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P-R-OCE-EDI-NGS
9:05 a.m

CHAI RMAN SHI RZAD: Good nor ni ng, ever ybody.
" mgl ad t hat we were all abl e to get here this norning
for this hearing. |'msurprised and pl eased by the
t ur nout .

"1l go through sone preparedrenarks, and
then we' Il go through t he process of havi ng each si de
make their argunentation.

Wel conme to the Departnent of Commerce's
hearing on t he St at us of the Russi an Federati on as a Non-
Mar ket Country Under the U.S. Antidunping and
Countervailing Duty Laws. M nane i s Faryar Shirzad.
" mthe Assistant Secretary for Inport Adm nistration.

I think it woul d be appropriate nowfor each
person on t he Comrer ce Panel toidentify himor herself
for the record.

MR. MAY: |'mJeffrey May. |'mthe Drector
of Policy for Inmport Adm nistration.

MR. HSU: |'m Al bert Hsu, Counsel with IA

MR CLAEYS. Steve d aeys, Chief Counsel for

Assi stant Secretary of Inport Adm nistration.
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MS. MAYER: Barbara Mayer, | nmport
Adm ni stration.

MR. RI CHARDSON: Dave Ri chardson, O fice of
Counsel for Inport Adm nistration.

MR. SM TH: Chris Smth, | nport
Adm ni stration.

MR. SMOLI K: George Snolik, Inport
Adm ni strati on.

IVS. ERKUF: Becky  Erkuf, | nport
Adm ni strati on.

MR KERVAK: W |iamKervak, O fice of Chief
Counsel .

CHAI RMAN SHI RZAD: Thi s public hearingis
not subject to the Adm nistrative Procedures Act.
However, a verbati mtranscript of the hearingis being
made for the official record. Partiesinvolvedinthe
heari ng shoul d make arrangenents directly with the
reporter at the end of the tabl e to obtain copies of the
transcript.

Addi tionally, please ensure that any new
factual informationthat you present today i s submtted

tothe Departnment by 5 p.m on Friday, March 29, 2002.
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VW will beallowngpartiesto address rebuttal coments
or pointsraisedinthis hearingor inprior subm ssions.
Rebuttal comrents are due by 5 p. m on Monday, April 8,
2002.

We have provided to you a schedul e for the
heari ng. Each partici pant has been giventen m nutes for
their presentation, except for where a participant
requested additional tinme as allowed by our public
notice. Were are partici pant has made such a request,
we have granted the requested time. | suggest that we
foll owthe hearing schedul e, as distributedtoyou. Are
there any comments in this regard?

As you begin your presentation, 1|'d
appreciateit if youcouldintroduce yourself andthe
party you represent. No proprietary information should
be di vul ged during this public hearing. Please adequate
precautions to ensure that the comments are based on
information that i s non-confidential and appropriate for
di scl osure.

Unl ess there are any questions, | proposeto

give the floor tothe first speaker, Deputy M nister

Andr ei Sharonov of the Russian Federati on. Wel cone.
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MR. SHARONOV: Thank you, M. Chairman,
| adi es and gent| emen. Thank you for the providing me
with the opportunity to participate in the present
hearing and to provi de the vi ewof the Russi an Federati on
to the venerabl e representati ves of the U. S. Depart nent
of Commer ce on why Russi a deserves to be grant ed mar ket
econony status for the purpose of all the anti dunpi ng
| aws.

My presentationw || be a short overvi ew of
t he progress that Russi a had made si nce t he di ssol uti on
of the ol d Sovi et systemof overwhel m ng state control to
what it represents now. Acountry that has satisfiedthe
Departnment's statutory criteriasufficiently that it
shoul d be decl ared as a mar ket econony. | will do so by
addressing the statutory criteriathat the Departnent is
directed to consider in naking its determ nation.

First of all, I'dlike to address whet her
t he Russi an Federation has privatized alarge majority of
owner shi p and control of the neans of production. Russia
started a nassive privatization programinthe early ' 90s
to transfer its means of production to the private

sector. As aresult of this privatization process, the
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share of the property in Russiaentirely owned by t he
state significantly decreased.

For exanple, in 1990, state enterprises
conpri sed 90 percent of the Russi an econony, and private
conpani es consisted of less than ten. Presently,
however, due to privatization and ot her ref ormpoli cies
instituted by the governnment, this proportion has al nost
conpletely reversed. As aresult, in the year 2001,
privately control |l ed conpani es produced approxi mat el y 86
percent of Russia's GP. These state-owned enterprises
are concentrated inthe sector that aretraditionally
owned by the state in nobst other market econony
countries, such as defense, educati on, housi ng and public
utility sectors.

| would alsoliketonotethat thelevel of
privatizationin Russiais well above t he share conpri sed
by sonme ot her nmar ket econoni es. For exanple, in France
-- this information is from OACD -- the state owns
approxi mately 30 enterprises inthat country. Hencethe
| owl evel of enterprises that are state-owned in Russia
rivals the level in other countries that are

unquesti onably market econoni es.
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Finally, | would liketo point out that the
decrease in the state's control over the nmeans of
production can al so be seen by t he decrease inthe |l evel
of government spending as a percentage of GDP.
Currently, the Russian governnent's spending, as a
percentage of GDP, is less than 15 percent.

Wthrespect tothe next factor, the level
of joint venture and ot her i nvest nents by known Russi an
firms in the Russi an Federati on, other parties here today
will testify about the business climate in Russiaonthe
basis of their own experience.

I would now like to address another
statutory criteria: The extent to which the governnent
has privatized control over the all ocation of resources
and over the price and out put of enterprises. Thereform
in Russia has successfully transferred nost of the
property tothe private sector. Accordingtothe Russian
Institutionandthe civil code, everyone i n Russi a has
the right to engage in entrepreneurial activities,
acqui re and di spose of property for that purpose and
all ocate profit intothe devel opnent of the enterpri se.

Inaddition, the arbitrary interference of the stateinto
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the private affairs of entrepreneurs is prohibited. As
aresult of all theserights afforded by the | egi sl ation,
Russi an enterprises make t heir own deci sion w th respect
toinvestnent, | abor, output, sal es, costs and expenses
and all other aspects of their business operations
wi t hout any government intervention.

Furthernore, the state's i nvol venent inthe
al l ocation of resources is virtually limted to the
regul ati on of pricesfor alimtedrange of products and
services. The Russian governnment has engaged in a
restructure inthe nature of nonopolies. For exanple, in
t he sector of electricity, atrade systemadm ni strator,
a national grade conpany and a systemoperator were
created | ast year. As aresult, the Russi an gover nnent
regul atory power is being further reduced.

W threspect tocurrency convertability, |
ampl eased to state the Russi an rubl e has been freely
convertible for both domestic and foreign account
transactions. Furthernore, the exchangerate for the
Russian ruble is determ ned by market forces. The
process of |iberalizingforei gnexchange operationsin

t he Russi an Federation startedinthe early ' 90s whenthe
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gover nrent had a nonopoly on forei gn trade and currency
by decentrali zi ng external econom c activity and creating
a foreign exchange market based on market principles.

Shortly after its accession to the
I nternational Monetary Fund in 1992, Russi a abolished the
use of rmul ti pl e exchange rates and i ntroduced a uni form
exchange rate. Since then, only one exchange rate has
been used for current paynents and f or novenent of all
capital. 1n 1996, Russia adopted Articl e Nunber 8 of the
| MF Articles of Agreenent. By adoptingthat article,
Russiarenoved all restrictions on paynents and transfers
for current international transactions.

Resi dents and non-resi dents of Russia al so
have the right to a hol d accounts in foreign currency or
inrublesinbanks that are resident | egal entities of
t he Russi an Federation. Furthernore, both residents and
non-resi dents have equal rights to exchange foreign
currency in Russia, which is based on the supply and
demand for the rubl e. The Bank of Russia acts |ike any
ot her participant in the foreign exchange market.

The final statutory criterial wouldliketo

address i s whet her wages i nt he Russi an Federation are
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| argel y determ ned by t he free bargai ni ng bet ween | abor
and managenent. Russia's institution in |abor |aws
careful |l y bal ance t he conpeting ri ghts of governnent,
enpl oyers and enpl oyees. This bal ance ensures that
mar ket force operate to set wages freely in the Russian
econony, because none of the three parties have t he power
to interfere with or circunmvent those forces.

As part of this carefully crafted bal ance,
Russi a | aw provi des fundanental | egal protectionfor the
Russi an workers. This includes the right to bargain
freely for wages, theright tostrikeandtheright to
formand to participate in trade unions. It also
guar antees workers theright to nove freely, permtting
workers to change jobs w thout hinderance, and it
provi des a safety net for unenpl oyed workers. These
rights, protections and entitlenents coll ectively provide
workers with the ability to withhold their | abor and
hence wi t h bar gai ni ng power to negoti ate freely for wages
with their enployers.

The recently enacted | abor code i n Russi an
refi nes but does not alter this careful bal ance. Instead

it enhances certain enpl oyer rights, reformng rul es t hat
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remai ned from Russi a/ Sovi et era | abor code wi thout
sacrificing basic guarantees for workers.

Wthrespect totherights of workers, the
new | abor code provides that no limtation shall be
pl aced on t he maxi numanount of paynents each wor ker may
receive. Acrucial right inenablingworkersto bargain
freely for market wages. The new | abor code al so
requires that amgjority of the workers inanenterprise
approve any decisionto strike. This provisionprotects
the mpjority of an enterprisel abor force agai nst the
actions of mnority that could put all workers' jobs at
risk.

Inconclusion, | wouldliketostate that
t he economi cal and political conditions in Russia have
i nproved dramatical ly since the di ssolution of the Sovi et
Uni on. At | east sincethe end of the 1990s t he Russi an
gover nnent has had | aws and policiesinplacethat have
enabl ed Russia to operate on the basis of market
principles. These changes and t he progress seento date
inRussiaareirreversi ble. Hence, the Departnent shoul d
revoke Russi a's non-nmar ket econony status and use t he

domestic prices and costs of Russia' s enterprises as a
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basi s for cal cul ati ng nornmal val ue wi t hi n neani ng of the
United States antidunping | aw. The Russi an governnent's
policies are as market oriented as, if not nore t han,
ot her econom es t han t he Departnent determ ned qualified
for revocati on of non-market econony status. Thank you
very much.

CHAI RVAN SHI RZAD:  Thank you. The way we' ve
structured the schedul e, as you all can see fromthe
schedul e that we' ve i ssued, it allows for afewm nutes
of questions after each speaker. Sol'll allowthe Panel
alsotochineinif they have any questions of their own.

M. Mnister, thank you for your conments.
One area in which a lot of the folks who've raised
concerns about Russi a's market econony status -- one area
t hat has been an i ssue of concern has been the regul atory
structure of natural nonopol i es and howt he gover nment in
particul ar establishes prices or regul ates prices inthat
sector, particularly asit relates to energy pricing.
There's been sone out si de reports suggesting that prices
inthe energy sector, for exanpl e, are not even set at
cost recovery |l evel s, and that has distortive effects

that spill over into the econony nore generally. Wat
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can you tell us about that?

MR. SHARONOV: Okay. There are sone
activitiesandresultsinthis area. First of all, the
current practice of the Russian governnment in the
regul ati on of natural nonopoliesis based onthe cost
plus principletoregulatetariffs. Sowetakeinmnd
all costs, all correspondent costs for any natural
nmonopol y and t ake i nt o account maki ng t he final deci sion
about the level of tariffs. By the way, the | ast
deci si on of t he Russi an gover nment was t hi s February when
the price for gas and electricity was increased 20
percent. And for railroads sector, for 16 percent.

But | think at the same time Russian
gover nrent made deci si on to transformnatural nonopolies
tosplit activity networkingintheelectricity sector
from generation and distribution. And the Russian
government i s squeezing their responsibility only at the
sector as a transmssion in the United States. And
Russi an governnment wi || gradually go fromregul ati on
price for generation and for distribution.

So in this year, about 15 percent of the

salesintheelectricity market will be non-regul at ed.
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And during the next year, 100 percent of generation
prices will be non-regulated. So thesetwo lines, to
squeeze their responsibility, the governnent as a
regul ator, andtoleadtothe cost plus methods inthe
regul ati ons.

CHAI RMAN SHI RZAD: How is the cost plus
approach mani fested in your regulations? Is this a
formula that you apply --

MR. SHARONOV: Yes.

CHAI RVAN SHI RZAD: -- or how is this
i npl enment ed?

MR. SHARONOV: There is a special federal
regul ator, it's call ed Federal Energy Conmm ssi on, which
is responsible for tariffs regulation for gas,
electricity and railroad sector. And for
tel ecomruni cation, thereis amnmnistry with the sanme
procedure. So natural nonopoly -- each natural nonopoly
appliestothe appropriate regul ator with sone papers
whi ch shoul d establish the background for revising
tariffs due to some changing inflation, soon and so
forth. Andthereis procedure about two nont hs when t he

Feder al Ener gy Comm ssi on shoul d | ook t hrough t hese ol d
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backgr ounds and nake fi nal decision. |f natural nonopoly
wi || not be satisfiedbythat decision, interns of costs
shoul d be covered, it could apply tothe court to revise
t he deci si on of the Federal Energy Conm ssion. Soit's
typi cal for any natural nonopolies.

CHAI RMAN SHI RZAD:  Anot her area of concern
t hat' s been rai sed by a nunber of the comrents has to do
with the degree to which there -- at | east sonme woul d
argue there's a di vergence between the | ans on t he books
and the ability of aprivate party to seek redressinthe
court system for exanple, for the enforcenent of the
| aws. And the argunment being that theinability to seek
redress inthe court systempresents such a significant
distortionin the econony that it undermnesits full
operation to say under-nmar ket principles. Wat can you
tell us about the court system the enforcenent of the
ruleof law, the ability of private parties, particularly
foreigninvestors, for exanple, to seek redress i n Russi a
courts?

MR SHARONOV: Yes. The next speaker, Bl ake
Marshal |, will observethistopicinparticular, talking

about their own experience invol ving the court systemin
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Russi an Federation. So | coul d address your questi on or
it's the next speaker.

MR. MAY: | think, Mnister, just onething
tofollowup oninyour remarks, ontherecord that we
have before us, there are different figures about the
per cent age of the private sector in Russiainterns of
GDP, and you nenti oned an addi ti onal figure today of 86
percent, if | heard correctly. 1'mjust wondering where
t hat nunmber cones frominterns of the data points that
that's drawn from and sort of your views on what
percent age we should be | ooking at in terns of the
private sector.

MR.  SHARONOV: | guess you imply two
different figures, becauseinitially, two years ago, we
t al ked about 74 percent share of GDP produced in the
private sector. Now, this |last figure of 86 percent
relates to the m ddl e of year 2001. So di stance bet ween
thesetwo figuresis oneyear. Andthis percentage, 86
percent, i s produced by conpani es wher e gover nment has
fromzero up to 49 percent. So governnent has no control
of this sector.

CHAI RMAN SHI RZAD: So i f | can under st and,
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t he percent age t hat you gave us i s for whol | y st at e- owned
sector is 14 percent?

MR. SHARONOV: Yes. Yes.

CHAI RMAN SHI RZAD: (Okay. Because there's
conflicting -- | guess there's --

MR. SHARONOV: Entirely owned.

CHAI RVAN SHI RZAD: | see. Becausethereis

-- the percentage is, what, that the EBRD publi shes,

suggests that the state owns up to, what, 30 percent?

PARTI Cl PANT: Yes, it's 30, but | think that
i ncl udes sone enterprises that are m xed ownership. So
sone judgnent has to be nade about if you have this
cat egory of m xed ownershi p, what enterprise -- what
share of those enterprises are appropriatetreatedw thin
the state. These two figures can -- they're not the
sayi ng the sanme thing. You' re tal ki ng about the share of
GDP attributable to wholly owned enterprises.

MR. SHARONOV: Takinginmndall sharesin
non-controlled entities.

CHAlI RMAN SHI RZAD: Okay. Thank you. Does
t he Panel have any nore questions? Okay. All right.

well, thank you, M. Mnister.
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MR. SHARONOV: Thank you.

CHAI RMAN SHI RZAD: Qur next presenter is
Neil Ellis fromthe law firm of Powell, Gol dstein,
counsel to JCS Severstal, Novolipetsk Iron & Steel
Cor por ati on.

MR. ELLIS: Thank you. Good nmorning. My
naneis Neil Ellis, lawfirmof Powel |, Col dstein, Frazer
& Mur phy. 1'mjoi ned by vari ous ot her peopl e here, by
the way: Stanley Al exander, al so Dani el Pinistra and
Mer edi th Bl akesly and Scott Antell fromArthur Anderson
who are available also to answer particularly the
techni cal questions that we have.

V& ar e appeari ng obvi ously i n support of the
Russi an governnment' s request to determ ne t hat Russi an
shoul d be designated as a market econony. We' ve
presented al ot of information and argunents i n support
of our positioninthe briefsthat we have filedw ththe
Departnment, so |l just want to focus on a fewi nportant
points in the time | have.

| alsowouldliketotakeafewmnutesto

respond t o sonme of t he points nmade by t he donesti c st eel

producers in their letter or subm ssion of February 28.
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CHAI RMAN SHI RZAD: Neil, you nmay want to
speak upalittle sothe folks inthe back can hear you.

MR. ELLIS: Sorry. Okay. First on
overvi ew, we believe that there' s no questionthat Russia
has satisfied the statutory criteriain Section 1677.18
so that it should be declared a narket econony.
Specifically, the statutes defines a non-market econony
country as one that, quote, "does not operate on narket
principl es of cost or pricing structures so that sal es of
mer chandi se i n such a country do not reflect their fair

val ue of the merchandise.” Andthe questionis does this
descri be conditions in Russia? W submt that it does
not .

The inmportant point to renmenber is that
perfection is not the standard to be appliedin this
determ nation. Andthe Departnment has repeat edl y not ed,
gquot e, "Each of the six statutory factorsis franedin
terns of the extent of government intervention and not in
terms of absol utes, suggesting that a conplete | ai ssez-
faireinaconpletely conpetitive nmarket econony i s not

t he applicabl e standard.” That was, for exanple, in your

meno of Novenber ' 99.
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Thus i n order for Russiato be foundto be
a mar ket econony it does not neet sone theoretical ideal
of a conpetitive market. Rather, therelevant inquiryis
t o conpare Russi a to ot her market econony countries and
inparticular, inthe case of Russia, to other forner
conmuni st countri es of eastern and central Europe that
have recent|y been desi gnat ed as mar ket econom es. Wen
conpared tothe situations inthose countries at the tine
of the Departnent's determ nations, the data for Russia
showthat it |i kew se shoul d be desi gnat ed as a nar ket
econony.

I ncidentally, we believethat this point is
particularly illum nated by the Departnent’'s deci sion
yesterday to revoke Kazakhstan's non- mar ket econony
status. W' ve not yet seen t he underlying menoin that
case, but inthe notice of the final determ nationthe
Depart nent recogni zed t hat al t hough Kazakhst an' s progress
had not been snmooth and uninterrupted, quote, "The
totality of Kazakhstan'sreformsinliberalizingits
econony denonstrate that i s has conpleted the transition

t o mar ket economny.” And we woul d submt that Russi a has

progressed at | east as far as Kazakhstanin terns of the

NEAL R. GROSS
COURT REPORTERS AND TRANSCRIBERS
1323 RHODE ISLAND AVE., N.W.
(202) 234-4433 WASHINGTON, D.C. 20005-3701 www.nealrgross.com




10

11

12

13

14

15

16

17

18

19

20

21

22

26

factors cited by the Departnent: the convertability of
its currency, |abor nobility and wage reforns, all ocation
of resource decisions by the private sector and
i beralization of price controls.

Anot her point inthe current caseis that
much of this di spute focuses onthe de facto conditions
in Russia, not onthe dujurelegal devel opnments, which
general | y seemto be recogni zed as est abl i shing a strong
framewor k for market econony.

In looking at the de facto question, it
can't be deni ed that t here have been enornous changes i n
Russia in its econom c systemover the past decade.
| ndeed, the country has undergone a w enchi ng economi c
overhaul that it's hard for us sitting here, frankly,
even to i magi ne. The questionis not whet her there have
been changes i n t he Russi an econom ¢ syst embut rat her
whet her t hese enor nous econom ¢ changes supported by t he
vast revisions of the | egal systemhave been suffi ci ent
tojustify the Departnent’'s recognitionthat Russia has
devel oped i nt o a mar ket econony, bearingin mnd again
t hat the standard i s not | ess here. W submt agai nthat

t he answer shoul d be yes.
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| wouldliketopoint toa fewof the nost
sal i ent econom ¢ devel opnents, but first | want to touch
on one other matter. Afewof the opposing parties bring
i ssues that we submt are not very relevant to the
statutory criteriafor the Departnent's determ nati on and
will just have the i npact of inflamngthis issue. These
i ssues i nclude corruption and the all eged | ack of an
i ndependent judiciary, anong others. Regar di ng
corruption, whileit's existence obviously  regrettable
wherever it occurs, it should be clear to all observers
t hat President Putin and hi s advi sors have enbar ked on a
serious anti-corruption canpai gn, which includesthe
revi sion of licensing and regul atory procedures, which
reduce the opportunities for graft and corruption.

More fundanmental |y, corruptionis not really
a criterion by which a country's narket econony
designationis to be measured, andrightfully so. There
have been sonme nassi vel y corrupt over the years whose
mar ket econony desi gnati on was not i n question, such as
t he Phi | i ppi nes under President Marcos. And | don't nean
to of fend peopl e here with particul ar exanpl es, but just

t he concrete exanpl es help.
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Put sinply, corruption and communi smare two
di fferent things. The existence of corruption does not
convert acountry into an NVE nor does it prevent an NMVE
fromdevel opi ng i nto a market econony. Wileit'sto be
regretted, it has nothingtodowth the question of the
exi stence of a market econony.

And the sane is true as to the exi stence of
an i ndependent |y functioning judiciary, whichl wll pass
on for the sake of tine, but just to nention that, except
to note that again it is hard to understand the
connecti on, because there are dozens of countries around
the worl d that have |imted or no functioningjudiciary
what soever. And |' mnot goi ng t o nanme nanes here, but we
can i magi ne themjust fromthe news. Andit's not a
guestion that those countries have sonehowslippedinto
non- mar ket econony status. Not only is Russia's dispute
resolution systembetter than many but it's quality
shoul d not play aroleinthe decision of the Depart nment
on this issue.

Turningtothe statutory criteria, | would
just like to touch on a few points quickly, but in

particular | wouldliketo enphasize the devel opnents as
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tothe statutory criteriainlight of theconditionsin
the other countries as to which the Departnment has
consi dered the market econony in question.

The first criteriaonthe convertability of
currency, several facts should be borneinmnd. First,
i n Russia, market forces freely deterni ne the of fici al
exchange rate of the ruble. Second, the convertability
of therublefor useinconnectionwth current account
restrictions is, inthe words of the U S. Comerci al
Servi ce, quote, "unrestricted.” Andthose factors, by
t he way, from what we could tell from the Kozak
determ nation were cited there as well.

And, third, the m ni mal remnai ning currency
controls are no nore severe than those routinely
mai nt ai ned by ot her mar ket econony countries, such as
Poland at the tinme the Departnent made the Polish
determ nation, and evenin France and Italy, whichthe
Departnment alsocitedinthe Polish determ nation, and
I ndia and Brazil. | ndeed, the fact that India's
currently control s are at | east as extensive as Russia's
is particularly significant, giventhat Indiais not only

consi dered by t he Depart nent to be a mar ket econony but
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the fact it's regularly used as a surrogate for China.

On the second criteria, the extent to which
wage rates are detern ned by free bargai ni ng bet ween
| abor and managenent, several factors shoul d be not ed
here too. First, the Russian governnent maintains a
m ni nrumwage but no maxi nrum unli ke some of t he ot her
countries that the Departnent designated as market
econom es.

Wage rates are |l argel y determ ned -- second,
wage rates are |l argely determ ned by mar ket forces of
supply and demand, not by the governnent, which is
reflect, as shown inour rebuttal brief, by the fact that
there are differences in pay scalesindifferent regions
across the country and across different i ndustries within
t he econony.

And, three, the labor has aright tostrike
freely in Russia, but the nunber of work st oppages has
declinedinthe past fewyears, as t he probl emof wage
arrearages has been reduced.

Onthethirdcriterion, the extent to which
i nvestnents by firns of other countries are permtted, in

this case, in Russia, perhaps the best evidence of
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Russia's increasingly hospitable climate for FDI is
denonstrated by t he fact that bet ween 1993 and 2000 t ot al
in-flows of FDI into Russia rose on an average of a
little bit over 22 percent per year, as seen in the
chart, the data, that we have on Page 91 of our rebuttal
bri ef.

Moreover, the limted restrictions that
remai n on foreign direct i nvestnment i n Russi a conpare
favorabl e to the situati ons i n eastern European countries
at the time that the Departnent revoked their
desi gnations. Those countries had restrictions on
foreigninvestnent inreal estate and various i ndustri es,
such as t el ecomuni cati ons, energy, defense and ti nber,
et cetera.

These countries, by the way, al so confronted
foreigninvestorswithdifficulties, which are described
inthe Department’' s notices inthose countries and are
sunmari zed in our rebuttal brief on Pages 87 to 89.
Agai n, these probl ens were not consi dered so severe t hat
t hey prevented t he Departnent fromrevoki ng their NVE
desi gnation. The sane is true for Russia.

On the fourth criterion, the extent of
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governnment ownership or control of the means of
production, theinpact of the vast privatizationdrivein
Russia can't be denied. The result is that -- well,
again, there are conflicting nunbers here, but 74 percent
of the GDPin 2000 was produced by private enterpri ses,
as stated i n Russi an gover nnent' s nenor andumsubm tted to
the Departnent. Thisfigureis veryclosetothe EBRD s
estimateinits 2001 transition report of 70 percent, and
it's al so, as Deputy M ni ster Sharonov pointed out, it's
less thanthe figure they' ve estimated nowfor 2001 of 86
percent .

And the latter point, by the way, the 86
per cent nunber, | woul d note, was subm tted and accept ed
by the negoti ating parties inthe WOteamworki ng on the
accession of Russiatothe WO, Russiasubmttedthat
figure as being the current estimate of GDP generat ed by
private enterprise, andit was accepted and adopt ed by
the working parties, including the United States.

Ckay. Al t hough sone of the opposing parties
point tothe fact that Russia has not privatizedtherail
and energy sectors, we woul d subnit that this factor

aloneis not particularlyillumnatingfor your market
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econony determ nation. Governnments of many market
econony countries owntheir ownrail systens. |ndeed,
thisis acomopn phenonenon t hroughout west ern Eur ope.
Countries that are, | assune, beyond a doubt consi dered
mar ket econom es.

And the governnents of many countries,
especially those like Russia that are rich in
hydr ocar bons, own or control their own national petrol
chem cal industries, such as Saudi Arabia, Mexico,
Venezuel a, again, countries that are clearly regarded as
mar ket econom es. There's no reason to distinguish
Russia on the fact that it runs its railroads and
regul ates or owns i ts energy sector, although, again, as
t he Deputy M nister pointed out, it is -- evenonthe
latter, it i s beginningor it has begun t he phase-out of
its ownership and control.

Last, onthefifthcriterion, control over
the all ocation of resources and prices, the Russian
Federation has renoved itself, toalarge extent, from
control over these econom c decisions of private
enterprises. In its menmorandum submitted to the

Departnment in this proceeding in last July, the
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governnment estimated that state regul ati on or prices
covers products and servi ces correspondingto only 15
percent of the GDP. This figure is close to that
calculated in the 1999 Index of Econom c Freedom
publ i shed by t he Heritage Foundati on, whichis a source
that i s reliedupon by our opponents, whi ch concl uded
that 90 percent de facto prices are set by free
enterprises.

The | ast areal'dlike to just nentionis
addr essi ng a coupl e of the additional comments fil ed by
t he donestic steel producers on February 28. They ar gue
t hat our rebuttal brief that we fil ed on February 7is
i naccur at e and m sl eadi ng, but arevi ewof their argunent
suggests that except for a fewtypographical errors,
whi ch | apol ogi ze for, in fact our data was fine. |

obviously don't havetinetogointoall of this. W my

do so in the new opportunity for rebuttal you suggest.

There are a couple points | do want to
mention herewhilel still have afewm nutes. First,
t hey very casually assert that, quote, "The right to
freely strike is gone in Russia," contrary to our

interpretation of theinpact of the newl abor code. They
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base t hi s concl usi on on a quot ati on t aken out of cont ext
of a statement nmde by the Mnister of Social
Devel opment, which is Exhibit 15, | think, to their
addi tional comments. Here the Mnister stated that,
quote, "We have i ncluded a harsh conditioninthe new

| aw. But the context of that speech, which is not
availablein their comments, shows that he used the term
"harsh, " ironically. The supposedly harsh provision of
the | abor | aw operates in a way, as M. Sharonov j ust
menti oned, to balance the right to strike with an
assurance that the ngjority of workers in an enterprise
woul d be protected fromwork i nterruptions, froma strike
wi t h whi ch t hey di sagree and which i s support or driven
by only a tiny mnority of the workers at a given
enterprise.

Just as one exanpl e of the domestic steel
producers om ssi ons fromthe quote, the M ni ster preceded
hi s statenment that they quote about the harsh condition
with the statement, "The procedure of calling astrike
has been facilitated. It is nowpossibleto organize a

stri ke at shorter notice, clearly show ng anintent on

t he part of the Russian governnment that the right of
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strike is not to be underm ned or weakened by t he new
[ aw. "

I nany event, regardless of hisintent in
usi ng the word, "harsh," the provision of thelabor | aw
requiring the support of a mpjority of workers in an
enterpriseisthe same as established practice inthe
United States. Hereinthe United States, althoughthe
identificationof the percentagerequiredisnot inlaw
asitisinRussia, itisleft totheconstitutions and
byl aws of individual entities.

But t he standard practice throughout the
countryistorequireanajority vote. And sone unions,
infact, evenrequire asuper mgjority, a 60 percent or
two-thirds vote, before a strike may be call ed. The
reason i s obvi ous: The union wants to make sure it has
t he support of its workers before it drags themout.
Thus, if this provision in this Russian | abor code
requiring a mpjority vote has destroyed the right to
strike freely, then that right also is absent in the
United States. Cearly, this conditionin Russia cannot

be anynore i ndi cative of NMEstatus thanit is for the

Uni ted St ates.
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One other point I'd like to nention --
actual ly, there's several others, but there's one nore |
will leapto. The donestic steel producers call the data
-- repeatedly call the data that we subm tted on foreign
direct investnment m sl eading and fal se and grossly
m sstated, all sort of bad things, and there are
addi ti onal coments on Page 4 and 11. 1In fact, the
oppositeistrue. They arrive at different figures from
us because they start with net investnment, foreign
i nvestnent. That is net of i nward and outward i nvest nent
flows, whichis avery different neasure fromour data on
total in-flows into a country.

And in fact we are show ng you t he i ncone - -
to personalize it, the incone of a person. They are
show ng a snapshot of a checkbook, where obvi ously you
woul d have a very large in-flowbut al so a very | arge
out-flow. You end up with a small net. That is not
i nformati ve. And they gl oss over this distinction, which
t he EBRD sour ce, whi ch the point out -- whichtheycite
to, makes this point, because the EBRD says, quote,
"Gross in-flows of FDI are i n sone cases consi derably

hi gher than net in-flows on account of increasing
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interregional investnment flows. |In other words, in
particul ar, because of i ncreasing i nvestnent outward
bound from Russia to its nei ghboring countries.

CHAl RVAN SHI RZAD:  Nei |, | thi nk we're goi ng
to have -- you're going to have to cl ose.

MR. ELLIS: Okay. Inconclusion-- that's
fine. | just want to note that the breadth and dept h of
Russia's comm tment i n changes to a mar ket econony are
i ndi sput abl e, and the notion that after all of these
changes Russi a remai ns a non- mar ket econony, a comuni st
country, is absurd. Thank you very nuch. Sorry for
taking too much tine.

CHAI RMAN SHI RZAD: Thanks, Neil. Qur next
speaker i s Andrew Soners, the President of the Ameri can
Chanmber of Commerce in Russia. M. Soners?

MR. SOVERS: Thank you, M. Deputy
Secretary. Appreciatethe opportunity to give the views
of 650 Anerican conpanies who are operating in the
Russi an mar ket pl ace. I'mgoingtotry to convey to you
sone sense of the dynam c processes whi ch are underl yi ng
the acceleration of Russia's transition to a market

econony.
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Qur menmbers, nost of themare the Anerican
bl ue chi p, wel |l -known, brand conpani es that operatein
the United States, feel a certain conpetitiveinthe
sense that they are working in the Russi an Feder ati on and
have a real sense of what i s goi ngonthere, regardl ess
of interpretation of statistics and macro econonic facts,
whi ch we t hi nk are very positive, but neverthel ess, |
will try to convey what is going on there fromthe
perspective of people who are working there.

The Anmeri can Chanmber of Commerce, as you
know, subm tted extensive comments inrebuttal tothose
who woul d ar gue t hat Russi a does not deserve a change of
status, sol will not repeat those argunents, and | w ||
try not to repeat the very excellent points nmade by
Deputy M ni st er Sharonov who i s one of the leadersinthe
drive to push Russiathroughthetransitionto a market
econony, nor the excellent sunmary by M. ElIlis.

l"d like to make three points. First of
all, American conpanies arethriving economcally in
Russi a. Secondly, Anerican conpani es feel a strong sense
of ownershipinthetransformation of Russiafroma state

econony to a market econony. And, thirdly, I'"dliketo
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comment briefly on the m ndset of people wholive and
work in Russia, both Anericans and Russi ans.

Wthrespect tony first point, many of the
Amer i can conpani es operating i n Russi a over the past two
year s have experi enced si gnificant revenue growthinthe
doubl e- and eventriple-digit range. Thisis from2000
over 1999, 2001 over 2000, and t he prospects for 2002 are
equal |y positive. | thinkthisisinportant not only for
its absolutereflectionof profit but we're tal ki ng about
conpanies that are operating from market econony
principles. They have busi ness pl ans t hat you woul d al |
recogni ze. They retai n executive searchfirnmstosolicit
enpl oyees, both Russi an and Aneri can, who qualify for
hi gh-1evel jobs in Russia.

They are operating as if Russiais a market
econony. That is not to say there are not problens in
Russiaw th custons, certificationstandards, but the
mar ket i s drivingthe success of Amrerican conpani es. The
consuner mar ket i s expandi ng. The power of consuners to
spend noney has grown significantly in the past two
years. Thisis what is drivingthe success of Anerican

conpani es in Russia.
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The second point | would |ike to nake is
about the ownershi p that American conpani es feel inthe
transformati on of the Russian econony. The Russian
government, the mnistries, the duma, the presidenti al
adm ni strati on, has been very accessi ble to the Areri can
busi ness community in ternms of its views about what
shoul d be done. And the reasonis pretty sinple: To us
it reflects the fact that the Russian governnent is
comm tted to becone a mar ket econony and i n fact has gone
a long way to becom ng a nmarket econony.

We areinvitedtotestify before the duna,
we have 17 commi ttees -- tax, custons, nedi cal care --
who are invited to neet and have di al ogue with comm ttees
of the duma who di scuss taxes and custons and head up
health care. W have neetings at the Mnistry of
Econom c Devel opnent and Trade, the M ni stry of Fi nance.
There i s an acti ve di al ogue bet ween t he Aneri can busi ness
communi ty and t he Russi an governnment, and that i s why we
feel that we are participatinginthis process and why we
believe very firmy that Russia is a nmarket econony.

The third point | would |iketo nmake hasto

dowiththe mndset, andif it's permssible, 1'dliketo
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just read a very brief statenent fromour own nmagazi ne,

Am ChamNews of April and May of 2002, fromD mtri Kozak

who was President Putin's Chief of Legislative-- rather,
Judi cial Reformin Russia.

Andinhis article, he'sreferringtothe
enor nous economn ¢ and political transfornmati ons which are
taki ng pl ace i n Russia. And he says, | quote, "Al'l these
transformati ons are undertaken with t he sol e pur pose of
creating a denocratic rule of lawstate with a nodern
mar ket econony in order to ensure not i nword but i ndeed
the i mpl ement ati on of a key constitutional provisionthat
human and civil rights are the suprene val ue."™ Now, |
findthis very significant, not only because it refersto
a mar ket econony, but he does it in the context of a
civil society in denocracy.

The Russi ans ar e maki ng t he sane connecti on
Anmericans are making between market economy and
denocracy. They have the sane belief that thereis a
connection, that onereinforces the other, andthat is
anot her reason why we believethat it's very inportant
t hat t he Departnment of Conmerce fi nd what we bel i eveto

be true, that Russiais a nmarket econony, becausethis
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will further stimulate Russia's drive to a fully
denocratic system

If I may quote again, very briefly, fromthe
sanme magazi ne. Nadezhda Sal i scheva, who i s one of the
out standi ng | awyers i n t he Russi an Feder ati on, conmenti ng
on the newadm ni strative code whichw Il take effect
July 1, 2002. And this is an enornous task which has
been i npl emented to revi se the ol d Sovi et adm ni strative
code into onethat is nodern. And Ms. Salisheva says
that, "A new code was required that reflects the
realities of Russia's market econony, the transition
periods and full-fledged entry i nto a narket econony, as
well as new | abor relations.” Again, here is an
out standi ng | eader i n Russi a who bel i eves that Russiais
well on the way to a market econony.

Wthrespect tothenmndset, |'dalsolike
t o poi nt out that there has been significant i nprovenent
i n corporate governance, a vol untary cor por at e gover nance
code was published by the Securities and Exchange
Comm ssion, if | may use the Anerican transl ation of the
Russi an nanme for that Comm ssion. This reflects an

under st andi ng t hat cor porate governanceisinthe self-
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interest of business. It's not just a great noral
virtue. It's arecognition by the governnent and by
busi nesses that transparency will lead to increased

shar ehol der val ue, and there are al ready a nunber of
exanpl es i n Russi a where conpani es t hat have adopt ed
cor por at e gover nance have seen t hei r share val ues doubl e
and triple.

A second point on mndset, the tax
| egi sl ation, which has reduced i ndi vi dual inconeto 13
per cent and corporate i ncone to 24 percent and whi ch al so
recogni zes ordi nary and necessary busi ness expenses.
This to ne is a key reflection of the Russian
governnment's decisionto allocateto market forces, as
opposed to t he governnment, hownoney shoul d be spent.
Busi nesses and t he i ndi vi dual s have far nore i nconeto
spend and actual |y drive the market than they did before
the tax | egi slation was i ntroduced. Again, tonethisis
a substitution of the market for government all ocation of
resour ces.

And t he final point I woul d make on m ndset
is judicial reform One of the key changes in the

judicial systemin favor of a market econony has been a
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deci sion, which is now|law, which no |onger permts
busi ness and econom c cases to be tried in courts of
general jurisdiction. They nust betriedinso-called
arbitration courts, which have expertise in business
cases. This is going a long way to prevent an abuse
whi ch has occurred i n Russi a where each si de of the party
goes to a court of general jurisdictionandends upwth
contradi cting deci sions, which can't beinplenmented. Now
thereis one court that all econom c deci si ons nust be
triedin, andthisis aneffort by the governnent, anong
many, to get at the probl emof inplenmenting judicial
deci sions, anissuethat was referredto earlier by you,
M. Assistant Secretary. The Russians are wel| aware of
the problens intheir | egal system and under M. Kozak's
| eadership significant progress is being nade.
Sowiththat, | would cl ose by sayi ng t hat

t he Aneri can busi ness comrunity i n Russi a, nany of the
Russi ans who ar e operating in business and certainly the
| eaders of governnment believe that Russiais well on
their way to becom ng a market econony, and we
respectfully reaffirm our request that Russia's

appl i cation for change of status be granted. Thank you.
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CHAI RMAN SHI RZAD: Thank you, M. Soners.
VWhat |'dliketodois allowthe remini ng speakers who
are here in support of Russia's market econony status to
make t heir presentations and then to save questions for
t he group as awhole. 1've allowed sone of the speakers
togoalittlebit over tinme. 1'I1 obviously allowthe
sanme courtesy to the opponents, tothe extent there's a
littlebit nmoretineallowd. But evenw ththat sort of
flexibilitythat I'll trytobringintothe system 1'd
appreciate it if you could try to stay within the
allotted time period we've desi gnat ed.

Qur next speaker is Z. Bl ake Marshal |, the
Executive Vi ce Presi dent of the U. S.-Russi a Busi ness
Council. M. Marshall?

MR, MARSHALL: Good norning, and t hank you,
M. Secretary, for the opportunitytotestify today on
behal f of the 260 nenmber conpani es of the U. S. - Russi a
Busi ness Council. W' re based here in Wshington, D. C ,
and al | but a handful of those 260 nenber conpani es are
Ameri can conpani es operatinginevery industry sector in
t he Russian economny.

Here at the outset, | want to appl aud t he
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Depart nent of Commerce for the professionalismand
seriousness with which you' ve approached t he task of
maki ng a determ nati on on Russia's NVE status. During
the public coment phase of this process, we have
gar nered a good deal of input fromour nmenber conpani es,
bot h i n anecdotal and nore substantive forns. |n our
view, thetinme has coneto officially recognize what is
so obvious to so many, that Russia is no |longer a
communi st country with a centrally planned econony.
Based on the statutory criteria, the overwhel m ng
pr eponder ance of evi dence speaks strongly in favor or
revoki ng Russia's NME status. In fact, based on t hose
determiningcriteria, | can't think of asingle one of
our menber conpanies that woul d oppose revocati on.

Let's recall what the standard is and i s
not. Russia does not have to be a perfectly functi oni ng
mar ket economny t o deserve mar ket econony status. The
Departnment's precedence i n east central Europe andthe
Baltics have clearly established that. The fact is that
hundreds of Anmerican conpanies are operating there
successfully on the ground, as ny friend and col | eague

Andy has just denonstrated. And any suggestiontothem
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that they are operating sonehow under non-narket
princi pl es and mechani sns woul d frankly be met with
bewi | der ment .

The observations that I will make this
nor ni ng ar e based on t he Counci | 's decade of experi ence
in assisting American conpanies with their business
devel opnent i n post-Soviet Russia. |'msure the | aw
firms filinginoppositiondoagoodjob of representing
their donestic clients herein Wshington. However, | am
| ess convi nced that t hey have pai nted an accurate picture
of the Russi an mar ket pl ace i n early 2002. Many of the
argunent s posed were rooted i n m d-1990s dynam cs. Those
i n opposi tion nmake conveni ent use of outdated material in
support of generalizations that frankly don't reflect the
reality that is Russia today.

Let me of fer just one exanple. One of the
subm ssions in opposition states that rather than
relaxing barriers to foreign investment further
restrictions on foreign investnment are currently
envi si oned. The Russi an adm ni stration and the state
duna ar e di scussi ng addi ti onal | egi sl ation which would

specify areas in which foreign investnent shoul d be
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prohibited or restricted. Let nme nake three pointsin
response.

First, the fact that there is any such
di scussion in post-Soviet Russia shouldn't really
surprise anyone here, given the pace and magni t ude of
Russia's transformati on. Second, it's nmisleadingto
suggest there's been much nore t han di scussion. 1've
participated in many of these duma di scussi ons since
1994, and not nmuch has conme of them Russia has not
i npl ement ed any broad foreign investnment screen-out
nmechani sms or serious restrictions. Infact, thetrend
isjust the opposite. Wtness the cap on foreign banki ng
activity liftedjust | ast year. Wil e we' ve seen ot her
sporadic attenpts to prohibit or restrict foreign
i nvestment in areas such as the i nsurance and tourism
i ndustries, one shoul d ask Al l i anz and Ameri can Expr ess,
for instance, about those successes.

These past attenpts were a function of
conmuni st mnorities that are withering away w th each
failedeffort inthe duma. There can be no doubt that in
Putin's Russiathetrainhasleft thestation, |eavinga

smal | xenophobi ¢ constituency behi nd.
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Third, tothe extent there exists any such
restrictions, they are clearly the exception and not the
rule. And as such, these arereally nmarket access i ssues
t o be di scussed. The standard for market econony i s not
free, unfettered access for foreigninvestors; indeed,
the restrictions inseveral graduated European countries
are far nore severe. W have t he WO accessi on process
to neticul ously negotiate questions of market access.

Joi nt ventures and ot her i nvest ments by non-
Russian firms are not only permtted in the Russian
Feder ati on, but the encouragenent of joint ventures and
i nvestnent activity is a matter of stated governnent
policy, and there is abundant evidence of policy
i nmpl ementation ranging fromtax incentives to the
est abl i shnment of no worse t han national treatnent for
foreigninvestors. Inportantly, thisis not nerely a
t heoretical construct; it's practical applicationis
evident every day in every sector of the econony.

As a result of the Russian governnment's
concerted effort toattract foreigninvestnent, FDI is
expected to double by 2005. The FDI statistics are

replete with prom nent exanples of the long-term
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commi tments Anerican firns have made to t he Russi an
mar ket, a fewof which | would like to share with you
t hi s norning.

As you' ve noted fromtheir own conpel | i ng
subm ssi on, Lockheed Martin's partnershipwiththe state
ent erpri se, Khrunichev, has been, fromits inception, a
for-profit comrercial venture operating accordingtothe
forces of supply and demand i n a conpetitive nmarket pl ace.
I n one of Russia's nost sensitive sectors, Khrunichevis
a shi ni ng exanpl e of comerci al autonony as it nakes al
decisions relatedto resource al location, pricing and
out put based on custoner requirenents and nar ket forces.

Ford Mot or Conpany i s investing $150 ml1lion
to produce the focus pl atformin Leni ngrad Obl ast. Al so
in northwest Russia, Phillip Murris investnent $330
mllion in its Ezur facility in 2000 and | ast fall
announced an addi tional $100 m|1lion i nvestnent to expand
production. The Conpany had expected to recover their
initial $330 mIlioninvestnment inthe factory by 2009,
but the enterpriseis operating so successfully that it
will pay for itself by the second quarter of 2003.

Announced in early 2001 the $330 mi I lion
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deal that General Mdtors has crafted with Avtovaz, an
i ndustrial giant transfornmed fromthe Soviet era, will
produce t housands of the Neva sport utility vehicl e under
t he Chevy brand name. The EBRD was so convi nced of t he
potential that it took both a debt and an equity stake in
t he project, part of the bank' s opti m stic outl ook on
Russi a overal |, which yi el ded a 50 percent increasein
its funds dedi cated to Russi a and t he I NS over the next
five years.

The Caspi an Pi peline Consortium | ed by
Chevron, Texaco and Exxon Mobi |, has successfully built
a 1l,000-mle pipelineat acost of $2. 6 billion, of which
$2.2billionis beinginvestedinRussia. Mst recently,
Exxon Mobi | announced a $4. 7 billion conm t ment to phase
one devel opnent of the Soklin Cne O fshore project, which
could total $20 billion upon conpletion.

I could offer nunerous other exanples:
Wigley, Mars, Kraft, International Paper, thelist goes
on and on. Since M nister Sharonov has done such a good
j ob of updating us onthe privatization agenda i n Russi a
and denonstrating the conti nued progress that the Russi an

Federation is maki ng, he has al so drawn conpelling
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parallelstothe experiencel thinkthisnorning, | wll
ski p over the section of comments | wanted t o nake on
gover nment owner shi p, control of the neans of producti on.
Let me just say that in conclusion the
Aneri can busi ness communi ty operatingin Russiastrongly
supports the revocation of Russia's NME status. To deny
Russia official recognitionas a market econony woul d be
todeny Russia's current reality andthetruly startling
progress achi eved over t he past decade. Howcoul d t hose
conpani es' success stories take place i n anyt hi ng ot her
t han a mar ket econony. Those firms woul d be shocked
i ndeed i f confronted by an abstract notion that sonehow

Russi a has not cl eared the mark. Thank you very nuch for

your tinme.

CHAI RVAN SHI RZAD: Thank you, M. Marshall .
| think what we' || do here is allowthe Panel to ask a
fewquestions of the proponents, and | think I'Il nodify

the schedule alittle bit and suggest that we goto a

break bef ore M. Edlin speaks. And | understand you're

here in opposition to Russia's market econony status?
MR. EDLIN: That's correct.

CHAI RVAN SHI RZAD: Ckay. Well, sol want to
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t hank al | the speakers here who are here i n support. |
t hi nk one of you, | thought, nade t he point well, which
is that there's a -- one of the issues that the
Departnment will have grapple with in making this
determnationistoreally discernthe degreeto which
t here' s a gap bet ween what t he | aw provi des i n Russi a and
what the sort of de facto environnent is there on a
variety of factors. Cearly, thereis-- inawderange
of areas, the legal environnment has addressed the factors
t hat we are obligated by lawto | ook at i n determ ning
whet her or not Russia's a nmarket econony.

But t here are questions t hat the opponents
have rai sed and our econoni sts have begun to | ook
carefully at that come to t he questi on of whether the
| egal environnent -- whether the de facto environnent is
fully reflective of the dujureconditions. Andthis
i ssue cones up i n a number of areas, therule of | awand
others. Onethat I'dliketoraiseas nyfirst question
--and 'l allowany of youto answer; whoever wants to
answer it, 1'd be happy to hear from-- has to do on the
i ssue of wages. Clearly, there are |l aws i n pl ace now

that all owthe free bargai ni ng of wages or i ntended in
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that direction, but there appears to be, accordingtothe
opponent s, significant evidence of wage arrears and ot her
i ndi cat ors, suggestingthat infact wages are not fully
set by markets and t hat workers are respondi ng to signal s
ot her t han what you woul d see i n a mar ket envi ronnent.
VWhat is the responseto that issue, and 1'Ill throwit
open to any of you.

MR. SOMERS: If | could just briefly --
Andrew Soners -- | don't have statistics to give you, but
| believethat the arrears i ssues has been significantly
reduced i n Russi a. There was enornous arrears when M.
Yeltsin was President, and over the years those
arrear ages have been significantly reduced. And | think
t hat what ever arrears exi st noware reflective not so
much of some kind of |ack of a free | abor market but
economc realitiesincertainindustries, incertain
plants, in certain areas of Russia. It's not a
phil osophy; it'stryingtodeal withdifficult situations
that were inherited econom cally.

' mnot aware of a disparity between -- a
significant disparity between free wage bar gai ni ng and

reality. |'msure there are gaps between t he newl abor
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code, whi ch becane effective only a fewnont hs ago, and
what ' s out there. But | think Russia shoul d be giventhe
opportunity, the tinme to address those gaps w t hout
penal i zing them waitinguntil they have a perfect | abor
mar ket .

MR ELLIS: Scott Entel fromArthur Anderson
al so has sone information.

MR. ENTEL: Yes. |'"ve been in Russia
wor ki ng for over nine years. Actually, the newl abor
code addresses paynent arrears. |t penalizes the conpany
for not paying wages on time, and it can becone a
crimnal offense. | believethe declineinwage arrears
-- it was quitehighinthe early '"90s and is down; in
fact, they' re doi ng paynent-in-kind rather than cash
ext ensi ons.

I n many ar eas wher e st er n busi nesses are,
there are actual ly serious | abor shortages and very - -
t he wages i ncreases substantially. It was al so nenti oned
t he head hunting, recruiting business are extrenely
active in this area. Today, there is a shortage of
Western-trai ned, highly-skilledindividuals, alsointhe

engi neeri ng sector and many sectors.
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CHAI RMAN SHI RZAD: There's a simlar
guestionwithregardtothe preval ence of barter inthe
econony. Sone have argued that it's a significant
factor, as others suggest that it's declining. The
problem that barter raises, as does the issue or
arrearages, isthat it puts squarely before us as the
Depart nent t he questi on of whet her the price and cost
information that we would derive in Russia are
sufficiently reflective of market condi ti ons so t hat
they're adequate for us to use in our dunping
cal cul ati ons and then potentially in the countervail
context. \What about the issue of barter? Is there
anybody that can speak to that?

MR. SOVERS: | wouldrefer youtothe U. S
Enbassy for statistics onthat, because | think they can
be very el oquent i n showi ng t hat t he percent age of barter
has dropped significantly over the past two or three
years. Certainly, in the electrical industry, for
exanpl e, M. Chubi as has made a great deal about how
under hi s | eadershi p cash has been substituted for barter
in terns of payment for electrical bills.

But nmore inportantly, | amsure, and | will
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try to get this information to you, | don't have the
statistics nyself, but, again, it reflects the m ndset
t hat we have i n Russia, that barter i s becom ng al nost,
| won't say non-exi stence, but avery small part of the
systemof exchange of val ue versus cash. And there's
been great recognition by the governnent and by busi ness
that this has to be elim nated.

MR. MARSHALL: | would just add a brief
comment to say that a great deal of the barter problem
over the | ast several years stemfromthe 1998 fi nanci al
crisis. And once confidenceintheruble was restored,
cash transactions pi cked up i nmedi atel y, and t hey have to
this date, inadditionto the evidence that afair anount
of the probl ens stemfromel ectricity supplies fromUES,
whi ch now demands 100 percent cash paynent for all of its
services. That has taken a big chunk of the problem
right off the table. Subsequently, you cantake al ook
at tax collection. Clearly, those are cash-based
transactions that are taxed by t he Russi an gover nnent,
and t he nunbers, thetrendline, isvery steeply sl oped.

PARTI Cl PANT: One additional point -- Eric

Bl ake wi th Art hur Anderson -- and that i s that Sl ovaki a
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declinedwithits revocationto handl e barter conparabl e
to the Russi ans.

MR. MAY: |I'dliketojust ask a question on
the foreign direct i nvestment i ssue, one of the factor
that we're asked to | ook at by the statute, and the
figures for Russia on a per capita basis, a nunber of
conment or s have poi nt ed out, are sonmewhat | ower than a
nunber of ot her countries that we've | ooked at recently.

And | was wondering if you coul d address what factors

have sort of accounted for that and your view on that?

And one thing that | noticedin one of the
subm ssi ons fromt he opponents, they noted a Wrl d Bank
st udy done i n 2000 i ndi cati ng a concern about the | oss of
FDI within the Russian econony, citing a 90 percent
chance of losing the FDI. | just wantedto see if you
had any response or thoughts about that particular
i nformation that was provided to us?

MR. HSU: May | expand on t hat question. |
think Jeff's statenent applies. Sojust assune that he
was tal ki ng about those supports.

The proponent s of graduati on have f ocused on

many of the positive outconmes of Russian efforts and |
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think that there are many, but there are al so many
negatives, and | was wonderingif youcouldfoldJeff's
gquestionintoaslightly |larger question, whichis could
you possi bl y reconci | e Russi a' s recent sustai ned econom ¢
recovery with general |l y recogni zed probl ens t hat remai n
concerning corruption, capital flight, thelevel of FD ?
And | understand M. Ellis'" coment about corruption and
that he doesn't viewit as appropriately includedin our
anal ysis, but the sixth factor under 77-118(b) is a
catch-all, and it is a place where M. Shirzad can
consi der other factors that he felt. And given the
commentary, both in the academ c and el sewhere, on a
scale, | think that it would be appropriate in your
response to address that.

MR. SOVERS: Go ahead. You want to go?

MR. MARSHALL: Let nmejust jumpinfirst and
then I'Il cede to nmy coll eague, Andy Sormers.

First, onthe per capita FD ratios, w thout
converting this toaclassroomhistorical exercise, |
woul d poi nt out a coupl e of factors, and |l don't have --
| don't think there's an exact scientific responseto

your answer. The per capital conpari son shows how nuch
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Russi an potential is out thereto be further devel opnent,
no question about it. The econom es in east central
Eur ope no doubt had an enornous head start inattracting
foreigndirect i nvestment by virtue of the shock t herapy
approach inplenented in the early 1990s.

By contrast, the Russi an Federati on grappl ed
withits directional course, at | east through the 1990s
six presidential elections, the duma parlianentary
el ections showed t hese sort of theoretical debates during
the early and m d-1990s about the attractiveness of
all owing foreigninvestorsintothe marketplace, and
t hose were i nteresting academ c and t heoreti cal debates
up until 1996, | would submit. Andtherewas aforkin
theroad, if youwill, withthat presidential electionin
whi ch M. Yeltsin defeating M. Zyuganov, the comruni st
candi dat e.

Al ong cones 1998, just two years |l ater, as
they are getting ontheir feet and putting the wheels in
notion, and we all know what effect that had on the
Russi an economy and the attractiveness of foreign
i nvestment. Whenit comes tothe assets thensel ves on

t he ground, many wer e negl ected for many, nany years, and
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| would submit that the | egacy of Soviet industri al
mal ai se does not conpare at all tothe attractiveness of
sone of the assets in Poland, the Czech Republic,
Sl ovaki a. Many of these assets require further
rehabilitation, required investnent consolidation. There
wer e soci al policy considerations that hadto be taken
i nto account that were conpli cated nat henati cal formul as,
to say the | east.

Internms of the Worl d Bank study, citing 90
percent of FDI potentially di sappearing, |'mnot famliar
withit. | can't imagine actually what they' rereferring
to.

On the very good points that M. Hsu has
raised with respect tocorruptionandcapital flight, |et
me take a second first. This is one of those areas,
capital flight that is, nmuchlike barter, where no one
has t hat exactly correct set of data that |I' maware of.
You can find astatisticto support al nost any assertion
inthis category. But the conventional wi sdomon the
capital flight questionisthat not onlyisit declining
but Russian capital is being quickly repatriated to

i nvest in Russianindustry. That is the strongest signal
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yet to"Coneonin, thewater's fine." Russiancapital,

Russi an busi nessmen who took their noney out of the
country earlier toput it to nore productive uses are now
reinvestinginthe Russi an econony i n dramatic fashi on,

t he gas pl ant, the autonobil e pl ant at Gazpromi s j ust

one not abl e excepti on -- one not abl e exanpl e i n t hat

regard.

And wi th respect to corruption, sure, it's
a problem It's a problemin a lot of different
countries. It needs to be addressed. Qur strong viewis
t hat t he Russi an governnent treats it with an i npressive
| evel of seriousness and purpose t hese days. It may have
been overl ooked in the m d-1990s for too |ong.

But t he canpai gn that they have | aunched i s
nor e t han j ust maki ng a showcase trial out of one cabi net
m ni ster who's been sacked fairly recently. It infact
stens from-- it relatestothereforns that are being
put inplaceinhisindustry, inthe railways industry,
for exanple, not allow ng m ddl emen to put in place
charges that all owi ng a di rect cost net hod t o shi ppers on
the rail way system rather than all ow ng brokers and

governnent officials to put in place paddi ng charges t hat
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present opportunities for corruption. They've cl eaned
that up, and the licensing and regul atory reforns,

decr easi ng t he nunber of |icenses that are required from
t he governnent to establish a busi ness and to conduct a

busi ness are inpressive trends in that direction.

MR HSU. Just for future response, |I'd just
liketoclarify my questionw threspect to one el enent.
| didn't intend for youto address the negative itens on
a pi eceneal basis. The thought was to address them
collectively and to reconcil e the negatives with the
positives. That's what --

MR. MARSHALL: Sure. Well, that's a good
segue probably to your comments, Andrew.

MR. SOMERS: Thank you. | thinkl'dliketo
first say that | think the |l ack of investnment -- the
relative lack of investnent -- andthe U S. has, | think,
conpared i nvestnent in Russiaw thinvestnent in Costa
Rica, whichisatelling conment on the confi dence up
until recently of Americaninvestors in Russia, although
tous over thereit's apositive, becauseit indicates
t he enornmous roomfor investnment. But it's a fact |

t hink no one wi | | di spute that the inage of Russi a and
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the United States has been distorted for a long tine
here, both through the television, through the
newspapers, and indeed it was only in the m ddl e of | ast
year with the visit of Secretary Evans, first of his two
very significant trips to Russia, that we i n Russi a began
to see when we cane to the United States the begi nning of
ashift toanorerealisticviewof what i s happeningin
Russi a. Ayear ago, nbst Anericans, even those at hi gh-
| evel corporate executive positions, woul d ask about the
maf i a, whet her | had a gun, whether | had adriver with
a shotgun to nake sure | got towrk ontine. These are
all inmages that were profoundly inculcated in the
Aneri can viewof Russiaupuntil ayear ago. | cantell
you that from personal experience.

In the past year or less, that imge is
startingtochange. As aresult, andit's again, totry
t o answer your question holistically, it'saresult in
part because of t he sustained inprovenent i nthe Russian
econom c picture over the last threeyears. It'sin part
a reflection of what Bl ake referred to, that there's
cl ear evidence that Russi ans are beginningtoinvest in

t he Russi an econony. And what foreigninvestor is just
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going to conme i nto anot her country when he sees t hat
| ocal investors are not i nvesting? Foreigninvestors are
now beginning to see this local investnent.

And, thirdly, the Areri can governnent, and
| canrefer tothe President here, four neetings at the
summit | evel with President Putin, with di scussi ons on
i ssues such as smal | busi ness, not to nention investnent,
t he creation of the Russi an- Aneri can busi ness di al ogue,
whi ch was announced after the Genoa summ t by Presidents
Bush and Putin, reflectingthat both Presi dents want t he
busi ness communities to start driving change and conti nue
driving change i n Russia. These are al nost sea changes,
I think, inwhat has happened publicly in Russiainthe
| ast nine nonths. And thesew || reflect positively on
i nvest ment deci sions.

Four or five nont hs ago, a CEO of one of the
bi ggest conmpanies in America saidto nme he believedit
was time nowfor his conmpany toinvest significantlyin
Russi a, because he's seen the changes. Wuld I be
wlling to neet with his board of directors and the
states so that a voice other than his could be heard?

Wiy? Because these directors all ask t he same questi ons:
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VWhat about the mafia, what about t he guns, what about
crime?

So |l think that we're seeingthe -- | think
t he reasons for the negatives that you poi nted out were
prof ound, and | think they're beginningto changein part
because of U S. government policy, in part because of the
recognition by the Aneri can busi ness community that the
Russi an gover nment has nmade enor nous strides i n pushing
Russia toward a market econony.

And j ust on corruption, | woul d endor se what
Bl ake Marshal | said. President Putin has recogni zed this
publicly; he hasn't triedto hideit. There have been
significant | egislative and admnistrative acts which are
reduci ng t he nunber of |icenses. The President said that
it doesn't make sensetotry to arrest every cl erk who
t akes a bri be. You havetoget it tosystemn c reasons,
and one of the reasons for bribery in Russiahas been the
enor mous number of regul atory agencies where every
busi ness has to get 65 different licensesinorder todo
sonet hi ng. The Russi an gover nnent has recogni zed thisis
a source of corruption, and they have dramatically

reduced the number of activities that have to be
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licensed. And |l thinkthisis avery positivereflection
of the governnment's intentionand w |Ilingness to deal
with corruption.

CHAI RVAN SHI RZAD: M. Soners, | et ne thank
you for that. Barbara, why don't you ask -- | think
she' s got one question. Wiy don't we try to get through
this quickly. W'IlIl take our break, and t hen pi ck back
up.

M5. MAYER Regardi ng | abor and wages, sone
have suggested that although the right to strike is
protected, theright tostrike collectively for wagesis
not. Isthat true and has the newl| abor code addr essed
it?

PARTI Cl PANT: The new | abor code nmakes it a
crim nal of fense conpany directors to not pay wages on
time. There are interest and provi sions for not payi ng
wages on tine.

MS. MAYER So they can strike col | ectively?

PARTI CI PANT: Yes, subject to a 50 percent
majority requirenment. But alsowith arrears there are
penal ties onthe corporate directors for not payi ng on
tinme.
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CHAI RMAN SHI RZAD: Ckay. Al right. Well,
t hank you for that. 1'd liketo suggest a break until
10: 35. W'l start right away with t he opponents. Thank

you.

(Wher eupon, the foregoing matter went off

the record at 10:20 a.m and went back on

the record at 10:35 a.m)

CHAI RVAN SHI RZAD: What 1'd i ke to do now
istoresunme our hearing on the status of the Russi an
Feder ati on as a non- mar ket econony under t he dunpi ng and
countervail laws. W' Il roughly fol | owt he schedul e t hat
we've laid out in our schedule, in our published
itinerary.

What |'dliketodoistostart with, as the
schedul e sets forth, with Richard Edlin from the
G eenberg Traurig LawFirm | understand that M. Edlin
has to | eave i medi atel y after his presentation, so what
"1l doisl'Il allowa couple of m nutes for questions
for you, M. Edlin, andthenwhat I1'dliketodoisthen
to allowthe remaini ng speakers, all of whomare herein
oppositionto Russia's narket econony designation, to

nmake t heir presentations and then to save questions until
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the end if that's acceptable to everyone.

And I " mgoingtotry to be flexibleas nmuch
as possi bl e, but I woul d urge all of youto keep within
timelimts sothat we can keep thi s schedul e si nce we
have do a sizable nunber of presenters left to go
t hrough. M. Edlin?

MR EDLIN. Thank you, M. Shirzad, nenbers
of thecommttee. I'mR chard Edlin, partner inthelaw
firmof G eenberg Traurig. Wth neis Howard Vi ne, al so
wi th Greenberg Traurig. And we represent SPlI Spirits,
which is the naker of Stolichnaya vodka and al so in
certain jurisdictions the hol der of the trademark and in
ot her jurisdictions holders of reversionary rightstothe
trademar ks.

| listened with great careto the remarks
fromthe Deputy M nister for Econoni c Devel opnent in
Russia and to the other comrents, and our recent
experience in Russia has been dramatically different than
the situation that has been portrayed previously.

Just abrief history. Vodkais avery |l arge
i ndustry i n Russi a, perhaps the second | argest i ndustry

in Russia. Fornerly it was state-owned, and it was
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privatizedin 1991. Inthe privatization process, ny
client acquired trademarks to Stolichnaya and ot her
Russi an vodkas and had the ri ght to export and sel | that
vodka.

I have a subm ssion, M. Shirzad, in
writing, which we can hand out now or |ater, but an
exhi bit to our subm ssionis the October 1992 of fi ci al
statenment fromthe first Deputy Mnister for the Mnistry
of Foreign Econom c Rel ations, which | presunme is
somewhat of sim |l ar standing to M. Sharonov. Andin
t hat submi ssion, it clearly states that SPI is al egal
entity inthe Russi an Federation and t he successor of its
Sovi et predecessor, whi ch was a conpany of essentially
the sanme nane. And that it has the right to export
Russi an vodka t o t he USA under the fol | owi ng tradenarks,
i ncludi ng Stolichnaya.

Now, since that privatization process, SPI
has been doi ng just that until very recently when the
Russi an gover nnent has | aunched a m ssion to nationalize
t he vodka i ndustry. Now, | sit here as a proponent of
freetrade, free markets, therul e of awand t he respect

for private property, and our client has beenfailedin
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each of these goal s and endeavors, presunably, a market
econony, with respect to its own rules of |aw

There are currently, sittinginthe port at
Cal i ni ngrad, 67,000 cases of Stolichnaya vodka that is
t he property of our Anerican distributor, Alied Donmecq.
That is approxi mately five percent of the total anount of
vodka - - of Stolichnaya vodkathat will be soldinthe
United States this year. That is -- and for anybody who
is not avodka drinker, Stolichnayais far and away t he
| eadi ng Russi an vodka. Those cont ai ners have been t he
subj ect of litigationin Russia, and there is a court
order which requires themto be rel eased, and the
government will not rel easethem That is asignificant
amount of product, and we have absolutely noreasonto
bel i eve, based on recent acts taken by the Russian
governnment, that they will all owus to export any nore
St ol i chnaya vodka, because they have said that they will
no | onger respect the statenents whi ch were i ssued by t he
Russi an Federationin 1992, and t here can be not hi ng nore
clear, nonore plain, thanthis statenment which we've
attached to our subm ssion.

Now, this constitutes a conpl ete reversal of
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t he privatization process inanextrenely significant
i ndustry withinthe former Soviet Union. But thetactics
t hat have been used, which include threats of crim nal
prosecution and credi bl e reports of threats to personal
safety, are extraordinarily troubl esone, and we wi |l |l be
dealing with those i ssues i n other venues. But it is
i nportant to consider what i s going on noww thinthe
Russi an Federationwith respect to avery high-profile
product in avery, very inmportant i ndustry withinthe
Russi an Federati on.

The rul e of | awwoul d al so suggest that a
country woul d followand respect its treaty obligations.
Russia is a signatory to the Paris Conventi on which
respects therights of trademarks around the worl d. Qur
| aws on trademarks state that regardl ess of the situation
inany other country, the valid hol der of an Aneri can
trademark i s unaf f ect ed by what occurs with that brandin
any other country. Andthat is basically therule of |aw
that obtainsinnost civilizedjurisdictions. Russia's
signed that treaty.

And | |istened very carefully this norning

as ny col | eagues across t he tabl e suggested t hat Russi a
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was respecting therights of private enterprise, was
attempting to privatize and had no interest in
nationalizing, and | believe that the words were, "any
i ndustry that i s not typically owned by governnents in
mar ket econom es, " i n def ense and t hose sorts of exanpl es
were used. |'mnot aware of any market economi es in
whi ch t he governnent tries to own t he neans of production
of products |ike vodka. And, clearly, what i s happeni ng
nowis that the privatization programthat was ent ered
intois beingrolledback, is beingrolledback through
t he net hods, unfortunately, through the nethods of the
Sovi et or which we woul d have hoped woul d have been
di scarded | ong ago, and the rule of law is being
conpl etely underm ned i n connecti on wi th what anounts to
not hi ng nore than a naked grab of assets within the
Russi an Federati on.

But what ever happens within the Russian
Federation, there will be no justification and no
reasonabl e excuse that a governnent could have in a
mar ket econony to prevent a conpany such as ny cli ent
fromexporting product out of the country, unless it were

trying to nonopolize that product, andthat is exactly
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what is going on. The nmeans of production are being
either directly or indirectly nationalizedw thin Russia
as we speak, and there can be no better proof of that
than the fact that Allied Donecq, whi ch nowowns five
percent of its sales, that vodkasitsontheport. It is
subj ect to a court order requiring its rel ease, and
not hing i s bei ng done, other thanlettingit sit there,
and t he governnent refuses to take any actionin effect
of its own court orders threatening crimnal prosecutions
which are wholly and conpl etely basel ess.

So we find ourselves inthe situation now
t hat one woul d have expected t o have found onesel f in ten
and 15 and 20 and 30 years ago. Things have gone back
from the promse of privatization. This is an
unf ort unat e and om nous har bi nger of regressi on, because
these acts are being taken by the Mnistry of
Agriculture. These acts are not bei ng taken by anot her
private entity. These acts are not bei ng undert aken by
litigants to a court proceedi ng. These acts are being
undert aken by t he governnent itself, andthat is what is
t he nost troubling aspect of this.

| don't think onthis particular topicthat
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| have anything nore in additionto what our witten
subm ssi ons woul d be, but I will be happy to take any
comment s.

| should also-- 1 shouldfurther point out
that follow ng the statenents issued by the Russi an
governnment astotherights of my client to export and
sell Stolichnaya vodka, our client -- or ny client spent
tens of m1lions of dollars and settled $39 nmi || ion of
state debt or nore, all wth the know edge of the Russi an
governnent, all with the understandi ng fromthe Russi an
governnment that it was taking place.

So under our notions of due process, under
our notions of -- if nothing else, we acted in conplete
reliance upon the statenents and t he acqui escence of the
Russi an governnment inall the acts that took place. And
t he Russi an governnent inthe entire decade t hat we' ve
been selling vodka has not suggested in a single
jurisdictionthat we didnot have theright tosell that
product, nor could it because we were granted those
rights. Sothisis nothing but aregressive posture and
aregressivetactic. Andwe wouldrespectfully ask your

commtteetocarefully examnethis beforeit considers
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granting a benefit to a governnment that is actingina
way that's inimcal to our notions and all Western
notions of free trade and free commerce.

CHAI RMAN SHI RZAD: Thank you, M. Edlin.
What |'Il do is I'lIl allow a couple mnutes for
guestions, because | know you need to run. It's
obviously difficult for us, these types of specific
exanpl es are very hel pful, because | think there are
anecdot es on bot h si des, those rai sed by t he proponents
and t he opponent s, whi ch are hel pful because t hey hel p
illustratethe issuesthat we arerequiredto |l ook at as
a Departnment under our law. Soit'sdifficult for usto
know about the specifics of your circunstance.

Certainly, it's obviously not within our
mandat e necessarily to determ ne what exactly has
happened wi t h your particul ar situationwth the Russian
governnent. But | think what woul d be hel pful, though,
istounderstandalittle bit about the process that you
went throughinthis particular dispute. Your client is
an American conpany or a Russian conpany?

MR. EDLIN: Qur client is a Dutch conmpany

that i s the sol e supplier of Stolichnayatothe Anerican
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mar kets. It has assigned its trademark rights to an
Amer i can conpany owned by Al | i ed Domecq, and i n 2010 our
client will again own the Anmerican tradenmark.

CHAI RMAN SHI RZAD: So t he specific thing
t hat happened i s you sought redress i n Russi an courts,
you won a favorabl e ruling, but the governnment is not
conplying with that ruling?

MR. EDLIN: That's exactly right. There's
a court order, and we are joined inthat effort by an
Ameri can conpany, whichis Al lied Donecq. And there are
a nunber of Anericaninterests that are affected by this.
There is an entire bonded war ehouse i n New Jer sey t hat
exi sts solely for theinportation of Stolichnaya vodka.
It sells one and a half mllion cases in the United
States ayear. It's a substantial trade. And we have
obt ai ned, for our benefit and the benefit of Allied
Domecq i nthe Anerican market, a court order i n Russi a
whi ch requires the release of this vodka. And the
Russi an governnent has it sitting there and just refuses
to conply with that order.

CHAI RMAN SHI RZAD: So you felt that your

experience in the court systemis satisfactory; the
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gover nnent, however, is floutingthe direct order of the
court. |Is that basically a fair way to summari ze?

MR EDLIN As was alludedtoearlier, there
have been a vari ety of | egal avenues and | egal courts and
different court interpretations which has been
probl ematic i n Russia. The suggesti on was but nowthat's
been fi xed, because nowwe have a court systemthat will
be respected and a court systemthat will not produce
contradictory results. W obtained one of thoseresults,
and the governnment ignores it.

And when anyone goes and suggests that the
vodka shoul d be rel eased, there have been suggesti ons of
crim nal prosecutions and investigations, and in one
i nstance a nenber of my client's staff wastoldthat in
a subsequent i nvestigation of his house hi s not her m ght
not fair well. So these are the sorts of things that
| ead to t he questi ons of what about their guns and t he
mafia? The thing that has stereotypically been a
reflexiveactionisinfact taking placeright nowwth
respect toour clients sellingasignificant product in
a significant industry within Russia.

CHAI RMAN SHI RZAD: Who was t he opposi ng
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party in the litigation, was it the government or a
private party?

MR. EDLIN: No, it was the governnment.

CHAI RMAN SHI RZAD:  Okay. Again, | --
Al bert?

MR HSU Isthis essentially adispute over

how the trademark rights were acquired or is this

essentially a dispute about free trade and investnment ?

MR. EDLIN: Well, | thinkit's nothing nore
t han a di spute over free trade, frankly, because what ever
the trademark rights are i n Russi a can have absol utely no
ef fect on who owns t he Aneri can trademarks. There was
l[itigationinthis countryinthe early ' 90s over exactly
that i ssue with respect to Stolichnaya vodka, and our
di stributor at the ti ne was Pepsi-Col a, which has since
gotten out of the |iquor business. But there was the
clainms inthat casethat therewe didn't infact ow the
trademark i n Russi a and had noright tothendistribute
t he product to an Anerican distributor. Andthe court in
the 7th District of NewYork said at that tinmeit's very
conf usi ng what happened, and we need to resol ve t hat

guestion, because what ever happened it has no ef fect on
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the rights of the American trademark hol der.

And free trade principl es woul d suggest, and
it was suggested earlier today that free trade principles
are the goal of the governnent, there woul d be nothingin
free trade principles that I amaware of that would
permt agovernnent tointerferew th a conpany that has
been exporting and sel | i ng vodka out of Russiafor the
| ast ten years to interfere with exactly that sane
process sinply because it doesn't |ike it anynore.

MR. HSU: Ckay. But what if the governnent
felt that thereis no propertyright tothat trademark
and unlawfully sol d?

MR. EDLI N: They coul d deci de that it was
not only i nproperly sold but that it was obtai ned t hr ough
t he greatest fraud every conmtted on the Russi an peopl e,
and it woul dn't change t he anal ysi s one bit, because free
trade principles wuldtell usthat our client couldgo
toaRussiandistillery, place an order for vodka spirits
and giveit tothe Anerican trademark hol der, sell it to
the Anmerican trademark hol der. And the Anmerican
trademar k hol der can sl ap a Stolichnaya | abel onit and

sell it as Stolichnaya. That's what free trade suggests.
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We're not suggesting --

CHAI RMAN SHI RZAD: You nean the Paris
Convention rules, basically.

MR. EDLIN: And the Paris Convention rul es
and general rules of free trade, as articul ated, |
bel i eve, as the goal s of the governnment by t he Deputy
M ni st er who' s here t oday suggest that t he gover nnent
wants to pronote private enterprisewithinRussia. This
is not anindustry that istypically owned by Western
governnments or |' mnot aware of any ot her governnents
t hat own the means of production in vodka.

CHAI RMAN SHI RZAD: Ckay. Well, M. Edlin,
why don't we dothis: | thinkthe-- well, first of all,
your comment s have been very hel pful. W have, as |'ve
sort of stated already, we have a nmandate to | ook at
certain factors to determ ne what story they tell
regardi ng t he nature of the Russi an econony. | think
your situationisinportant for its own sake, but for our
purposes | think we needtolook at it throughthe |l ens
of what story it tells about whether or not Russia
sati sfies theindividual factors. My understandingis

t hat you don't have any subm ssionsintherecordat this
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poi nt --

MR. EDLIN: | have it here, and --

CHAI RMAN SHI RZAD: Ckay. To the extent you
want to provi de anything, whether it's this docunent or
a future docunent, | thinkit's helpful, tothe extent to
whi ch you could tell the story, of why you think the
factors have not been sati sfi ed and whet her or not your
experience represents any sort of system c probl ens t hat
we as a Departnent need to make sure we t ake i nt o account
as we make our determ nation. And, agai n, we have no - -
obvi ously, no confidence to decide onthe nmerits of your
particul ar case, but t he broader | essons that you think
we should draw fromit wll be hel pful.

MR. EDLI N: Thank you. Well, weraiseit
just for those broader | essons.

CHAI RVAN SHI RZAD: Ckay. |I'dliketo allow
for afree exchange, but I want to make sure |' mnot --
how should we structure this? Are the parties
unconfortable with allowingalittle bit of back and
forth? That woul d be ny preference, but I want to nmake
sure since the proponents -- the opponents didn't get a

chance to ask questions to the proponents, | don't want
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toalter therules in md-courseinaway that people
woul d find unfair.

MR. WARD: |t makes sense for all of the
rest of them |In other words, since M. Edlin has to
| eave, maybe t he back and forth on hi s i ssue can be had
now, and then the back and forth can be had on the
remai nder after the opponents, the rest of us, have had
our chance to present our position for questions to be
asked. And then you can determ ne hownuch ti me remai ns
for all of the sort of free-for-all period.

CHAI RVAN SH RZAD: |s that acceptableto the
parties? | would like to foll ow --

PARTI Cl PANT: | did not hear.

CHAI RMAN SHI RZAD: M. Ward i s suggesti ng
t hat what we dois to allowa very brief -- that's ny
additiontothat -- avery brief exchange i n connection
toM. Edlin'sissue since he needs to go, but thento
al l owal |l the opponents to nake their presentations. W,
as a Departnent, the Panel wi Il ask what ever questions
t hat we have, and t hen we woul d al | ot some addi ti onal
time at theendtoallowthe parties to pose questions to

each ot her and t ease out particular i ssues. If it's not
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acceptable, thenwe' |l sort of stay with the ground rul es
we have. |If it is acceptable --

PARTI Cl PANT: M preferenceistostickwth
the ground rules that you've already stated.

MR EDLIN It'sfinewithnme. |'mhappyto
t ake some questions.

CHAI RVAN SHI RZAD: Yes. | don't want to --
frankly, it'sinportant for us to maintain a process that
doesn't cause anybody any heartburn, so why don't we --
M. Edlin, thank you. Unless there's anynore tinme we
want to spend on process, why don't we nove on to the
substance of the presentations? Thank you very nuch.

MR EDLIN. Thank you very nuch. Sorry that
| have to | eave.

CHAI RMAN SHI RZAD: What's that?

MR. EDLIN: Sorry that | have to | eave.

CHAI RMAN SH RZAD:  Yes, that's a good poi nt.
We do have t he opportunity for rebuttalsinwiting, and
we wi | | obvi ously consi der those carefully as they're
presented to us.

I think our next speaker is Val Slater from

thelawfirmof Akin, Gunp. It's not Val Slater? Oh,
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it's -- okay. All right. Qur next presenter is Brad
Ward and Brent Bartlett fromthe law firmof Dewey
Bal | antine and Stephen Narkin from Skadden, Arps.

MR WARD: W are here representing donestic
i ntegrated steel producers: BethlehemSteel Corporation,
Nati onal Steel Corporationandthe United States Steel
Corporation. We'Il junmp right into it.

In the short time available, we want to
hi ghli ght sonme of the evidence presented in our
subm ssi ons that denonstrates the Russi an Federati on
cannot and shoul d not be found to be a market econony for
pur poses of the anti-dunping | aw. As has been noted, the
st at ut e defi nes a non- mar ket econony as one whi ch, quot e,
"Does not operate on market principles or cost of pricing
structures so that sales inthe country do not refl ect
the fair val ue of the goods." The evi dence presented by
donestic steel producers and other parties is
overwhel m ng t hat t he econony of the Russi an Federati on
does not operate on market principles. Wile sone
increnmental liberalizationhasinfact occurred and nay
be underway, it's insufficient.

The situationin Russi a appears to be two
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steps forward, one and a hal f -- one and t hree-quarters
step back. The sinple fact of the matter is that the
Russi an econony renmai ns far fromfree and open and cannot
reasonably be said to be a market econony.

Bef or e we address sone specific statutory
criteria, | think it's inportant to highlight a few
general points. The Russian press reports suggest t hat
a political deal has been made, assuring Russia of a
mar ket econony status. We presune such reports to be
merely a m sunderstanding by Russian parties or
mani f estati ons of w shful thinking. We know the
Departnent's well aware that it cannot consider a
determ nation regardi ng market econony status as a
political reward or benefit to be bestowed upon Russi 4.

The Departnent i s well aware that political
considerations is not one of the elenents of the
statutory criteria. |In fact, one of the principle
reasons that the adm ni strati on of the ADand CBD | aws
was transferred to the Departnent in 1979 was in fact to
depoliticize their application.

Ther e' s been di scussi on t oday about du jure

versus de facto analysis, and we think that's absol utely
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the critical consideration. Proponents of achangein
Russi a' s stat us woul d have t he Departnent believe t hat
enact ment of | aws or i ssuance of decrees are sufficient
to achi eve a market econony in fact. You m ght even
exam ne | aws and decrees and | ook at t he words, and you
m ght argue that they're a market econony. But the
Departnent doesn't endits analysis there, it shoul dn't
endits analysis there. It doesn't nerely observethe
words, it | ooks at what happens in fact.

What are the circunstances inthe econonyin
Russia? It's abundantly clear that they -- that Russi a,
at this point, does not possess a market econony. Were
i beralizinglaws have been enact ed or decrees i ssued,
t hey have frequently had little or noinpact. Laws have
been ci rcunvent ed or i gnored or count er manded by ot her
| aws or actions by ot her government agencies. Qur briefs
and subm ssions are full of this evidence of this fact.
I n ot her instances, the clainmed passage of laws didn't in
fact take place. The sinple fact is that regardl ess of
the state of the lawin Russia, the econony does not
operate on market principles.

I'"d like to address what | call sort of
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aspi rations versus achi evenents. It'sinportant for the
Departnent to di stinguish between aspiration andthe
actuality onthe ground. The Departnent i s bei ng asked
to el evat e aspirati ons and good i ntenti ons and nmaybe even
expectati ons and sone i ncrenmental novenent toward a
mar ket econony over the fact that the econony doesn't, as
a whol e, operate on market principles.

The Departnent has recogni zed t he conti nui ng
failure of the Russian econony to operate on nmarket
principles. One quick exanple is the Departnent's gl obal
steel trade report of July 2000, where t he Depart nent
notes the | ack of, quote, "normal busi ness consi derati ons
at the investnent, production and selling stagesinthe
Russi an steel industry,"” unquote. The good intentions of
Russi an political | eaders are to be encouraged, but those
i ntentions cannot be gi ven nore wei ght than the facts and
the requirements of the statute.

The date cited i n support of graduation of
mar ket status is flawed and unreliable and doesn't
provide a basis for you -- a basis of substantial
evi dence for you to determne to graduate Russia to

mar ket economny st atus. In general, the state of
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statistics inthe Russian econony is very poor. A great
deal of it is either unavail able, outdated or of
guestionabl e accuracy. Infact, the subm ssion on behal f
of the Russian governnent provides very little
information fromthe Russian governnent, but rather
relies very heavily on secondary sources. The data that
does exi st, and we' ve been tal ki ng about this norning, is
quitew ldly contradictory, whichisindicative of the
fact that official reliable statistics are not avail abl e.

I n sum the proponents of graduation are
aski ng the Departnent to take a leap of faith and base a
very, very nonent ous deci si on on weak and i nconsi st ent
data, at the very least. |It's inportant too for the
Departnent to consider carefully theinplications -- the
trade policyinplications of its decisioninthis matter.
Past deci si ons that graduate Latvia or Pol and or Sl ovaki a
necessarily had alimted potential inpact onthe U.S.
econony.

Accordi ngly, had t he Departnent determ ned
i nthose cases to graduate a case onincorrect statistics
or a m sunder st andi ng of the circunstances, the potenti al

negative i npact on the United States econony woul d be
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very limted. Those econom es were snal |l er, their export
i ndustries were necessarily of asnaller nagni tude. They
di d not have the potential to disrupt worldtradetothe
extent that Russia has. Russia seriously has excess
capacity, foreign excess of its donestic demand in a
variety of products, particularly in steel products.

There are currently nine outstandi ng anti -
dunpi ng duty orders or suspensi on agreenents regardi ng a
vari ety of Russian products. In addition, the United
St at es gover nnent has negoti at ed a conpr ehensi ve st eel
agreenent t hat covers anot her very broad -- 15 very broad
steel categories. This was all doneinrecognition of
the fact that Russian steel producers can swanp the
Uni t ed St at es mar ket wi t h enor nous vol unes of i nports
very qui ckly, as was done in 1998 with respect to hot-
rolled steel.

But there' s nore than just the potential for
vast i nports that shoul d gi ve t he Departnment sone pause
her e when consideringits decision. |f the Departnent
wrongly grants market econony treatnent to Russia,
enor nous di stortions inyour anti-dunpi ng anal ysis w ||

necessarily occur. |nput prices and expenses are not set
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by the market forces, and they will be using your
anal ysi s of normal val ue. You woul d have unreliabl e and
opaque financial statenments that would be used to
determ ne cost of production.

Transacti ons between nomnal ly, unaffiliated
parties, typically accepted by t he Departnment w thout
| ooki ng behi nd t hem woul d di sgui se al | nmanner of shady
deal s of avariety of sorts. Andthe Departnent woul d be
bound by its own precedent not to | ook behind those
transactions between those nomnally, unaffiliated
parties.

So you woul d be setting up asituationin
whi ch t here woul d be di stortions per se. You woul d know
that at the outset. These distortions, or avoi di ng t hese
di stortions are precisely the reason that the statute has
thesecriteriainit. They arethere sothat youwl|
reach an anal ysi s based on i nformati on and ci rcunst ances
inan econony that you canrely on, that you can have
faith in, that are trustworthy. That's not the case
here.

A premat ur e deci sion to graduate Russia wil |l

sinplyresult inasituationinwhichit'sverydifficult
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for the Departnent torationally and fairly adm ni ster
these laws. That's the net effect.

Nowl'll givethe floor toM. Bartlett, and
econom st with our firm to discuss two statutory
criteriathat | think are particularly -- where it's
particul arly apparent that the Russi an econony doesn't
operate on market principles.

MR. BARTLETT: Thank you. 1'magoing to
speak brieflytothecriteriaof governnment ownership
control and then separately to the criterion of the
governnment all ocated resources setting prices.

On the i ssue of government ownership and
control, I think the first nost important thing | think
t hat the public nust | ook at ownershi p and control. It's
interestingthat Deputy M ni ster Sharonov this norning
saidthat intheir statistics they include governnent
ownership, up to 49 percent, as effectively being
private. | think the evidenceinthis case submtted by
all the parties suggests that such partial privatizations
are not really indicative of true privatizations.

There are five reasons |I'd like to go

t hr ough qui ckl y t hat t he nunbers bei ng put forward -- the
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ever-rising nunbers bei ng put forward by the Russi an
Federation really are not reliable with respect to
privatization.

First, there are two governnment agencies in
Russia: The Mnistry of State Property and the M nistry
of Econom c Devel opnent and Trade. We keep caref ul
statistics about the extent towhichthey' ve privatized
t he conpani es t hat have been privati zed, the sectors, how
much t hey got for them what percentage of the conpany
was privatized. None of that information has been
provided to the Departnent. W pointed out inour first
subm ssion t he day before the two-di git nunber and no
supporting materi al behindthat. And as M. Ward sai d,
there are then citations to secondary sources. In a
classic anti-dunmping or countervailing duty
i nvestigation, that woul d not be acceptable. You' d have
to have backup information and even then verify it.

As we i ndicated in our first subm ssion,
there's one source that actually |ooks at a fairly
detail ed | evel privatizationthat occurredin the Russian
Feder ation over the past decade, andthat's the World

Bank dat abase. |t's avail abl e online, we subm tted as
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Tabl e Ain our subm ssion, and t here a coupl e t hi ngs we
sai d about that. One, these are the conpani es that are
t he dom nant core sectors that in fact the Deputy
M ni ster was referring to as beingthe nost i nportant.
So t he conpani es we' re about to | ook at are acknow edged
by all to be the conpanies are inportant to this
deci si on.

Second, is the data only go up t hrough 1998,
1999 and when we cal | ed the Worl d Bank to fi nd out why,
t hey sai d because the privatization programis basically
ahalt they toldus thislast sunmer. Andtothe best of
our know edge, they' ve not gotten t hat dat abase goi ng
agai n.

The second factor | want to go through
quickly isthe fact that alot of these privati zations
t hat are bei ng trunpet ed by t he Russi an Federati on, and
including, wethink, intheir statistics, althoughit's
not transparent soit's not clear how, are private-- I'm
sorry, are partial privatizations. InFigure 1, whichl
hope ever ybody got a copy of our chart, andwe'll tryto
hand out here, for those conpanies that areinthe Wrld

Bank dat abase where you coul d identify the percent of the
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conpany that was actually sold in the privatization
transacti on. This graph ranks them from full
privatization, whicharethefirst transactions onthe
left, all the way down to very, very small pieces of a
conpany being privatized.

As our brief goes, the subm ssion

CHAI RMAN SHI RZAD: What i s the hori zont al
access? Is this nunber of privatizations or percentage
or what is it?

MR. BARTLETT: These are transactions, so

there were 63 transacti ons.

CHAI RMAN SHI RZAD: Over what tinme period?

MR. BARTLETT: The starting point | believe

is '91. It's about the tinme of the transition to --

CHAl RVAN SHI RZAD:  These are i n t housands or

MR. BARTLETT: |'msorry. The nunbers down
at the bottomare sinply aranking of those transacti ons.
There were 63 mmpj or transactions --

CHAI RVAN SHI RZAD: | see.

VR. BARTLETT: - - privatization

transacti ons. On the vertical axis --
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CHAI RMAN SHI RZAD: It's a sanple.

MR. BARTLETT: Well, thisis what the Wrld
Bank -- the World Bank tried to track all the major
privatizationtransactions for thelarge conpanies. This
is the Gazprom UES, Luke O, all the conpani es t hat
we' ve been tal king about.

CHAI RMAN SHI RZAD:  Okay.

MR BARTLETT: There are of course t housands
and t housands of ot her privatizations out there, and t hey
tend to be various. As Figure 2 shows, al nost all of
t he val ue of t hese conpany transacti ons are i n segnments
wher e sonewhere between zero and ten percent of the
conpany i s sold off. So these are not the privatizations
you of ten sawi n eastern Europe where entire conpani es
are being soldto berun by private investors or foreign
investors. Small pieces are being sold off.

Moving onto the -- | should point out in
the Ukrai ne case, and we' ve got this inour brief, the
Departnment does base on sonme very good parti al
privatizations. As we said in our brief, six mjor
conpani es cited by anti - dunpi ng respondent s as bei ng part

of Russian future privatization plans supposedly is
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evi dence of Russia's good intentions with regard to
privatizations. Four already appear onthe Wrl d Bank
Tabl e of past privatizations: Gazprom Luke G|, Sinyets
| nvest and Sl ovnet. | ndeed, these four yet to be
privatized conpani es account for eight of the 69
transactions |listed onthe nmarket for 50 percent of the
total sal es val ue.

So we have this problemwhichis -- which
gas probl emis the cl assi c case where t hese transacti ons
are being cited as progress towards privatizations, and
they're al so being -- these same conpani es are bei ng
touted as conpanies that are on block for future
privatizations.

The third reason not to accept the Russi an
Federation's privatization nunber isinalot of these
transactions they' re governnent -t o- gover nnent sal es.
VWhat ' s happeni ng -- and we go t hrough several of these
fromthe Wor| d Bank dat abase i n our subm ssion -- what's
happeni ng i s a governnent agency i s putting a private --
putting a conpany up for bid as bei ng sol d by anot her - -
bei ng purchased by anot her gover nnent - owned conpany or

even anot her governnent agency. And that's a frequent
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problem particularly sales to regional and | ocal
government entities.

The fourth probl emi s what phrase -- i f you
typeinto an Internet source, you'll find many exanpl es
of either recent renationalization or denationalization
of these conpanies. To quote a recent study by sone
George Washington University professors, they say,
"Regi onal and nuni ci pal gover nnents have al so reassert ed
property rights and clains in the wake of the August
crisis, August 1998. Since md-1998, de facto
regional i zation of previously privatized property had
t aken pl ace anong several wel | -known corporations.” And
t hei r study enphasi zes thi s of t en happens at t he regi onal
and | ocal level. So alot of the statistics being put
forth by the Russi an Federationonly relateto central
government control.

Qur brief goes through a case study of the
si x medi um si zed steel conpanies in Russia. There are
three | arge ones, six mediumsized steel conpanies.
Three of those, after being privatized, reverted back to
regi onal and | ocal government control.

Finally, thefifth reason not to accept the
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75 or 86 percent number fromthe Russi an Federationis
that it relates just to governnment ownership, at best,
and not tothe control issue. Andtherecordisreplete
wi t h exanpl es where t he governnent has zero stake in a
conpany and yet is using a series of other neans to
control the decisions made by those conpanies. It
occurred at the largest level, and | will quote an OECD
study that just cane out: "The government appears to be
pl ayi ng a nore active rol e as t he dom nant shar ehol der of
Gazpromand UES." And as we al |l know, Gazpromand UES
are core conpani es here.

In fact, the OECD went on to say, or
actually earlier said, "In size, scope and econom c
i nportance, the natural gas and el ectricity sectors,
Gazpromand UES, occupy a central place inthe Russian
econony." Later they say, "Russian gas and el ectricity
remai n dom nat ed by two | ar ge nonopol i es, Gazpromand
UES, whose significanceinthe Russian econony goes far
beyond producti on and sal es of energy. These conpani es
have functioned essentially as quasi-financial
institutions adm nistering!large subsidiestofirns and

househol ds on t he basi s of rather conpl ex rel ati ons and
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agreenments with their state organs at all |evels of
gover nnent . "

And the OECD, again, goes on to say,
"They're playing a nore activerole.” And thisis a
February 2002 OECD study. It's happening in |arge
conpani es, medi um conpani es and smal | conpani es.

One nore quote i s t he sane OECD st udy sai d,
"One striking characteristic of Russian snall busi ness
surveys, " nowthese are nostly private conpanies, "is the
nunmber of conpl aints of harassnment or extortion by

various state organs.” Now, this is not the corruption
that was referred to earlier by the proponents of the
transition. Thisis state organs callingthe shots as
st at e or gans of what happens i nthese small conpani es.
This is what's bei ng conpl ai ned about. The CECDsays it
even conpar es di sfavorably to what's going onin eastern
Europe when it made ot her deci sions.

Wththe one mnutel haveleft, I will --
by the 30 seconds | have |l eft, accordingto M. Ward, |
just want to nmention briefly on Criterion 4 the

gover nment control over allocation. Again, this goes

back to control versus just governnent ownershi p. The
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Wr | d Bank has sai d Russi a' s economi ¢ probl ens resul t ed
fromdistorted price incentives in addition to weak
institutions. Andthe anti-nonopoly |law, whichis being
trunpeted as a goodthing, isinfact used again at the
regi onal and | ocal | evel thousands of tines a year to use
this cost plus nethod, that's being referred to here
earlier, as the nmethod of setting natural nonopoly
prices.

To gi ve you an exanple, if ashoe factoryis
inaregionandit's the only shoe factory inthat regi on
because of howthe Sovi ets set up their econony, that's
consi dered a nati onal nonopoly by the | ocal fol ks, and
they' Il trytoregulate the prices of the shoes coni ng
out of that. Andit's |argely because of the enpl oynent
effect. It has nothingto dowth conpetition policy.
Back to Brad.

MR. WARD: | want to make a coupl e of very
brief points tosumup. Oneis | wouldfocus -- ask the
Departnment to focus and reviewthe transcript of this
heari ng, because not only inthe subm ssions but alsoin
t hi s hearing t here have been statenents where it clear

and inplicit that what we're tal king about is an
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intention. There's a future tense used as to novi ng
toward, intendingtocreate, will inthe future, progress
toward a mar ket econony, not an acconpl i shed fact, but it
is an intention, an aspiration, novenent but not an
achi evenment .

| want to make -- rmuch has been nade by sone
present ers about the fact that Anerican conpani es are
maki ng noney i n Russi a now. Vell, |'mnot an econom st,
that's why |I've got one with nme, but nmy understandingis
that you can make noney in market and non-mar ket
econom es. Andin fact conpani es |i ke Pepsi and | BMwer e
maki ng noney i n Russi a, inthe Sovi et Uni on before 1989.
Maki ng noney i n an econony doesn't necessarily neanit's
a mar ket econony.

|'"dalsoliketo highlight one additi onal
poi nt with respect tothe statutory criterionregarding
t he extent to whi ch wages are det erm ned by free bargai n.
We i ncl uded at Exhi bit 8 -- Exhibit 6, excuse ne, to our
rebuttal coments of February 7, an excerpt from a
Depart nent of State report on Russi a dat ed March 2001.
And 1'd |like to read a coupl e of sentences fromit.

Quote, "Although the law recognizes collective
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bargai ning, in practice, enployers often refuse to
negoti at e and agreenents are not i npl emented."” Anot her
sentence, "Mst strikes are considered technically
illegal as the procedures for di sputes remnai n exceedi ngly
conpl ex."™ Anot her sentence, "Reprisals for strikes are
conmon, although strictly prohibited by |aw. " Wat this
passage il lustrates i s both that wages are not det erm ned
by free bargai ning in Russia, and, second, that thereis
a stark -- very stark difference between t he st ate of
affairs du jure and de facto in Russia.

Again, | think that the point for the
Departnment hereis that Russian parties have expressed a
perenni al resolutiontoinprove their econony and achi eve
a mar ket econony one day. This is not that day.

CHAI RMAN SHI RZAD: Al l right. Thank you,
M. Ward and M. Bartlett. Steve, are you presenting as
wel | ? No. Qur next presenter is Val Slater for thelaw
firmof Akin, Gunp.

MS. SLATER: Thank you. Good norning, M.
Shirzad and nenbers of the Departnent staff. My naneis
Valerie Slater. I'mwith the lawfirmof Akin, Gunp,

Strauss, Hauer & Fel d. |' mappeari ng t oday on behal f of
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t he Ad Hoc Conmittee of Domestic N trogen Producers. The
Ad Hoc Committee's nenmbers i ncl ude many of the | argest
U. S. producers of nitrogenfertilizers whichareusedto
growvarious crops throughout the United States. Wth ne
t oday are ny col | eagues, Bruce W I son and Ann Kusi c of
Aki n, Gunp, and al so present is M. Jesus Peralta of CF
| ndustries, one of the principal menbers of the Ad Hoc
Comm ttee.

At the outset, | wanted to express thanks to
you, M. Shirzad, for getting this on a schedul e t oday
when we coul dn't finishinthe norning, whenthose of us
who need t o go cel ebrat e a hol i day can be on our way. |
al so not e the provi sion of refreshnents which 1 hope will
beatraditionthat's nowgoing to continue at Depart nent
heari ngs.

CHAI RVAN SHI RZAD: St eve' s paying for it out
of his own pocket.

(Laughter.)

MS. SLATER: The U. S. nitrogenfertilizer
i ndustry i s not one that has used the trade | aws very
oftenor very broadly. A though nitrogenfertilizers are

inportedintothis country froma w de array of sources,
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rangi ng fromEur opean supplierstothe Mddle East, to
Trinidad and Tobago, the industry here has al ways
wel coned t hat conpetition and has been abl e to conpete
effectively with fairly traded inports.

The only i nports that have been probl ematic
are those fromthe former Sovi et Union and particularly
from the Russian Federation. These inmports have
repeat edl y wrought havoc inthe U S. market, | eavingthe
i ndustry with no choice as a |l ast resort but to seek
relief fromvery di sruptive surges of very | ow priced
pr oduct .

Ant i - dunpi ng di sci pli nes were i nposed on
urea exports in 1987, and in 1999, the I TC unani nously,
whi ch i s unusual over there, found that that order was
still required. A suspension agreenent was accepted on
anot her Russian nitrogen fertilizer product called
anmoni umnitrate in 2000. Currently, the United States
industry is sufferingthe effects fromunprecedent ed
| evel s of yet athirdnitrogen fertilizer beinginported
from Russia, urea amoniumnitrate sol utions.

My pur pose here today i s not to make a case

concerninginjury fromRussianinports. Instead what |'d
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like to do in this hearing is to make sure that the
Depart nent cl early understands t he extent to whichthe
nitrogen fertilizer industry problenms with unfairly
traded inports are a direct result of the continuing
oper ati on of key sectors of the Russi an econony on a non-
mar ket basi s.

Russi an gover nment policies and practices
ensure that the production and pricing of Russian
nitrogen fertilizers are not a function of market-
det erm ned costs, of production efficiencies or of supply
and demand.

Now, |let nme be clear, first of all, the
record before the Departnment establishes unequivocally
that none of thecriteria, broadly viewed, for graduation
of a country to market econony status are net here.
These factors have been set out greatly inour witten
comments, and |' mnot goingtorepeat them | want to
note, however, that with respect to every factor, very
recent reports by agencies of the United States
gover nnment have reached concl usi ons that make it cl ear
that Russia' s transitionto date has not been adequate to

merit graduation at this tinme.
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| urge the Departnment to pay particul ar
attention as you go through the vol um nous evi dence
bef ore you. Pay attention to the recent concl usi ons
reached by t his Departnent, by the State Departnent, by
t he Depart ment of Energy and t he ot her federal agencies,
whi ch have been tasked wit h studyi ng and reporting on
conditions inthe Russi an Federation and their various
reformefforts. And M. Ward just nenti oned one. There
are nunmerous federal reports that datew thinthelast
Ssi x to ei ght nont hs which are extrenely instructivein
that regard. All of those sources are cited in our
briefs, and1'Il leave it toyouto pull them-- or to
M. Hsu to pull themfromthe many witten pages.

The Russi an Federati on has not transitioned
to the point that application of market econony
nmet hodol ogi es i n anti - dunpi ng cases can nake any sense or
be neani ngful. Nowhereisthis nmoreclear thaninthe
nitrogenfertilizer sector. Nitrogenfertilizers are
made out of natural gas, not the energy source. It is
the feed stock fromwhich the fertilizer is created.
Nat ural gas accounts for 50 to 80 percent of the cost of

producti on, dependi ng onthe particul ar product invol ved.
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In the Russian Federation, the federal
governnment sets the price of natural gas toindustria
users, includingnitrogen fertilizer conpanies. The
mar ket does not determ ne the price of the gas soldto
donestic i ndustry generally or to donestic fertilizer
producers inparticular. Incontrast, natural gasis
exported fromRussi ato Europe and el sewhere at prices
that are determ ned by the market. The governnent-
determ ned price withinthe Russian Federationis orders
of magni tude | ower than t hi s market-determ ned export
price.

The difference is astonishing. The
Departnent of Energy's EIA, the Energy Information
Adm ni stration, reportedin Cctober of 2001 inits Russia
country anal ysi s brief that donmesti c Russi an gas prices
were set at $12 to $14 per 1,000 cubic neters. This was
conpared, accordingtothe EIA w th an export price of
$130 to $150 per 1,000 cubic neters -- nore than ten
tinmes differenceinthe donestically determ ned price and
t he market set export price.

There are ot her reports that indicate that

export prices are four to five tinmes higher than the
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gover nnent - det er m ned donesti c prices. But however you
|l ook at it, the differences are astonishing.
Recently, in January of this year, Russia's
Feder al Energy Comm ssion, which we heardalittlebit
about earlier this norning, recommended a subst anti al
i ncrease i ndonestic natural gas prices, anincrease, by
t he way, which would still have | eft domestic prices far
bel ow t he mar ket -determ ned export rates. But the
gover nnment stepped i n and count er manded t he deci si on of
t he FEC, the Federal Energy Conmi ssion. Anuch small er
increase was permtted. Gazprom the Russian gas
producer, was anong t hose who wer e openl y unhappy wi th
t he nove, conpl ai ni ng about the conti nui ng | owdonestic
prices and argui ng that they' re threateni ng Russia's own
energy security and Gazpromi s i nvest nent capability. And

we' ve provided to you, | think, inour rebuttal brief

sone of the articles concerning that particul ar event.

For thefertilizer sector, the continuing
and strict governnment control of donestic industri al
prices nmeans that fertilizer producers who woul d be too
i nefficient to operate based on conmerci al |y det erm ned

gas prices continue to produce, and they continue to
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produce vast quantities of nitrogen principally for
export. Russia accounts for roughly 20 percent of the
worl d's exports of nitrogen fertilizers.

It means that Gazprom which could not
obtain comercially adequate return on donestic gas
sal es, has invested heavilyinthe fertilizer sector.
Gazpromturns its gas into fertilizer because the
fertilizer, unlike the donestic gasthat it cansell, can
be sold and exported for hard currency.

Barter was nenti oned earlier. Mich of the
nitrogen fertilizer that's exported into the world
mar kets and into the United States has been obtai ned
t hrough barter arrangenents for the gas, which is
suppliedtothe fertilizer conpani es. Sone of this was
set out and described in our initial filing.

The Russi an governnent's conti nued contro
of natural gas neans t hat Russi an producers wi ||l conti nue
t o manufacture and export nitrogen and to set prices
wi thout regard to any real market-determ ned
efficiencies. It means that U S. producers will continue
toface floods of this material. The United Statesis a

prime target for these exports.

NEAL R. GROSS
COURT REPORTERS AND TRANSCRIBERS
1323 RHODE ISLAND AVE., N.W.
(202) 234-4433 WASHINGTON, D.C. 20005-3701 www.nealrgross.com




10

11

12

13

14

15

16

17

18

19

20

21

22

112

The ni trogen sect or does not operate on a
mar ket basis and provides an excellent exanple of
continued control of pricing and allocation of resources
and continuing central control of key sectors. Now, the
only response we' ve heard fromthisinthebriefs filed
by t he Russi an st eel producers has been to suggest, and
we heard it alittle bit briefly this norning, that
gover nment i nvol venent in natural resources, and energy
inparticular, i s not inconsistent with a nmarket econony.

But let's beclear. We're not talkingin
t hi s case about the Russi an gover nnent nerely hol di ng
shares in Gazprom we're talking about controlling
interests and controlling interests on the board of
directors. We're not tal ki ng about sinply asituation
wher e t here m ght be conti nui ng gover nnent owner shi p of
some reserves. Indeed, inthis country, contrary tothe
suggesti on nade by t he Russi an st eel producers, although
the U S. does infact retainownershipof certainoil and
gas reserves, our governnment |eases those lands to
producer s who devel op and sel | the production at market -
det erm ned prices.

Gas priceregulationinthis country, again
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contrary to the suggestion by the Russian steel
producers, has never includedthe regul ationof salesto
| arge i ndustrial users who buy directly fromthe gas
suppliers. And we'd be happy, if it woul d be hel pful to
you, to provide a detail ed anal ysis of the difference
bet ween t he ki nds of gas regul ati on t hat have occurred
here and whi ch occur inthe Russi an Federation t oday.
Prices toindustrial usersinthe United States who buy
directly fromthe | arge gas suppliers have al ways been
set by the market. Qur gas regul ati on has been, when it
has exi sted, generally, interns of pipelineregulation,
pricing has been limted to situations which affect
consuners and small busi nesses.

The argunent that U. S. nitrogen producers
are not concerned with market economy situation in
Russi an but just don't want to conpete with producers
Wi t h access to cheaper gas i s m splaced and, frankly, a
littlebit silly. U 'S. producers are efficient, well -
Situated to serve U.S. agricultural markets. They
conpet e successfully wth very gas-rich countries, |ike
t he M ddl e East, Trini dad and Tobago, and they wil |l be

able to conpete with Russian producers if and when
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natural gas in Russiais pricedaccordingtothe supply
and demand.

| want to just briefly turn to one quick
coment that was made this norning. The Russi an
producers and representatives this norning argued t hat,
"Well, inany event, yes, we're controlling gas, but we
are setting the price in accordance with production
cost.” The EIA, | want to nmake sure | nention, has
recently, | ast October, specifically notedthat Russian
gas prices donestically do not cover production costs.
But evenif they were set i n accordance with costs, even
i f there was sone evi dence t hat that was t he case, | have
to say that's not the equi val ent of beingin asupply and
demand or market-related pricing situation.

Thi s governnment's own country comrer ci al
gui de for Russia, published inJuly 15 of | ast year,
not ed t hat Russia's control of electricity, natural gas
and rail road sectors accounts for 13 percent of Russia's
GP. Mreinportantly, and thisis |anguage that | think
we have to keep in m nd, we recogni zed i nthat report,
our governnment recogni zed, that Russi an control over

t hese enterprises has, quote, "distortedthe econom c
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| andscape, " end quote.

The econom c | andscape in the nitrogen
fertilizer industry is highly distorted by Russia's
continuing control over natural gas pricing. Cost,
production and prici ng of these products are a function
of a state-determ ned gas price, and as | ong as t hat
priceisartificially suppressed and st at e-det er m ned,
there wi ||l not be an operation on a market econony basi s,
and our trade laws will not be effective for donestic
pr oducers.

We urge t he Departnment not to render trade
| aws i neffectivefor thiscritical U S industry. W've
relieduponthese | aws sparingly and as alast resort in
t he face of nmassi ve fl oods of product that conti nue t oday
to be affecting the market as a result of Russian
governnment policies and practices. Thank you.

CHAI RMAN SH RZAD:. Thank you, Val . The next
speaker i s Joan Borsten, the President of Filns by Jove.

MS. BORSTEN: Good norning. 1've been an
executiveinthe U S notion pictureindustry for over 15
years, and | amcurrently Presi dent of the Los Angel es-

based fil mproducti on and di stri buti on conpany, Fil ns by
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Jove.

Ten years ago, in May 1992, we signed a
contract with Russia's |eading animation studio to
restore and mar ket a |l arge body of Sovi et era ani mat ed
films. Today t he Russi an ani mati on that we di stribute
can be seenintheaters and ontel evisionall over the
worl d and i s avail able on video cassette and DVD in
t housands of retail outlets in North America, South
America, Europe and Asi a. We're proud to have
contributed to the safeguarding and pronotion of
Russian's rich artistic heritage.

Despite the noral satisfaction of our work,
our experience as i nvestors in the Russi an Feder ati on has
been extrenely difficult duetoinappropriate andill egal
interference inour conmercial and contractual affairs by
of ficials at the Russi an Governnment. |'mhere today to
briefly describe the extraordinary difficulties we have
encountered as investors in Russia, because our
experience has direct bearing ontwo of the |l nternational
Trade Adm ni stration's criteriafor changing Russia's
status as a non-mar ket econony: Criterion Number 3,

constraints onforeigninvestnents, and Giterion Nunber
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6, other relevant factors, specifically in our case,
political pressure, which was brought to bear on the
Russi an commrerci al courts by officials of the Russi an
M nistry of Culture.

Over t he past ten years, ny Conpany, Fil ns
by Jove, has i nvested norethan $4 m | lion to acquire,
repair, restore and di stribute asignificant collection
of Soviet-era animated fil nms, maki ng t hemaccessi bl e for
thefirst timeinthe West. Seven years after we began,
in 1999, whenthe ani mated fil mproj ect beganto showa
profit for the Russi an Ani mati on St udi o and nmy Conpany,
officials of the Russian M nistry of Culture began a
canpaign to retroactively void our contract.

Their efforts began when they set up in
Moscow a dummy cor poration with the same nane as the
Russi an studi o fromwhomwe had | i censed t he ani mati on
rights. Mnistry of Qulture officials claimthat the new
conpany, established in 1999, was the true copyri ght
hol der back in 1992 i nstead of the entity wi th whomwe
had contracted. Hence, they clai ned, our contract was
voi d.

There then began a protracted series of
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suits and countersuits, decisions and appeal s i n Russi an
courts between t he Ani mati on Studi o, which had | i censed
therightstous, and the M nistry of Culture. During
this period, Filnms by Jove suffered financi al | osses
because the M nistry of Cul ture prohibitedthe Russi an
State Film Archive, the source of our prints, from
supplying us with films for which we had the rights.

One of our contractual obligations wasto
def end t he Russi an studi 0' s copyri ght against piratesin
our distributionterritory, whichincludedthe United
States. I n August 2000, when we were engaged in a
| awsuit for copyright violationinthe U S. Federal Court
for the Eastern District of New York agai nst a convi ct ed
felon, the dummy corporation set up by the Russian
M nistry of Culture joinedthe suit asathirdparty on
the side of the felon.

Their objectiveinjoiningthe suit agai nst
usinthe U S. court wastogainarulingthat Filns by
Jove was not the legitimte copyright hol der of the
animation. The Mnistry was thus tenacious in the
canpai gn t o underm ne nmy Conpany's rights, and we were

unexpect edl y bur dened wi t h enor nous | egal expenses inthe
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effort to defend ourselves. As it turned out, the
Russian Mnistry of Qultureallieditself withthelosing
partyinthe U S District Court. Filnms by Jove won the
case. The felon, to whomthe Mnistry allieditself,
subsequent |y pl eaded guilty to pirating theintell ectual
property of the Motion Picture Associ ati on of Arerica and
t he Recordi ng | ndustry of Anerica using naster tapes and
optical disks illegally manufactured in Russia.

At the sane tine that the Russian M nistry
of Cul ture was chal | engi ng our copyright inthe U S.,
t hey were continuinginthe Russian courts to chall enge
of the legitinmacy of the animation studi o that had
contracted wth us. After aseries of rulings against
the Mnistry, the Mnistry of Qulture officials, together
withofficials of the Ofice of the Prosecutor General,
met with arepresentative of the H gh Arbitrati on Court
and directed the judges of the H gh Arbitration Court to
vacate all the decisions which had gone agai nst the
Mnistry.

The basis for the action was, quote,
"Protection of state interest," unquote. Russi an

governnent efforts to underm ne our i nvestment di d not

NEAL R. GROSS
COURT REPORTERS AND TRANSCRIBERS
1323 RHODE ISLAND AVE., N.W.
(202) 234-4433 WASHINGTON, D.C. 20005-3701 www.nealrgross.com




10

11

12

13

14

15

16

17

18

19

20

21

22

120

end with direct pressure on Russian judges. Most
recently, in Novenber 2001, Mnistry of Qulture officials
significantly damaged ny conpany' interest by sendi ng
| etters via Russi an enbassi es t o broadcasters wi th whom
we are negotiating, informng themfal sely that only
i censes i ssued by t he dunmmy corporationwere |l egitimate
and i nplying that Filnms by Jove could not therefore
contract for the rights.

These m sl eadi ng st at enents have decei ved
our trade partners, interfered with our commerci al
activities and caused us serious financial | osses from
darmage to our reputation and | ost sal es. The unrel enting
efforts of the Russian governnent to annul the
contractual rights of Filnms by Jove and to destroy our
i nvest nent have come to the attention of the U S
Congr ess.

Last week, Representatives Bernman, Wl don,
Waxman, al armed by t he evi dence whi ch we presentedto
them sent anofficial letter to Deputy Prine M nister
Mat veyenko poi nting out, one, quote, "The official s of
t he Russi an gover nnent appear to have i nappropriately

i nfluenced the decisions of the Russian courts in
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vi ol ation of the constitutional separation of powers
bet ween t he t wo branches of governnent; two, that such
efforts directly harmthe | ong-terminvestnent of Filns
by Jove; and, three, that the M nistry of Cul ture does
not appear to be comm tted to safeguarding the rights of
Anericaninvestors contrary to President Putin's repeated
statenents pl edgi ng that i nvestors wi |l be guaranteed a
| evel playing field, adherence to rule of |aw, an
i ndependent judiciary and no governnent interferencein
third party contracts."”

In sunmary then, on the basis of our
experience as investorsinthe Russian fil mindustry, we
urge the International Trade Admnistration, inreview ng
t he st at us of Russi a as a non-nmar ket econony, totake
into considerationthe fact that Americaninvestorsin
Russia still risk serious and financially damagi ng
governnent interferenceintheir cormercial activities.
Thank you for giving us the opportunity to present our
Vi ews.

CHAI RMAN SHI RZAD: Thank you, Ms. Bor sten.
Qur next speaker i s Dani el Pickard fromthe | awfirmof

Wley Rein & Fielding.
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MR. PI CKARD: Good norning. |'m Dani el
Pi ckard of Wl ey Rein &Fielding, herethis norning on
behal f of Nucor Corporation, andthe Commttee for Fair
Beam | nports.

We urge t he Depart nent of Comrerce not to
revoke t he NVE st at us of t he Russi an Federation at this
time. The U.S. governnent previously recogni zed t hat
Russia's transitionto a functioni ng mar ket - based econony
w || be a gradual one. Although Russia may be on the
road t o a market econony, it has by no neans arri ved at
t hat destination. In some areas, problens resulting from
t he 1998 fi nanci al crisis have undone progress toward a
mar ket econony. We respectfully submt that any
revocati on of Russia's NME status shoul d occur only as
part and parcel of Russia's accessiontothe Wrld Trade
Organi zati on.

An exam nation of each factor in the
Departnent's si x-prong test denonstrates that Russi an
prices do not represent fair value and that NME
designation renmains appropriate. First, Russiafailsthe
Departnent's test regardi ng currency convertability

because it restricts convertability of its currencyina
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matter that is not indicative of a free market.

Governnment currency controls to conbat
capital flight remain a significant concern as do
I i censes for forei gn exchange transactions | asti ng over
90 days. Infact, one of theworld s |argest accounting
firms recently noted earlier this year that the degree of
exchange restrictions and control s applicabletothe
rubl e means that it i s not convertibl e outside of the
Russi an Federation. Previous subm ssions infavor of
revocati on have stated that foreign exchange and
financial systensin Russiaarestill at an early stage
of devel opnent and are not unable to w thstand events in
i nternational markets. This is precisely why NVE st at us
is still appropriate.

Russi a wage rates are al so not sufficiently
det erm ned by t he narket. Resistance to organi zed | abor
and t he power of corrupt busi ness | eaders have prevent ed
mar ket forces fromestablishing a fair working wage.
Russi an wages are extrenely low with |[imted wage
mobi lity. Russi an wage arrears have been an
i nternational issue for years, anountingto U. S. $1. 14

billion in June 2001.
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Additionally, thereis significant evidence
of vi ol ent anti-uni oni smand physical intimdation of
Russi an wor kers. Russi a' s ongoi ng hi story of non- paynent
of wages and weak | abor unions i ndicate that Russiais
not currently a market econony wi th respect to wage and
wage rates.

Third, Russia excessively controls the
extent to which it permts joint ventures or other
i nvestment by foreignfirnms. As previously discussed,
barrierstoforeigndirect investnent in Russia are both
de factoand du jure, with all owabl e forei gninvestnents
hi ghl y managed by the state. U S. trade representative
has not ed Russi a' s frequent and unpredi ct abl e changes in
Cust ons regul ati ons and enforcenent and t he resul ting
negative inpact on foreign and donestic trade in
i nvest ment .

The Depart nent has previously recogni zed
Russi a's political and economc instability, thelack of
sol i d corporat e governance | aws, i npractical trade, tax,
banki ng and investnent regulations as inhibiting
successful foreigninvestnment. Onthis factor al one,

Russi a cannot be consi dered a nar ket econony, because it
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has failed to marketize its legal and investnent
infrastructure. O her countries had noreliberalized
foreign investnent | aws as well as nore substanti al
anounts of foreigninvestnents when they received non-
mar ket econony status fromthe Departnent.

The fourth and fifth elenments in the
Departnment' s test for revocati on of NME st at us exam ne
t he extent government ownership control the nmeans of
production, all ocation of resources, price and out put
deci sions. Post-Soviet reforns inthese areas have been
partially successful, at best. The governnent conti nues
todirectlyinterferein production, price and out put
decisions. Inaddition, substantial bl ocks of assets
have yet to be privatized, and Russi a' s novenent toward
privatization has stalled in general.

The previous subnm ssions and previous
statenments this norning document the extent of
gover nment - owned busi ness and m xed state and private
owner shi p, which further argues in support agai nst
revocationat thistine. Asrecently as Novenber 2001,
t he econom sts conment ed on mar ket i nterference by the

Russi an gover nnment, descri bing a crony-ridden, state-
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dom nat ed systemt hat keeps ol d busi nesses goi ng but
chokes of f capital from new ones.

Of fundanental inportanceis the fact that
t he pricing of basic Russi an commodities is not market -
driven. The Russi an governnent regul ates pri ces on goods
and services, representing at | east 15 percent of the
nati onal GDP. Russi an governnent price control s inpacts
sectors as diverse as natural gas, agriculture and public
transportation. Natural gas accounts for over 54 percent
of Russia's energy consunption, yet it isstill sold at
| ess than the cost of production. President Putin
hi nsel f has remarked that el ectricity prices in Russia
arethreetofivetinmes cheaper thanworld prices. The
Departnment, too, has recogni zed that Russi an energy
producers do not operate on profit. Wth respect to
Russi an st eel production, the Departnent's gl obal steel
trade report stated that t he Russi an econony consi sts of
enterprises that woul d not be vi abl e i n a mar ket econony.

Russia is not currently a free market
system | n 2000, the Council of Foreign Rel ati ons not ed
t hat Russi a di d not have a nar ket econony, ranking it

93rd out of 123 countries interns of econom c freedom
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Avyear later, the Council ranked Russia 117 out of 123,
significantly behindthe People's Republic of China. In
response to the central question at the heart of the
Departnent' s inquiry, sal es of fundanental commodities in
Russia are not cost based.

It isalsoinportant to note that Russian
corruption has sustai ned an enor nous bl ack mar ket. Sone
have esti mated t hat bl ack market accounts for at | east 50
percent of Russia' s GDP. Such a devel oped under gr ound
econony represents a phenonmenon that prevents the fair
prici ng of merchandi se necessary for the country to be
considered a true market econony. In fact, the
centrality of Russia's black market may be the nost
probative factor as to whether Russiastill operates as
an NME. Such a black market only arises when the
of ficial market fails to neet consuner denmand f or goods
at fair market prices.

We'd al so I'i ke to nake a point about the
timngof thisinquiry. It is our positionthat Russia
does not currently neet the six-factor test. Further,
accordi ngly, revocation of Russia's NMVE st at us woul d be

i nappropriate at thistime. Astogoingforward, it is
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our position that revocation of Russia' s NME status
shoul d only occur as part and parcel of their accession
negotiations to the World Trade Organi zati on.

I n concl usion, sufficient evidence has been
submtted to denonstrate t he Departnent shoul dn't revoke
NME -- Russia's NME status at this tine. The
government' s restrictions onits currency, its denial of
fundamental worker rights, limtations on foreign
investnment and its control of production prices and
resources all indicate that Russia is still an NME
Accordi ngly, Nucor and the Conmttee for Fair Beam
| mports urge the Departnent not to alter Russia's
desi gnati on as a non-mar ket econony at this tinme. Thank
you.

CHAI RMAN SHI RZAD: Thank you, M. Pi ckard.
Qur next presenter is Stephani e Doyal fromthe |l awfirm
of Schagrin & Associ at es.

MS. DOYAL: Good norni ng. My name is

St ephani e Doyal . I'mfromthe lawfirmof Schagrin &
Associ ates. | amappeari ng today on behal f of Gall atin
St eel Conpany, |PSCO Steel, Incorporated, Nucor

Cor poration, Steel Dynam cs, |Incorporatedand Wirton
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St eel Corporation. These conpanies are donestic,
integrated, mni-m |l steel producers.

First, | would just |liketostate for the
record that we concur i nthe opinions expressed t oday by
counsel fromDewey Bal | anti ne and Wl ey Rein & Fi el di ng,
who al so represent ot her donmestic steel producers, and
have al ready spoken i n oppositiontorevocation of the
Russi an Federation's non-nmarket economny stat us.

My comments today will be very brief. |
would just like to reiterate our position that the
Department should decline to revoke the Russian
Federation's status as a non-rmar ket econony at this tine,
because nany obst acl es renmai n whi ch requi re addi ti onal
reform

As outlinedinour conmments filedw ththe
Departnent, while the Russian Federation has made
significant progress sincethe collapse of the Sovi et
Union in 1991, each of the areas delineated in the
statutory factors needs further reformbefore the Russi an

Federati on shoul d be cl assifi ed as a market econony for

pur poses of anti-dunping and countervailing duty | aw.

Revocationis not justifiedat thistine,
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and t he progress the Russian Federation has nmade is
under m ned by exi sting ranpant corruption, limtedrule
of | awand excessive state interventionin and ownership
of several key industries, such as the natural gas and
el ectricity industries, which for steel production are
all extrenely inportant and constitute sone of the najor
raw mat erial inputs.

Therefore, we urge t he Department to decline
to revoke t he Russi an Federati on's non- mar ket econony
status at thistinme. Thank you, and thi s concl udes ny
remar ks.

CHAI RVAN SHI RZAD: Thank you. Qur next, and
| think |ast, presenter is difford Stevens fromthe | aw
firmof Verner, Lipfert.

MR. STEVENS: Good norni ng. I"'m Cliff
St evens of the lawfirmof Verner, Lipfert, Berhard,
McPherson & Hand. W represent El kemMet al s Conpany and
G obe Metallurgical, U S. producers of silicon netal.

The U.S. siliconnetal industryiscurrently
suffering severe injury because of a surge of dunped
inports from Russia that are being sold in the U S

mar ket at aggressively lowprices. U S. silicon netal
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producers and uni ons recently filed a petition requesting
the i mposition of anti-dunpi ng duties onthese inports.
Di stortions of prices and costs inthe Russi an econony
al l owt he Russi an producers to sell at prices that do not
reflect econony reality, asituationthat the non-narket
econony provisions of the statute are intended to
addr ess.

For exanple, as many commentors have
forcefully argued and shown, state control over the
ener gy sector allows Russian silicon netal producersto
receive electricity, the nost i mportant cost of producing
siliconnmetal, at well bel ownarket rates and wel | bel ow
the cost of producing electricity. Revocati on of
Russia's NME status would be inconsistent wth
congressional intent that donestic industries be
protected fromsuch di stortions through application of
t he NME provisions of the statute.

Many of the ot her parties have concentrated
their efforts on providing a detail ed expl anati on of why
Russi a does not qual i fy for market econony st at us based
on the specific factors the Departnent considers. So as

not to duplicate these efforts, | thought it would be
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useful to focus nmy presentation onthe central question
bef ore t he Depart nent today: Wiether or not functioning
mar kets exist in Russia.

Section 771.18(a) of the Tariff Act defines
an NME country as, quote, "any foreign country that the
Departnent deterni nes does not operate in narket
princi pl es of cost or pricing structures sothat sal es of
mer chandi se i n such countries do not reflect thefair
val ue of the nerchandise,” end quote. Russia fits
squarely within this statutory definition.

Consistent with the statute, i n NME cases
t he Departnment has recogni zed that the issue i s not
whet her substantial reformhas occurred, but rather
whet her functioni ng narkets are i n place and pri ces and
costs adequately reflect market considerations. 1In
declining to revoke Russia's NME status in 1995, the
Depart nent stated, quote, "The Russi an econony, havi ng
energed froma central |y pl anned system isin a state of
transition. Many of the state controls have been
abandoned, but that does not nean that functioning
mar ket s have repl aced controls. Because t he evi dence

does not denpnstrate that prices and costs in Russi a
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adequatel y refl ect market consi derati ons, we cannot at
thistime alter Russia's designation as a non-nar ket
econony country."

Simlarly, in determ ning not to revoke
Ukrai ne' s NME st at us, the Departnent found that, quote,
"Whi | e significant progress has been made i n Ukrai ne's
transformationto a narket econony, we cannot concl ude
that Ukrai ne shoul d be treat ed as a mar ket econony for
pur poses of the anti-dunping | aw. While many of the
st at e control s have been abandoned, functi oni ng markets
have not conpletely replaced government controls.”

VWil e Russia has dismantled its fornmer
central |y pl anned econony, nunerous i ndependent observers
have concl uded t hat functi oni ng mar ket s have not repl aced
the prior system First, avast portion of the econony
remai ns under direct state control. Accordingto a 2001
| nternational Monetary Fund article, in the key
infrastructure services, includingelectricity, heating,
nat ural gas supply and transm ssion and rail transport,
st at e- dom nat ed nonopol ies still play a major role. And
in purchasing manufacturing inputs, new firnms,

particularly newsmaller firns, have little choice.
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There i s usually only one supplier and pricingis not
cost based for these core products and inputs.

Second, even where privatization has
occurred in Russia, theresulting changes in ownership
have not altered t he fundanmental structure of the Russian
economny. Again, according to the I MF, quote, "The
i ndustrial configuration established by adm ni strative
and central planning during the Soviet erais still
| argel y entrenched, and a newi ndustrial sector in which
conpetitive market forces determ ne behavi or has yet to
energe fully," end quote.

Regardi ng privati zati on, anot her observer
stated, quote, "Wen comuni smcol | apsed, t he gover nnent
lifted its econonmy controls and rapidly privatized
enterprises. However, these enterprises, a coordinated
net wor k of suppliers and producers under conmuni sm
qui ckly formed a network of their own." This observer
not ed t hat t he new network di d not behave as enterprises
do in markets econom es.

Third, the Russi an econony still suffers
froma severe | ack of conpetition. Accordingtothe | M,

gquote, "I n many sectors, the principal constraints on
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entry by newfirnms in Russia are the anti-conpetitive
mar ket structure and the anti-conpetitive conduct of
exi sting dom nant firnms, whichis often sancti oned or
supported by | ocal governnents," end quote.

The same | MF article further states that,
gquote, "Many manufacturing firnms are shielded from
conpetition because of structural and institutional
i npedi ments,"” end quote.

Numer ous observers have noted t hat Russi a
| acks the institutional structures necessary for
functioni ng markets. An August 2000 paper, published by
t he Eur opean Bank for Reconstruction and Devel opnent,
found that Russia has, quote, "problenms with the
transition towards credi bl e market - based i nstituti ons and
financial systens,"” end quote.

Simlarly, a 2001 article by another
conment at or stated that in Russia, quote, "Institutional
structures necessary to support the conti nued evol uti on
of capitalismare notably weak or absent,” end quote.

Russi a has been gi ven poor and decl i ni ng
scores in recent independent studies of transition

econom es. W attached inour witten comments excerpts
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froma FreedomHouse publication called, "Nations in
Transit," whichis asurvey of the direction and state of
political and economi c transition anong the states of
central and eastern Europe and t he forner Sovi et Uni on.
It's funded primarily by the U S. Agency for
| nt ernati onal Devel opnent. The FreedomHouse st udy bases
its survey on rankings and ni ne political and econom c
subcat egori es, including-- whicharegroupedintothree
broad areas: denocratization, rule of | awand econony
i beralization.

In the 2001 Nations in Transit survey,
Freedom House concl uded that despite the |egal and
econom c refornms Russia has institutedinrecent years,
it awarded themvery | owscores during the 1997 to 2001
period, and in fact the scores during that period
actual | y worsened, whi ch caused FreedomHouse to pl ace
Russia in the m ddl e novi ng downwards category of
transition econom es.

In particular, Russia's scores in the
i ndi vi dual categories of privatization, macro econony
pol i cy and mi cro econony policy wererelatively |l owas

conpared to ot her transition econom es. Together these
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cat egori es enconpass an exam nation of the |egal
framework for privatization and the present state of the
privatization process, tax reform fiscal and nonetary
pol i cy and banki ng reform property rights, property and
liberalization, theability to operate a busi ness and
ot her pertinent factors that are considered in the
Departnent's anal ysi s.

In sunmary, Russiaisinthe same position
as when t he Departnent | ast denied it market econony
status. It still does not have functi oni ng narkets, and
prices and costs remai n severel y di storted on an overal |
basis in the econony. Congress intended that these
di stortions be addressed t hrough appl i cati on of t he NVE
provi sions of the statute. It would be i nproper and
contrary to congressional intent for the Departnent to
grant mar ket econony status to Russia at this point in
time. Thank you.

CHAI RMAN SHI RZAD: Thank you, M. Stevens.
My understanding is that this is the last of the
presenters that we have today. |s there any anendnents
to the schedule that | need to know about? Al bert?

Jeff?
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Thank you to all of you. Those were very
hel pful comments. | think as one areathat |'dliketo
open, whet her Ms. Sl ater or anybody el se wants t o addr ess
the question, is the degree to which the regul atory
envi ronnment of the energy sector in Russia how that
vari es fromwhat you woul d findin other econon es where
you do have an equivalent of a public utilities
comm ssi on or a FERC or sone governnental entity whose
function it is to ensure that pricing in a natural
econony -- in anatural nonopoly industry doesn't -- you
know, the pricing practices aren't abusive in some
fashi on. You were alludingto sone differences. Wat
can you share with us that we need to t hi nk about in that
regard?

M5. SLATER Well, certainly, | don't claim
to be an energy expert, but what | have l earned intrying
t o understand the di fferences between the types of gas
regul ation, for exanple, that are used hereinthe United
States and what's currently happening in Russial think
cone down to sonme pretty key points.

First of all, the regul ations of natural gas

pricing, whenit was preval ent, was typically interns of
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prices of gas for sale for resale. So it was the
consumer gas t hat was bei ng regul ated. Nowthe basis for
that i s something|l'd havetolookinto. | understand
that there typically were margins of profit built infor
the sellers.

What was not regul at ed, eveninthe heyday
of gas regul ation here, were sales directly fromgas
producers, Loui siana Power & Light, tolargeindustrial
users, either within or even across state |ines,
pur chases that were for use by t he purchaser rather than
for resal e were not regul ated. That was anot her pure
mar ket dynam ¢ supply and denmand and negoti ati on.

And aside fromthat, there's theissue of
transportati on and pi pel i nes and so on. Transportation
regul ation for energy | think is fairly conmmon, and
that's a very different kind of concern when the
particul ar one that we're tal ki ng about, the fertilizer
i ndustry, whichis thepricingof theinput tothe user.
We can certainly |l ook at that in nore detail. | don't
know whet her you have nore.

MR. BARTLETT: | think there are three

t hi ngs when we | ooked at the energy i ndustry. Oneis
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saying that, well, this is just interference of the
energy i ndustry and it happens all over the place. It's
ki nd of |ike saying, well, in Hawaii, the governnment
interferesintourism Mich of theinportant econony
structure of Russia, fromthat standpoint, is actually
bui It around the energy sector. That's where they claim
t hey have a conpetitive advantage, and that's what's
being interfered wth.

Second, it's beinginterfered w th, not just
inasense of |owering priceor regulatingprice, but as
t he OECD has sai d, they' re actual | y pi cki ng wi nners and
| osers based on the access to the energy. And then,
third, which doesn't relateto energy directly but the
maj or manmot h ener gy conpani es i n Russia have a gas
problem They havetoread -- the nmedi a over here has
t aken over nmuch of the nmedi ainthe Russi an Federati on.
They' ve ext ended t hensel ves i nto t el ecomuni cati ons. As
the OECD says, they're operating as a quasi-fiscal
institution. So what's happeninginthe energy sector
not only affects energy i nputs on a highly di scrimnatory
basis, but it alsoisgrowinginterms of puttingit in

ot her areas of manufacturing.
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CHAI RVAN SH RZAD:  The st atute, as everybody
knows, enuner ates a nunber of factors that were directed
by Congress to | ook at, including acatch-all factor. 1Is
there a sense anong the folks in terns of whether we
shoul d be wei ghti ng one nore than t he other? Cbviously,
it's a matter of discretion.

The ultimate chal | enge t hat we have as a
Departnent istotakethe various factors that arethere
for ustol ook at, as well as whatever other factors we
deemappropriate to consider, and see howthe m x of
t hose factors in a particul ar environment contri bute or
don't contribute to assuring that price signals and
costing -- the cost structure is such that it's
sufficiently market orientedthat it allows us to do our
anti - dunpi ng anal ysi s using the actual prices inthe
mar ket .

The story of narket econoni es varies.
You' I | have hi gh degrees of one governnent i nterventions
or state control and one sector the story of one factor
i n mar ket econom es greatly as conpared t o ot her mar ket
econom es. |s there a common viewon the part of the

opponents that there are certain factors we need to give
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greater weight tothat trunp the others? Is that sort of
what |'m hearing in the presentati on or no?

MR. BARTLETT: | think onethingthat fits
that question is the interrelationship between two
factors i s perhaps nore inportant i n Russi a t han anywhere
el se, and that is the rel ati onshi p between foreign direct
i nvestnent and corporate governance in mnority
sharehol der rights. A lot was said today about the
gquantity of foreigndirect i nvestnent and debat es over
that. What you hear from sone of these individual
investors is that the quality of that FDI is not what
t hey t hought it woul d be because of t he ot her cormer ce
factor of the corporate governance and shar ehol ders'
rights andthe ability toenforcetheir rights. So even
i f you have a great deal of FDI com nginto Russia, you
needto |l ook at theinteractionw th the other factors as
tothequality. And 1 thinkif youlineupthe factors,
you can repeat that exerci se of howdoes one factor score
gi ven what you know about t he probl ens of other factors.

MR. SOVERS: |[f | couldrespondtothat, at
| east as one of the proponents --

CHAI RMAN SHI RZAD: Wel |, actually, I'm
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sorry. | think when we tal ked about the ground rul es, we
-- unfortunately we're in a positionnowwhere we're sort
of stuck to our schedul e which sort of allotstine. I'm
happy to revisit that, but | understand there's sone
concern on the part of sonme of the participants about
goi ng of f our ground rul es, which |l amreluctant to do
unl ess everybody's in agreenment on that.

MR. SOMERS: | didn't realize you had asked
-- | thought you woul d ask everyone. | didn't realize
you woul d ask only the opponents.

CHAI RVAN SH RZAD: W' re unfortunatel y sort
of inthe box here unl ess peoplearewillingtorevisit
how we approach this.

MR. MAY: Yes. | think what we've al |l owed
for istherebuttals to be doneinwiting and not to
have a rebuttal period here. This is just a question
period for those who just made presentations.

CHAI RMAN SHI RZAD: Yes. Clearly, the
guestions that any of us ask either side are neant to be
addressed by all of you, and t here are a nunber of sort
of general questions that | actually will raise at the

very end that | think are helpful for both sides to
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address inwiting when we present -- when parties subm t
t heir post-hearing briefs or any ot her post-hearing
subm ssions that they put in. Wiydon't | -- again, I'm
happy to revisit the structure, but unless | hear
otherwi se, | think we're stuck to our bifurcated process,
if I can put it that way.

Does the Panel have questions? Al bert?

MR. HSU. Yes. | have a question on the
energy sector issue and it's directed towards M.
Bartlett. There are many anal ysts out there that deem
t he ener gy sector probl emas a very conpl i cat ed one where
t he government' s trying to bal ance needs to stabilizethe
econony andtolimt therate of inflationgromhwth
t he need to equal i ze and bring energy prices upto world
pricelevels. There are alsoinstitutional constraints
inthe energy sector that prevent Gazpromfromcutting
service of f to all delinquent payers. These are actually
constitutional rights, and | believe that they have been
tryingtolimt the scope of the application of those
ri ghts and Gazpromhas been successful in cutting service
off to sonme industrial users.

So ny questiontoyouis | thinkthe problem
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is at | east twofold: Thereis anatural nonopoly pricing
problem-- there's a general pricing problem andthen
there's arestructuring problem And I think Gazprom
woul d wel cone hi gher prices, because t hey'd make nore
money, and | believe they woul d happily operateit as a
monopoly if they were allowed to do that. But the
governnent reformefforts aretargeted, inlarge part, at
restructuring gas. And so | think sone of the
statenents you may be hearing about, the governnent
tryingto assert nore control over Gazprom may refl ect
t he government' s efforts to overcome Gazpronm s resi stance
torestructuring, putting asidethe priceissue. And I
think that's aconplicating factor, andit's not -- the
inmpression| get fromthese anal ysts -- and when | say
anal ysts, that i ncludes the OECDto which -- the report
towhichyourefer -- it's anmuch nore conplicatedissue
t han just the governnent telling Gazprom "You wi |l sell
at this price."

So | was wonderi ng what your views are on
t he exi stence of these two i ssues, separate issues --
pricing and restructuring -- and whet her sonme of the

t hi ngs that you point to can be reconcil ed on that basis?
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MR. MAY: Right. Just on aresidual note,
as peopl e are responding, if they couldjust identify
t henselves for therecord, it will bealittle easier to
follow in the transcript.

MR. BARTLETT: Right. 1'mBrent Bartlett,
econom st fromDewey Bal |l antine. First of all, I'Il say
| agree with --

MR. HSU: | just forgot one thing. I
believe M. Bartlett or Val pointed out that the
governnent had declinedtoraisetheutility prices by
the full extent to which FERC had recomrended, and
bel i eve t hat that was purely -- that reflects purely the
concerns of the governnent about inflation. And, again,
if you can comment on that for ne.

MR, BARTLETT: First of all, I think | agree
wi th your anal ysi s on thi s whol eheartedly. W do have
these di fferent i ssues going onw th Gazprom 1In fact,
you can get very confused readi ng whet her Gazpromi s run
by t he Russi an governnment or t he Russi an governnent i s
run by Gazprom | nean there are all these political
connections that going on that nake sorting out the

deci si onmaki ng and why they're doing certain things
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difficult.

| think therearethreepointsl'dliketo
make. Nunber one i s sone of these policy decisions are
being made with t he best of i ntenti ons and may even be
made for very good reasons. For exanple, regulatingthe
nat ural nonopol y aspects of Gazpromin the UES presence
in many areas. But that doesn't make it a market.
O tenti nes what you see, and the restructuring part of
what you' re tal ki ng about, isinfact evidence for the
opponent s of graduation, andthat isthey'retryingto
restructure the situation and nove it towards a market
wher e t he supply of energy i s not inthe natural nonopoly
position, as it doesn't haveto be. It's not in Europe,
it'"snot inthe United States, for nost part anynore.
And al | of this evidence that the governnent is heavily
involvedtryingtorestructure what's goingonthereis
in fact evidence that they're not done yet.

And | think ny | ast point is there's the
pricing issue on natural nonopoly, there's the
i nvol venent for restructuringissues. There's a heavy,
heavy third category, and that is fromthe top of the

Russi an Feder ati on governnent all the way downto the
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| ocal levels, alot of these energy prices are bei ng set
for industrial policy purposes.

MR. HSU: You nentioned evi dence t hat you
saw of discrimnatory pricing?

MR. BARTLETT: Ri ght .

MR. HSU. Where you have seen that?

MR. BARTLETT: Well, if you look in our
subm ssions, particularly with respect toindustry, we're
interestedinthe steel industry. Wen you get past the
three | arge steel conpanies downto the six small steel
conpani es, we have a | ot of anecdotal evidence of --
wel |, what you nenti oned was sonmebody not paying their
bill, Gazprom or UES actually wanting to cut off a
conpany, and t hen t he governnent, oftenti nmes t he regi onal
or local government, intervening and trying to sort
t hi ngs out and say, "Well, they haven't paid, but you
under stand t hey enpl oy a third of the peopleintown, and
you just can't do that."

MR. HSU: Ckay. But in terns of
di scrim natory practices, you haven't seen evi dence of
di fferent prices.

MR. BARTLETT: Well, to nme, an effective
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price is the volune going in and the value coni ng out.

MR. HSU. | know. Let's put aside the
effect of prices, just the nom nal price of gas.

MR. BARTLETT: | couldn't cite you anything
ri ght now. If we find any, we'll stick it in our
response bri ef.

MS. SLATER: M. Hsu, this is Valerie
Sl ater. W have seenthat inrecent years with respect
tothefertilizer sector, andin our original subm ssion
you have copi es of the rel evant statutes. There have
been particul ar mandated prices to particul ar sectors in
t he past. And whether those are still ineffect | think
is the i ssue of sonme debate. At this point, what we
understand to be case, there is a uniformy set
i ndustrial price.

MR. HSU. Right. | have one nore question.
M. Bartlett referredtothe vast extent of state control
over Russian enterprises, far greater than official
statistics suggest. And | was just wondering for what
pur pose do you think this control is being exercised. |
meanisit tocontrol production, investnment, prices?

And inthat regard, if the control is being exercisedto
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produce -- to control investnent, then why have we seen
fixedinvestnment in Russia decline? Wy didwe see fixed
i nvestment i n Russi a decline between'92 and ' 98? If the
governnment was in a position to effectively control
enterprises, as you're suggesting, why would the
governnent effectively allowthe decapitalizationof its
own assets?

MR. BARTLETT: Right. | have two answers.
One is for these purposes it doesn't matter. The
governnment's calling the shots, and the story shoul d
probably end there. But | think, substantively, the
answer to your questionis you knownostly what | dois
subsi di es and countervailing duties as a career, and | ' ve
al ways sai d what you see interns of governnent policy
W th respect to subsidization, whichl thinkis an anal og
t o governnent control here, is sonetinesit'sfor --it's
very clever and very well done for very specific
i ndustrial policy purposes. Qher tinesit's tantanount
to corruption by the officials. And there's a whol e
spectrumin between.

Russi a, as one of the |l argest countries in

the world, youcan find all of that. In fact, you can
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findall of that within Gazprom You can findindustrial
policy targeting, you can find corruption of high
officials, youcanfindpolitical notivations onthe part
of factions withinthese organi zations. | think you name
it and you can find sonme action by theseentitiesthat is
traceabl e tothat notivation. But tocircle back, the
problemisit's not profit maxi m zi ng behavi or by t he

part of organi zations that are trying to operate on

mar ket principles, and that's the inportant part here.

MR. WARD: One point -- this is Brad Ward
wi th Dewey Bal l antine. | think that the statute doesn't
say that you' re permttedto distort your own rmar ket for
any good reason or a bad reason; it's just are you a
mar ket econony, yes or no? And that's why, as Brent
said, it really doesn't matter the reasons why t here nmay
be regul ation or distortion. It'sthefact of isit a
market or is it not, and the fact is it's not.

MR. BARTLETT: And I think if your point
goes to, in sone cases, econom sts woul d say, "Well,
you' ve got adistortion of the market, so t he gover nnent
has tointerveneto bringit back to narket prices, say."

| thinkthe weight of the evidence of this case says not
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alot of that is goingoninRussia. Youknow, you don't
see a | ot of studi es bei ng done about what woul d t he
mar ket do here, and whilewe're still incontrol, we'll
try to shoot towards that. That's just not what's
happeni ng.

MR. SOMERS: M. Chairman, at the risk of
bei ng censored, | findthat this nmeeting perhaps shoul d
changeits format. First, | want to conplinent -- the
guestions are very insightful and they're very even-
handed, but the proponents have been sol vent for the | ast
two and a half hours. W have a Deputy M ni ster of
Econoni ¢ Devel opnent and Trade here who's listeningto
t he opponents cite facts, figures, statenents about
pricing policy, and he will be rel egated, | guess, to
filing an extensive witten brief which wll put the
Russi an Federati on at a sever e di sadvant age, gi ven the
limts of tine, geography.

And | just say that, again, whilel appl aud
the fairness of the way this hearingis being conducted,
t he Ameri can Chanmber of Commrerce, whose 650 American
conpani es have a strong i nterest i n designation of Russia

as a mar ket econony, not because Russia fil ed but because
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we believethat our ability toinprove the narket and our
profitability will increase. | feel that we shoul d

continue this hearingall afternoon or that sone ot her

met hod - -

CHAI RMAN SHI RZAD:  Well, | --

MR. SOMERS: |'m sorry.

CHAI RVAN SHI RZAD: -- appreci ate the input.
| " meager to have a free exchange. 1 think one of your

col | eagues, frankly, is concerned about nodifying our
approach, and | have to respect that objection. So
unl ess there are other thoughts or if thereisrevisiting
of people's views in terns of howwe shoul d structure
this hearing, | thinkintheinterest of fairness | need
tomuintaintherulesthat we started with unless, M.
Ellis, unless you have --

MR. ELLIS: Well, wecanrevisit it as |ong
as we structure it inafair way. What woul d be the
alternative?

MR. WARD: On behal f of the opponents, |
know t hat we don't have anything to fear froma free
exchange here. On the ot her hand, we di d remai n sil ent

during the presentation of the proponents and duri ng
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guestions. We're just sort of giving and equitable
di stribution of time and approach here. But | |eaveit
to the Chair.

CHAI RMAN SHI RZAD: G ve ne one m nute.

(Pause.)

CHAI RVAN SHI RZAD: What |"d |i ke to propose
| think the points raised about allowing -- well,
obvi ously, | have to make sure there's a free exchange
whi | e maki ng sure that there' s nothinginthe structure
of our hearing that either gives either side anunfair
advant age or the perception of either side has an unfair
advantage. At the sanetinme, |'mm ndful that we have a
very di stingui shed set of visitors here on both si des of
thisissue, and I' ml oathe to gi ve up t he opportunity to
hear from everybody.

What | woul d suggest that we do -- and,
again, thiswll have to be somet hing t hat everybody wil |
have to agree to, otherwisew' || havetorevert back to
our current structure-- istoallowthe opponents to
finishand then to take ashort break and then return and
al l oweither side 15 additional m nutes to nake coment s,

t o answer questi ons, what ever it happens to be, but not
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to allowfor a direct interchange since | think that
m ght be t he concern that some fol ks may have. |f that
structureis acceptabl e, the probl emthat we have or the
burden that you all wll have is structuring --
al | ocati ng your tine anongst yoursel ves i n a manner t hat

will be satisfactory to everybody.

MR. ELLIS: W can probably fight it out.

CHAI RVAN SHI RZAD: Ckay. Well, why don't we
-- well, I''l'l have to add one footnote to this. The
i ssue was rai sed by M. Edlin, because M. Edlinis not
here, I think we'll have to | eave that issue out of
bounds for the di scussi on since he's not here to speak
for hinmself to the extent there's anybody that has
comments inresponsetothat. Sowe'll | eave that off
the itinerary.

Vhat |'d like to do is finish with the
opponents, we'll take a five-m nute break, both sides
sort of organi ze yoursel ves however you want, and t hen
we' || give each group an opportunity to go back. 1 do
appreci ate the comment i nthe back. | agree very nuch
that thisiswrththetinethat -- any tinme that we can

provide for it.
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So why don't we pi ck back up sort of where
we were. Al bert, are you-- M. Hsu, are you finished
wi t h your questions? Didyou have nore questions for the
opponent s?

MR. HSU. | do have one nore question.

CHAI RMAN SHI RZAD:  Ckay.

MR. HSU. This, again, isfor M. Bartlett
and maybe Val , and t hi s goes back to a question | asked
before. Can you just, in very, very clear terns --

MR. BARTLETT: Probably not.

(Laughter.)

MR HSU:. Is that because you' re al awer or
is it because this is very conplicated?

(Laughter.)

MR. BARTLETT: I1'mnot a | awyer.

MR. HSU: If you focus on the generally
recogni zed difficulties that persist in Russiathat we
t al ked about thi s norning, the corruption, the lowl evel
of FDI, what exactly in your viewnakes those probl ens
di spositive of the fact, inyour view, that Russi a does
not have a mar ket econony? Al so takinginto account that

t hose probl ens characterize many mar ket econoniesto
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varyi ng degrees. Wiat isit -- something nore than just
pointingtothe problem Wat isit that makes -- what
isit about those problens in particular that make Russi a
not have a market econony, in your view?

MR. BARTLETT: Right. Well, first of all,
no one thingis dispositive, as the Assi stant Secretary
said. Secondisif youlook at the purpose of why we're
here, it'sineffect to ask the question, if you do a
dunpi ng case, say, does the cost structure that you're
| ooki ng at for this conpany refl ect the actual costsin
t hi s econony of what's happeni ng? So you' re | ooki ng at
t he i nput of capital. WlIl, you ve got al ot of probl ens
with the capital market over there with respect to not
only FDI but mnority sharehol der rights, banki ng systens
and everyt hing el se. Do you have proper costs for the
i nputs, such as the feed stock or the production of
nitrogen? Do you have | abor rates that reflect the
actual costs of these people getting upinthe norning
and goi ng to work? And on each criterion, you seemto
come out enpty.

MR. HSU. On the issue of capital, the

gquot e, "bad side" of -- or the "bad aspect” of FDI is
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that it'slow. The, quote, "good si de" of FDI being | ow
isthat if there are problens with mnority sharehol ders
rights, particularly withrespect toFD, it can't really
be causing a big distortion in the capital market.

MR. BARTLETT: | think, actually, | would
agreewith you conpletely if we had a donmesti c mar ket
that wasn't terribly distorted. As our subm ssi ons have
said, the domestic market for capital is terribly
distorted, and I think the reason you have the FDI
criterion, anong others, is, well, if you have probl ens
inthetransitionof acapital market withinthe econony,
are you at |l east allow ng foreign capital free of profit-
drivento conmeinandsubstitute for that role? And here
t he answer i s no. You have the donestic capital problem
and you have the foreign capital problem 1It's not
getting in.

And, again, to get back to the profit
maxi m zation point, with the problem of mnority
shar ehol der rights and cor por at e gover nance, the FDI t hat
iscomnginoftentinmes, and not hi ng against this, it can
be very legitimate, conesininamnority sharehol der

roletothen sinply get dividends out of the econony.
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It's not participatingactivelyinmny cases. There are
counter exanples. |In many cases, it's not actively
participatinginthe operation andthe profit maxi m zing
deci si onmaki ng in that sector.

MR. HSU. Okay. But is the problemwth
donestic capital markets one of distortion or one of
under devel opnent? | mean t he banks are not doi ng a good
job fulfillingtheir role as financial internediary, but
t he governnent is also not sitting there allocating
capital.

MR. BARTLETT: | woul d di sagree actually
withthat second statenment, and | think | can point to
stuff in our subm ssions about that, and you can do it
wi th that or uponrebuttal. But to answer your question,
the FDI criterion | think is there onis that noney
comingininsufficient fl ows frommarket economes to
indicate that thereis aprofit-driven notivation and
deci si onnmaki ng -- nore than notivation, deci si onmaki ng,
that is based on actual cost in that econony? And,
again, youget toall the other criterion, and | think
that's the questionis, at | east fromthe anti -dunpi ng

standpoi nt, are the costs you' re | ooking at real costs or
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are they distorted? And as M. Ward said, as | ong as
they' re governnment-di storted, it sort of doesn't matter
whet her it's under or over or underdevel oped. You treat
devel opi ng country nmar kets as markets, because at | east
the prices there, i n nost cases, are refl ective of supply
and demand, evenif the institutions are underdevel oped.

Soit's not just underdevel oped -- to answer

your question, | thinkit's nore of adistortion problem

than an underdevel opnent problem If they were
under devel oped and private, so be it. If they're
under devel oped and the governnent still is in there

maki ng those decisions, that's the problem

CHAI RMAN SHI RZAD: Jeff?

MR. MAY: Yes. | think, just picking up on
t hat point, I think what you're sort of raisingisthe
degree of distortionthat you' re encountering. | take
it, because i n mar ket econom es you do have di stortions
i ntroduced into the market, be it subsidies or other
activity. Sol take it what you're getting at is the
degree of distortionis where we needto be putting our
focus and enmphasis. |Is that --

MR BARTLETT: Yes. Inadifferent way t han
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you woul d do in a countervailing case, obviously. |
t hi nk, again, | do countervailing. V& re always | ooki ng
for a benchmark. Here's the -- when you | ook at this
input, here's what it would beinafair market situation
or afree market situation. Sonetinmes you have to go
across border to find it, oddly enough, and --

MR. MAY: Wy would you do that?

(Laughter.)

MR. BARTLETT: Because you're legally
mandat ed to.

MR. MAY: That's anot her hearing.

MR. BARTLETT: But the probl emyou have in
asituationlike Russiais not that there's one input
that's being di storted so you can ki nd of | ook around i n
t he econony for a decent benchmark, the problemis
everything elseis distorted. And so you can't beginto
engage inthe exercise of tryingto findthat free narket
benchmark. 1t's either findingcostsinadunpingcase
or ever since the Georgetown Steel decision in a
countervail case, where you say it's not that the
governnent' s doi ng t hings for the wong reasons or these

prices are -- it's not just that the prices are
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di storted, because you can bring countervail cases
agai nst them they' re distorted in such a way and so
badly that you can't goin aninvestigationand get to
t he bottom i ne answer of what woul d be happening in a
free market econony, because so many things are
distorted. And I think that goes back to the m xed
problem Al these criteria are inportant.

MR. MAY: | just have one |ast quick
guestion --

CHAI RVAN SHI RZAD:  Sure.

MR. MAY: -- hopefully quick, to M. Ward
about one of the points that you raised. You nmade a
nunmber of argunments argui ng agai nst figures that the
Russi an Federati on has put forth on the percentage share
of the private sector, but it wasn't cl ear to ne what
nunmber you're arguing for in your presentation and
subm ssi ons. What do you t hink the right nunber i s on
t hat point?

MR. WARD: | don't think we have a good
i dea, do we?

MR. BARTLETT: | think the nunbers --

MR WARD: |'Il et M. Bartlett answer
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t hat .

MR. BARTLETT: OQur first point is that's
part of the problemis that -- first problemis that
there i s no source that has been made avail able as to
what t hat number is. Qur second point isif youl ook at
t he EBRD st udy and you | ook at t he score that they gave
the privati zation of | arge corporations, they gave t hem
athreeplus. Andif yougoin and kind of sort out what
athree plus neans, it neans that the | arge corporations,
whi ch as t he Deputy M ni ster saidtoday is sort of the
core of their econony, and we agree, the score transl ates
i nto bet ween 25 and 50 percent of the country has been
privatized, and yet there are still corporate governance
problenms. That's what that three plus score neans.

Carrying it further for your purposes under
that criterion, government ownershipinterns of shares
i s where you start, and then you start aski ng, okay, now
what further governnent control exists, even beyond the
owner shi p questi on? And then you rapidly can bring that
nunber down even further. M kel Zolovich here, ny
col | eague, used t o work for a Russi an conpany, and as he

points out, it's traded on the New York St ock Exchange.
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The gover nnment owns 49 percent of the conpany i n Russi a.
You can buy here, it has portfolioinvestnent, not FDI.
The governnment calls the shots of that conpany. The
gover nment negoti ates contracts for it internationally,
hi res enpl oyees, everything else. So beyond the
owner shi p question, you' ve got the control question,
whi ch is non-quantifiable.

M5. MAYER: You nentioned that 15 percent of
the prices are regul ated. How does that conpare with
ot her countries and t he content of those prices? That's
includingutilities and what not. Thosearesimlarly
regul ated in Western econom es?

MR. Pl CKARD: We'll do a little bit
addi ti onal research for youand we'l|l address it inthe
rebuttal comments.

CHAI RMAN SHI RZAD:  All right. Well, why
don't we do this: W' Il take a brief break. We'll
resume. We'll hear fromthe proponents. You'll organize
your sel ves however you see fit, and then t he opponents.
| " mhappy to give either side 15 mnutes. If there's a
real clanor for nore thanthat, |' mhappy t o acconmodat e

that as well. And thenthe opponents simlarly you'll
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have t o organi ze yoursel ves i n terns of howyou want to
take the tinme. | don't suggest necessarily that you have
to fill your tinme. |If you'd rather --

(Laughter.)

CHAI RVAN SHI RZAD: If you'drather doit in
sort of a Q®A formor however you want to take your ti e,
that's fine by us. | clearly want to nake sure everybody
feels Iike they've had their say. So with that, why

don't we pick back up at 20 till.

(Wher eupon, the foregoing matter went off

the record at 12:30 p.m and went back on

the record at 12:45 p.m)

CHAI RMAN SHI RZAD: Why don't we begi n our
heari ng, resune our hearing. | think what we've deci ded
upon, if it continues to be acceptabl eto everybody, |'l]
followthe format that | suggest ed bef ore we broke, and
that isto give the proponents about 15 m nutes tine,
however t hey want to allocate it anong t hensel ves, to
address further i ssues or issues rai sedinthe course of
t he opponents' presentation, and then provide asiml ar
period of time for the opponents to have their say. So

| don't know who's pl anni ng to speak on behal f of the
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proponents.

MR. ELLIS: Once again, ny name is Nei
Ellis. We allocated our time using pre-nmarket
princi pl es, whi ch neans that the cast of the market pl ace
resultedinfive of us, | think, will be speaking, I not
bei ng one of them

(Laughter.)

MR. ELLIS: That's how free market
principles work. Except to make one point.

CHAI RVMAN SH RZAD:  You didn't barter for it,
did you?

MR. ELLIS: No, no. Cold cash. Before
turn the floor over to the Deputy M nister again, |
want ed t o make one poi nt. As soneone said, | think one
of the opponents sai d, you have objectivecriteria here,
whichis of courseistrue, inthe statutes. But thisis
not an absol ute process. In other words, thereis no
absolute | ai ssez-faire sort of conpetitiveworldin which
we're seekingtoidentifyin Russiaor any other country
when you do this exercise. Soinsteadyouhaveto, in
effect, do a conpari son of Russia's status in 2001 or

currently with other countries.
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And t he opponent s’ focus, when t hey focused
at all on other countries, they focused al nost
exclusively on the United States, and we are not
pretending that Russiaisthe United States. | don't
even t hi nk Russi a necessarily woul d want to necessarily
nodel itself after the United States in all respects.
That isn't theissuethat you have t o deci de, and we do
not have to decide if energy regul ati on or what ever is
simlar inRussiatothe United States. The questionis
whet her or not there are free market principles primarily
appl i cabl e here, such that the cost and prices are usabl e
in the dunping process.

And it's interesting that none of the other
parties basically have triedto tal k about what Pol and or
Hungary or yesterday's deci si on on Kazakhst an howt hat
woul d helpillumnate the Departnment’' s determ nationin
this case. And we think, as we've discussed in our
briefs thoroughly, it's very illum nating.

And wi th that introduction, I will turnthe
floor or sonmething over to Deputy M nister Sharonov.

MR. SHARONOV: Okay. Thank you, M.

Chairman. First of all, | wouldliketotell of us that
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we are not conpletely satisfied about the | evel of
devel opnment of the Russian econony. But neverthel ess we
are continuing to work forward, and we hope that we
al ready passed through sonme threshold which were
i nportant to make your decision. And just three renarks
about particul ar t hi ngs which were di scussed here from
one si de.

First of all, about governnent regul ating
policy, I'd like to explain or to clarify that a
governnment regul ates gas andrailroadtariffs because
t hey are natural nmonopolies i ndeed, but not because of
their share in the national econony, just because of
their status as a natural nonopoly. Andthe governnent
wi || continue doing eventhis natural nonopoly will be
restructured, and government wll just squeeze the
responsi bility for the core nonopoly and refuse, taking
away fromconpetitive area li ke generation, for exanpl e,
or cargo transportation in railroad sector.

But next very inportant point, thereis no
different treatnent for different plants, industries or
branches. No different treatnent interns of tariffs.

Al'l branches have the same tariffs in gas and
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electricity. Andthereis a difference only between
househol ds and i ndustries. And if Gazprom has sonme
troublesintariffs, it isjust tohouseholdtariffs, not
duetoindustry tariffs. W have the sane equal tariffs
| evel for any industry in the Russian Federation.
And the last topic, it's the share of
private sector. The privatization, it's a process, and
this pictureis just anonment picture for some noment.
And 1'dliketoinformyouthat, for exanpl e, governnent
fewtinmestriedto privatize sone particul ar conpani es,
li ke Gazprom |ike Yukers, like Luke OIl, it's the
bi ggest oi |l conpani es i n Russi an Federati on. And the
process is foll owi ng. For exanple, Gazprominitially had
100 percent of state-owned shares. They had 52; nowl ess
than 38. Yukers, it's the biggest oil conpany inthe
Russi an Federation. It started from100 percent; not
government has zero inthis Conpany. And Luke G|, from
100 to 52; now seven. Seven percent is owned by
governnment, andit's probl emjust atinme whenit woul d be
noreinterestinginterns of noney to sell out this final
share. But it's not absol utely not controll ed over these

conpani es. Thank you.
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MR. ELLIS: Okay. Now, I'dliketoturnit
over to Andrew Sonmers and then to Bl ake Marshall.

MR. SOVERS: Thank you. Six hundred and
fifty menber conpanies operating in the Russian
Federati on, nost of whomare Anerican, wouldreally be
surprised that there is a debate about whether is a
mar ket econony in Russia. Not about the fact that
pr obl ens have been poi nted out here. As Deputy M ni ster
Sharonov said, Russiais not aperfect stateinterns of
| ai ssez-faire econony. But in fact trenendous
achi evenent has been already made by the Russian
Federation. Russiais amrket econony. W have a very
vi brant push from the private sector on corporate
governance. It's not only the Securities Conm ssion,
whi ch has issued corporate guidelines, but there's
institutions |i ke the lnvestor Protection Associ ati on,
t he Corporate I nstitute on Corporate Governance. These
are private individual associati ons whi ch are pressuring
Russi a t o adopt i ndependent directors on nmaj or conpani es,
whi ch are rating conpany, according to the corporate
governance, and they've had remarkabl e success, as

reflectedintheir own score cards over t he past coupl e
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of years.

The t ax | aws, bot h i ndi vi dual and cor por at e,
have shifted al | ocati on of resources fromthe gover nnent
toprivate industry andto private individualsto allow
t hemto deci de howare they goi ng to spend t hei r noney.
This is a market econony. And, thirdly, and the | ast
point | will rmake, is judicial reformhas nmade trenmendous
inroads rel ated to probl ens that the opponents have
di scussed here. 1t's not perfect but infact judicial
reformis well on the way. And | woul d categori ze
judicial reformas one of the maj or achi evenents of the
Russi an government in the past year. |'mfinished.

MR. MARSHALL: |' mBl ake Marshall fromthe
U. S. - Russi a Busi ness Council, andI'd like tojust spend
a couple of m nutes and pick up on the points raised
previously with respect to foreign direct i nvest ment and
what | believeis afalse distinctionbetween quality
versus quantity. Sonehowthe m si npression nm ght have
been |l eft that only Ford and General Mdtors are ableto
invest in Russia because of perceived corporate
gover nance ri sks, and not hi ng coul d be fart her fromthe

trut h.

NEAL R. GROSS
COURT REPORTERS AND TRANSCRIBERS
1323 RHODE ISLAND AVE., N.W.
(202) 234-4433 WASHINGTON, D.C. 20005-3701 www.nealrgross.com




10

11

12

13

14

15

16

17

18

19

20

21

22

172

The statute actually seeks to make a
det erm nat i on about whet her foreigninvestors are al | oned
toinvest inassets withinthe Russian Federation that
they deemattractive. The level is not particularly
rel evant and not particularly instructive, sowe could
spend all afternoon debating those nunbers.

Second point I"dliketomkeisthat with
respect to corporate governance, the nunber of mnority
shar ehol der vi ol ati ons that we see, that we work on on a
daily, weekly basis, has dramatically declinedinthat
| ast three years, since August of 1998, and it has done
so precisely because many of the -- what were the
conpani es we vi ol ated m nority sharehol ders' rights have
gone about the tedi ous process of bei ng audi t ed accordi ng
to Western GAP or | ASstandards. That i s nowsort of the
exception for nost of these major enterprises -- the
rul e, rather, for nost of these major enterprises and not
t he exception.

Furt hernore, they have gone beyond the
tenets of the Russi an gover nnent - sponsor ed cor por at e
governance code and adopt ed t hei r own conmer ci al codes of

conduct that they inplement on a firmlevel basis.
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That's thereasonthey're ableto attract i nvestnent, in
some cases inadditiontoforeigndirect i nvestnent, the
portfolio investnment in-flows have been absolutely
astoni shing. The market was up 81 percent | ast year;
it's up 42 percent in the first quarter of this year
al ready.

That woul d not be the case if these were
serious risks tomnority shareholders that still pertain
in the Russian econony. Nor would you see ratings
agencies | i ke Standard & Poor' s Mbodys & Fitch upgr ade
their ratings for the Russian nmarket on a nearly
continual basis. They can't publish the upgrades fast
enough. That woul d not be the case if the anmendnents to
the joi nt stock conpany | aw had not been adopt ed | ast
year, whi ch seek to address, and effectively do addr ess,
the i ssues of capital dilution that have been under
di scussi on for many, many years. Mnority sharehol ders’
ri ghts have been substantially strengthened, and t he
vi ol ations of thoseinterests are onthe way out very,
very qui ckly.

And | think just finally, to wap up, it

goes back to M. Hsu's point earlier today about
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bal anci ng the positive and negative factors. The
risk/reward calculation in the Russian market is
perfectly alive and healthy. These conpanies are ableto
make their investnent decisions based on objective
criteria, and where probl ens remain they factor that into
the i nvestnent equati on.

MR. ELLI'S: Now, Meredith Bl akesly has one
or two points al so.

PARTI Cl PANT: Actually, this is -- one
factual correction.

PARTI Cl PANT: Who are you with?

PARTI CI PANT: Art hur Anderson. The
suggesti on was nade t hat t he gover nnent does not nai ntain
statistics on privatized conpanies within Russia. That
sinply is not true. We submttedthemoursel ves, we put
themin our brief, we even broke it down i ndustry by
i ndustry. They are avail abl e onli ne, and t hey cost about
$50 per person subscribed to them They are further
supported by t he secondary sources, whi ch we al so used.
There's of coursethe differencein definitions between
secondary sources and pri nmary sour ces and t hese conpani es

inbetween. | don't believethat between zero and 59i s
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a bad nmeasurenment, a way to neasure to control. But
they' re avail abl e onli ne, and you can get thecites in
our brief.

The second thingis, to answer the question
of how nuch ot her governnments actual ly participatein
| ocal econom es, accordingtothe recent budget fromthe
U S., the U S. spends 26 percent of government spendi ng
as a percentage of GDPin the United States versus 14
percent in Russia. Cearly, all governnents, including
the United States and many ot hers, spend al arge portion
and have a significant i nfluence onthe U S econony as
wel | .

PARTI CI PANT: | want to nmake a final point,
whi ch goes to the availability of the dataissue. M.
May, at the end of the session afewm nutes ago, asked
t he opponent s what t hey t hought t he nunber was for the
private sector contributionin GDPin Russia. Andthe
answer was, "We don't know, and t he reason we don't know
isthere' s not the datathere. The best wecandoisto
point to sonme statistics fromthe European Bank for
construction and devel opnent on | arge conpanies."”

The same st udy to whi ch opponents poi nt ed
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has precisely the statisticthat M. May asked for; that
is, a global statistic on overall private sector
contributionsinGDP. I'lIl giveyouthecite, but it is
70 percent in the year 2000, which corresponds very
closely withthe figure that was originally at issue,
74. 4 percent, the nunber that was provi ded by t he Russi an
government | ast year for the year 2000. The nunbers were
there. They'rethereinthe primary sources; they're
there in the secondary sources.

MR. ELLIS: Okay. | think we have maybe a

m nute and a half left, andwiththat tinel'dliketo

have Scott Entel from Arthur Anderson's Moscow office.

MR. ENTEL: Yes. Muich has been sai d about
the |l ack of rule of lawand the | ack of the ability to
address the courts. As Andrew nentioned, | woul d say
that the function of the process is the one that's
successful inareas of Russia. Let netell youalittle
bit about our -- inRussia, it isfast. Your case from
filing to resolution will be solved in five nonths.
Conpare that to the case against the I RS, about five
years. It is cheap. Wetypically do a case, dependi ng

on how many levels it goes to, anywhere from about
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$20, 000 t 0 $100, 000. Conpare that with a case before t he
IRS-- half amlliondollars, perhapsamlliondollars
incourt fees. Andit is successful. W w n 90 percent
of our cases. Keepin mnd these are cases where the
governnment's interests are at risk; they are | osing
nmoney. Ninety percent of thetime we win. W have a
refund or typically a credit against other taxes.

CHAl RVAN SHI RZAD:  So t here' s no gap bet ween
w nni ng and the actual conpliance by the --

MR. ENTEL: Typically, it wwll be acredit
agai nst other taxes. It's nore efficient andin sone
cases it will be an actual refund. Now, the average - -
as | said, we're good at it. We win 90 percent of the

time. The average is 60 percent successratefor it. So

litigation in courts they work; very, very successful.

CHAI RVAN SHI RZAD: (One question that | had,
whi ch woul d be hel pful. | don't knowif the M nister
woul d l'i ke to address it or if anybody el se wants to
address it, what expl ai ns t he degree t o whi ch t he Russi an
gover nment has mai nt ai ned ownershi p i n certai n conpani es?
There seens t 0 be sone suggestionthat the preval ence of

conpani es in sectors in which the governnment inits
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privatization process has nmai ntai ned some degree of
m nority ownership. |s there sone policy objective that
is being furthered by that or what explains that
situation?

MR. SHARONOV: Just current situation and
t he governnent woul d li ke to | eave t hese conpani es. But
t he governnent would liketo doit, takingin m nd narket
projections. So it just m ght belowprice for such a
sector and the governnment i s just waiting for the better
time. But the |l east enterprises to be privatizedis
quite high, and the side of the Mnistry of State
Property it's possibletolook throughthis. It's very
huge, very huge, the list of enterprises to be privatized
this particular year. So a governnent will finalizein
very short time -- will finalize this process.

PARTI CI PANT: If | may addtothe Mnister's
response. Based on our experience with conpani es t hat
have been our clients, Russian conpani es, the gradual
di vesting of governnent shares has been det erm ned by one
managenent i ssue, whichthe Mnister referredto. It's
just alonglist. But noreinportant, perhaps, at | east

wWith respect tothose conpani es that we' ve dealt with,
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the price of their shares i s goi ng up, and t he gover nnent
has been wai ting, has been timng the transaction to
essentially make nore noney.

CHAI RMAN SHI RZAD: Who nmanages the
privatization? Isit throughthe governnent or isthere
out si de fol ks?

MR SHARONOV: No. For the government there
isspecificstructure. It's separate fromthe Mnistry
of Public, asit's Russian Federal Fund of Assets. It's
a special structure for selling, just selling. They do
not make deci si on about what ki nd of assets shoul d be
sol d, but they shoul d just sell as expensive as possi bl e.

CHAI RVAN SH RZAD: | have a question for the
fol ks fromArt hur Anderson. Wat is the market in Russia
for accounting services, consulting, all these things
t hat suggest a devel opnment of a mature degree of
cor por at e gover nance and t he adherence t o GAP and t hose
t ypes of things that one woul d think are indicative of
ki nd of a mature market systen? What is the story there
in terms of demand for those services?

MR. ENTEL: The conpani es that conme to us

initially typically are those that are seeki ng capital
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markets or tryingtorun a market. Today, our portfolio
of clientsinitially started with Wstern conpani es.
Today, onthe audit side, and | thinkthisis typical,
about 80 percent of our work i s Russi an conpani es; 20
percent iIs --

CHAI RMAN SHI RZAD: | s there a geographic
concentrationtotheclients? Arethesejust inabig
city or is this all over?

MR, ENTEL: Well, obviously, Moscowand St.
Pet er sburg, the natural capital and the cul tural capital
have t he majority of sal es of fi ces and busi nesses have
m grated there. But nmany of the | arge conpanies, the
steel mlls-- Russiahas 11tinme zones, andthemlls,
many steel s are forei gn and our auditors, they go out for
l unch and you don't see them again.

(Laughter.)

CHAI RMAN  SHI RZAD: Sounds |ike our
verifiers.

MR. ENTEL: And their wages, the wages t hat
are paid are West ern wages, European standard wages.
Sonme of our people are paid nore than officesinthe U S.

office. That wasn't true in '93 when | started. W
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started our people at $200 a nonth. On a Fri day ni ght if

you sai d, "Tanya, let's go for a beer," they couldn't
affordit because | al ways had to pay. By '94, Friday
ni ght, "Scott, let's go drinking." Today, we have
nurrer ous peopl e wel | over $100, 000. Qur starting wage is
$1,400. That is market rate. Things have changed.

CHAI RVAN SHI RZAD: And are there academni c
prograns at the universities there catchinguptothe
| evel of econony devel opnent ?

MR. ENTEL: Yes. W have -- there are
nuner ous MBA and | egal prograns t hat are based i n Russi a.
Many of our peopl e study there, busi ness adm ni strati on.
After the '98 crisis, many of the firns, because of a
drop i n busi ness, sent their peopl e -- Russi a does one
thing well, and the Soviet Uniondidit, it educatedits
people very well. And ny firmand other firms, when
busi ness went down after ' 98, we sent peopl e abroad. All
of themwere i nmensely successful, and follow ng their
work there they all actually wanted to cone back. W had
peopl e i n our London of fice, we had peoplein Denver,
U.S., nunerous places.

CHAI RVMAN SHI RZAD: Al bert? Okay. All
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right. Well, thank youfor that. What |'dliketodois
now gi ve t he opponents a few m nutes -- 15 m nutes,
however they'd like to share the tine.

MR. WARD: Thank you. This is Brad Ward,
for therecord, with Dewey Bal | anti ne. W have a very
fewpoints. We won't take all of the 15 m nutes. One
thing | would like to highlight is that there is a
conti nued and conti nual use, bothin the presentations
orally here today and the subm ssions in witing,
regarding future tense. In other words, these are pl ans
and strategies inprogress andintentions. But that all
means that thereis aninplicit acknow edgenent t hat
there is no market now.

That i s not what you're here to decide is
whet her they' re on t he road, whet her they' re doi ng a good
job and in three years they will be. That's not the
anal ysi s the Departnent' s to undertake. The anal ysis the
Departnent’'s to undertake i s whether or not, at this

time, they are a market econony or not, based on the

criteria in the statute. That's the sinple question.

The issue has been rai sed about other

countries and howthey -- other countries t he Depart nment
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has graduat ed t o mar ket econony st atus and opponents'
reactiontoit. | thinkthere are several points. First
isthisis acase about Russia. Thisis about what the
facts are in this case, not about Latvia, Poland, et
cetera.

Second, tothe extent that those are in any
way i nstructive, it hasto dow ththe considerations,
t he i ssues that t he Departnment exam ned. And that's what
you' re doi ng here, you're | ooki ng at t he sanme ki nds of
factors, the sanme kinds of criteria, the same ki nds of
data. That means your analysisissimlar. It doesn't
mean t hat any particul ar deci sionwth respect to Pol and
necessarily neans ayes or anow th respect to Russi a.
That's not what goes on here. Each of those countriesis
necessarily an inconpl ete anal ogy. A decision with
respect to Latvia or Slovakiaor any ot her country does
not conpel a yes or a no answer with respect to Russi 4.

The questi on was rai sed about wei ghi ng t he
factorsintheall others -- thecatch-all criteria. The
entiresituation-- thecriteria thensel ves are i ntended
to hel p t he Departnent determ ne whet her or not they

woul d get in fact a better anal ysis by consideringthis
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a mar ket econony. |In other words, is your deci sion goi ng
to benefit or hinder your anti-dunping anal ysis of
Russi an cases? Is it goingto add or detract fromyour
anal ysis? That'sthe point. Isthere amgic formula
that you t hrowcorrupti on and bankruptcy | aws and t hese
other things in a specific order and give them any
specific weight? No. But it is-- again, the goal has
to be are you going to i nprove sonmehowyour anal ysis --
your dunpi ng analysis if youwereto graduate Russiato
a mar ket status? | think Brent has at | east one ot her
poi nt .

MR BARTLETT: Actually, two points. Oneis
onthe statistics we didn't say they don't exist. In
fact, we are quite adamant of the fact that the Russi an
Feder ati on keeps enor nous anounts of statistics. Wat
was put on the record, however, would be vastly
insufficient if this were an anti-dunmping or a
countervailing duty case. It doesn't speak to any of the
issues we've raised in terms of how many of these
conpani es were sol d to ot her governnent entities or ot her
governnent-controlled entities? Wat were the shares for

t he i mportant conpani es, and what's been sol d? Agai n,

NEAL R. GROSS
COURT REPORTERS AND TRANSCRIBERS
1323 RHODE ISLAND AVE., N.W.
(202) 234-4433 WASHINGTON, D.C. 20005-3701 www.nealrgross.com




10

11

12

13

14

15

16

17

18

19

20

21

22

185

you | ook at the Worl d Bank data, whichthe Wrld Bank is
speci fi c numbers out of the Russi an Federati on and you
have the chart articul ated. These are not very
encour agi ng answers on control.

The | ast point onthe statistics | thinkis
it'sinteresting that the statistics are based on 49
percent governnent control being counted as private,
because 51 percent is private. Well, that woul d put
Gazpromin the private category, fromwhat was just said
over there, and | want to hear these guys say Gazpromi s
aprivateentity andrun as a private operation. | mean
that just doesn't pass the test, |I'msorry.

On Brad' s poi nt about, and actual | y goi ng
back to the Assi stant Secretary's poi nt about wei ghting
thecriteria, | suggest an approach here. Oneis that
you | ook -- when you' re | ooki ng at a specific country,
you consi der what ki nds of i ndustries and what ki nds of
i nputs of thoseindustries areinportant for the kinds of
trade cases you' || be considering. For exanple, if it's
acountry that's highly | abor intensive andits export
sector is | abor extensive, you' d probably put nore wei ght

on t he wage rat e question and t he | abor ri ghts questi on.
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| f you had anot her country t hat exports sonet hi ng t hat
had al nost no | abor content, such as sem conductors, you
m ght give that very little weight. Wat we have in
Russi a, if you go through and you pull up the statistics
on what Russi a trades or potentially tradi ng because of
t heir conparative advant age, you' re going to see al ot of
ener gy-i ntensi ve sectors, so you ought to be giving al ot
of enphasis tothe capital, thelabor and the materi al
inputs to the energy sector and the price regul ation
t here.

And | think | had one nore point onthe --
oh, sonet hi ng was sai d about t he east ern European nar ket s
t hat have been noved over. Let nme gi ve you a concrete
exanpl e of why you just can't sort of formul ate, | ook at
a sinple nunmber and translate it over. Again, on
privatization, alot of the problem-- there are two main
pr obl ens we' ve seen since '98 on privati zation in Russia.
It has todow thtransfer of control fromthe federal
gover nnent down to the regi onal and | ocal governnents, on
t he one hand, and then t he actual renationalization and
reprivatization. Inacountrylike Poland, that's just

not an i ssue. You don't have t hese i ssues where we're
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t aki ng control of these conpani es that then privatize,
not only privatized by the Russi an Federati on but by t he
federal government. So the cookie cutter approachin
| ooki ng at sone of the sinple nunbers doesn't work,
particul arly when the country is conplicated.

MS. SLATER: | just wanted to take an
opportunity toagreewith M. Ellis, which doesn't happen
very often, but it's al ways pl easurabl e when it does.
There are -- | absolutely think he's right that the
gquestionis arethere free market principles at work that
all ow you to | ook at costs and prices when you do a
dunpi ng case. And, certainly, inthenitrogen fertilizer
sector, the answer is, no, you cannot | ook at gover nnent
price for natural gas, whichis -- the supply and pricing
of whichis set by the governnment intothese fertilizer
entities and hope t o have any even cl ose to reasonabl e
pi cture of what real market-determ ned costs and pricing

ought to be. And that is clearly the case here.

And | want to -- there was a sort of comment
made a f ewm nut es ago t hat we shoul dn't be conparing t he

Russi an situationw th respect tocontrol of its gas and
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electricitytothe United States. And | have nenti oned
U.S. regul ati on of gas only because t he Russi an st eel
producers have nade t hat conparisonintheir own brief.
But if you |look at our subm ssion, the original
subm ssion, there are di scussi ons of what was done in
ot her cases involving other countries that have
graduat ed. In graduating Pol and, t he Depart nent not ed
t hat even t hough prices were regul ated, they had al r eady
been allowed torisedramatically. Therewas aplanin
pl ace t hat shoul d have been significantly inplementedto
get those prices get to market econony | evel. Sl ovaki a
was inasimlar position. |Incases where theissue has
cone up, and | agree that pricing of these particul ar
resources inthose countries was not as biganissuein
terms of anti-dunpi ng anal ysi s, but evenin those cases,
t here has been a nmuch great er nove t oward achi evi ng a
real market-based cost situation. So | woul d al so agree
with himthat those cases would be worth exam ning.
And, finally, I think | have to second what
| think was a very apt observation by the Dewey
Bal | anti ne G oup, and that i s you do have to | ook at your

factors in terms of what it will mean for the

NEAL R. GROSS
COURT REPORTERS AND TRANSCRIBERS
1323 RHODE ISLAND AVE., N.W.
(202) 234-4433 WASHINGTON, D.C. 20005-3701 www.nealrgross.com




10

11

12

13

14

15

16

17

18

19

20

21

22

189

adm ni stration of this |awand whet her you can hope at
t he end of the day when you' ve deci ded to graduate a
country to have an analysis that's nore neani ngful,
that's nore accurateinterns of neasuring fairness of
pricing, fairness of salestothis country than you have
presently. And w th respect tothe Russi an Federati on,
products that it exports, certainly with respect to
nitrogenfertilizer, youwoul d not have a better anal ysi s
by going to a market econony. Thank you.

CHAI RMAN SHI RZAD: Ckay. I think that
probably does it. | want tojust make sure, because this
is averyinportant issue, and we're | ucky to have so
many f ol ks here who' ve spent so nuch tinme | ooking at this
issue. Wiat |'dliketodoat this point, unless there's
any sort of |last m nute thoughts that people want to
share, that we shouldtry tobringthisthingto aclose.

There are a coupl e of points | made at the
beginningthat | think arewrthreiterating here, and
that isthat if there' s any newfactual information that
you have presented today, we wi || ask youto submt it to
t he Departnent by five o' cl ock i n Friday, March 29, 2002.

Cbvi ously, inwiting, and what el se do we need fromt he
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parties?

Al right. Okay. Because of the sort of
t he uni que nature of this proceeding, we'll ask youto
submt any additional, in witing, the factual

i nformati on that you may have presented today inwiting
as well as on adisketteandwe'll put it onthe website
that | guess we have up to allowall the parties to be
abl e to have access to whatever informationis submtted.
So t he deadl i ne for factual informationis five o' clock
on Friday. We will also allow parties to address
rebuttal coments or pointsraisedinthis hearingor in
prior subm ssions by five o' cl ock on Monday, April 8,
2002. Anything else | need to share?

Well, with that, I want to --

MR ELLIS: M. Chair, | have one questi on.
| knowthere's no formal schedul i ng here, but do you have
any i dea of when the Departnent will reach a deci si on on
this issue?

CHAI RVAN SHI RZAD: Well, 1'Il haveto talk
to the team and we'll want to get sort of the
i nformation that cones i n and t hen eval uat e based on t hat

how nmuch time we'll need to --
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MR. ELLIS: Gventhe size of therebuttals
you may get onthe 8th, it won't be the 9th, for exanpl e.
(Laughter.)

CHAI RMAN SHI RZAD: | asked Jeff if | could

rule fromthe bench, and he said no. W' Il see what we
get onthe 8thandthenwe'll try to make an assessnent
of how much time we'll need.

| want to close by telling all of you how
much | appreci ate the seriousness wi th whi ch you' ve t aken
t his process. |'mobviously honored by t he presence of
t he Deputy M ni ster as well as the ot her fol ks who' ve
cone in long distances. |'"m also gratified that
everybody has done so nmuch work in focusing on the
particul ar factors that by |l awwe' re obligatedto | ook
at. | think the seriousness with which the witten
presentations have been approached and the oral
present ati ons have been nade here today is acredit to
all of you, and on t he behal f of the Departnent | want to
t hank you for doing that. We obviously have an
obligation now on our part to carry our end of the
bargai n t o make sure t hat we gi ve all of your thoughts

and comments as much as the full consideration that
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they're due. So we'll see what we get by Friday, and
t hen by t he 8th, and then we'l| hopeful | y have a sense of
when we' || be able to cone out with afinal determ nation
on this.

Wth that, unless there's any final
conment s, | want to t hank everybody and bri ng t he heari ng
to a close.

(Wher eupon, at 1:20, the hearing was

concl uded.)
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