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Source: [10, p.14].

As Figure 1 indicates, non-tariff measures have more influence on import than
tariffs. It is worth mentioning that this tendency is observed in all sectors of econ-
omy regardless of the income status of a country. However, in low-income coun-
tries tariffs continue to affect import since non-tarift regulation is more complex
and costly than other trade policy instruments.

Recently, hidden non-tariff measures have begun to play a significant role in
international trade. They are intended to protect the environment, human life
and health and to ensure security. However, they often act as the instrument of
protectionism and take the form of trade barriers. In fact, technical requirements
become technical barriers to trade when they pose obstacles to the access of inter-
national goods to a national market.
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Technical barriers to trade (TBT) have become widespread in all countries. Between
1995 and 2015, over 24,000 notifications of new or revised regulations have been sub-
mitted to the WTO [11, p.39]. Actually, the use of these measures has strengthened
for the period from 2009 to 2014. To illustrate this fact, the following graph provides
WTO statistics on TBT notifications from WTO members. As Figure 2 indicates, TBT
notifications showed a steady increase, especially among developing countries.
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Source: [12, p.4].

Figure 3 shows that on a country level the members, which have notified the most
significant number of measures, include the USA, followed by Brazil and the EU.
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By implementing technical measures countries can pursue different objectives.
Figure 4 demonstrates that the objective of protection of human health or safety
was predominately cited by WTO members, followed by prevention of deceptive
practices, protection of the environment, and quality requirements.
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Fig. 4. TBT notifications by objective in 1995-2014
Source: [14, p.12]

It should be observed that product and process requirements are set out in tech-
nical regulations and standards. Technical regulation is defined as a document
which lays down product characteristics or their related processes and produc-
tion methods, including the applicable administrative provisions, with which
compliance is mandatory [15]. Indeed, technical regulations contain the min-
imum essential requirements for the product safety. Conversely, standard is a
document approved by a recognized body, that provides, for common and re-
peated use, rules, guidelines or characteristics for products, with which com-
pliance is not mandatory [Ibid]. Thus, standards requirements are voluntary,
yet they should not contradict the requirements set by technical regulations.
Most notably, manufacturers can benefit from standards implementation since
it helps to improve their efficiency and productivity and boost international
competitiveness. International standards have been shown to cut costs, improve
sales, customer satisfaction and market share, and to have a positive impact on
environmental performance [16].

Nowadays international trade is based on the principles that were developed
during the 1986-94 Uruguay Round of trade negotiations. It has been observed
that international trade participants cannot interact effectively without protection-
ist instruments. The general rules applicable to these instruments are embodied
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in dozens of WTO agreements. It appears that WTO aims to strike a balance be-
tween the world trade liberalization and moderate protectionism compared to
that in the middle of the last century. In essence, there is no pure protectionist or
liberal trade policy in the world practice. Any country uses the elements of both
policies and combines them depending on the economic challenges and the glob-
al economic picture [17, p.14].

As was stated above, the progressive liberalization of international trade resulted in
an increasing reliance upon non-tariff measures. The latest rounds of WTO negoti-
ations and multilateral trade negotiations are focused to a large extent on develop-
ment of a harmonized regulation regarding the use of NTMs. Although non-tariff
measures are in the forefront of the WTO negotiations, a corresponding regulato-
ry framework has not been fully developed yet. Generally NTMs are regulated by
articles I and III of the GATT, according to which countries should apply most-fa-
voured-nation treatment and national treatment [18]. However, non-tariff mea-
sures are not entirely governed by WTO agreements since their application falls
within the competence of national public authorities and national law.

Technical barriers to trade, in turn, are internationally governed by the Agree-
ment on Technical Barriers to Trade that sets the requirements to WTO member
countries concerning the development, adoption and implementation of TBTs.
The agreement seeks to ensure that technical regulations and standards, as well as
testing and certification procedures, do not create unnecessary obstacles to trade
[15]. Consequently, TBTs cannot be used for protectionist purposes as well as
constrain the development of international trade. The Agreement on Technical
Barriers to Trade recognizes only the TBTs that are intended to protect the envi-
ronment, human life and health and to ensure security.

It should be noted that on the international level standards are set by the Inter-
national Organization for Standardization (ISO). ISO is closely connected with
international trade organizations since its activities have significantly contrib-
uted to reducing trade barriers. A major strength of ISO standards is that they
are developed by those people who need them. A standard is created in response
to a request from industries and other stakeholders. The following procedure is
generally observed: industry representatives drive all aspects of the standard de-
velopment process, starting from deciding whether a new standard is needed to
defining all the technical content [19]. Nevertheless, transnational corporations
and other large companies aim at creating and establishing their own standards
because they can provide significant benefits. By setting its own standard a com-
pany can not only bring its experience and expertise, but also shape the market
in the future. As a result, large companies with sufficient intellectual and finan-
cial potential lay down the foundations for strengthening their leading positions
at the market since easily fulfill requirements in their own standards.

Competition in the post-industrial age usually turns out to be a war of standards.
This notion describes a situation when incompatible technologies struggle to con-
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quer the market. It should come as no surprise that market position of a company
is closely linked to its ability to choose right strategies in such wars. However, a
standard is not an invention of our century: the cases that will be scrutinized be-
low will demonstrate that economic principles which give birth to such phenom-
enon remain constant and unchangeable.

The first historical example is dedicated to the standard of railroad gauges. In the
early 19th century, when first railroads appeared in the United States, tracks had
different gauges. For instance, in 1860 seven types of gauges were employed in the
railway network of America. The most popular width of gauge was 4’8 1/2”, whereas
its main rival that gained huge popularity in the South was of 5’ [20, p.2]. Despite
all the advantages that standardization of gauge’s width could bring to the country; it
faced three main obstacles. First of all, modification of existing railroad infrastruc-
ture required significant expenses. In addition to this, each group did not want to
take an active part, being sure that their opponents must undertake the first step.
Finally, the well-being of some workers hinged on this standards’ mismatch. None-
theless, the gauge standardization was brought to life between 1860 and 1890.

The Westward expansion facilitated the search for a solution. Due to the necessity
to ensure effective transportation of grains to the East, the lines to the West that
were under construction were supposed to have a standard width. In addition to
this, the Civil War also contributed to the success of standardization. The Union
experienced huge military need to guarantee efficient East-West transportation,
providing significant incentives to build new western lines of a standard gauge
width. In 1862, when the Congress set the standard width for transcontinental
railroads, Southern states had quitted the United States, leaving no opposition for
5 option. After the Civil War, the majority of American railroads employed 4’8
1/2” gauge [Ibid]. Next twenty years were marked by the intensive use of non-efhi-
cient connections between Southern and Western railroads. Southern railroad au-
thorities finally gave up in 1886, when more than 11,000 miles of transcontinental
railroad tracks were converted to satisfy north-based 4’8 1/2” standard [Ibid].

In fact, many of the issues that are considered in this case are still relevant today:

« Mismatch of standards can arise accidentally and last for long periods of time.

o Network markets usually favour leading player, if its opponents are not ready
to coordinate and act collectively.

o Failure to participate in the process of standard setting weakens the market
position significantly.

o A dominant consumer (in our case - the government) turns out to be more
influential than suppliers in standard-setting procedures.

o Market players that lost in the standards competition can reduce switching
costs either by hiring adapters or by abandoning assets that they possess and
joining the generally accepted standard.

The next evidence describes quite recent events, namely the adoption of standards
for colour television in the United States. RCA company invested significant efforts
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and huge amounts of money in the development of black and white TV systems and
planned to gain control over the production of personal TV sets. After the Second
World War RCA became the dominant player on the black and white TV market
of the United States. This company controlled over 80 % of the market [20, p.3]. In
1946 the representatives of CBS company invited a delegation from Federal Com-
munications Commission (FCC) to the official demonstration of the colour televi-
sion system designed by Goldmark. In addition to this, they expressed their hope
to see this system adopted as a national standard. However, RCA representatives
were doing their best to create obstacles for this initiative. Thus, RCA stated that the
system of Goldmark was based on lower-level mechanic technology that had been
no longer employed by RCA and other TV set producers [Ibid].

While the sales of black and white TV sets of the RCA company were growing
significantly during post-war years, another argument against the adoption of
CBS-developed colour system was brought to light. It turned out to be incompat-
ible with existing TV sets. Everyone who bought black and white TV set could
see nothing during coloured telecasts. CBS tried to overcome this argument by
developing special converter that could be connected to black and white TV set in
order to let it receive colour signals. CBS even issued special advertising materials,
advising consumers to wait and buy a colour TV set [Ibid].

As a result, in 1947 FCC decided to postpone the adoption of a standard for co-
lour TV sets. FCC stated that the adoption of an incompatible standard for colour
TV sets would create unfair financial burden for the growing number of consum-
ers that had already acquired black and white TV sets. If these buyers had wanted
to watch colour TV broadcasts they would have had to pay for a convertor or for
the modification of their TV sets. In addition to this, if TV networks had decided
to broadcast colour-based telecasts they would have lost significant part of their
audience, which would not modify their receivers. Finally, FCC admitted that
RCA and its several rivals were working on a colour TV standard that would be
compatible with the existing black and white standard. Eventually, this decision of
FCC enabled RCA to enlarge the production of black and white TV sets limiting
the market for colour TV sets produced by CBS.

Both competing companies (CBS and RCA) decided to freeze the development
of the colour television during the last two years of the Korean War. In 1953,
when the war came to its end, American consumers bought 23 million of black
and white TV sets [20, p.3]. Thus, CBS abandoned its attempt to create a co-
lour scheme. The president of CBS William S. Palley admitted that a significant
number of black and white TV sets (incompatible with colour-based system of
Goldmark) would not let CBS conquer the potential market of colour TV sets
[Ibid]. Evantually, during the same year FCC cancelled its decision and set the
colour-based system of RCA as a national standard.

The war of standards has a particular importance for the business success in such
markets, where networks effects are strong enough to influence consumer behav-

102 Trade policy. Toprosas nonmuruka / 2016. Ne 4/8. ISSN 2499-9415



ior. In other words, in such market conditions consumers attribute significant
value to the issue of compatibility. To illustrate this phenomenon it is fruitful to
study two simple examples. It should come as no surprise that there is a single
universal standard for fax machines and modems, as incompatibility in this case
will completely destroy the communication between users. On the contrary, there
are various standards for mobile phones and digital television, as the standard
compatibility exercises less influence on consumers.

The emergence of new technology does not always lead to the war of standards.
For instance, Sony and Philips acted jointly in order to establish a single CD tech-
nology. While compact discs were incompatible with existing audio devices, these
companies did not wage a standard war. Instead, they chose to convince consum-
ers to switch to CD players and compact disks. It should be noticed that under
standards war it is common to see companies or more often alliances of compa-
nies that struggle for dominance. In addition to this, the winner in such war is not
always the most innovative participant. In some cases the champion controls the
greatest number of consumers that use an older technology.

Nowadays the development of companies’ standards is often a part of their tech-
nology and production strategy. The technology policy of a company consists of
strategic measures aimed at improving product quality, resource efficiency, com-
petitiveness and technological development of production. The technology policy
is put into practice through conducting research and development work, produc-
ing renovated competitive goods, improving production processes and creating
corporate standards that set technical characteristics of a product. Although
standards are voluntary non-tarift measures, they can also impose trade barriers.
These barriers are considered to be quite specific since they do not derive from
state regulatory measures. They are connected with the companies’ technology
policy, which is aimed at securing and expanding their presence on the markets
and creating market entry barriers for competitors.

Nowadays the ISO 14000 «Environmental management» family of standards is
widely used, namely by more than 300,000 organizations in 171 countries [21,
p.26]. The company’s requirement regarding obligatory usage of this standard can
serve as a non-tariff trade barrier since companies that have not implemented this
standard will not be able to cooperate. Meanwhile, the Agreement on Technical
Barriers to Trade states that no one is prevented from taking measures necessary
for the protection of the environment [15]. For this reason, companies that in-
clude ISO 14000 as a requirement for cooperation can avoid being labeled as pro-
tectionist, and therefore escape the accusations of unfair competition.

Aswas stated above, the countries that have notified the most TBT measures include
the USA, followed by Brazil, the EU and China. Similarly, companies in these coun-
tries develop the most significant number of standards that can be later adopted by
national or international standardization bodies and become non-tariff measures.
The widespread ISO/TS 16949 «Quality management systems» family of standards
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was initially created as a result of cooperation of national associations of automo-
bile manufacturers. In fact, the three largest automobile manufacturers in the USA,
namely General Motors, Ford Motor Company, and Fiat Chrysler Automobiles US,
which are often referred to as the “Big Three”, made the greatest contribution to the
development of ISO/TS 16949. In 1994 these companies were the first to require
using the QS 9000 «Quality management systems» standard from their suppliers,
which was later expanded all over the USA and the world [22].

The Brazilian company selected for study is Festo Brasil, a subsidiary of Festo AG,
a German company and a leading worldwide supplier of automation technology
and solutions. Standardization has been perceived as a key element in the com-
pany’s profile. For this reason, a number of standards developed by this company
were adopted on national and international levels. At national level, it has created
and established ABNT CB 4, SC 04007 «Hydraulics, pneumatics, and automa-
tion»; and ABNT/CE 4718 «Hydraulic and pneumatic systems» [23, p.121]. At
international level, it has contributed to the development of ISO/TC 131 «Fluid
power systems» [Ibid]. Overall, the company has developed several standards to
manage its business internally, and to meet the strictest requirements of its indus-
trial suppliers and customers in domestic and foreign markets.

Standardization has always been one of the main strategic instruments of German
companies because it secures Germany’s position as a leading industrial nation.
Being one of the world’s largest producers of energy-efficient and resource-sav-
ing technologies, Siemens AG focuses on standards within the sector of informa-
tion and communication technology (ICT). Siemens has a long and extensive
experience of standardization since it is considered to be an important tool for
ensuring a competitive, future-oriented product portfolio. For instance, the com-
pany has developed DIN EN 62271 «High-voltage switchgear and controlgear»
standards series, which are essential for the switch technology sector [23, p.250].

Another German company Nanotron Technologies GmbH is a medium-sized en-
gineering company, which also participates in the global ICT sector. Soon after
the company’s transition to a technology provider, the management decided to
participate actively in the development of new standards. Nanotron has played an
influential role in the development of the international standard ISO/IEC 24730-
5:2010 «Information technology — Real-time locating systems (RTLS) - Part 5:
Chirp spread spectrum (CSS) at 2,4 GHz air interface» published in 2010 [Ibid,
p.266]. The company plans to engage in future standardization projects in parallel
with the development of future products.

With the ever increasing trade volumes, Chinese manufacturers have also realized
the importance of standards. The Dalian Shipbuilding Industry Co., Ltd. (DSIC) is
one of the leading companies in China in the shipbuilding industry. The company
established a standardization committee headed by the vice general manager, with
members from all departments. Up to now, the company has developed 1,266
company standards, including 71 basic standards, 433 for design, 300 for process,
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99 for testing, 157 for the defense industry, 122 standards for products, ship parts
and auxiliary equipment, three for safety, health and environmental protection,
and 81 on metering detection and information technology [24, p.176]. The active
participation of DSIC in the standardization process has helped the company to
push its standards to the national level. Thus, DSIC has developed more than 30
Chinese national standards and over 150 Chinese industry standards [Ibid, p.172].

Another Chinese company Xinxing Ductile Iron Pipes Co., Ltd focuses on pipes
and piping systems. Xinxing attach great importance to standardization at all
departmental levels. In addition to using external standards widely, Xinxing has
formulated a number of internal standards for ductile iron pipe and pipe fitting
products [24, p.215]. The company has also contributed to the development of
Chinese national standards, including GB/T 6730.5 «Iron Ores — Determination
of Total Iron Content — Titanium (III) Chloride Reduction Methods» for testing
total iron content [Ibid, p.217]. In particular, the development of the own stan-
dards results in reduced moulding costs, increased machine operating uptime,
less equipment downtime and fewer defective products [Ibid, p.236].

The rising importance of standards developed by large companies enhances
the need to identify and address the emerging risks of transformation of these
standards to non-tariff measures. Standardization risks are highly relevant since
intellectual property has become a key market asset, which can be protected not
only through the patent system, but also through the implementation of these
patents in standards of all levels or through the creation of the own standard by
the company. The risks of transformation of companies’ standards to NTMs can
be classified according to their origin, namely exogenous and endogenous.

Exogenous risks are associated with the external factors. With regard to compa-
nies’ standards, these risks depend on the development of national and interna-
tional standardization. It should be considered that the businesses in the global
market can face the risk of disharmonization. In other words, it means a mis-
match between a company’s standard and the recognized international standard.
This problem will involve the additional costs and complexity during production
and selling. For this reason, some companies aim at promoting their standards to
national or international level.

Moreover, a company can face the marketing risk that is connected with the at-
titude of consumers to a product depending on its compliance with standards.
This risk is mainly observed in information asymmetry situations. As was stated,
consumers tend to choose certified products because certification to a standard
implies high quality of a product. In contrast, consumers have less confidence in
products, when their quality is not assured by compliance to a standard in infor-
mation asymmetry situations.

What is more, the transformation of companies’ standards to NTMs can cause the
technological risk. The appearance of new standards will lead to more expensive
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and difficult production processes in the industry. Thus, the company that has de-
veloped the standard put its competitors in an awkward position. The competitors
will have either to adopt the standard, which requires additional costs, or they will
be withdrawn from the market. In fact, this risk can be supplemented by the in-
formation risk. This risk implies inaccurate or incomplete information about the
standard received by competitors. In this case, the competitors may have to make
changes to the product for its compliance with the standard after the development
stage. As a result, it will delay the product launch or lead to an increase in its price,
and the company that has developed the standard will get a competitive advantage.

Besides, large businesses develop their own standards because the government is un-
able to finance the development of all standards required by the industries. Converse-
ly, small and medium enterprises (SMEs) are not fully involved in standardization
neither financially nor through the delegation of experts. As a result, their interests
are not considered when forming the technical regulation system and, more impor-
tantly, when forming the state technology and innovation policy. This risk can be
eliminated through the establishment of industry associations that can accumulate
the resources of SMEs to develop standardization in these organizations.

In comparison, endogenous risks are associated with the standardization activi-
ties of a company. Depending on its own potential and market situation, a compa-
ny can consider various options for standardization engagement, each having its
own benefits and risks. A company chooses the best option according to its own
capacities and market situation.

On the one hand, a company can participate in the activities of organizations
for standardization. The advantages of this approach include cost savings and the
guaranteed widespread use of the developed standard. What is more, a company
can lobby for including particular provisions in the standard that require the ap-
plication of patents owned by the company in order to gain a long-term market
advantage. However, a number of problems related to this way of participation in
standardization should be pointed out. First of all, any company cannot have a
tully decisive position in the activities of organizations for standardization. More-
over, participation in international standardization causes the risks of undermin-
ing intellectual property rights.

On the other hand, a company can develop standards on its own, which will sup-
port its competitive advantages. The standards of a company are based on its tech-
nological superiority and are open for use by the third-party manufacturers. The
major advantage of this way of standardization engagement is a long-term market
leadership based on the QWERT Y-effect. QWERT Y-effect means a lock-in to a
particular standard because of the high switching costs [8, p.332]. As a result of
this effect, the company that has issued the standard will control the market since
the competitors will have either to withdraw from the market or to adopt the
leader company’s standard. However, this way of standard setting carries inher-
ent risks since the standard can meet significant opposition from other market
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players. In case of failure of the standard, the company will have to cancel the
standard and sustain a loss of the initial investment in R&D.

Thus, the evolution and scope of the globalization processes as well as tarift lib-
eralization have led to a completely new type of protectionism, where non-tariff
measures play the main role. The scope of NTMs has expanded, while their mech-
anism is becoming more complex and flexible. There is a considerable number of
regulations regarding NTMs within the WTO, which are constantly being updat-
ed. It should be noted that being a part of NTMs technical barriers to trade play a
central role in the international trade agenda.

Nowadays the competitiveness of a company depends on the effective use of the
legal instruments. Therefore, many successful companies use standardization in
order to strengthen the leading position in the market. In fact, standardization
helps to adopt new technologies quickly as well as to shape the market in the fu-
ture. For this reason, large companies aim at creating and establishing their own
standards because they can provide significant benefits. Nevertheless, there are
several risks of transformation of these standards to non-tariff measures, which
can be categorized as exogenous and endogenous.

In order to eliminate these risks special attention should be given to the develop-
ment process of companies’ standards. The standards should not only represent
the best practice in the industry, but also be developed in an unbiased way. A
company should decide, whether to develop the own standard, based on the mar-
ket conditions, its competitive position and innovation capacity. The innovation
capacity of a firm plays a crucial role during «standards wars» since it is a major
factor in determining the opportunities of creating the own standard. In addition,
it should be emphasized that standards are the main instrument of technology
transfer. Therefore, multilateral cooperation and compliance with the require-
ments of international organizations are needed for successful implementation of
companies’ standards in the world trade system.
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HNounoBa A.!

Pucku mpancopmavyuu cmandapmos
Komnanuii 6 Hemapughovie mepol

PaccMoTpeH ofyH M3 Ba)KHENIINX MOMEHTOB B PeryIMpOBaHMII MMPOBOII
TOPTOB/IN: Iepexof K HeTapu(HBIM MepaM perynnposaHusa. B coorBercTBum
C JAHHBIM TPEHJIOM BCIO OO/IBIIYI0 PO/Ib UTPAIOT CTAHAAPTHI, pa3paboTaHHbIE
KPYNHBIMI KoMnaHuaMu. Ha mpumepe craHgapTOB KOMIIAHNI TOKa3aHO, YTO
CTaHAAPTU3ALNA IOMOTaeT 0OMEHNBATHCA HOBBIMM TEXHONIOTIAMU 1 popMu-
pyeT pbriHOK. Oco60e BHIMaHMe yie/IeHO PICKaM TpaHC(opMaIyy CTaHgapToB
KOMIaHMI1 B HeTapu(HbIe Mepbl PeryIMpoBaHIL, KOTOPble MOKHO IOfIpa3ye-
TUTh Ha 3K30TeHHbIe I SHIOTeHHbIe pucKN. ClieTaH BBIBOJ, O TOM, YTO MHOTO-
CTOpPOHHee COTPYAHIYECTBO VI COOTBETCTBIIE TPeGOBAHNMAM MEKTYHAPOTHBIX
OpPraHM3anuii B JAHHONM 00IACTM HEOOXOMMMBI /IS YCHENIHOTO BHERpPeHNS
CTaHJAPTOB B CHICTEMY MIIPOBOJi TOPTOB/IN.

KiioueBbie cioBa: HemapugHole mepul pe2yuposanus, mopeosvle Oapvepbvl, Ca-
dapmot ISO, cmanoapmul komnanuti, 601iHbl CMAHOAPNOB, PaKmopvl KOHKYpeH-
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National Research University
Higher School of Economics (NRU HSE)
invites to apply for its new Master’s Programme
“International trade Policy”,
to be launched in September,

2017 in Moscow campus.

This programme aims to train professionals who are
capable of understanding, analyzing and applying the
tools of contemporary trade policy in the global economic
environment and includes study modules on:

@ [nternational regulation of trade in products and
services

@ Iradepolicies of certain WTO member countries

@ [rade negotiation and resolution of international
trade conflicts

National, regional and multilateral regulation of
@ foreign economic relations

@ Formaland informal institutions of global
governance

@~ Prospective issues of international regulation

@ Trade policy and promotion of business interests

@~ Legal and economic terms and conditions of
companies’ operations on international markets




The programme has been developed as an innovative educational product aimed
at preparing general-purpose specialists, such as analysts, consultants, and ex-
perts who work for businesses on international markets and in the field of regu-
lating foreign economic relations. The training results in students learning unique
competencies in conducting foreign business operations in a rapidly changing
environment. It also gives them the skills required for multilateral and regional
regulation, as well as those necessary to use and analyze international trade regu-
lation tools, carry out trade negotiations and interact with government agencies,
and regional and international organizations.

The programme is presented by unique Russian team of professionals in the sphere
of international trade, trade policy and global economic regulation (NRU HSE,
Ministry of Economic Development, WTO Expertise Centre, Vnesheconom-
bank), professors and experts from universities and research centres in Germany,
Switzerland, and Spain, as well as experts from international organizations, such
as WTO and UNCTAD.

Programme duration — 2 years.
Lectures are held in Russian and English languages

The programme provides students with an opportunity to choose one of its edu-
cational tracks:

1. Studying the 2-nd year on MA's programme of the World Trade Institute in
Bern (Switzerland) and getting a double degree (at HSE and at WTI)

2. Studying theoretical and applied issues in economic regulators’ and agents’ op-
erations, with a short-term topical internship at a foreign partner organization

Kiel Institute for the World Economy (Germany).

Application submissions: June 1 - August 16 2017
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