
3. Main Guidelines of Development of the 
Kaliningrad Region in the Period Ending in 2010

3.1. The Strategy for Development of the Kaliningrad 
Region: a Strategy for Harmonization of Interests

The Russian Federation and the European Union have proclaimed the Kaliningrad Region a priority region in their long-term cooperation. However, for the purpose of actual realization of that intention it is important to develop a realistic concept (on the basis of which a strategy must be drawn) and such a program for social and economic development of the Kaliningrad Region as would provide for harmonization of various interests. The above components of the strategic plan for development of the Kaliningrad Region should be such as to be in harmony with the model of long-term and mutually beneficial cooperation between the Russian Federation and the European Union.

Realization of the ultimate goals of the adopted strategy for development of the Kaliningrad Region should be carried out through formation of specific regional economic mechanisms based on harmonization of domestic and foreign (opposite and common) economic and social interests. It is also crucially important to ensure such economic stability and favorable investment climate as would permit development and implementation of long-term projects. Such a measure would help attract to the Kaliningrad Region investments from different sources.

That strategy should be based on mutually beneficial cooperation. In that context, harmonization needs to be ensured of the following groups of interests:

· national interests (federal and regional) and international interests (those of the European Union, and neighboring states and other foreign countries);

· interest of economic entities and those of various social groups;

· interests of the authorities, population and various non-governmental organizations;

· interests of traditional businesses and those of new branches of the economy.

It is important to select within the framework of prospects of regional development a special category of projects whose implementation would be advantageous both to the Russian side (including the Kaliningrad Region) and foreign partners.

The Kaliningrad Region’s economic importance to the Russian Federation consists in use by the Russian Federation of the advantageous geographic situation of the Region and, to a less extent of its natural potential. However, such an importance of the Kaliningrad Region has not been recognized and justified to such an extent for it to be considered a priority development region on the federal level. For that reason, it is important to develop such regional projects as would meet national interests. Feasibility of such projects (which could deal with use of seaports, amber processing, production of certain agricultural products, development of seaside resorts and formation of a technopolis with a complex of export-oriented industries on the basis of national and foreign scientific and technical potential) needs to be thoroughly studied, including through comparison with prospects of implementation of similar projects in other regions of Russia. This would be a new approach to handling of regional problems on the federal level.

In our view, the Kaliningrad Region as a region with a favorable geographic situation can be of interest to foreign investors not so much from the point of view of starting export-oriented production as from the point of view of logistics, since it offers access to the vast Russian market (the Region being part of the Russia’s national economic space, no customs duties are levied on deliveries of goods from Kaliningrad to other regions of Russia). For the purpose of attraction of foreign investors, it is important to form local economic zones (of federal importance) where potential investors could be granted greater privileges (at the same time, economic activities in such zones would be easier to control).

The regional interests proper have different aspects. The Kaliningrad Region is interested in speedy restructuring of its economy, bringing it in line with modern economic and geopolitical realities and making it equally oriented to Russian and foreign markets. It is to be noted that some businesses in the Region have already adapted themselves to new conditions and are successfully developing, while many other are capable of switching over to production of new types of goods and entering new markets. However, many industries whose potential has been completely lost cannot be resuscitated. Some big companies will not be able to achieve such volumes of output as they used to have before. So, along with efforts in respect of attraction of Russian and foreign investments to traditional branches of the regional economy it is important within the framework of the adopted strategy to ensure establishment of industrial facilities in economic branches which are new to the Region and early development of such branches of the economy as transport, tourism and the sphere of services.

Harmonization of the above three components in the regional strategy will create a basis for sustained development of the regional economy and social entity.

The strategy of harmonization of interests will permit not merely development of new industries or restoration of the existing economic potential, but effective combination of both the approaches. Such a strategy permits businesses to win niches on various regional, Russian and foreign markets. The strategy of harmonization of interests will ensure greater inflow of investments, both Russian and foreign, and implementation of an active, rather than passive (based on macroeconomic trends) scenario of regional development.

For the purpose of implementation of the proposed strategy, the following principal mechanisms have been considered:

· perfection of the federal and regional legislation with taking into account of importance attached to the Kaliningrad Region in the sphere of international cooperation activities of the Russian Federation (amendment of effective laws, enactment of new laws and conclusion of an agreement between the Russian Federation and the European Union on the Kaliningrad Region as a region of cooperation);

· creation of a market environment in the Region;

· implementation of the federal program for development of the Kaliningrad Region;

· development and implementation of a comprehensive medium-term regional program for social and economic development of the Kaliningrad Region.

3.2. Objective and Components of the 
Socioeconomic Policy

Discussed above, were the circumstances necessitating development and implementation of a specific socioeconomic policy in respect of the Kaliningrad Region. Let us now discuss the more important components of that policy.

The purpose of the Government’s policy in respect of the Kaliningrad Region consists in assuring of a sustained socioeconomic growth at such a rate as would permit gradual closure of the gap in living standards between the residents in the Region and those of the neighboring countries. Achievement of that objective will ensure stability of the sociopolitical situation in the Region and preservation of the Region’s status as an integral part of the Russian Federation in conditions of expansion of the European Union.

For the purpose of achievement of the above objective, measures need to be taken in a number of interrelated directions.

First. Ensuring of a high and sustained rate of economic growth, such as would permit reduction of the gap in the Kaliningrad Region’s standard of economic development and that of countries neighboring on it, primarily Lithuania and Poland. Corresponding change should also take place in the living standard of the Region’s populace. That objective is rather an ambitious one. According to estimates, for its achievement a 7-percent to 8-percent growth for ten years running is needed with the annual growth in the volume of investment amounting to about 14 percent throughout that period. Though difficult to achieve, the above objectives are still achievable. Moreover, there have been precedents of such a rate of growth in post-communist Russia, in particular, in Moscow, where it is to be observed even now.

Second. Transformation of the Region’s economy aimed at enhancement of its export orientation. That is the fundamental structural problem facing the Kaliningrad Region. The previous model of the Region’s development (one which was actually implemented throughout the 1990s) was oriented towards survival in unfavorable external conditions. 
 That brought about even greater dependence on imports and the economic activities’ shift towards agency operations. Now, a structural maneuver is required to bring about two kinds of change: firstly, enhancement of the role (and share) of local production and other economic activity in the Kaliningrad Region itself; and secondly, reorientation of the Region’s economy from sheer importing to manufacture/assembly of export products. That means a radical revision of the strategy of the Region’s development.

Third. The Region’s development should be such as to contribute to rapprochement between Russia and the European Union. The task at hand consists in creation of a cooperation region. Handling by joint effort of that region’s problems could become one of the ways to develop mechanisms for interaction and interpenetration by Russia and the EU. In that context, two groups of issues need handling: firstly, development of mechanisms of interaction, bilateral and multilateral, in solution of specific socioeconomic problems; secondly, elaboration of certain scenarios (legislation, standardization and certification, law enforcement and other) which may ensure institutional and political rapprochement of Russia and the EU for the purpose of establishment of a common economic space.

To the above tasks, one must add such as assistance to the Region in overcoming of the difficulties related to its exclave situation (namely, extra transportation costs, the Region’s dependence on deliveries of power, poor efficiency of functioning of the Special Economic Zone and the like). However, those tasks are of a secondary nature, the above-listed ones being much more important. Indeed, a sustained economic growth and harmonization of the relations with the EU would in themselves be factors of energy security and a radical improvement in the living standard and conditions of business activity in the Region.

Are those complex and ambitious objectives achievable? They are, provided the Region’s comparative advantages are duly identified and a concerted effort is taken by international organizations, the federal and the regional authorities towards neutralization of the negative factors in the functioning of the Kaliningrad Region and enhancement of the positive ones.

On the one hand, the proposed expansion of the European Union is to increase isolation of the Kaliningrad Region (in addition to the transportation and energy problems which were discussed above, a visa problem has emerged; Poland and Lithuania plan to introduce a visa regime for travelers from the Kaliningrad Region even before joining the EU). However, on the other hand expansion of the EU opens up new opportunities for realization of the Kaliningrad Region’s economic potential and the advantages offered by that Region’s geographic situation. The Kaliningrad Region has even been referred to as a ‘pilot region’ of cooperation between Russia and the EU.

In the past decade, negative factors of the Kaliningrad Region’s exclave situation and the prospects of its future situation as a region bordering on the EU. Meanwhile, the Region has comparative advantages such as neither regions of Russia nor the neighboring countries seeking membership with the EU have. Below, some of the Kaliningrad Region’s advantages are discussed (for a quantitative estimate of the Kaliningrad Region’s advantages, see Table 13).

1. Geographic proximity to Europe, one of the power centers in today’s global economic system. In some latest economic and political studies dealing with post-communist transformation the opinion was voiced that there was a correlation between post-communist countries’ distance from Brussels and the extent of advancement of reforms in those countries (the closer the country to Brussels, the more profound and efficient the reforms. Well, Kaliningrad is closer to Brussels than Warsaw. Notional as such an analysis is and great as that specific region’s limitations are, the Kaliningrad Region’s proximity to Western Europe may have a positive role to play in that region’s development. 

2. Availability of skilled enough workforce and comparatively low cost of hands (lower than in European countries).

3. Availability of comparatively cheap power (cheaper than in other European countries). Even though the gap in power rates will undoubtedly be reduced in future, Russian power rates are not to reach the international level in the near future (at least, not in the period when the above tasks are handled).

4. Russia’s new socioeconomic legislation which is currently in the process of formation, in particular, tax, labor and social legislation, is much more attractive to business than legislation in other European countries. 

Table 13

Indices Characterizing the Kaliningrad Region’s Competitive 
Advantages as Compared to the Rest of the Territory of the 
Russian Federation, Neighboring Countries and Industrialized 
European Countries 

	indices
	Kaliningrad Region
	Russia, average
	Lithuania
	Poland
	Germany
	Kaliningrad Region-Lithuania relation
	Kaliningrad Region-Poland relation
	Kaliningrad Region-Germany Relation

	Average monthly pay, USD (1999)
	55.4
	64.3
	280.8
	429.9
	…
	0.20
	0.13
	…

	Power rates, US cents per kW/hour (2000)
	Households
	1.0
	0.7
	9.0
	3.4
	11.0
	0.11
	0.29
	0.09

	
	Industries
	1.8
	1.1
	9.0
	3.6
	0.0
	0.20
	0.50
	0.60

	Number of students per thousand of population (1997)
	29.0
	37.0
	23.0
	28.0
	26.0
	1.26
	1.04
	1.12


As can be seen, the desire to ensure priority development of the Kaliningrad Region and turn it into an export production zone manufacturing goods both for European and CIS countries is well justified. The Region boasts a number of competitive advantages both as compared to European countries which are full members or candidate members of the EU and as compared to other regions of Russia. It is impossible to weigh all the pros and contras accurately, though, since the results of interaction of so many factors are difficult to predict. The decisive power is always the policy pursued by the authorities, their ability/inability to realize the existing advantages and neutralize the negative factors. What we need to is satisfy ourselves as to existence of certain pros.

If the above objectives are to be achieved, the authorities need to ensure coordinated progress simultaneously in several lines. Firstly, the limited state budget resources need to be concentrated where they are most needed to ensure a base for a socioeconomic breakthrough. Secondly, the mechanism of functioning of the Special Economic Zone should be reformed in such a way as to ensure higher efficiency. Thirdly, such organizational and legal measures need to be taken as would stimulate investment and business activity in the Region.

Some of the required decision-making falls under the federal jurisdiction, in-particular, on the following issues:

· Development of infrastructure branches of the economy which require financing from the federal budget (though those projects do not have to be fully financed out of the budget alone);

· Formation of a favorable legal environment of conduct of business, including adoption of the related legislation (investment legislation, tax legislation and also legislation concerning the SEZ regime);

· Negotiations with the EU and with countries bordering on the Kaliningrad Region on issues related to the Region’s development (including in particular transit carriage, transportation and visa regime).

It is hardly surprising that the federal authorities give particular attention to the Kaliningrad Region’s problems and have even allocated additional resources, both organizational and financial, for solution of those problems. That can be explained by the Region’s geopolitical situation and the role it should play in future in ensuring of Russia’s national interests in Europe in general and in the Baltic Region in particular, to say nothing of the considerations of Russia’s defense capability.

For their part, the regional authorities should handle such issues as:

· Social development in the Region (in particular, education and health care);

· Adoption within the regional jurisdiction of such legislation as would be favorable to investors and entrepreneurs;

· Rendering of specific support to major investment projects with the use of understandable and transparent mechanisms and procedures.

3.3. Development of the Kaliningrad Region 
of Russia in the 21st Century

Taking into account the existing geopolitical significance, location potential and the existing objective prerequisites, it is desirable that development of the Kaliningrad Region in the next decade should proceed along the following lines:

· Region of cooperation between the Russian Federation and the European Union in the 21st century (development of integration and interaction mechanisms);

· Russia’s contact territory in Europe;

· Fullest possible use of the Regional natural resources and economic potential;

· Ensuring of Russia’s military-strategic interests (the Kaliningrad Region is the area of deployment of Russia’s Baltic Fleet).

Those lines are interrelated (see Figure 4) and, as is shown below, they mutually complement each other.
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� Strictly speaking, that problem was inherited by post-communist Russia from the USSR. Though the Kaliningrad Region was not an exclave region in the Soviet era, it was primarily seen as a frontline in the Soviet Union's military confrontation with the West. So, the Kaliningrad Region was required to focus on achievement of military objectives, while all the other development problems were, in fact, handled by the central government. After disintegration of the Soviet Union, there was no fundamental revision of that model, there was only a change of form: catering for the Region’s needs came to depend on imports from neighboring countries.


� Not to say that the Kaliningrad Region’s enclave situation within the EU may permit the Region (provided the Russian authorities’ policy is adequate) to take part in regional programs financed by Brussels. 


� It is obvious that an important obstacle consists in lack of confidence in the 'rules of conduct' which is currently being adopted and doubt that those ‘rules’ will remain effective for long. However, provided the Government takes a responsible stance on that matter, that obstacle may in time be overcome.  
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