
4. The Kaliningrad Region’s Role 
in Changing Europe

4.1. The Kaliningrad Region as a Region of 
Cooperation between Russia and the EU

The Russian Federation is interested in close and lasting cooperation with the European Union, not only along the present-day lines, but also in more profound and potentially effective spheres such as a common economic space, energy, global transportation projects (building up of the capacity of the Trans-Siberian Railway Mainline) and joint educational and cultural projects.

In the context of the proposed expansion of the EU, Russia should speed up its effort to create adaptive mechanisms for formation of a new geopolitical reality, including testing of the required production cooperation mechanisms in a limited expanse of Russian territory.

The Kaliningrad Region of the Russian Federation is particularly well-suited for the role of an experimental region where potentially effective schemes, mechanisms and methods of economic cooperation between Russia and the EU. The Region’s specifics (geographic situation, specific customs regime and openness of the economy) will make the regime of testing easier and permit accurate gauging of the economic indices and identification of the emerging trends and effects.

Within the framework of that line in the Kaliningrad Region’s development, such federal and regional legislation should be adopted as soon as possible as would regulate the Region’s liberal economic development, comprehensive cooperation with the European Union and support of the structural reforms carried out in the Region.

Cooperation with the European Union

The need for and practicability of close economic cooperation between Russia and the Economic Union in the 20th centuries are determined by a number of factors, of which the main ones are:

Geopolitical factors:

· Community of geographic space;

· Community of the cultural and historical past;

· Belonging to the same (European) civilization;

· Formation of the open society paradigm;

Macroeconomic factors:

· Market reforms in Russia;

· Traditional functioning of Russian and European economies as mutually complementing systems;

· Globalization of economic relations and liberalization of conditions of international commerce.

In such a situation, it is only logical that the Kaliningrad Region should become a region of cooperation between Russia and the EU; since it offers excellent opportunities for testing by the parties to that cooperation of the principles of organization of a common economic space and search for and adaptation of new forms of mutually advantageous cooperation.

Principal regional projects related to cooperation between Russia and EU:

· Development of new technologies of customs and passport control and of promising schemes for cooperation in the border area;

· Development of a transportation network, establishment of additional border checkpoints and of new air and ship routes to link the Kaliningrad Region with EU countries;

· Educational projects (adaptation of the Russian state educational standard to European educational norms, development of such lines in higher education as are related to international relations, acceptance/nostrification of Russian secondary and higher education diplomas and exchanges in teachers and students;

· Institutional projects (introduction of certification of products in accordance with European standards [ISO 9000 and ISO 14000], adaptation of certain sections of the regional statistics to the EU requirements, testing in a limited Russian territory of a common Russia-EU economic space);

· Ecological projects (reconstruction and modernization of purification works in Kaliningrad and a number of other populated localities in the Region, joint ecological projects in respect of the Baltic Sea basin).

Necessary conditions: a special agreement on the Kaliningrad Region between Russia and the EU, simplified visa regime for residents in and visitors of the Kaliningrad Region, expansion of the sphere of application of EU structural funds to the Kaliningrad Region, full-scale implementation of the Federal Goal-Oriented Program (as amended) and concerted implementation by the parties of a number of regional projects (infrastructure, educational, technological and ecological).

New Economy of a Russian Territory

In the Kaliningrad Region, a new structure of the regional economy should be formed, such as would correspond to specifics of the Region’s geographic situation, resource potential, natural conditions (particularly climatic), and opportunities for production cooperation, both with foreign partners and those in other regions of Russia.

Taking into account proximity of the European Union and prospects for organization of multifaceted cooperation in the territory of the Special Economic Zone in the Kaliningrad Region, it is likely that enhancement of business activity in the region can be achieved primarily through development of small and medium-size businesses and the services sphere.

The principal projects in that sphere are as follows:

· Distribution and processing (use of the seaport facilities, formation of logistics in respect to import of goods through the Kaliningrad Region, packaging and finishing of final products and the like);

· Assembly lines (any specialization) to turn out final products for realization on the Russian and international markets;

· Production of souvenirs and jewelry from amber mined in the Region;

· Education, vocational training, organization of exhibition and consulting;

· Tourism and recreation facilities (expansion of the tourist and recreational facilities network currently available in the Kaliningrad Region, expansion of the period of tourists’ comfortable stay in the Region, purposeful development of new lines in the tourist business (business tourism, cultural-historical tourism, seaside tourism, countryside tourism and the like).

Necessary conditions: development and implementation of a long-term strategy of the Region’s development, making the Region’s image more attractive, guarantees of long-term preservation of the SEZ regime in the Region, removal of the existing administrative barriers to development of business activity in the Region, state support to businesses (various forms), implementation of the Federal Goal-Oriented Program for Development of the Kaliningrad Region, absence of political and/or financial upheavals in Russia, nondiscrimination in the setting of transport tariffs for transit carriage of passengers and cargoes across other countries’ territories.

Liberal Reforms

In the Kaliningrad Region testing can and should be carried out of promising schemes of liberal reforms and such economic mechanisms as are new to Russia.

The principal projects in that sphere are as follows:

· Tax benefits for Russian and foreign investors, major investors’ participation in development of the strategy for the territory’s development or in implementation of major regional programs (probably, in the form of supervisory council), insurance of investments, interest rate compensations to participants in such projects as are of particular importance to the Region;

· New procedure for taxation of economic entities active in the Region (rent approach);

· Efficient use in the Region’s economy of dual-purpose military facilities available in the Region (seaport facilities, military settlements, oil storages, airfields and the like);

· Reformation of the housing and communal services sphere and social benefits to the needy;

· Launch of mass-scale mortgage-based housing construction.

· It is to be noted that with the lack of budgetary funds taken into account, for the sake of compliance with the tax and budgetary legislation tax benefits should be granted in accordance with the set priorities and within the approved quotas and the amount of state debt in the financial year in question. In the granting of such benefits, specific companies’ importance in development of the Region needs to be taken into account, as well as financial and budgetary efficiency of the proposed projects and lines of use of the released funds.

Necessary conditions: support of the reforms in the Region by federal ministries and departments, transfer to the regional authorities of most of the powers in legal regulation of economic activity.

4.2. Russia’s Contact Territory in 
Central and Eastern Europe

By virtue of its geographic situation, the Kaliningrad Region is an ideal ground for various contacts between Russia, newly independent states and EU countries. The arguments in favor of the Region’s use as such a ground are as follows:

· The territory’s world-renowned historical and cultural heritage;

· The Region’s being under Russian jurisdiction, opportunities for marketing of the goods and services produced in the Region on the vast market of Russia and other member-states of the Customs Union;

· Simplified visa regime for foreign tourists and businessmen coming to the Region for a stay of over three days;

· Favorable situation (location potential), a developed transportation network, comparatively good transportation communication with Moscow and other major Russian and Belarussian cities.

The Kaliningrad Region’s shortcomings in respect of prospects of its use as such a ‘contact zone’ are:

· Motorist queues at the borders;

· Unattractive looks of the Region’s populated localities, the City of Kaliningrad in particular;

· Poor air and boat service on the routes linking the Region with Europe;

· The Region’s negative image;

· Insufficient development of such infrastructure as is required for ‘contact’ activities.

If the Kaliningrad Region is to be used as a contact zone, the following is required (in the very least): making the Region’s image attractive and the Region’s territory, sufficiently open; further easing of the visa regime; development in the Region of tourist and recreational infrastructure and tourist business.

Discussed below (in order of diminishing probability of implementation) are the proposed projects in that line of the Kaliningrad Region’s development.

Business Contacts Between Small and Medium-Sized Businesses

The Kaliningrad Region as a meeting ground for entrepreneurs from Russia, CIS countries, European states and other countries.

The Kaliningrad Region’s geographic situation, jurisdiction and the visa regime are such as to make feasible establish in the Region of a contact zone for representatives of small and medium-sized businesses from Russia, member-states of the European Union, CIS countries and other newly-independent states.

Up till now, the functions of the grounds for contacts of major businesses of the East and the West have largely been monopolized by two cities, Moscow and St. Petersburg. To some or other extent, the required infrastructure has already been created there, including comfortable hotels, expensive restaurants, modern conference centers and permanent exhibition centers. However, the conditions in Moscow and St. Petersburg do not fully meet the requirements of many owners/CEOs of small and medium-sized businesses because it is expensive to stay there, the distances are large and there is an assortment of other problems typical of megalopolises.

In Russia, the niche of grounds of contacts of Russian small and medium-sized businesses with foreign partners has not been occupied yet. It is Kaliningrad, a comparatively small regional center, Russia’s westernmost with its unique geopolitical situation may become an international contact business center for contacts between small and medium-sized businesses of the West and the East. In the territory of the Kaliningrad Region, proper conditions can be provided for negotiations, seminars, conferences and representative offices of Western and Russian companies close to Russia’s Western borders and convenient Trans-European highways.

Development of that ‘contact’ line of activities will permit the Kaliningrad Region to develop multiple and most diverse links with other Russian cities and regions. The Region’s role in the division of labor in Russia should be promotion of advancement to Russian regions of news technologies of the small business, and also the corresponding equipment, accessories and investment, as well as organization of marketing of Russian-made produce in the West.

Advancement in that line of specialization will create favorable conditions for openness and versatility of the Region’s economy, which, in turn, is expected to attract to the Kaliningrad Region venture capital, active private investors and financial and investment companies from Russia, CIS countries and Europe alike.

Necessary conditions: one or two up-to-date conference centers, such a major permanent exhibition center as would become well-known, both in Russia and abroad, a large number of small inns of different classes, developed recreation and entertainment infrastructure, simplified visa regime and developed banking network.

Production and Technological Contacts

The Kaliningrad Region as a site for transfer of technologies, know-how and advanced experience amassed in contacts between businessmen and industrialists from Russia and the West. That line of development can be seen as complimentary to the ‘business contacts’ line discussed above. In the present situation, the principal task faced by Russia consists in giving domestic small and medium-sized businesses an innovative impulse for development. Entrepreneurs need to have actual examples of successful production so as they can learn. In Russia, mere adoption of programs for support of private enterprise is insufficient for assuring success in that sphere, a working mechanism needs to be created which would include as its important component demonstration of actually existing up-to-date factories, technologies, equipment, accessories and materials for production of consumer goods and rendering of services.

The Kaliningrad Region is an ideal choice for establishment. In many regions in Russia, people who run small and medium-sized businesses are faced with real difficulties in establishing business contacts and acquainting themselves with foreign technologies. On the one hand, those difficulties are related to the high costs of business trips to European and other foreign countries and the need to get visas. On the other hand, such foreign manufacturers as could supply modern equipment to Russian markets are afraid to travel to Russian provinces after Western media’s numerous stories on poor standards of services, high rate of crime, atrocious roads and great distances which are to be found there.

As a Russian province situated in the center of Europe, and one with a simplified visa regime for foreign businessmen, the Kaliningrad Region may become the grounds for business contacts between Russian and Western owners/managers of small and medium-sized businesses and for demonstration of modern production facilities for developing regional markets.

The above has determined the role played by the Kaliningrad Region in the division of labor in Russia and in economic cooperation between Russia and the West; potentially, it can change the Russian and foreign financial institutions’ and investors’ approach to the Region. Realization of that idea will help all the branches of the Region’s economy develop harmoniously, including the tourist business, trade, transport and agriculture.

Necessary conditions: developed small and medium-sized businesses, not only in Kaliningrad, but also in other cities in the Region, good production base of individual production units (modernized or established anew); an exhibition center, many small hotels and a simplified visa regime.

International Political Contacts

The Kaliningrad Region as the grounds for holding of international conferences, meetings and political consultation.

The territory presently occupied by the Kaliningrad Region has been a site of extensive ethnocultural contacts for centuries. Many lessons can be learnt from the changes of state structures and political regimes which took place in that area over the centuries. The Kaliningrad Region of Russia was formed after East Prussia was placed under the jurisdiction of the Soviet Union under the Treaty of Potsdam. After disintegration of the Soviet Union, the Kaliningrad Region is still a symbol of the USSR’s victory in the Second World War.

The Kaliningrad Region’s convenient geographic situation, historical heritage and simplified visa regime make the Region potentially suitable for holding of international political [working] contacts on a wide range of issues related to the East-West theme.

Necessary conditions: three or four modern conference halls, developed recreation and entertainment infrastructure, good air and boat service on routes to European countries, attractive image of the territory.

Educational Contacts

The Kaliningrad Region as a center of training of Russian students (from Russian provinces) and also students from foreign (mostly CIS) countries, transfer of modern knowledge and educational technologies mostly in the sphere of international relations, European studies and international business.

Necessary conditions: attractive image of the Region, availability in the Region of institutions of higher learning with a high repute and an adequate material base.

Cultural Contacts

Turning of the Kaliningrad Region into grounds for meetings of creative artists.

Necessary conditions: radical improvement of the region’s image; engagement in jobs in the Region of persons with creative talents; simplified visa regime, many small hotels of different classes; developed recreation and entertainment infrastructure.

Summing up the outputs of analysis of necessary preconditions for the Kaliningrad Region’s development along the ‘contact territory line’ the following key requirements (the most frequently repeated ones):

· Simplified visa regime for the Region’s residents and visitors;

· Availability of up-to-date conference centers;

· Developed recreational and entertainment infrastructure;

· Improvement of the territory’s image.

Those factors can potentially (in a medium-term prospect) create prerequisites for turning of the Kaliningrad Region into a territory suitable for accommodation of vast numbers of diverse contacts.

4.3. Efficient Use of the Region’s Potential 
in International Division of Labor

The more important components of the Kaliningrad Region’s natural potential (acknowledged by both Russian and foreign experts) are as follows:

· Convenient geographic situation (center of Europe);

· Flat terrain;

· Availability of unfreezing harbors;

· Mild climate;

· Nature preserves, including one of worldwide significance (the Courland Spit);

· Availability of mineral deposits, including an amber deposit of a worldwide significance.

The principal components of the Region’s economic potential are as follows:

· Diversified structure of the regional economy (industry, agriculture, transport and services, including in the sphere of tourism and recreation);

· A developed transportation network which can in future be used in the projects for creation of Transeuropean corridors;

· Availability of seaports.

The advantages of the Region’s demographic potential and the pattern of distribution of populace are as follows:

· A high educational, labor and research potential;

· Market mentality of the populace;

· Migration into the Region of workers from other regions of Russia and especially form newly-independent countries from among former Soviet provinces;

· A high extent of urbanization, a dense network of cities and towns;

· availability of a major industrial agglomeration (Kaliningrad and its suburbs);

· diversity of functional types of urban localities.

True, each of the above factors has demerits as well as merits. For instance, the flat terrain is highly suitable for construction of housing and industrial facilities. However, polders (lowlands below the sea level) account for a considerable proportion of the Region’s territory, and these require costly amelioration work and protection against floods. The other components of the Region’s potential (natural, economic and demographic alike) also have disadvantages as well as advantages. The purpose of the strategy for the Region’s development should consist in the maximum use of such advantages and neutralization (where possible) of disadvantages.

The principal lines in the effort to ensure fullest possible use of advantages of the Region’s natural, economic and demographic potential are as follows:

· joining of the European transport systems and establishment on that basis of logistics in respect of import into/export from Russia;

· building up of the seaport facilities, both through modernization of the existing ones and through construction of new seaports and terminals (deepwater port in Baltiysk, terminals in the vicinity of the Kaliningrad maritime channel and other);

· development in the Region of the foreign-economic ties potential with the use of the existing transport infrastructure and institutional changes (the SEZ).

Use of the natural resources potential:

· more efficient use of the local fuel resources, especially oil and peat;

· development of production of souvenirs and jewelry from locally-produced amber, turning of the Kaliningrad Region into ‘amber capital’ of the world;

· development of the tourist and recreation facilities on the Baltic shore and in inland areas, in particular, in the vicinity of the Vyshtanets Lake;

· development of the agrarian sector, primarily for the purpose of ensuring the Region’s self-sufficiency in foods.

· Use of the production and research potential:

· expansion of output of such engineering products as traditionally constitute the Region’s specialization: fish-processing equipment, electric vehicles, electric rocket engines of a new generation, civilian boats and the like);

· switchover from assembly of motorcars to full-cycle manufacture thereof through starting of production of motorcar parts at the Region’s engineering industries;

· starting of production of agricultural machines;

· use of the currently unused production facilities for assembly of household electronic appliances, household utensils, computers and the like;

· establishment in suitable locations of export-oriented and import-substitute production and commercial and transport centers, in particular, making use of local free economic zone (LFEZ) mechanisms;

· development of research-intensive branches of the economy (in particular, software development) with the use of the Region’s industrial and research potential; establishment of fleets of equipment;

· more extensive use of unique technologies of converted industries, in particular, the Fakel Design Office and the Quartz company, for manufacture of civilian produce, in particular, through establishment of related hi-tech companies (small and medium-sized);

· Use of the Demographic Potential:

· establishment of a continuous education system with the leading role played by the Region’s institutions of higher learning; integration of the Region’s education system (as a Russian subsystem) with the Baltic, European and worldwide education environment;

· enhancement of labor productivity through upgrading of the population’s standard of education and rational use of skilled personnel.

· Improvement of the economy’s spatial organization:

· Enhancement of production efficiency through agglomeration and concentration of production;

· Diversification of the economies of multifunctional cities;

· Speeding up of social development in rural localities through strengthening of the links between cities and the countryside;

· Stimulation of development of centers situated in the vicinity of the Region’s railway mainline (Kaliningrad-Chernyshevskoye), in particular, Chernyakhovsk and Gusev;

· Establishment of local free economic zones (export-oriented and import-substitute production) in cities situated on popular motorways in the vicinity of the border (primarily, Bagrationovsk and Sovyetsk).

4.4. Ensuring of Russia’s Military-Strategic Interests

The Kaliningrad Region of the Russian Federation has an important role to play in Russia’s defense capability and formation of factors of national and European security.

In the Kaliningrad Region, just like in other constituent entities of the Russian Federation, law enforcement authorities of the Russian Federation function, in particular:

· Regional department of the Ministry of the Interior;

· Regional department of the Federal State Security Service;

· Regional department of the Federal Tax Policy;

· Procurator’s office of the Kaliningrad Region of the Russian Federation;

· Kaliningrad Region office of the Judicial Department under the Supreme Court of the Russian Federation;

· Special territorial force of the North-Western Tax Department (Kaliningrad Direction).

In addition to that, unlike other constituent entities of the Russian Federation, the Kaliningrad Region is also the area of deployment of:

· Most of the forces of the Baltic Navy (belonging to the Armed Forces of the Russian Federation); and

· The Kaliningrad Region Department of the Federal Border Guards Service of Russia.

The Kaliningrad Region as Area of Deployment of Russia’s Baltic Fleet

The Kaliningrad Region is the area of deployment of Russia’s Baltic Fleet to which all the military units deployed in the Region belong. The Baltic Fleet is presently one of the best forces in the Armed Forces of the Russian Federation. It numbers around 25 thousand officers and men. The principal forces within the Fleet are naval forces proper, an airforce, ground forces, coastal guards and air defense units. The Baltic Fleet is unique in its structure and composition with no analogues anywhere in the world. The five-year experience of functioning of the Baltic Fleet shows that establishment of such forces in an enclave territory is most advisable.

Also deployed in the Kaliningrad Region are units under the jurisdiction of law enforcement departments, in particular, those of the Federal Border Guards Service of Russia and internal troops of the Ministry of the Interior of Russia.

The average annual passage through the border checkpoints amounts to around 8.5 million persons (the Russian-Polish border accounting for 4.0 million persons of that number) and around three million vehicles (up to 2.0 million of these at the Russian-Polish border). That is the third largest passage in the Federal Border Guards force.

As a part of the reform of the Baltic Fleet, 10.5 thousand officers and 9.8 thousand warrant officers and ensigns have been retired from it since 1992. The number of Baltic Fleet servicemen in need of housing amounted to 6.4 thousand as of July 1, 2001.

Within the framework of that strategic line in reforms, it is necessary to ensure a balanced and adequate development of military and law enforcement forces and their efficient interaction with the social and the economic sphere in the Region.

Deployment of comparatively large military units in the Region has brought the Region the following advantages:

· Jobs for civilian personnel;

· Additional solvent consumer demand;

· Addition to the Region’s human resources (retired servicemen).

At the same time, deployment in the Kaliningrad Region of large military units:

· Withdraws from such economic use as creates the gross regional product considerable production facilities (plots of land, buildings and the like);

· Means an additional load on the social infrastructure (which is subsidized from the Regional budget and municipal budgets.

Economic Use of ‘Dual-Purpose’ Military Property

As the composition and strength of troops deployed in the Kaliningrad Region have been changed, so have been their needs for grounds, military camp facilities, buildings and the like. The currently adopted procedure for auctioning off of property released from military use has often caused delays in transfer of title to property (which sometimes was accompanied by pillage of the property and loss of its attractiveness with consequent reduction of the selling price.

In the Kaliningrad Region, by way of an experiment (if approval by the Government is secured) such property as is of general economic value may be put to civilian economic use without sale and transfer of title (on terms of long-term lease). Under that scheme, the property would remain in the Baltic Fleet’s possession, and would be leased off to civilian economic entities. That would mean creation of additional sources of funds for financing of the Baltic Fleet and also of additional jobs, which could be primarily reserved for retired servicemen and members of their families.

Retraining and Social Adaptation of Retired Servicemen

Servicemen retiring from the Armed Forces often do so at a working age (usually, at an age of 38 to 45). Most of then want to earn some money in addition to the small military pension they get.

In the Kaliningrad Region where there are great numbers of servicemen, the issues of retraining and social adaptation of servicemen are particularly acute. The principal objective in that sphere consists in attraction of non-budgetary funds in addition to the funds allocated from the Federal budget for that purpose. Another important task consists in ensuring efficient use of the resources thus amassed through:

· Development of such training curriculums as would be adapted to the proposed lines in the Kaliningrad Region’s development;

· Selection of such educational institutions as would offer adequate training under such curriculums;

· Job-placement services to persons who have completed a retraining course;

· Assistance in creation of jobs for such persons and members of their families.

Provision of Servicemen with Housing

Under the effective Russian laws, all servicemen retiring from the Armed Forces should be provided with housing. Unfortunately, the funds allocated for that purpose from the state budget are insufficient, in the Kaliningrad Region in particular. As many as 6.4 thousand Baltic Fleet servicemen are in need of housing there. In 2002, 59.0 million rubles has been allocated for provision of housing to retired servicemen under the Federal Goal-Oriented Program. With that money, around 7 thousand square meters of floor space can be built, or about 100 apartments (which is insufficient, of course, in the present situation).

It is been proposed that by way of an experiment large-scale construction of comparatively small houses for servicemen should be launched in the Kaliningrad Region with the program financed in combination from funds allocated by the state and from mortgages. Taking into account the considerable multiplication effect of large-scale housing programs, the above scheme may also give the Region’s economy an additional development impulse.

Proceeding from the general strategy of Russia’s development, in the period up till 2010, the Kaliningrad Region’s development is expected to be carried out in accordance with the ‘Region of Cooperation between Russia and the EU’ model along the following interrelated lines:

· Development of mechanisms of cooperation (‘pilot region, testing grounds, contact territory);

· Priority development of the tourist and recreation businesses;

· Upgrading of the mechanisms of interaction between the Region’s economy and social sphere with the military units deployed in the Region.
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