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SUMMARY OF RESPONSE

The Department of Commerce should decline to revoke the Russian Federation's (“Russia’)
datus as a non-market economy at this time because many obstacles remain which preclude
revocation. The comment filed on behdf of severd Russan sted producers cites many of the Russan
government’s numerous changes during the past ten years which have moved Russa closer to non-
market economy status, but the submisson ignores the redity of the Russan economy today. Existing
rampant corruption, limited rule of law, excessive date intervention in and ownership of severd key
indugtries, currency controls, as well as restrictions and practica impedimentsto foreign investments
require substantial additional reform before revocation Russia s non-market economy status would be
judtified.

RESPONSE

In response to the Department’ s Notice of Initiation of Inquiry Into the Status of the
Russian Federation as a Non-Market Economy Under the Antidumping and Countervailing Duty
Laws, 66 Fed. Reg. 54197 (Oct. 26, 2001), severa Russian stedl producers, including JSC Severstd,
Novolipetsk Iron & Steel Corporation, and JSC Magnitogorsk Iron and Steel Works (“respondents’),
filed a comment in support of revocation of Russia’ s non-market economy status pursuant to 19 U.S.C.
§1677(18)(C). Intheir comment, respondents focus entirely on the recent positive reforms and fail to
adequately address severd key problems till facing the Russian economy today. Unfortunatdy, the
Russian economy faces rampant corruption and awesk legal system unable to enforce existing laws.

The Department must consder the totdity of the circumstancesin its determination as to whether to
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revoke Russa s non-market economy status. This response highlights some of the oversights of the
respondents submission.

Firg, the Russian ruble has not achieved a satisfactory leve of convertibility due to significant
restrictions amed at impeding capitd flight. Some examples of these restrictions, including the
mandatory requirements to repatriate funds involved in export/import transactions, were outlined on
page 8 of our December 10, 2001 comments.! Respondents do acknowledge on page 9 of their
comment that “the Russan Government limits the access of its resdents to foreign currency on the
domesdtic foreign exchange market if the currency isto be invested oversess, redtricts direct investments
by Russian residents abroad, and imposes limits on Russian resdents obtaining red estate abroad,” yet
they assert that Smilar Stuations existed in Poland and the Czech Republic when those countries were
granted market economy atus.

The current redtrictions in place in Russa create serious impediments to free trade which should
weigh heavily in the Department’ s consideration of Russa s status as a market economy. The
regrictions in place in Russa are more onerous than those in place in the other countries for which the
Department has revoked non-market economy status, including Poland and the Czech Republic. For
example, the Czech Republic, which had its non-market economy status revoked effective January 1,

1998, diminated many of the restrictions on currency converson in its 1995 amendments to the Foreign

! See dso United States Department of State, FY 2001 Country Commercia Guide: Russia,
Chap. 8 a 56, attached as Exhibit 6 to our December 10, 2001 comment.
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Exchange Act.? Poland, like Russiatoday, did have restrictions on the export of foreign currency and
the ability of citizensto hold assets abroad. The currency restrictions in Poland, however, were not as
onerous as those in Russia because there were no restrictions on import payments and export proceeds
denominated in hard currency, nor did Poland have restrictions on repatriation of capital. The existence
of these redtrictionsin Russia, as well asther deterrent to investment, do not support a conclusion that
the Russan ruble isfredy convertible.

Next, the Russan respondents description of workers rights, including basic labor standards
and the right to collective bargaining, wholly ignores the redlity of labor conditionsin Russiatoday.
Despite the exigtence of avariety of laws amed at protecting workers rights, the unfortunate redlity is
that enforcement of laws and regulations is weak, the dominant |abor union does little to protect the
rights of its members, and employers often fall to pay their workers the wages to which they are
entitled. In such an environment, it is difficult to see how free bargaining of wage ratesin Russa could
be deemed to be at aleve to merit revocation of Russia' s satus as a non-market economy.

In evauating the extent to which joint ventures and other investments by non-Russan firms are
permitted in Russia, there are till severd mgor areas in which foreign investment is preciuded.
Respondents do point out that the natura monopolies and other specific and highly sengtive sectors,

such asthe utilities, the aerogpace industry, and the insurance industries al have restrictions. But some

2 See Memorandum To Robert LaRussa From John Brinkman and Norbert Gannon:
Antidumping Investigation of Certain Smal Diameter Carbon and Alloy Seamless Standard Line and
Pressure Pipe from the Czech Republic, Non-Market Economy (“NME”) Status, dated Nov. 29,
1999, at 5.
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of these industries comprise amgor portion of Russan economy, which is aso important when
congdering to what extent Russa has privatized its ownership and control of the means of production.

The Russan government gtill exercises control over the mgor utilities such as the naturd ges
and cod indudtries. These utilities are amgor source of wedth in Russa and are dtill controlled by the
Russan government. In fact, Gazprom, the Russan monopoly that controls Russia s naturd gas
reserves, comprises approximately 8 percent of Russia's GNP.2 Thus, the number of privately owned
companies cited by respondentsisirrdevant in terms of the Sze and importance of those companies
which are ill under government control. The government’ s monopoalistic control of these industries has
received substantia criticism because prices are often set below market vaue and resources are not
used efficiently. The exigting regtrictions on foreign investment thus do not encourage the needed
reform in these critical indudtries.

In addition to the industries with actud redtrictions on foreign investment, it is dso extremely
important to note that it is difficult, if not often impossible, to enforce contractud rightsin Russiadueto
the week legd system and rampant corruption. The lack of a strong rule of law makesit difficult to
enforce contractud rights, greetly limiting the desirability of foreignersto invest in Russa. Additiondly,
the respondents submission does not mention the rampant corruption that has permested dl levels of

the government, making it difficult and costly for both Russian nationds and foreigners to do businessin

3 Stewart Fleming, “But the Bad Old Ways Are Still Typified By Giant Gazprom,” The Evening
Standard (Oct. 30, 2001), attached as Exhibit 4 to our Dec. 10, 2001 comment.
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Russa These sgnificant problems serioudy undermine the progress that Russa has made in reforming
its economy.

While respondents’ correctly assert that the theoretica standard of complete laissez faire is not
the appropriate stlandard againgt which the Department should judge the status of Russia's economy,
the fact is that Russiafails to meet the Department’ s current stlandards for market economy status.
Russia has undoubtedly made significant progress towards its god of achieving market economy status.
But despite this progress, the Russian economy ill has severd sizable obstacles to overcome and
government intervention must be curtailed even further before the Department should revoke Russd's
non-market economy status.

CONCLUSION

For dl the reasons listed above, we respectfully request that the Department reject the

arguments of the Russian producers and decline to revoke the Russian Federation’ s status as a non-

market economy.

Respectfully submitted,

Roger B. Schagrin

SCHAGRIN ASSOCIATES

1100 Fifteenth Street, N.W., Suite 700
Washington, D.C. 20005

(202) 223-1700
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