
Specifics of the Kaliningrad Region’s 
Development in Modern Russia

Up till the end of the Year 2000, the Kaliningrad Region had but an insignificant role to play in modern Russia’s domestic, foreign and macroeconomic policy, being seen as ‘backwater’. 

The 1990s economic crisis hit the Kaliningrad Region harder than most other constituent territorial entities of Russia. 

That can be explained by the fact that a particularly significant role in the Region’s economy was played by such economic branches as suffered the greatest recession as a result of the crisis, namely, engineering (with a large proportion of military-industrial complex industries), fisheries and agriculture. Because of the Region’s production isolation from ‘mainland’ Russia, there were considerable difficulties both in production interaction and in delivery of goods to the Russian national market. As a result, the Region’s small and vulnerable economy went into a sharp recession; while in 1990, the Kaliningrad Region’s per capita gross regional product (GRP) was 4 percent higher than the national average, in 2000, it was 25 percent below the national average. Transportation and transaction costs of the Region’s economic entities grew dramatically. 

Throughout the 1990s, the Kaliningrad Region was below the national average both in the principal socioeconomic indices and in its residents’ standard of living. In the extent of economic development, the Region lags far behind both the neighboring states and industrialized Western European countries. The GRP dynamic used for characterization of the Kaliningrad Region’s economic situation in the Russian Federation and in the North-Western Area of the Russian Federation and for comparison with the neighboring countries’ economic development is shown below (that comparison is somewhat notional, though, since the total of GRP values of all the territorial entities of the Russian Federation calculated in accordance with the methodology adopted by the National Statistical Board of the Russian Federation is less than Russia’s GDP2). 
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Figure 1

A comparison of GRP dynamic indices for the Kaliningrad Region and the neighboring countries shows that the Region’s lag behind the latter is even greater. 
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Figure 2.

The Kaliningrad Region’s economy has but an insignificant role to play in Russia’s national economy. The Region’s per capita GRP amounts to a mere 72.5 percent of Russia’s national average. In that respect, the Kaliningrad Region lags significantly behind its five industrialized neighbor-countries (its performance is five times worse than that of Germany). As Poland and Lithuania are to join the European Union and henceforth to receive support from united Europe, the gap between them and the Kaliningrad Region is to grow further. 

The past eighteen months have seen a significant change in the interpretation, both in Russia and abroad, of the geopolitical situation of the Kaliningrad Region. In addition to the Region’s traditional significance  in Russia’s defense doctrine, it has acquired completely new significance being seen as an extremely favorable opportunity for expansion of mutually advantageous cooperation between the Russian Federation and the European Union. In that connection, new doctrines (the bridge doctrine, the pilot region doctrine, the growth triangle doctrine, the cooperation region doctrine and the like) have been devised and become the subject of broad discussion. 

Politicians and experts, both Russian and foreign, have come to understand that that region’s geographic situation (see Figure 3) makes possible in principle use of that region as one of the Russian centers of integration in the European economic space. If that opportunity is to be realized, political and economic interests need to be reconciled on the regional, Russian national and international planes within the framework of the geopolitical and geoeconomic approaches in designing of a long-term development strategy for the Kaliningrad Region. That is expected to serve as a foundation for development of specific technical solutions in respect of the Region’s specialization in division of labor on the domestic and international markets. 

Specifics of the Kaliningrad Region’s socioeconomic development in the past decade have largely been determined by its status of a free economic zone (later, since 1996, special economic zone). The future of the Region has also been linked to its special economic zone (SEZ) status, however, since the actual  functioning of the SEZ has not been very satisfactory, the SEZ is to be reformed. For that reason, discussed in the present section is firstly, the history of establishment and specific of the free/special economic zone regime in the Kaliningrad Region  and, secondly, the results of functioning of the FEZ/SEZ in that region.
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Figure 3 Distances between Kaliningrad and Certain European Capitals and Major Russian Cities

1.1. History of Establishment and Specifics of the 
Kaliningrad Region Free/Special Economic Zone. 

Establishment of a free economic zone (called Yantar [Amber] Free Economic Zone) in the Kaliningrad Region was announced by decision of the Supreme Soviet back in 1991.
 In the closing months of 1991 and throughout the Year 1992, the process of formation of the FEZ in the Region was extremely slow due to an economic crisis which occurred at that time. For the purpose of enhancement of that process, the President of the Russian Federation and the Government of the Russian Federation issued late in 1992 and in 1993 a number of decrees 
 providing for the principal mechanisms of the free economic zone’s functioning.

In accordance with those decrees, under the regime of the Kaliningrad Region free economic zone a number of benefits were granted, including those in respect of taxation, to both domestic and foreign entrepreneurs. For instance, any such material production businesses (including those with foreign participation) as were registered in the Yantar FEZ were entitled to a tax credit in respect of their profit (four years or five years from the time of declaration of the profit, depending on the nature of the specific businesses). Companies (with  any forms of ownership) which were active in the Kaliningrad Region were entitled to exemption from taxation of such portions of their profits as they reinvested in development of production and the social sphere. For businesses in material production, the profit tax rate was reduced by 50 percent if their annual  exports exceeded 50 percent of the output. No customs duties were charged at export of products produced in the Kaliningrad Region. No customs duties, VAT or special tax were levied on goods imported into the Kaliningrad Region for local consumption. 

However, in the 1995-1996 period, all the above benefits were abolished.
  By way of justification of that measure, it was said that those benefits did not have any favorable effect on development of the Region’s economy, and there was no effective control over their use, which resulted in unjustified losses for the budget. Immediately after abolition of the benefits, the Kaliningrad Region went into deep recession, which made the Government to speed up the work to prepare special legislation for the Region. 

Since 1996 up till now, the principal document regulating the regime of economic activities in the Kaliningrad Region has been the Federal Law on the Special Economic Zone in the Kaliningrad Region.
 The main purpose of adoption of that Law consisted in endeavor to compensate the Region for the disadvantages related to its exclave situation. In accordance with the above Law, the special economic zone status is applied to the entire territory of the Kaliningrad Region with the exception of strategic and defense facilities and the offshore oil- and gas-producing facilities. 

The SEZ is an integral part of the state and customs territory of the Russian Federation. At the same time, a special customs regime of a free economic zone is applied to it, which regime consists in:

· Exemption of all such gods as are produced in the SEZ and exported to foreign countries  or to the main part of Russia (and the Customs Union) from all customs duties but customs fees and non-application to such goods of economic policy measures (measures related to non-tariff state regulation of foreign economic activities);

· Exemption of goods imported from foreign countries into the SEZ from all customs duties except customs fees and non-application to certain types of such goods of economic policy measures (measures related to quantitative state regulation of foreign economic activities);

· Non-exemption of goods imported into the SEZ later to be exported to the main part of Russia (except goods processed in the territory of the SEZ) from any of the import customs duties and application to certain types of such goods of economic policy measures  (measures related to non-tariff state regulation of foreign economic activities);

· Exemption from all customs duties (both import and export) of such goods as are imported into the SEZ from foreign countries and then exported to foreign counties. 

A product is deemed produced in the SEZ if the amount of value added as a result of its processing is at least 30 percent (at least 15 percent for electronics and hi-tech household appliances) and the category of the product (in the customs classification) is changed as a result of such processing. The procedure for certification of goods’ origination in the SEZ has been set jointly by the Kaliningrad Region Administration and the State Customs Committee of the Russian Federation. 

As can be seen from the above, the free economic zone regime in the Kaliningrad Region means exemption from customs duties of goods imported into the Region, and also such goods produced in the territory of the Region as are exported to the main part of Russia. On goods which are first imported into the Kaliningrad Region later to be carried to ‘mainland’ Russia, all the customs duties are levied in full. 

The SEZ Administration has been empowered to impose (with approval by the Government of the Russian Federation) additional limitations on the free economic zone regime and set exceptions from that regime for the purpose of  protection of the local producers of goods/jobs/services, which means that the Administration has vast powers in restriction of SEZ economic activities. 

Issues related to currency regulation in the SEZ have been handled in accordance with the procedure set by the laws of the Russian Federation, while currency control issues, in accordance with the procedure set by the Central Bank of the Russian Federation. It is to be noted that the requirement that residents should sell on Russia’s domestic market foreign currency received as foreign-currency receipts from export of goods/jobs/services or intellectual property does not apply to the SEZ.

The above customs benefits and non-application of the requirement for sale of foreign currency received as foreign-currency receipts are the only SEZ features actually specified in the Law. The provisions in respect of all the other issues, including those related to investment activities, the investment procedure, the taxation procedure and tax benefits for economic entities, the banking sphere and the guarantees of property rights and safety of investment are of a very general natural nature, and so they do not work in practice. So, in its nature and technical specifics the SEZ in the Kaliningrad Region is a customs-free zone.   

Insert 1. Types of Free Economic Zones and the Principal 
Groups of Benefits Available in Free Economic Zones. 
There is no such thing as a single generally adopted classification of free economic zones. Under one of the available classifications, FEZes include free-trade zones (or customs-free zones), production or industrial–production zones (which include import-substitution zones, export zones and export-and-import-substitution zones), technical innovation zones (technopolises, technoparks and research parks), service zones and combined zones.   

The benefits granted in free economic zones have been classified as follows:

Foreign-economic benefits consisting in a special customs tariff regime (reduction or abolition of export and import dues) and a simplified procedure for transaction of foreign-economic operations.

Fiscal benefits assured by provisions aimed at tax stimulation of specific kinds of activities or practices by entrepreneurs. Those benefits may deal with the tax base (profit or income, value of property and the like) or individual components of the tax base (depreciation charges, payroll costs, R and D costs of transportation costs), the tax rates and entitlement to tax exemption, temporary or permanent.

Financial benefits including various kinds of subsidizing done in the form of setting of low public amenities rates, low rents on leased land and production facilities, and also in the form of allocation of budgetary funds and extension of preferential government loans. 

Administrative benefits set by the administration of the zone for the purpose of making easier the procedures for registration of businesses, entry/exit by foreigners and rendering of various kinds of services.

Source: Smorodinskaya N., Kapustin A. Free Economic Zones: International Experience and Prospects in Russia. Voprosy Ekonomiki, 1994, Issue 12. 
In 1998, the Government of the Russian Federation used the opportunity for limitation of the FEZ regime offered by the Law on SEZ and introduced quotas on import of goods into the Kaliningrad Region.
 Those limitations were introduced at the initiative of the Kaliningrad Region’s administration. Their purpose consisted in ‘protection of local manufacturers’. The essence of that measure consists in the following: it is no longer the entire volume of imported goods that is exempt from taxation, but only such a portion of such goods as corresponds to a quota (with quotas set separately for each type of goods to which customs benefits are applied). Quotas are sold at especially organized auctions and up till the enactment of the Budget Code (under which drawing of purpose-oriented income is prohibited) part of the receipts from sale of quotas was allocated for development purposes in the Kaliningrad Region. 

It is to be noted that introduction of import quotas is at variance with the international practices adopted in respect of functioning of free economic zones, the more so since in the Kaliningrad Region the calculation of quotas has been done with the use of rather inaccurate data on the correlation of demand in specific types of goods and the local industries’ capacity to produce such goods, while the list and volume of quotas is approved once a year, so subsequent change in the economic situation is not taken into account. As a result, the list of imported goods to which quotas are applied includes some types of products which are not produced in the Kaliningrad Region at all (in particular, gasoline), which far from protecting local manufacturers has pushed up their expenses. There are also doubts about fair competition between the companies taking part in quota auctions (though it is hard to prove anything, as it always is in similar situations).

On the whole, the legislation in respect of the free/special economic zone in the Kaliningrad Region has been extremely unstable. In the 1990s, over 20 normative documents were issued (mostly Decrees by the President of the Russian Federation and by the Government of the Russian Federation) under which certain benefits were now introduced, now abolished. The very fact that so many documents were adopted is a very negative factor, since stability of legislation is one of the principal factors of a country’s (and its individual regions’) attractiveness to investors. 

Another important problem related to functioning of the SEZ in the Kaliningrad Region consisted in existence of contradictions between provisions of the Federal Law on the Special Economic Zone in the Kaliningrad Region and those of the Tax Code and the Customs Code. The nature of those contradictions is as follows: neither the Tax Code, nor the Customs Code contain any provisions on customs-free zones of the type which is adopted in the Kaliningrad Region. Moreover, neither Code contains any provisions on exemption from taxation of goods manufactured in the SEZ at their import into the main part of the country and into the territory of the Customs Union,
 which exemption is provided for by the Federal Law on the Special Economic Zone in the Kaliningrad Region. Under the Tax Code and the Customs Code, at import of goods from the Kaliningrad Region SEZ into the main part of Russia all the usual customs dues should be paid in full. 

It is also to be noted that in respect of development of the Special Economic Zone in the Kaliningrad Region a special Federal Goal-Oriented Program has been adopted (Decree by the Government of the Russian Federation on the Federal Goal-Oriented Program for Development of the Special Economic Zone in the Kaliningrad Region for the 1998-2005 period (Decree No. 1259 of September 29, 1997), which, just like most federal goal-oriented programs has not been fully financed (see Insert 2). The reasons behind under-financing of the Kaliningrad goal-oriented program are lack of funds in the budget and also the regional authorities’ inability to either find non-budgetary sources of financing or properly utilize the funds actually allocated. 

Insert 2. Financing of the 1998-2005 Federal Goal-Oriented Program for Development of the Special Economic Zone 

The rate of financing of the Federal Goal-Oriented Program for Development of the Special Economic Zone in the Kaliningrad Region has been much lower than provided for in the law on the federal budget, and this has been telling on the outputs of that program’s implementation. For instance, for the 1998-1999 period, allocation from the federal budget of 4,011.9 million rubles was provided for. In reality, just five million rubles was allocated (3.5 million rubles for construction of three apartment houses for servicemen, 1 million rubles for embankment of the Baltic shore and 0.5 million rubles for establishment of the Regional Development Agency), and that only in December 1999. 

In 2000, 2,045.8 million rubles was to be allocated under the Program’s provisions. In accordance with Annex 4 to the Federal Law on the Federal Budget for the Year 2000, 30.5 million rubles was to be allocated. However, the funds actually allocated only amounted to 24.33 million rubles (22.13 million rubles for construction of housing for servicemen, 1.7 for embankment of the Baltic shore and 0.5 million rubles for financing of the activities by the Regional Development Agency). 

All the funds (100 percent) allocated from the federal budget for implementation of the Program were utilized within the set time-limits. 

In addition to the above, the Program has provided for financing of projects out of investment tax credit funds. However, in the 1998-2000 period, no such funds were received from the federal budget. 

For the purpose ensuring fuller implementation of provisions of the Federal Goal-Oriented Program, articles 51 and 13, respectively were added to the Federal Law on the Federal Budget for the Year 1999 and the Federal Law on the Federal Budget for the Year 2000 (at the initiative of the Region’s Administration) which provided for use for financing of the Federal Goal-Oriented Program of 100 percent of the funds yielded by auctioning off of quotas on specific types of goods imported from foreign countries under with the  customs-free zone regime into the Special Economic Zone in the Kaliningrad Region; in Decree No. 1442 by the Government of the Russian Federation (of December 31, 1999) the procedure for accounting of the federal budget’s revenues from auctioning off of quotas was specified, while Clause 17 of Decree No. 222 by the Government of the Russian Federation (of March 13, 2000) contained provisions to the effect that the receipts from 1999 quota auctions should be accounted as 2000 federal budget receipts and an order to the Ministry of  Economy of the Russian Federation to finance out of the above funds measures taken under the Federal Goal-Oriented Program in accordance with the Procedure set by Decree No. 1442 by the Government of the Russian Federation (of December 12, 1999); the Ministry of Economic Development approved a quota (aggregately amounting to 300 million rubles) for financing in  2000 of Program projects out of receipts from quota auctions.

However, of the above 300 million rubles a mere 61.97 million rubles was actually allocated (51.76 million rubles for construction of housing for servicemen and 10.21 million rubles for medical facilities (modernization of an AIDS hospital and the interregional pediatric center [rehabilitation and diagnosing]). One hundred percent of those funds was utilized. 

The Region’s Administration proposed that a provision on use for financing of the Federal Goal-Oriented Program of 100 percent of the funds yielded by auctioning off of quotas on specific types of goods imported from foreign countries under with the  customs-free zone regime into the Special Economic Zone in the Kaliningrad Region be included in the Law on the Federal Budget for the Year 2001 as it had been in the Law on the Federal Budget for the Year 200o, however, due to adoption in August 2000 of amendments of the Budget Code of the Russian Federation, in particular, of Article 35, such a provision was not included in the Federal Law on the Federal Budget for the Year 2001. 
1.2 Outputs of Operation of a Free/Special 
Economic Zone in the Kaliningrad Region

One of the reasons behind establishment of a free economic zone in the Kaliningrad Region was the federal authorities’ desire to compensate that Region for its exclave situation, since as a result of the disintegration of the Soviet Union that Region became separated from the main part of Russia by territories of foreign states and international waters. In the short-term perspective at least, that scheme did work. As is generally acknowledged,  the positive effect of introduction in the Kaliningrad Region of a free/special economic zone consisted in curbing of the growth of prices in the Region and saturation of the local consumer market with imported goods. 

A comparison of national average and regional consumer goods indices (CGI) shows that the rate of growth of prices in the Kaliningrad Region was, on the whole, lower than the national average, in spite of the Region’s high dependence on imports (in 1997, imported foods accounted for 80 percent of the total food consumption in the Region).  The rate of growth of prices in the Kaliningrad Region was much higher in 1998 when that Region had the second highest CGI in Russia (after Moscow). 

In the above situation, the subsistence minimum in the Kaliningrad Region (which, on the average, amounted to 784 rubles in 1999) remained lower than the national average (908 rubles) and much lower than the subsistence minimums in Moscow (1,251 rubles) and Saint Petersburg (1,223 rubles).

Table 1

	Consumer Goods Indices and the Subsistence Minimum 
in the 1991–2001 Period

Год
	Consumer goods indices, December on the December of the previous year, percent, before 1996, times over
	Average per capita subsistence minimum, thousand rubles, after 1998, rubles.

	
	Russian Federation 
	Kaliningrad Region
	Russian Federation 
	Kaliningrad Region

	1992
	26.1
	16.6
	Data not available
	Data not available

	1993
	9.4
	8.4
	Data not available
	Data not available

	1994
	3.2
	3.2
	87
	79

	1995
	2.3
	2.4
	264
	262

	1996
	121.8
	109.6
	369
	302

	1997
	111.0
	105.5
	411
	345

	1998
	184.4
	202.5
	493
	429

	1999
	136.5
	134.5
	908
	784

	2000
	120.2
	117.5
	Data not available
	Data not available

	2001
	118.6
	121.0
	Data not available
	Data not available


There have been no other all-positive outputs of functioning of the FEZ/SEZ. In the 1990s, especially prior to the 1998 crisis, dynamics of many economic indices in the Kaliningrad Region were  worse than the national average, moreover, the FEZ/SEZ regime caused some additional problems. 

Firstly, the duty-free import made even worse the recession of local industrial and agricultural production (see tables 2 and 3). Local producers’ products could not compete with cheap imported goods. The introduction of quotas on import in March 1998 could not change that. 

While the national average drop in the volume of production in 1998 on the 1990 figure amounted to 54 percent, in the Kaliningrad Region it amounted to 72 percent, which one of the worst performances among the constituent territorial entities of the Russian Federation. It is to be noted that the pressure exerted upon local producers by imports was not the only reason behind the recession in the Kaliningrad Region being deeper than the national average; another important factor  was severing of the traditional economic ties (from which the Region suffered more than any of the other territorial entities being separated from the main part of the country by other states’ territories). Yet another reason behind the sharp recession was the specific of specialization of the Region’s industry (which had been inherited from the Soviet times): branches of industry which experienced the deepest recession nationwide (engineering, light industry and food industry) accounted for 70 percent of  industrial output in the Region in 1992. 

 Table 2

Indices of the physical volume of industrial production 
In the 1991–2001 period

	Year
	Percent on the previous year
	Percent on 1990

	
	Russian Federation 
	Kaliningrad Region
	Russian Federation 
	Kaliningrad Region

	1991
	92
	96
	92
	96

	1992
	82
	83
	75
	80

	1993
	86
	82
	65
	65

	1994
	79
	62
	51
	41

	1995
	97
	89
	50
	36

	1996
	96
	86
	48
	31

	1997
	102
	98
	49
	30

	1998
	95
	91
	46
	28

	1999
	111
	104
	51
	29

	2000
	112
	132
	57
	38

	2001
	105
	113
	60
	43


The recession in agriculture was also much deeper than the national average, though the gap in that sphere is somewhat smaller. As a result, the Region turned from an area self-sufficient in agricultural produce into a major importer of such products, even though its agro-climatic conditions are more favorable than those of many other constituent territorial entities of the Russian Federation.   

Table 3

Indices of the Physical Volume of Output of Farm Produce 
In the 1993–2001 period.

	Year
	Percent on the previous year
	Percent on 1992 

	
	Russian Federation 
	Kaliningrad Region
	Russian Federation 
	Kaliningrad Region

	1993
	96
	92
	96
	92

	1994
	88
	85
	84
	78

	1995
	92
	85
	78
	66

	1996
	95
	93
	74
	62

	1997
	101
	102
	75
	63

	1998
	87
	98
	65
	62

	1999
	104
	101
	67
	62

	2000
	108
	105
	72
	65

	2001
	107
	96
	77
	62


Secondly, one of the most important goals for which free economic zones are normally established, that is, attraction of large volumes of investment was not attained. The Kaliningrad Region did not become particularly attractive to investors. The amount of investment in fixed assets and the amount of foreign investment per capita of the Region’s populace were less than the national average. With the exception of the Year 1993 (when investors were offered a rather wide range of benefits) and post-crisis years (1999-2001) indices of the physical volume of investment in fixed capital in the Kaliningrad Region were lower than the national average (Table 4). In investment in fixed capital per capita the Region even in 2001 (after the amount of investment had grown considerably) only ranked 34th among constituent entities of the Russian Federation, while the value of that index in the Region was 23.1 percent less than the national average. 

Table 4

Indices of Physical Volume of Investment in Fixed Capital 
in the 1991–2001 period.

	Year
	Percent on the previous year
	Percent on 1990

	
	Russian Federation 
	Kaliningrad Region
	Russian Federation 
	Kaliningrad Region

	1991
	85
	83
	85
	83

	1992
	60
	65
	51
	54

	1993
	88
	155
	45
	84

	1994
	76
	71
	34
	59

	1995
	90
	70
	31
	42

	1996
	82
	67
	25
	28

	1997
	95
	94
	24
	26

	1998
	88
	87
	21
	23

	1999
	105
	122
	22
	28

	2000
	117
	140
	26
	39

	2001
	109
	137
	28
	54


The influx of foreign investment in the Region’s economy was extremely unstable (Table 5), and the lag behind the national average level in respect of indices of volume of foreign investment (both total and, specifically, direct investment) per capita was even greater than the lag in the volume of investment in fixed capital. Moreover, while in Russia as a whole the amount of foreign investment grew in the post-crisis years (1999-2001), in the Kaliningrad Region no such growth was observed.  

Table 5

Foreign Investment in the 1995–2001 period

	Year
	Total foreign investment, per capita, USD 
	Direct foreign investment, per capita, USD

	
	Russian Federation 
	Kaliningrad Region
	Russian Federation 
	Kaliningrad Region

	1995
	20
	17
	14
	13

	1996
	47
	25
	17
	23

	1997
	84
	12
	36
	11

	1998
	80
	42
	23
	10

	1999
	65
	19
	29
	4

	2000
	75
	20
	30
	7

	2001
	98
	26
	27
	3


When speaking of the positive effects of establishment of the FEZ, it is often said that the number of registered companies with participation by foreign capital has grown. That index alone is, however, insufficient for adequate assessment of the actual situation since the existing statistics do not offer any data on the number of companies which are really active. Moreover, joint ventures have mostly been active in commerce, that is, they have been using the customs ‘loophole’.That the Kaliningrad Region ‘specializes’ in imports can also be seen from the dynamic of its foreign economic trade turnover: while in 1994, the Region’s foreign-trade balance was still positive, in 1995 it became negative and has remained so ever since. 

Emergence of a considerable negative trade turnover balance can be explained not so much by the Region’s dependence on imports as by the fact that the Kaliningrad Region has turned into a ‘customs loophole’. All the figures cited in this respect are but estimates, yet, it is known beyond doubt that illegal import of cars and alcohol from the Kaliningrad Region into the main part of Russia has been taking place, just as illegal export of amber to foreign countries has. And though the ‘dimensions’ of that ‘tax loophole’ have been reduced in the past few years, it still exists. 
   

For that reason (and that was another shortcoming of the FEZ), even the low prices failed to compensate the Region’s households for the recession in the real sector of the regional economy, so, in the 1990s a number of indices characterizing households’ monetary incomes went down. While in the mid-90s the living standard of the Kaliningrad Region’s households was comparable to the national average, by the late 90s the Kaliningrad Region lagged behind in that respect. (See Table 6). In 2000 and 2001, data in respect of the subsistence minimum in the Kaliningrad Region was not published, but judging by the correlation  between the cost of staple foods and households’ monetary incomes, the situation in the Kaliningrad Region has not changed for the better in the past two years (for instance, while the national average value of the above ratio amounted to 3.6, in the Kaliningrad Region it was a mere 2.3 percent in November 2001).

Table 6

Households’ Monetary Incomes in the 1994-1999 Period

	Year
	Relation of households’ monetary incomes to the subsistence minimum, times over 
	Percentage of households with incomes below the subsistence minimum

	
	Russian Federation
	Kaliningrad Region
	Russian Federation
	Kaliningrad Region

	1994
	2.38
	2.13
	22.4
	21.6

	1995
	1.95
	1.45
	24.7
	26.6

	1996
	2.07
	1.69
	22.1
	25.1

	1997
	2.27
	1.73
	20.8
	24.5

	1998
	2.03
	1.65
	23.4
	27.2

	1999
	1.77
	1.36
	29.9
	37.4


As can be seen from the above, the establishment of a free/special economic zone did yield a short-term positive effect, but on the long-term plane its effect was but insignificant. True, it is hard to say what the situation would be like by now if the FEZ/SEZ regime was never introduced, whether it would be better or worse than it actually is. 

At the same time, it is obvious that no significant economic success has been achieved after introduction of the customs-free zone. So, it is only natural that propositions have been voiced for abolition or transformation of the current Special Economic Zone regime. With the federal authorities pursuing a policy of the maximum possible extent of abolition of tax and customs privileges, abolition of the SEZ regime in the Kaliningrad Region may be seen as a logical extension of that.










� On June 3, 1991, the Chairman of the USSR Supreme Soviet issued  a Decree on the Economic and Legal Status of the Free Economic Zone in the Kaliningrad Region, and on September 25, 1991 the Council of Ministers of the Russian Federation issued Decree (No. 497) on Primary Measures Towards Development of Free Economic Zones in the Kaliningrad Region and the Chita Region (with a supplement entitled On the Free Economic Zone in the Kaliningrad Region [FEZ Yantar]).


� The Decree by the Government of the Russian Federation on Socioeconomic Development in the Kaliningrad Region (Decree No. 573 of August 12, 1992), the Decree by the Presidium of the Supreme Soviet of the Russian Federation on the Kaliningrad Region (Decree No. 3738-1 of October 26, 1992), Decree by the President of the Russian Federation on Assuring of Favorable Foreign Economic Conditions for Development in the Kaliningrad Region (Decree No. 1625 of December 23, 1992) and Decree by the President of the Russian Federation on the Kaliningrad Region (Decree No. 2117 of December 7, 1993).  


� Decree by the President of the Russian Federation on Nullity and Cancellation of the President's Decisions in Respect of Granting of Customs Privileges (Decree No. 244 of March 6, 1995), Decree by the Government of the Russian Federation on Amendment and Nullity of  Certain Decisions by the Government of the Russian Federation (Decree No. 1009 of October 13, 1995, Decree by the President of the Russian Federation on Amendment of the Decree by the President of the Russian Federation of May 18,  1995, No. 495 on Socioeconomic Development in the Kaliningrad Region (Decree No. 191 of February 13, 1996), Decree by the President of the Russian Federation on Nullity and Amendment of Certain Decisions by the President of the Russian Federation (Decree No. 381 of March 14, 1996), and Decree by the President of the Russian Federation on Nullity and Amendment of Certain Decrees by the President of the Russian Federation on Regulation of Foreign Economic Activities (Decree No. 1552 of November 16, 1996). 


� Federal Law No. 13-ФЗ of January 22, 1996. 


� The Decree by the Government of the Russian Federation on Establishment for the Year 1998 of Quantitative Limitations on Import of Certain Types of Goods from Foreign Countries into the Special Economic Zone in the Kaliningrad Region (Decree No. 281 of March 5, 1998). The above Decree was later ‘renewed’ by other decrees by the Government of the Russian Federation, namely, the Decree by the Government of the Russian Federation on Setting for the 1998-2000 Period of Quantitative Limitations on Certain Kinds of Goods Imported Under the Customs-Free Zone Regime into the Territory of the Special Economic Zone in the Kaliningrad Region (Decree No. 830 of July 24, 1998), the Decree by the Government of the Russian Federation on Extension of the Time-Limits for Realization of Such Quotas on Import into the Special Economic Zone in the Kaliningrad Region of Specific Types of Goods as Were Purchased at an Auction but Were Not Used in 1998 (Decree No. 294 of March 16, 1999), Decree by the Government of the Russian Federation on Amendment of the Decree by the Government of the Russian Federation (Decree No. 830 of July 24, 1998) on Setting for the 1998-2000 Period of Limitations on Certain Kinds of Goods Imported Under the Customs-Free Zone Regime into the Territory of the Special Economic Zone in the Kaliningrad Region (Decree No. 792 of July 12, 1999), and the Decree by the Government of the Russian Federation on Setting for the 2000-2005 Period of Limitations on Certain Kinds of Goods Imported Under the Customs-Free Zone Regime into the Territory of the Special Economic Zone in the Kaliningrad Region (Decree No. 526 of July 14, 2000).


� The specifics of payment of VAT at crossing by goods of the customs border of the Russian Federation are provided for in Article 151 of the Tax Code of the Russian Federation (Section 21. Value-added Tax), the specifics of payment of excises at crossing by goods of the customs border of the Russian Federation, in Article 185 of the Tax Code of the Russian Federation (Section 22. Excises), the specific procedure for payment of customs duties and taxes at import and export of goods from/into the territories of free customs zones, in Article 834 of the Tax Code of the Russian Federation (Section 12. Customs-Free Zone. Free Warehouse).  


� Verlin Y. The Amber Hole Expert 2002. No. 5. P.p. 62-67











PAGE  
25

_959151200

