
6. The Required Mechanisms 
and Institutional Reforms

6.1. Federal Goal-Oriented Program

The federal policy in respect of the Kaliningrad Region is aimed at ensuring of the status of the Kaliningrad Region as an integral part of the Russian Federation, development of integration ties of the Kaliningrad Region with other Russian regions, making use of the advantages of the enclave situation of the Kaliningrad Region within in the Common European Economic Area and transformation of the Region into a zone of export-oriented production.

The principal mechanism for implementation of the federal policy is provided by the Federal Goal-Oriented Program for Development in the Kaliningrad Region for the Period Ending in 2010.

Purposeful implementation of measures provided for by the Program will reduce the influence of domestic and foreign social, political and economic factors related to the exclave situation of the Kaliningrad Region.

The principal purpose of the Federal Goal-Oriented Program consists in creation of adequate conditions for sustained social and economic development in the Kaliningrad Region on the basis of expansion of export-oriented industries and raising of the living standard in the Kaliningrad Region to a level comparable to that in the neighboring countries.

The principal objectives of the Program are as follows:

1. Ensuring of geostrategic interests of Russia in the Baltic region (that is, implementation of 28 projects worth 61.6 bln. rubles, which account for 66.4 percent of the total volume of financing), including:

· development of Kaliningrad as a major transport junction of Russia through modernization of transport infrastructure (six investment projects worth 13.9 bln. rubles account for 15 percent of the total financing provided for by the Program);

· ensuring of energy security through modernization of the existing power resources and putting into operation of new ones (15 projects worth 44.3 bln rubles, or 47.8 percent of the total volume of financing);

· improvement of the ecological situation to such a level as would meet the normative standards applicable to the more important components of the environment (7 projects worth 3.4 bln. rubles, or 3.7 percent);

· establishment of partnership relations with Baltic region countries and member-states of the European Union;

2. Tasks of the national importance (49 projects worth 16.7 bln. rubles accounting for 18 percent of the total volume of financing provided for by the Program), including:

· creation in the Region of conditions for sustained social and economic development and ensuring by the year 2010 of an increase in the gross regional product (GRP) by 100 percent to 120 percent (with the average annual growth rate of 7 percent to 8 percent);

· transformation of the structure of the Region’s economy in such a way as would enhance its export orientation (28 projects worth 8.8 bln. rubles, or 9.5 percent);

· perfection of the mechanisms of the SEZ as a major factor of economic development of the Region and integration of the Region into the world economic space; establishment with participation of the federal and regional authorities of an effective system of management of the SEZ (5 projects worth 0.4 bln. rubles, or 0.4 percent);

· raising of the living standard and bringing of the per capita income to a level comparable to that in the neighboring countries (that is, bringing of the average monthly per capita income to 270 USD to 330 USD);

· development of the telecommunications infrastructure (four projects worth 4.4 bln. rubles, or 4.7 percent);

· development of the tourism and recreation facilities (10 projects worth 2.7 bln. rubles, or 2.9 percent);

· restructuring of the amber industry (two projects worth 0.4 bln. rubles, or 0.4 percent);

3. Regional tasks for whose implementation support by the state is needed (33 projects worth 14.4 bln. rubles, 15.5 percent), including:

comprehensive development of agriculture, meeting of the population’s demand in staple foods through technical modernization and introduction of modern technologies in all sectors of agriculture (3 projects worth 3.1 bln. rubles, or 3.3 percent);

· development of fisheries (2 projects worth 0.4 bln. rubles, 0.5 percent);

· development of the social sphere (28 projects worth 10.9 bln. rubles, or 11.8 percent).

The Program is to be implemented in the 2002—2010 period in two stages. At the first stage (which is to be implemented in the 2002-2005 period), such measures are to be taken as are required for overcoming of the crisis in the economy and the social sphere and introduction of an effective mechanism of functioning of the Special Economic Zone, including such projects as would serve as a basis for strategic development of the Region.

In the 2006-2010 period, implementation of investment projects and social measures aimed at furthering of economic and social achievements of the first stage of realization of the Program is to be carried out.

The total volume of financing provided for by the Program for the 2002-2010 period amounts to about 90.0 bln. rubles.

Funds are expected from the following sources:

· own funds of the participants in the Program, 26.28 bln. rubles (26.55 percent);

· funds to be allocated from the federal budget, 4.37 bln rubles (4.71 percent);

· loans to be extended by commercial banks, 3.87 bln. rubles (4.17 percent);

· foreign loans and funds to be allocated by international organizations, 11.60 bln rubles (12.4 percent);

· funds to be allocated from the regional budget, 4.01 bln. rubles (4.32 percent);

· other sources, 34.78 bln rubles (37.49 percent).

The Program is expected to create such a favorable investment and business climate in the Kaliningrad Region as would help attract investments, develop export-oriented and import-substitution production, raise local manufacturers’ competitiveness and ensure a considerable increase in the living standards of the Region’s households to a level comparable to that in the neighboring states.

6.2. Amendment of Federal Legislation 
on the Special Economic Zone

The economic strategy for development of the Region in the 2001-2010 period is aimed at perfection of the SEZ and presupposes acceleration of the social and economic development of the Region, raising of the living standard through promotion of commercial, economic and scientific cooperation with other countries, creation of favorable conditions for attraction of foreign investment and technologies, accumulation of management experience, and ensuring of growth in Russian businesses’ potential and an increase in the Region’s export capacities.

The mechanisms provided for by the Federal Law on the SEZ in the Kaliningrad Region ensure harmonization of national and regional interests and create conditions for macroeconomic stability and improvement of the investment climate (through gradual reduction of the tax burden). Rather than be a mere declaration, such a climate needs to be ensured through implementation of a policy aimed at prevention of any instances of worsening of conditions for investors.

However, there is a number of contradictions between provisions of federal statutory acts and those of laws regulating the regime of the Kaliningrad Region as the exclave territory of the Russian Federation. Those contradictions are as follows:

· The Law on the SEZ in the Kaliningrad Region contains some equivocal provisions. For instance, in accordance with provisions of that law (Article 10) Russian and foreign investors and entrepreneurs can be granted tax privileges only in conformity with the tax legislation of the Russian Federation. However, under the Tax Code tax privileges can be granted only in accordance with the Law on the Taxes and Duties with which the Law on the SEZ has not been duly harmonized;

· Though the Law on the SEZ also provides for exemption from customs duties and other payments levied at customs clearance (except customs dues), the list of such payments has not been duly specified;

· Federal legislation provides for establishment of a common economic space, free movement of goods, services and financial funds, support of competition and free enterprise and unacceptability of any barriers to free movement of goods, services and financial funds on the territory of the Russian Federation. However, the fact of separation of the Kaliningrad Region from mainland Russia by borders of foreign states (due to the exclave situation of the Region) has not been taken into account in federal legislation.

For the purpose of improvement of the Federal Legislation on the SEZ, it is important to do the following:

· Guarantee preservation of the SEZ regime for a long period of time, say, for the period ending in 2010;

· Inventory statutory and normative acts of the Russian Federation and the Kaliningrad Region for the purpose of preclusion of any such contradictions as may arise in application of provisions of the Federal Law on the SEZ in the Kaliningrad Region. Also, amendment of the Law on the SEZ is needed (which was discussed in the previous section).

Conclusion of agreements between the Russian Federation and the European Union on development of the Kaliningrad Region as a region of cooperation could also have a favorable effect on development of the Region. It would create prerequisites for resolution of the following acute problems:

· provision of international guarantees in respect of stability of legislation regulating the regime of the SEZ in the Kaliningrad Region;

· application on the territory of the Region of European Union standards in respect of certain types of activity and goods;

· introduction of a special simplified procedure for issuing of visas to nationals of the member-countries of the Schengen Agreement, and to residents of the Kaliningrad Region by the Schengen countries.

6.3. Perfection of the Regional Legislation

For the purpose of early creation of a favorable business climate in the Kaliningrad Region, it is important to enact a number of statutory acts, namely:

· Law of the Kaliningrad Region on Stimulation of Investments into Production on the Territory of the Kaliningrad Region;

· Law of the Kaliningrad Region on the Specifics of the Tax Regime in the Kaliningrad Region;

· Amendment of the Law of the Kaliningrad Region on the Science and Innovation Policy in the Kaliningrad Region;

· Law of the Kaliningrad Region on Industrial Policy;

· Law of the Kaliningrad Region on Fisheries and Fish-Breeding in the Kalinigrad Region;

· Amendment of the Law of the Kaliningrad Region on Land;

· Law of the Kaliningrad Region on Payment for Settlement of Forest Lands for Purposes Other than Forestry Activities and Use of Forest Resources and/or Appropriation of Forest Lands.

It is also advisable that the following regional programs are adopted:

· program for energy saving in the Kaliningrad Region in the 2002-2005 period;

· program for development of the tourism and recreation facilities in the period ending in 2010;

· program for utilization of household garbage and industrial waste in the Kaliningrad Region.

Need for early introduction in the Kaliningrad Region of modern European standards is worth special mention. Such standards will help create export-oriented production in the Kaliningrad Region, reduce the differences in the rates of development within the Region and the gap between the Kaliningrad Region and the neighboring states. For that reason, it is important that such legislation is adopted as would be instrumental in switch over of the economy of the Kaliningrad Region to such modern European standards as ISO 9000-9003.

The ISO standartization will help the economy of the Region become a platform of the Kaliningrad Region’s economic and political security. Such a measure is much needed. Should the regional authorities take adequate measures towards adoption of such legislation as would be instrumental in switching over of the real economy to the ISO 9000-9003 standards, that would create prerequisites for attraction to the Region of Russian investments for development of export-oriented production. Subsequently, the entire spectrum of industries able to compete with other industries in the Baltic region could be formed in the Kaliningrad Region.

Should the switch-over to the ISO 9000-9003 standard be accomplished successfully, the economy of the Kaliningrad Region will undergo qualitative changes in the right direction (from the extensive industrialization model to the post-industrial model). Experience of the Kaliningrad Region as regards switch-over to the ISO standards will be of use for the rest of Russia.

It is to be noted that ISO standards apply not only to the sphere of material production and services, but also to optimization of the entire machine of state administration. Switchover to the ISO standards would bring about structural modernization of the entire economy of the Kaliningrad Region which would ensure resolution of most problems related to the Region’s foreign economic activities.

6.4. International Agreements

At present, one of the factors impeding development of the Kaliningrad Region and attraction of foreign investments is the uncertain stance taken by the federal authorities in respect of the Kaliningrad Region and its geopolitical specifics.

The common practice in ensuring of functioning and development of such areas consists in conclusion of an international agreement. So, conclusion of an international agreement between Russia and the European Union in respect of the Kaliningrad Region would signal Russia’s interest in concerted effort towards development of that territorial entity of the Russian Federation.

At conclusion of the above international agreement and in the course of its implementation the Russian side could assume the following obligations:

· introduction of a simplified procedure for issuing of visas to foreign investors/nationals;

· ensuring of a gradual switch-over of the Kaliningrad Region (starting from export-oriented industries) to European standards as regards product quality and ecology;

· guaranteed stability of the terms for investors.

The Russian side may also assume such other obligations as would be of interest to European countries (such intentions of the Russian side can probably manifest themselves in the course of negotiations).

The issues to be discussed during negotiations between Russia and the European Union should include the following:

· simplification of the procedure for issuing of visas to residents of the Kaliningrad Region (that issue can be considered in conjunction with simplification of the procedure for issue of visas to nationals of European countries for visits to the Kaliningrad Region);

· inclusion of the Kaliningrad Region into the zone of operation of the European Investment Bank;

· provision by the European Union of aid in handling of ecological problems of the Kaliningrad Region (development of joint projects);

· technical assistance by the European Union in unification of the standardization and certification systems applied in the Region to individual types of goods and services (with subsequent use of the experience thus amassed in mainland Russia);

· provision of assistance in handling of energy problems of the Region (such assistance could be rendered under the environmental protection program);

· provision of assistance in handling of transport-related problems (development of the motorway network in the Region and its integration into the common European infrastructure of road transport);

· provision of assistance in development of telecommunications in the Kaliningrad Region;

· inclusion of the Kaliningrad Region in regional cooperation programs (primarily Baltic regional programs).

In future, the issue of simplified access of goods produced in the Kaliningrad Region to the EU markets can also be considered (this will mean actual implementation of the concept of the European Common Economic Area).

6.5. Support by the European Union 
and the International Community

The principal goal of development of the Kaliningrad Region in the period ending in 2010 consists in prevention of such isolation of the Region (because of its exclave situation) as may result from expansion of the European Union. However, that goal cannot be attained without bilateral cooperation (with financing under the Special Federal Program and rendering by the EU and the international community of technical assistance). It is to be noted that international assistance is currently rendered in the form of consulting and advice in respect of working out of a strategy for development of the Region. Such assistance is provided through the Russian-European Center for Economic Policy and the European Expert Service. The above consulting and advice services are important instruments in development of short-term political decisions and recommendations for decision-making at different levels.

The common priority lines of cooperation between the Kaliningrad Region, member-states of the European Union and other countries can be as follows:

· Bringing of Russian and regional legislation more in accordance with the legislation of the EU. This primarily concerns customs norms, harmonization of regulation and certification, as well as the policy in respect of competition and protection of the environment;

· formation of real market economy through liquidation of factors impeding development of commerce and attraction of investments.

Particularly important for development of the Region are such international projects as help form common vision of the future of the Region and define its role in the Baltic region. It is impossible to ensure sustained growth in the Region, such economic stability and flexibility as would permit the Region to take advantage of economic integration, development of new types of the economic activity and neutralization of the process of social segregation of the Kaliningrad Region without making use of the experience amassed by the international community on those and other matters.

Speaking of the international cooperation in the financial and investment sphere, cooperation could be started, in particular, with the European Investment Bank (EIB) whose activities include among other things preparation for integration and strengthening of cooperation with countries which are not members of the EU (it is to be noted that Russia has not been included in the list of countries in respect of which the mandate of the EIB [which mandate has been granted to the EIB by the EU] can be applied, so this matter should be negotiated with the EU on the federal level). The Bank extends loans to countries in Eastern and Central Europe, Asia, Africa and Latin America. Loans extended by the Bank are guaranteed for 65 percent from the political risk by member-countries of the EU. To countries seeking membership in the EU, loans are mostly granted for development of infrastructure branches (including transport, seaports and communications) and environment protection projects, while to third countries (Asian and Latin American), for development of joint ventures in infrastructure branches (including road building, mobile communication and gas and power sector) for support of small and medium-sized businesses (through intermediary banks). For instance, the EIB has granted the following loans to the Baltic states: to Estonia, 12 mil. Euro for protection of the environment and 30 mil. Euro for support and development of small businesses; to Latvia, 10 mil. Euro for building of a passenger terminal of the Riga Airport; to Lithuania, 10 mil. Euro for modernization of the Klaipeda seaport.

Loans can also be extended by the EIB directly to specific projects worth over 25 mil. Euro in the amount of 50 percent of the total investment for the term of up to 12 years (in respect of infrastructure projects, for the term of up to 20 years). The so-called ‘global’ loans are extended through a system of intermediary banks to local authorities and private businesses for carrying out of projects worth less than 25 mil. Euro for terms of 5 to 12 years. Applications for such loans can be submitted either through the European Commission or directly to the Bank.

Speaking of cooperation with other international organizations, it is important to look into what has been done and what can be done in the framework of the OECD Baltic Region Program which handles among other things problems faced by north-west regions of Russia.

One of the likely activities aimed at rapprochement between the EU and the Kaliningrad Region are transformations in specific areas where requirements are made in respect of standards. In the EU, the principal source of financing of specific branches of the economy for specific purposes are structural funds which carry out their activity exclusively within the EU and countries seeking membership in the EU. However, at present such European structures cannot be used for financing of projects in the territory of the Russian Federation in general, and in the Kaliningrad Region in particular. At the same time, there is a number of various grants and loans which can be extended directly by the General Directorate of the European Commission.

In the Kaliningrad region, money of the EU structural funds and the international community could be used in the following spheres:

Agriculture. Within the framework of cooperation measures can be taken in such spheres as veterinary and phytosanitary. The EU has recommended establishment in that sphere of an integrated system of administration and control (a single system of registration and identification of animals, particularly, cattle). That requirement is applied (as part of the program for improvement of the quality of the veterinary control) to countries seeking membership of the EU. It is also important to inspect compliance of the meat and diary produce produced in the Region with the relevant hygienic standards of the EU. With crop farming, centralized registration of producers can be considered. Such issues as equipment of border check-points in accordance with European standards in respect of control over inter-state movement of agricultural produce also need to be studied. On the EU side, the instrument of financing of such measures could be the special fund.

Fisheries. Russia and the EU have concluded a bilateral agreement on fishing. In conformity with the EU requirements in respect of control over fishing vessels introduction of a satellite system of control over such vessels can be considered, since absence of such a system in the Baltic states is seen by the EU as a factor impeding their integration in the EU. One of the lines of cooperation could consist in inspection of quality of fish products. The EU considers any progress in that area to be particularly important: «More financial aid should be granted to developing countries, especially those with which special agreements have been concluded so that such countries could comply with the basic requirements in respect of food safety». The EU has developed a strategy for establishment of an integrated system of control over the coastal area. EU efforts are mainly focused on introduction of fishing quotas, reduction of the navy and ensuring of an access to resources of the economic zones of third countries. In the EU, a special instrument for financing of fisheries has been established.

Transport. In the sphere of road transport, establishment of a system of control over dangerous cargo carriage can be considered. It is also important to consider the prospect of introduction of EU limitations in respect of the maximum weight of freight transport. As regards shipping services, the Kaliningrad Region can introduce regulations corresponding to the EU regulations in respect of control and identification of vessels. Generally speaking, the seaport infrastructure is an important and interesting issue. The policy of the EU in that area is aimed at transformation of seaports from state-run entities (which are financed out of the state budget) into commercial ones. Apart from the EIB, issues related to financing of transport are handled by the European Fund of the Regional Development and the Unification Fund. In countries seeking membership in the EU, such financing is provided by special funds. However, at present Russia has no entitlement to such financing.

Telecommunications. In the sphere of telecommunications the only aspect in respect of which EU regulations are applied is competition. Such regulations primarily concern licensing of both land-based and mobile communication operators (It is desirable that there are at least three GSM standard operators). Mobile communications are among major borrowers of the EIB in third countries (Brazil, Mozambique). Considering Europe’s gradual switchover from analogue to digital TV, such a switchover could also be carried out in the Kaliningrad Region’s regional telecasting. The European Commission lobbies adoption of the DVB-T (errestial) standard whenever a specific country decides to choose a system of telecasting for itself.

Environmental protection. In the sphere of environmental protection, application of the EU standards in respect of protection of water resources can be considered. That concerns agriculture (requirements in respect of content of nitrates in waste water) and the urban system of potable water supply. As regards protection of the water area of the Baltic Sea Russia has already become a member of the HELCOM Commission (which has been established within the framework of the Helsinki Convention). Issues related to handling of problems of industrial waste, air pollution, traffic noise and the like can also be considered. In the Kaliningrad Region, particular attention should be paid to pulp-and-paper plants. The issue of establishment of control over the environmental pollution caused by the transport is also of great importance. The EU has adopted special standards in respect of both heavy lorries and passenger cars. In addition to that, limitations on the content of sulfur in diesel and aviation fuel have been imposed. It is to be noted that activity in that area can be most extensive in the Region. The EU has also adopted the LIFE program (whose budget for the 2000-2004 period amounts to 640 mil. Euro). That program provides for allocation of grants to countries which are not members of the EU, but have access either to the Mediterranean Sea or the Baltic Sea. Decision-making on allocation of funds to those countries for the purpose of environmental protection is done exclusively by the European Commission (it is to be noted that in addition to the LIFE program the EU has adopted another program). An International Environment Protection Center has already been established in Kaliningrad for the purpose of ensuring harmonization between continued economic development of the Region and international ecological standards. Environmental protection effort in Kaliningrad is supported by the European Union, the city of Alborg (Denmark) and the city of Bremerhaven (Germany). It is to be noted that at present that line of cooperation has been the most successful one.

Cooperation programs in the sphere of fishing, environmental protection and agriculture are difficult in preparation, but potentially efficient.

6.6. Public Consensus (Non-Governmental 
Organizations in the Region)

Significant changes in cooperation between all branches of authority and non-governmental organizations in the Kaliningrad Region have taken place of late (with openness and transparency becoming the fundamental principles of their activity). Those principles ensure public consensus in the Region and the beginning of formation of the modern civil society. However, it is to be noted that such a switch-over to openness and transparency is a complicated process accompanied by information wars and clashes of interests.

A vivid example of constructive cooperation between the Administration of the Region, the Region’s Duma (Legislature) and non-governmental organizations is establishment of the Public Chamber of the Kaliningrad Region which includes representatives of political, public and non-governmental organizations of the Region registered with the Department of Justice of the Administration of the Kaliningrad Region. At present, the Public Chamber has 13 divisions, namely, the economy division, the political division, the cultural division, the social division, the ethnic division, the business division. and other.

6.7. Strategic Planning and Indicative Plans

In modern world, it is impossible to ensure development of a region in respect of domestic and international division of labor without organization of comprehensive long-term and current planning at the local, regional, national and international level. At present, it is crucially important for the Kaliningrad Region to set priorities in the Region’s development (such priorities as are to beset after identification of goals of the social and economic development policy taking into account, among other aspects, the potential effect of EU expansion).

A market economy normally ensures stability of social and economic development, but harmonization of social, economic and ecological development, depends to a great extent on the correct selection of priorities. For that purpose, such strategic and space planning is required as would constitute the basis for rational development and creation in the Region of such production and other facilities as would best suit various goals and requirements of various populated localities, social strata and economic entities.

The procedure for comprehensive planning of development in the Kaliningrad Region (pls. refer to Figure 5) is based on cooperation of economic entities, with account taken of interests of various interest groups, public movements, local self-government organs and state institutions of the Kaliningrad Region, mainland Russia and adjacent territories of neighboring states. Such a procedure will permit narrowing of gaps in the rates of development, remove barriers impeding transnational cooperation and development and ensure effective integration of the Kaliningrad Region of the Russian Federation in the common economic space of Baltic countries.

In planning of development in the Kaliningrad Region, the international aspect needs to be taken into account not only because of the geographic situation of the Region, but also because of existence of such other factors as globalization of trade, knowledge, information and culture and reduction of the role of borders as barriers in the expanded EU and elsewhere, reduction of the role of the tariff barrier in transportation and the like.
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 Figure 5. System of Long-term and Current Planning of the Social and Economic Development in the Kaliningrad Region.

6.8. Inter-Regional Cooperation

It is quite obvious that all new lines in development in the Kaliningrad Region in the framework of the ‘region of cooperation’ model depend to a certain extent on inter-regional ties with other territorial entities of the Russian Federation. The Administration of the Region should give due consideration to establishment and development of such ties at the initial stage of implementation of the strategic plan for development of the Kaliningrad Region. Work is to be carried out within the framework of systematic marketing of the Kaliningrad Region in the sphere of Russian regions, large domestic corporations and small and medium-sized business.

For the purpose of promotion of inter-regional economic integration and creation of such a competitive environment as would influence the level of prices of products essential to the needs of the Region establishment in the Kaliningrad Region of inter-regional businesses using progressive technologies should be encouraged.
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