
7. Local Economic Development Strategies 
for Kaliningrad Oblast: Lessons from 
Northern Ontario Initiatives

7.1 Introduction

«When the Baltic States became independent in 1991, the Kaliningrad Region (oblast in Russian), suddenly became an exclave separated from the rest of Russia» (Joenniemi & Prawitz 1998, 1). Since then its socio-economic future has been the topic of many discussions, particularly directed towards the region’s role as a Special Economic Zone (SEZ) and the process of military disarmament, conversion and modernization of the existent industries (Krickus 2002). Often Kaliningrad Oblast has been interestingly envisioned as either «the forward military bastion of Russia, as a ‘second Cuba’ menacing its neighbors, or […] a free trade area, a ‘Baltic Hong Kong’ contributing to peace and prosperity» (Joenniemi & Parawitz 1998, 1).

Another interesting element with respect to the economic development of the Kaliningrad region is the similarity of the contextual paradigms to that of Northern Ontario. The two regions exhibit the characteristics of peripherality from both, major markets and central governing agencies. The literature further exemplifies the well-known characteristics of core-periphery relationships including the ‘death in the distance’, dependency, and exploitation» (Douglas 1989, 28). However, the similarity between the two regions does not end with the comparative obstacles that the regions must face. Comparisons can also be made with respect to the dynamic trends within the labor force, a reduced dependency on both the extraction of natural resources as well as the military establishments in the economies. The fact that Kaliningrad Region shares many of the economic characteristics with the region of Northern Ontario, implies that the latter one can serve as a learning plateau for Kaliningrad’s successful economic development.

In light of the above, the purpose of this paper is four fold:

1. To provide an evolutionary perspective on past Canadian programs and initiatives aimed at facilitating economic development in disadvantaged areas; special mention is given to Northern Ontario.

2. To define the concept of Systemic Competitiveness as a viable framework for assessing the current economic development initiatives.

3. To demonstrate that the similarity between the two regions is sufficient for comparison and hence that the economic development strategies and experiences from Northern Ontario are applicable to Kaliningrad Region.

4. To present those strategies and experiences through the framework of systemic competitiveness; special emphasis will be placed on the FedNor experience.

5. To derive recommendations on potential strategies of fostering small medium enterprise (SME) growth in the region

7.2 Outline & Methodology

The first chapter following the methodology will begin by providing the reader with a brief yet detailed synopsis of Canada’s past and present government programs and initiatives aimed at fostering economic development in ‘disadvantaged areas’. This subsection is particularly important in illustrating the shift from a top-down to a bottom–up development approach in Canada, the latter being grounded in endogenous growth theory and entrepreneurial activity. In light of the above paradigm shift, this section proposes systemic competitiveness as a viable framework for economic development initiatives. This multi dimensional framework is rooted in Michael Porter’s (1998) paradigms of Competitive Advantage and Cluster Analysis and the City Business Environment Diamond. Both paradigms have received recognition in economic development literature as well as management and entrepreneurial studies. The systemic competitiveness framework comprises of four determinants: 1) meta level 2) macro level 3) meso level 4) micro level; all of which will be discussed in the following subsections with specific references to Northern Ontario’s initiatives.

***** done up to here

The following section of this paper will be further subdivided into two subsections. The first subsection attempts to demonstrate Northern Ontario’s economic performance. Emphasis will be placed on the changing labor trends and the shift from a resource based economy to a more diversified economy reliant on various services and the tourism industry. Furthermore, a discussion of FedNor’s initiatives and programs (the federal agency responsible for northern Ontario) will assess their role in fostering competitive endogenous growth (i. e entrepreneurial activity), as well as capital investments into connectivity. In light of the findings from the first part, the following subsection will assess Kaliningrad’s economic performance since the brake-up of the Soviet Union. Issues arising from the disarmament and conversion of the military industry and the implementation of the Special Economic Zone (SEZ) will be discussed. An evaluation of the SEZ will be conducted and will be juxtaposed against the EU expansion into the Baltic States. Furthermore, both the relative and absolute attributes of Kaliningrad’s location will be evaluated with respect to their competitive advantage. The last two components mentioned will be added to this research project as Part II and III The final section of this paper will conclude the paper with a number of recommendations for Kaliningrad oblast. Potential problems and prospects will be identified.

7.3 Canada’s Economic Development 
Strategies: An Evolutionary Perspective

The purpose of this section is threefold. The first part will describe three decades of Canada’s attempts to mitigate the persistent regional economic imbalances exemplifying the shift from a top-down to a bottom approach to economic development. The second part is to provide the backdrop to Canadian economic development illustrating the struggles that disadvantaged communities face within an ever changing economic environment. And the third section will stress importance of fostering entrepreneurial activity as a viable objective to economic development. We want to introduce the concept of systemic competitiveness as a viable framework for comparing the existing and potential economic development strategies for both Northern Ontario and Kaliningrad Region.

7.3.1 The Dissonant Symphony of Acronyms & the Top-Down Approach

The department of Regional Economic Expansion (DREE) was established in 1969 by the Canadian Federal government (Lander & Hecht, 1980). Its purpose was to counteract the perceived widening gap among the metropolised, more affluent areas and the disadvantaged ‘black holes’ (pervasively concentrated in the Atlantic Provinces, northern regions and to a large extent in the rural landscape). Essentially, the objectives set by the program’s initiators reflected three basic assumptions and/or tendencies of the policy initiatives of that time including a top-down approach to regional economic development, the application of growth-pole theory and later adoption of comparative theory (Carvalho & Smith 1992, 6). That was the theoretical basis, which directed the policy formulation, and shaped the process for implementation for the regeneration of deprived regions. In total, 23 projects were under the wing of the DREE (Carvalho & Smith 1992, 6). The DREE agenda was predominantly focused towards the provision of ‘adequate infrastructure’ believed as being the focal element of a surging economy (ex. PEI’s Confederation Bridge) and the deployment of various federal transfer payments (predominantly by means of grants and tax incentives) facilitated by centralized policy initiatives. Both strategies acted as incentives, for the «re-location and expansion of dynamic firms in dominant industries in designated growth centers in less developed regions» (Carvalho, 2001). The perception was that this centralized strategy would «permit regions to maintain their population levels, [by providing jobs], and raise their per capita income levels closer to the national average» (Lazar 1996, 54). This predominant approach to economic development was in part directed towards expansion of branch plants. The strategy implied that firms operating on a large scale would be responsible for driving prices down, increasing demand and output, hence gaining a competitive position in the market share. Simultaneously, branch plants were believed to exhibit rapid rates of innovation and formulation of backward and forwards linkages with the local economy. Optimally, by fostering these economic linkages, the intent was to create local spin-offs and hence replicate the metropolitan model of economic growth. The effects, however, were different. The policy makers often failed to identify ‘the propulsive firms in key industries’
. Paradoxically, they tarnished the central and dependent element of growth-pole economic theory. The result was disastrous as indicated by the considerable literature critiquing the policies of the DREE. To be fair to the federal government this was their first try at regional development in Canada at the department level and most provinces rejected this intrusion of the central government into affairs which they thought were actually theirs. Intergovernmental bickering marked DREE’s existance.

Another downfall of DREE policies was the failure to create endogenous jobs and more importantly, create them incrementally. The failure can be attributed to three main reasons: 1) Endogenous jobs were not created because «the [subsidized] plant was often in direct competition with an endogenous plant [which was not subsidized] » resulting in a relative decline in the local labor force (Bradfield 1988, 172). 2) The skills sought by the newly subsidized plants were not available locally, forcing the plant to import a skilled/educated labor force consequently having little impact on the local job market 3) The global shift towards a more versatile economy. The inherited nature of branch plants persuaded them to relocate upon finding a more profitable region.

Rarely did the branch plants rely on the social capital of the community since they depended upon their interior network for information. Consequently, these firms never did form backward and forward linkages with endogenous business, often widening the disparity gap.

7.3.2 Comparative Advantage theory – Policy in Transition

«With the growth pole concept losing acceptance, comparative advantage formed the basis for the top down approach»
 (Carvalho & Smith 1992, 5). Essentially, the comparative advantage approach acknowledged the fact that different regions have unique attributes and that «the export sector experiences growth in response to [the unique] regional specialisation to markets outside of the region» (Carvalho & Smith 1992,6). However, «support was [consistently] granted to firms showing no link to the region’s comparative advantage» (Carvalho & Smith 1992, 6).

In retrospective past government policies have failed in promoting and rewarding the growth and success of competitive Canadian companies. The wrong incentive mechanisms were used, the wrong programs were implemented; «hundreds of billion of dollars in government spending were wasted and resources were dissipated in a futile effort to ensure an equitable distribution of opportunities across Canada» (Lazar 1996, 120). By the early 90’s it was evident that the fundamental factor attributing to failure was not the theory used but rather the hierarchical top-down approach implemented by a centralized governing agency. Essentially it was the detachment of the decision-making body from the endogenous economic reality (of the disadvantaged area), which inhibited the ability to identify firms that not only were key in growing industries but more importantly, firms that were innovative, self-reliant and compatible to the region. Hence the birth and adoption of the new, bottom-up approach, and the conceptual shift towards endogenous economic theory.

7.3.3 Community Based Economic Development

«Community based economic development involves non-directive, decentralized efforts that increasingly depend on private initiatives» (Carvalho & Smith 1992, 6). Hence community economic development is primarily geared towards grass-root development exemplified by endogenous entrepreneurial activity. However, as we have seen in the previous subsections, economic development policies have been predominantly occupied with attracting large industrial and commercial branch plants from outside the local community. The numerous benefits of this economic development strategy include ‘new employment opportunities, an enhanced tax base, and potential spin-offs through linkages that develop with other businesses in the community « (Bryant 1988, 7).

However, it can be argued that large commercial and/or industrial firms might bring various negative attributes with them when they relocate to a small economically weak community. The inherited threat of becoming dependant on a single sector is augmented by global economic pressures, which often translate in high mobility of outside investments (Malecki 1994, 126). «If some unforeseen change in circumstances eliminates the industry, or cause it to move elsewhere, this can play havoc on a community» (Waterhouse 1978, 67). In light of the above it is important to note that a comprehensive approach to local economic development must focus on business retention, new business formation and business attraction from outside the community. Even more importantly it just evolve in that order. Figure 1 depicts the complementarities between the three aims. The relative importance of these aims differs between places but essentially all three aims should be pursued in any given place.
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7.3.4 Modern Attempts to Facilitate Endogenous Growth

Today, all level of governments appear to be moving toward a policy framework that encourages and reinforces cultivating entrepreneurial activity at the local level and the private sector’s pursuit of competitiveness on a national and international level. The fundamental element of economic growth and welfare within this approach is that of innovation – a dynamic force of ‘creative destruction’, «embodied in new products, new production processes, new markets, new sources of raw materials and new forms of organization’ (Malecki 1994, 121). «Entrepreneurship and the entrepreneur then are instruments of innovation in the Shumpeterian view – the means by which the economy (and society) is transformed and improved» (Greenfield & Strickon 1979, 5). In fact it is only through this element of innovation that a «resilient regional economy has the ability to respond to fundamental changes and threats to stability from outside…» hence becoming economically sustainable (Malecki 1994, 119).

Today’s economic development policies acknowledge the importance of innovation and more importantly they acknowledge the role of innovation in the information economy transformed by unprecedented rates of technological change. It is widely believed that the facilitated transfer of information fosters innovation, which directly translates into the competitiveness of the entrepreneurial base. Almost all, current government initiatives of local economic development, revolve around information transfer and innovation. Industry Canada presently manages 12 programs with countless initiatives geared towards Small-Medium Enterprise (SME’s) development and connectivity projects for disadvantaged areas.

The Case for FedNor

«Launched in 1987, the Federal Economic Development Initiative in Northern Ontario (FedNor), has experienced steady growth in the development of new programs, new partners and enhanced funding for communities across the north» (Industry Canada, 2000). Together with the Community Futures Program (sponsored by the Strategies Initiative under Industry Canada), FedNor invested $63 million in 2000. The capital is divided according to 5 major types of initiatives, which include: trade, innovation, investment, connectedness and community partnerships. Table 1 illustrates the wide range of activities associated with the 5 types of initiatives.

The summary of FedNor’s programs portrays an accurate representation of Canada’s attempt at fostering entrepreneurial activity through grass-root initiatives, in contrast to previous capital spending on infrastructure and luring firms by offering tax incentives.

	Trade
	Expansion of export and domestic markets

Networking through export clubs

Export and trade related skills development

	Innovation
	Technological innovation

Applied R&D and commercialization of research activities

	Investment
	Repayable loans, loan guarantees or equity positions for local private businesses

Establishment of community based investment funds

Financing for business start-ups and/or expansion

	Connectivity
	Telecommunication infrastructure & networks

Information and communication applications technology (e. g. E-commerce)

	Community Partnerships
	Job creation, economic development and diversification

Strategic community economic infrastructure

Work experience for Northern youth in the areas of business development

Broad-based regional co-operative tourism marketing initiatives


The summary of FedNor’s programs portrays an accurate representation of Canada’s attempt at fostering entrepreneurial activity through grass-root initiatives, in contrast to previous capital spending on infrastructure and luring firms by offering tax incentives. Interestingly, FedNor’s adoption of the current framework reflects Michael Porter’s two underlining principles: 1) Competitive Advantage & Cluster Analysis and 2) The City Business Environment Diamond

The following subsection elaborates on these two principles and introduces the systemic framework for economic development. This framework is later used in to better illustrate Northern Ontario’s strategies for economic development. The framework also will facilitate the identification of potential opportunities for economic development in Kaliningrad oblast.

7.3.5 Systemic Competitiveness

As was mentioned in the previous subsections, there is an increasing awareness of the necessity to formulate and implement economic development strategies at the local and regional level. This is a departure from traditional approaches to industrial, structural, and regional policy. Probably the most important difference compared to traditional approaches, is that the modern framework is no longer about creating production capacity but about competitive advantage. Competitiveness is the key issue in all these activities. Michael Porter coined the term competitive advantage in his work on firm-level factors (1986) and clusters of firms (1990). It marks a departure from traditional economic thinking, which was focusing on comparative advantage. Essentially, comparative advantage is inherited (availability of basic factors of production, like cheap labor or energy, or natural resources) whereas competitive advantage is created, or rather, initiated through the «polarization of critical masses – in one place – of unusual competitive and innovative success in one or more propulsive industry» (Sternberg 1996, 529). Consequently the competitive advantage of a region can be identified through a cluster model. «Clusters are geographic concentrations of interconnected companies and institutions in a particular field» (Porter 1990, 78). Clusters encompass an array of linked industries and other entities important to competition, productivity, innovation and other complementary elements (Refer to Figure 2).
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This innovative milieu is a result of a «collective dynamic process involving many agents within a region which together form a network of synergy-producing interconnections» (Sternberg, 1996, 530). These interconnections, derived from a common process of cooperative learning, in the form of face-to-face contact, facilitated by spatial proximity, «reduce uncertainties during changes in technological paradigms» (Sternberg 1996, 530). Hence the presence or development of a dynamic technological cluster can be directly translated into a region’s competitive advantage. Furthermore, cluster analysis can provide «valuable insights on the possibility of having cooperation and competition at the same time (‘coopetition’) […] it has also demonstrated that SMEs have an enormous potential in globalized markets provided they stick together» (Meyer-Stamer 1999, 20). An illustration of Porter’s ‘coopetitions’ — also known as Porter’s Diamond of Advantage — is demonstrated in Figure 3.

Derived from both the Industrial Cluster Model and the E-Diamond of Advantage, the concept of systemic competitiveness tries to capture both the political and the economic and societal actors that are deliberately creating the conditions for successful industrial
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3.6 The concept of Systemic Competitiveness

Cluster development. It refers to a pattern where state development as systemic competitiveness. The main objective is the «structural adjustment of programs from a state-led industrialization […], towards the creation of a stable macroeconomic framework» (Meyer-Stamer 1999, 23). Furthermore, the concept of systemic competitiveness refers to nations, regions and industrial sectors rather than individual companies. «It should be noted that that the notion of competitiveness applied to such aggregates is not synonymous to the concept of competitiveness of companies — [comparatively speaking] — the loss of competitiveness of a region does not lead to its elimination as in the case of a firm, but rather deteriorating welfare conditions» (Meyer-Stamer 1999, 24).

Another point that should be noted is the ‘systemic’ characteristic of the framework – that is – a firm does not become competitive on its own but rather through interaction, and more importantly through learning-by-interaction. «Feedback loops between firms and supporting institutions are crucial in order to establish dynamic competitive advantages» (Porter 1990, 81). Finally, the framework is systemic since it can be facilitated through the states role in industrial development and restructuring. Moreover, the interaction between state, the local agencies and individual firms is most beneficial if it takes place in horizontal rather than hierarchical networks.

The concept of systemic competitiveness distinguishes between four levels: The micro-level of the firm and inter-firm networks, the meso-level of specific policies and
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institutions, the macro-level of generic economic conditions, and the meta-level of slow variables like socio-cultural structures, and the capacity of societal actors to formulate strategies. Hence, it is not meant as a blueprint but rather tries, to give an orientation for both research and advisory work. Figure 4 provides an illustration of the systemic competitiveness framework.

The Key Determinants of Systemic Competitiveness

The framework of systemic competitiveness as proposed by Meyer-Stamer (1999) is based on four key levels, each comprising of specific ingredients. Table 2 summarizes Meyer-Stamer’s identification of these ingredients (pg. 23):

	The Four Levels
	Key Ingredients

	Meta
	· Development oriented cultural values

· Basic consensus on the necessity of industrial development and competitive integration into world markets

· Ability of stakeholders to jointly formulate cohesive visions and strategies and implement policies

	Macro
	· A stable a predictable macro economic framework

· Realistic exchange-rate policy

· General foreign trade policy that stimulates local industry

	Meso
	· Specific policies and institutions to create competitive advantage (eg. Technology institutes, training centers, non-profit business development corporations, business incubators, etc.)

· Industrial competitiveness initiatives to strengthen the firms’ environment

	Micro
	· Capable and continuously improving firms

· Formal and informal networks

· Cluster formation – ‘coopetition’


In light of the above, the framework for systemic competitiveness of a region can effectively portray its current political and economic situation as well as it can identify potential prospects and weaknesses. Hence, our justification for the framework as a viable tool to assess and compare the current economic development initiatives in Northern Ontario and Kaliningrad Region. However, before that is done it is important to assess if the similarity between the two regions is sufficient to allow for the transfer of economic development strategies and experiences from Northern Ontario to Kaliningrad Region.

7.4. Socio-Economic Trends: Northern 
Ontario vs. Kaliningrad Oblast

The purpose of this section is to demonstrate the socio-economic similarities between the two regions. Although, the regions are drastically different with respect to area coverage, and population density (refer to Table 3), most of the population, in both regions is situated in the main 5 urban centres. Furthermore, the economic trends (i. e. labour force and major industry sectors) are also comparable. 

	
	Northern Ontario
	Kaliningrad

	Total area coverage
	1,000,000 sq. km
	15,100 sq. km

	Total population
	798,000
	947,000

	Population density
	1.3 inhabitants/sq. km
	61.2 inhabitants/sq. km

	Major Urban Centres
	Thunder Bay
	117,662
	Kaliningrad
	424,300

	
	Sudbury
	95,059
	Sovietski
	43,200

	
	Sault Ste. Marie
	83,054
	Cherniakhvsk
	42,900

	
	North Bay
	57,332
	Baltiysk
	31,100

	
	Timmins
	49,499
	Gusev
	27,800

	
	Urban Pop. Of Top 5
	402,606
	Urban Pop. Of Top 5
	569,300

	
	% of Total Pop.
	50.4 %
	% of Total Pop.
	60.2 %


Sources: Stats Canada (www. statscan. ca), Kaliningrad Regional Administration http://www. gov. kaliningrad. ru/en_region. php3)

Both regions have faced (in the case of Northern Ontario) and still face today (in the case of Kaliningrad oblast), numerous obstacles to economic development, partly because of their isolation from major market centres and partly due to their respective distances from their central authoritative bodies. However, Northern Ontario’s economic development initiatives (especially with respect to fostering entrepreneurial activity), have dramatically improved the persistent high unemployment rates, and hence, the social cohesion of the region. In light of the above, this section of the paper will illustrate these initiatives though the framework of systemic competitiveness as outlined in the previous sub-sections. It is the intent of the authors to assess Northern Ontario’s road to recovery (after the dramatic decline of economic activity of the 1980’s) and see if it is useful as a potential comprehensive map of development initiatives for Kaliningrad. Prospects and limitations of this approach will be discussed in the last sub-section of this chapter.

7.4.1. The Changing Industrial and Labour Structure of Northern Ontario

Dadgostar, Janokowski and Moazami (1992) and Jankowski and Moazzami (1996) describe a significant shift in the industrial structure of Northern Ontario’s labour force and its industrial mix. Both studies concluded that there were major job losses within the resource based and manufacturing industries between 1981 and 1991. In 1998 a study published by FedNor, The State of Small Business and Entrepreneurship in Northern Ontario, further concluded that the decline in both industry sectors continued until 1995. Figure 5 illustrates, the sectored distribution of North-western Ontario’s labour force and the change of employment from the years 1989—1993.
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An important observation is the high percentage of employment in the ‘funded’ sector (which includes government services, educational services and the health and social services sector), of the total regional employment. This is a reflection of past federal government strategies to increase employment. The changes in employment by industry are more clearly illustrated in Figure 6. The significant negative change of employment is in the transportation, construction, manufacturing, mining, and lodging & forestry sectors during the years 1989-1993. It is important to note that Figure 6 only illustrates the changes in North-western Ontario.
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However, the major trends of decline in the manufacturing and resource-based sectors illustrated by the graph are representative of the entire region. The two major factors, often cited as contributing to the decline of employment in the resource-based and manufacturing sector in Northern Ontario, are the globalizations of the market forces and what is known as the productivity paradox. The former exhibiting increased mobility of branch plants in search of cheaper labour force in less developed countries, and the latter one propelled by technological innovation which although increases productivity output, decreases the dependency of human labour, thus requiring less employees. Both factors are especially pervasive in a small resource-based exporting region. For it to be successful, economic management is «contingent upon locational advantages or the region’s resources, productivity growth, production costs, export demand, resource selling price and new resource discoveries» (Dadgostar et al. 1992, 7). Unquestionably, «declines in the resource based sectors had unfavourable effects on the income-generating capacity of the regional economy, since these sectors were integral parts of the base economy» (FedNor 1998, 9).

Furthermore, the decline of employment in these sectors can be compared to Kaliningrad’s economic performance. In a study conducted by Fyodorov in Joeniemmi and Prawitz (1998), the author assess the industrial and agricultural productivity of the Kaliningrad oblast since the disintegration of the Soviet Union in 1991. «Distant sources of raw materials and semi-products as well as broken ties with suppliers made it difficult for industrial development» (Fyodorov 1998, 35). An example of these broken ties is the «considerable fall that occurred in the production of cellulose, which was based on the usage of timber, delivered from Russia’s Northern regions» (Fyodorov 1998, 35).
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As Figure 7 indicates, for the period of 1990-1995, production in both industrial and agricultural sectors sharply declined and the rates of recession became higher as compared with the rates in the RF as a whole. «According to official statistics, industrial production fell by 61 % and agricultural production by 50 % compared to 51 % and 29 % respectively in Russia as a whole (Fyodorov 1998, 35). «At present the structures of industry do not comply with the new economic conditions of the region’s geopolitical situation.» (Fyodorov 1998, 35).

Change in employment distribution, a good indicator of the economic stability of a region further indicates a decline in the resource-based and manufacturing sectors. More interestingly, by using this indicator, the similarity in the economic performance between the Northern Ontario region and the Kaliningrad oblast is even more apparent. As illustrated in Figure 8, when comparing North-western Ontario’s mining, manufacturing, construction and forestry sectors to Kaliningrad’s fuel & power supply, machinery & light industry, building materials, and the forestry and timber production sectors the trends are pervasively similar.
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However it is important to also mention a cautionary note with respect to the limitations of the comparison. Primarily, the comparison of both regions is not for the exact same year interval. The statistics gathered for Kaliningrad are based on the interval between 1989-1995 while the year interval for Northern Ontario is from 1989-1993. Secondly, and more importantly, the industry sectors are not classified according to the same description (ex – the equivalent of Kaliningrad’s machinery and light industry classification for Northern Canada is simply manufacturing). Nevertheless, both regions experienced very similar trends with respect to the change in the labour force and the role of the resource-based and manufacturing sectors in their economies.

The following sub-sections will portray Northern Ontario’s ‘road to recovery’ by applying the model of systemic competitiveness. This section is particularly important because it demonstrates, Northern Ontario’s success at diversifying the local economy by fostering the growth of small and medium sized enterprises.

7.4.2 The Road to Recovery: FedNor’s Paradigm Shift

As mentioned earlier in this paper, the economic development initiatives directed at ‘disadvantaged regions’ have undergone a drastic shift from a centralized delivery program towards a more localized strategy. The current framework is rooted in economic theories of endogenous growth, competitiveness and innovation. FedNor’s programs and initiatives reflect this attitude. Figure 9, illustrates FedNor’s operational structure through the systemic competitiveness model. As mentioned earlier the model illustrates FedNor’s delivery of economic development programs by breaking them down into four major levels of applicability including Meta, National, Regional and Local/Micro. 
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It is important to note that the individual components in the model of systemic competitiveness interact among the four levels. Perhaps one of the most important characteristics of FedNor’s operational framework is the evident horizontal and vertical integration among the model’s components. Furthermore, the model is successful at illustrating the consistency of the program beginning with the conceptual mission statement and theoretical direction and ending with the delivery of services aimed at fostering dynamic local economic and community activity. The consistency is illustrated in the diagram through the arrows; at the same time the illustration of the consistency among the various initiatives also suggests FedNor’s third important characteristic — transparency – an important element for gaining wide-spread acceptance by the businesses and communities of Northern Ontario. Figure 10, portrays the perceptions of northern Ontario’s businesses with respect to government programs that were most favourable to economic success.
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FedNor was cited 31 times or 1/3 of all respondents considered FedNor to be a beneficial program. Community Futures, an initiative funded by FedNor and Industry Canada, was cited 28 times. Another important observation is that economic development initiatives cannot be implemented successfully unless they are accompanied by community development strategies. Finally the model clearly illustrates FedNor’s programs and initiatives as being directed towards both the economic and social realm of Ontario’s northern regions.

Since FedNor’s paradigm shift towards entrepreneurial growth, innovation and competition, Northern Ontario’s economy has diversified drastically. A good indicator of the increased local economic activity is the growth of small and medium sized business in the region. Figure 11, demonstrates that 87.9 % of businesses in Northern Ontario have less than 20 employees compared to 4.1 % of businesses with more than 100 employees. In addition, the growth rate of small businesses over the four-year span (1991-1995) was of an additional 6.6 %. «Only a diversified business landscape can be translated into sustainable economic development [and even more so] in rural areas which are considerably more susceptible to mobility of multinational corporations» (Cecora, 1999, 76).
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7.5. Potential Lessons for Kaliningrad

The FedNor example, accurately portrays four vital components which result in successful economic development strategies and initiatives including:

1. Horizontal and Vertical Integration

2. Conceptual Consistency

3. Transparency

4. Collaboration among the three levels of government

Although the authors of this paper acknowledges the pervasiveness of many obstacles that Kaliningrad faces in incorporating a similar economic development program (i. e. the lack of political support and adequate funding from the central development agency as is the case in Canada and the Department of Industry) the authors believes that the model extrapolates four guiding principles which can form the base for similar Kaliningrad-directed programs.7.5.1 Recommendations for Kaliningrad: Fulfilling the Supply-Demand Relationship

This section will build upon the economic development experiences in Northern Ontario particularly emphasizing the provision of resources (both in terms of financial assistance and business development services) for the purpose of facilitating growth of Small and Medium Sized Enterprises – the supply side of the relationship. This section can only be completed if a preceding analysis of the current SME landscape in Kaliningrad is provided – the demand side of the relationship.

The SME Landscape in Kaliningrad

The dynamism of the growth of the service activities in Kaliningrad relies mainly on small and medium enterprises (SME). The following data describes the current economic activity generated by SME in the Kaliningrad Oblast (Fedorov & Samson 1998):

· Today about 60 000 to 90 000 people are engaged in the small business sector in the region;

· The number of small enterprises registered has gone up to 6 400 among the 23 188 registered enterprises 1 January, 1998;

· Around 34 000 registered small firms are working in cash;

· Among the 40 000 SME of the region, 80 % are individual private businesses;

· the overall contribution of small enterprises to GDP (Gross Domestic Product) of the region exceeds 20 %;

· 96 % of SME in the region are private, while 4 % are joint state and private ones. The majority of small enterprises are public catering and commercial ones (59 %), industrial (13,8 %) and construction (12 %). According to the data provided by the Regional Statistics Agency, «12 % of all the people employed work in small enterprises which produce 19 % of the total volume of production, carry out 27 % of construction work and provide 17 % of wholesale turnover and 77 % of retail sale turnover» (Fedorov & Samson 1998, 14).

The presence of SME in Kaliningrad is above Russian average; this reflects both the entrepreneurship spirit of the population and the opportunities provided by the exclave situation close to other Baltic Countries. Added to the fact that SME are the main carriers of growth and employment in a local economy, it makes the SME sector a strategic sector for economic development and a top priority for policy makers. In light of the above the recommendations are:

· Create a regional development agency that would, similarly to FedNor, administer projects for local community and economic development, as well as conduct studies on strategies for best/sustainable economic development strategies directed towards the fostering of SME growth

· Establish a network of Business Development Offices (non-profit organizations) that would administer locally the loans/grants to local entrepreneurs. The local administration of grants would increase the flow of trust and accountability thus reducing the risk of investment (on behalf of the lender) and risk of late repayment (on behalf of the entrepreneur) and at the same time it would guarantee the provision of financial assistance to local entrepreneurs

· The Business Development Offices should also provide counselling services for business development, business plan writing, financial management, trade related initiatives and legal aspects of owning a private business. All of the above logistical components, have been noted in the literature as being major obstacles to the entrepreneurial climate because of the information gap that prevails on these subjects.

· Furthermore, the provision of the above business development services should specialize in certain industry sectors which are most likely to be penetrated by SME including: tourism, light manufacturing, construction and food catering.

· The Business Development Offices together with the regional development agency should enact a network for local entrepreneurs with various workshops, training courses, trade shows and exhibitions. The networking component is vital for SME growth, and is often more effective if it is through informal networks rather than institutionalized formal network structures. Most importantly, informal networks have the potential to increase trust (during economic transactions), decrease red tape, increase local accountability and strengthen community ties – all vital elements of a sustainable economic development strategy.

7.6 Final Remarks

The purpose of this paper was to illustrate FedNor’s economic development initiatives through the model of systemic competitiveness, entailing the essence of industrial cluster development, networking and interaction among three levels of government. The preceding comparative analysis of both Northern Ontario’s economic performance and that of Kaliningrad complimented the model. The comparative study was essential to demonstrate that both regions have undergone similar changes with respect to the economic performance of their primary and manufacturing economic sectors and hence identifying the vital role that SME can have in the road to economic recovery and stability. In fact, it is only through the development of the small business sector that both regions can hope to achieve sustainable community and economic development.











































� Partially because they underestimated the assumptions of perfect information, perfect resource mobility and factor price flexibility (as prescribed by neo-classical theory)


� Examples of these programs include the Atlantic Canada Opportunities Agency (ACOA), FORDQ directed towards projects in Quebec, FEDNOR towards projects in Northern Ontario and Western Economic Diversification (WD) 
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