[image: image1.png]


[image: image13.png]Baltic Sea Region
INTERREG Il B



                                    [image: image2.png]VISION &
STRATEGIES

2010

AROUND THE

BALTIC





[image: image3.jpg]Poccurickmn
TOCYAAPCTBEHHBIN
VHUBEPCUTET

um. M. Kanra





[image: image4.png]East West Window




PROJECT

WORKING GROUP 1

Russian integration in the Baltic Sea Region: 
Kaliningrad region case-study

Report prepared by experts G.Fedorov, T.Chekalina, Y.Zverev and D.Latnak
Kaliningrad
2008
CONTENT

	2. Characteristics of the Kaliningrad Region…………………………………………………………
	3

	2.1. The federal policy towards the exclave Kaliningrad region………………………………………
	3

	2.2. Political situation in the Kaliningrad region (2005-2008)………………………………………..
	5

	2.3. Key economic indicators…………………………………………………………………………
	8

	2.4. Strategic development plan………………………………………………………………………
	11

	2.5. Business climate………………………………………………………………………………….
	13

	3. The mechanism of the Special Economic Zone in the Kaliningrad region……………………
	16

	3.1. Barriers and conflicts…………………………………………………………………………….
	17

	4. International cooperation in the Kaliningrad region of Russian Federation……………………….
	20

	4.1. Documents, common programmes……………………………………………………………….
	20

	4.2. Infrastructure projects ……………………………………………………………………………
	25

	4.3. Universities, cultural institutions, exhibitions………………………………………………..
	31

	4.4. Estimations of EU cooperation………………………………………………………………..
	37

	5. Trade and direct foreign investments to the Kaliningrad region……………………………………
	40

	5.1. Statistic data ……………………………………………………………………………………...
	40

	5.2. Marketing strategy of the foreign companies…………………………………………………..
	44

	5.3. Estimation of the conditions for business…………………………………………………….
	47

	6. Economic sectors in the Kaliningrad region, competitive at the international level…………..
	50

	6.1. Competitive branches and companies………………………………………………………….
	50

	6.2. The activity in the sphere of outsourcing…………………………………………………….
	54

	7. Innovations in the Kaliningrad region………………………………………………………….
	56

	7.1. Plans and programs to develop innovative type of economy in Kaliningrad region………..
	56

	7.2. Innovative practice and innovative potential………………………………………………….
	60

	Conclusion ………………………………………………………………………………………….
	65


2. Characteristics of the Kaliningrad Region
The Kaliningrad region is the westernmost region of the Russian Federation. The region’s area is 15,100 sq. km. It has a population of 950,000. 78% of the population is urban (2005). The region was established in 1946 on one third of the territory of the former East Prussia, the ownership of which was transferred to the Soviet Union at the Potsdam conference. Today the region is the exclave part of Russia, which is geographically separated from the rest of the country (fig. 1). It borders with Poland and Lithuania which are the EU-members now.
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Fig.1. Geographical position of Kaliningrad oblast 
2.1. The federal policy towards the exclave Kaliningrad region
The special geopolitical and geo-economic position of the region is of course taken into account by the Russian federal authorities, which recently have considerably increased the efforts aimed at the socio-economic development of the region. The Kaliningrad region is the only entity of the Russian Federation, where the regulations of the Special Economic Zone are applied to the whole territory of the region (the SEZ regime was greatly modified a few years ago and the former and existing mechanisms of the special economic zone in Kaliningrad region are described farther in the report).
A few years before the Lithuanian and Polish entrance into the EU the Russian Federation clearly expressed its concerns about how a Russian region is going to function being an enclave within a political, legal, economic space with different «rules of the game». Natural con​cerns emerged that this would result in a weakening of ties of the region with mainland Russia and in its more or less rapid «drifting to the West». Because of this particular fact in the federal documents passed on the Kaliningrad region the main emphasis was placed on the necessity to «ensure the necessary external conditions for its (the Kaliningrad region’s) functioning and development as an integral part of the Rus​sian Federation»
. The means for creating these conditions was seen in turning the region into an active participant in trans-border and regional cooperation, a Russian region of cooperation with the European Union in the 21st century»
.

The actions of the Federal centre in the forthcoming period were and remain in line with this quite a logical position of Russia.
The Federal Target Program “Development of the Kaliningrad region for the period up to 2010” (FTP) was adopted in that period. The programme is still in force, although its specific tasks and the schedule of financing were revised in 2007 in order to increase the effectiveness of the programme and to take into account the changed socio-economic situation in the region. The FTP reflects the common Russian interests in general and aims at “establishing the conditions for the sustainable socioeconomic development of the Kaliningrad region comparable with the level of the development in the neighbouring states and creating the favourable investment climate in the region for the rapprochement of the Russian Federation and the EU member states”. The key Programme’s Objectives are identified are as follows:

a) The objectives aimed at safeguarding the geo-strategic interests of Russia in the Baltic Sea: 

· Development of Kaliningrad as a large transport junction of Russia;

· Ensuring the energy security of the region by reconstructing the existing energy sources and putting new ones into operation;

· Improvement of the environmental situation, reaching an acceptable level of the most important components of the environment. 

b) The objectives of general federal significance: 

· Creating the conditions, which allow for ensuring the sustainable socio-economic development of the region and particularly for increasing the GRP in 2,05 times by 2010 and attaining the average growth rates in 7-8%;
· Economic restructuring in the region towards the export orientation of the regional economy;

· Development of the telecommunications infrastructure;

· Development of the tourism and recreation complex.
c) The objectives of regional importance, which require the state support: 

· Complex development of the agriculture, provision of the Kaliningrad region’s population with the major food stuffs by means of the technological reequipment and adoption of the modern technologies in all sectors of agricultural production;
· Development of the fishing industry;

· Development of the different branches of the social sector.

The federal funding under the programme is significant and the priority areas for financing are the agricultural complex and the development of the housing, communal and social infrastructure.
The Kaliningrad region is actively involved into the major federal programmes aimed at the institutional and socio-economic development in the country and often the region is chosen as the pilot region or the “testing ground” for various initiatives such as introduction of the unified state exam in schools or issuing the biometric passports.
The Kaliningrad region receives significant funding under the so-called “National Projects”, which are the four programmes aimed at a target support of the four key areas of human capital development in Russia, namely “Modern Healthcare”, “High-quality Education”, “Accessible and Comfortable Housing” and “Effective agriculture”, launched in 2005 by the President of RF. The federal funding is accompanied by the financial resources allocated from the regional budget. The preliminary results of the implementation of the “National Projects” in Kaliningrad region are highly evaluated by both federal state and the region itself. The progress of the regional institutions involved into the “National Projects” is assessed as above the average in Russia. The experts express the opinion that the Kaliningrad region was better prepared institutionally to the implementation of the programme particularly due to the great experience gained in the result of the cross-border cooperation development in almost all sectors of human activity.
The other area where the Kaliningrad region is acting as the “testing ground” is the migration programme implemented as a part of the federal incentives aimed at bringing ethnic Russians living abroad back to Russia. The programme approved in 2006 envisages repatriates flooding into 12 Russian regions including the Kaliningrad oblast, as well as the Far East and central Black Earth region in exchange for new work opportunities, housing loans, cash benefits, etc.
The federal centre strongly supports the development of the tourist sector as an important factor of the investment attractiveness of the area. Firstly, a tourism special economic zone is established by a federal government decree, which involves federal and regional budget investment in infrastructure. Secondly the Kaliningrad is selected as a location for the gambling zone, one of only four such zones throughout Russia.

The multifunctional air traffic hub was opened at Kaliningrad's Khrabrovo Airport in 2007 and is now functioning according to the hub & spoke principle. The avia-hub is aimed at providing a convenient connection between 26 business and cultural centers in Russia and Europe.
2.2. Political situation in the Kaliningrad region (2005-2008)
In connection with the approaching expiration of the authority of the Governor of Kaliningrad region Mr. Vladimir Egorov on 16th of September 2005 the President of Russia Vladimir Putin suggested the candidature of the Vice-speaker of the State Duma of RF Mr. Georgy Boos to the Kaliningrad Regional Duma to provide Mr/ Boos with the authorities of the Head of the Regional Administration (the Governor). On the same day the Kaliningrad Regional Duma provided Georgy Boos with the authorities of the Regional Governor. 27 deputies voted for his candidature and 2 deputies voted against.
Nominally the authorities of the former administration were to expire on 19th of November 2005. However the Governor of Kaliningrad Region Vladimir Egorov took the decision to resign from his position in order to support the stability of the social, political and economical situation in the region and to avoid the disruption of the regional governance. On 28th of September the Kaliningrad Regional Duma approved the resignation of Vladimir Egorov and the same day the inauguration of Georgy Boos took place.
  Before September 2005 the Kaliningrad Regional Administration was the supreme executive body of the state authority of Kaliningrad region. On 29th of September the Deputies of Kaliningrad Regional Duma unanimously approved the draft bill of the Governor of Kaliningrad Region Georgy Boos on establishment of the Kaliningrad Regional Government instead of the Administration.
The Government is headed by the Governor himself. The structure of the Government consists of 9 Ministries arranged into 3 blocks (real, social and economical), headed by the Vice-Governors. In addition, the tenth Ministry on development of territories and interaction with the bodies of local self-governance was established as the body directly subordinate to the Governor. 
The new executive power together with the federal centre of the Russian Federation completed the work on elaboration of the Federal law “On the Special Economic Zone in the Kaliningrad region and on introducing amendments into the RF Legal acts” (signed by the President of RF on January 10, 2006, entered into force on April 1, 2006). The new version of the law emphasizes the export orientation of the regional economy and its integration together with the whole country into the global economy. In order to attract the large-scale investments into the Kaliningrad region the law provides the investors with tax exemptions (for the projects with the value of investments into the assets exceeding 150 mln rubles or approximately 4,3 mln Euro allocated during the 3 years period). As by May 10, 2007 the status of the Residents of the SEZ was granted to 57 companies with the total volume of investments of 31,3 billion rubles. The change of the priorities of the socio-economic development of the region is reflected by the Strategy of socio-economic development of the Kaliningrad region for the mid- and long-term perspective and the Program of socio-economic development of the Kaliningrad region for the period 2007-2016 (adopted in 2006-2007).
The Kaliningrad regional Duma is the supreme legislative (representative) body of the state authority of the Kaliningrad region.

The forth call of the Regional Duma was elected on March 12, 2006 (in one of the voting districts the supplementary elections were hold on October 8, 2006). 40 Deputies were elected including 20 by the party lists. The representatives of the regional branches of the following parties became the members of the Regional Duma elected by the party lists: the All-Russian political party “Edinaja Rossija” – 9, the Communist Party of the Russian Federation (CPRF) – 4, the All-Russian Party of Retirees (Pensioners) – 3, the Liberal Democratic Party of Russia (LDPR) – 2, the party “Patrioty Rossii” – 2. Taking into consideration the results of the elections on multi-seat and single-seat electoral districts, the largest group in the parliament of the Kaliningrad region is the “Edinaja Rossija” (26 deputies). Besides, in the Kaliningrad Regional Duma there is also the CPRF parliament group (4 deputies). Mr. S.V. Bulychev was elected the chairman of the Kaliningrad Regional Duma of the forth call.
Today the All-Russian party “Edinaja Rossija” has the strongest positions in the Kaliningrad region among all other political parties. In the Kaliningrad region the party won the elections to the State Duma on December 2, 2007 (57,38% of votes) as well as to the Kaliningrad Regional Duma on March 12, 2006. The party government is formed in the Kaliningrad region, which is headed by the member of the Supreme Council of the Party “Edinaja Rossija” the Governor of the Kaliningrad region Georgy Boos. The Chairman of the Kaliningrad regional Duma Sergey Bulychev is the secretary of the regional political council of the party. The parliament group of the “Edinaja Rossija” unites 26 out of 40 members of the Kaliningrad Regional Duma. The heads of the 27 municipalities in the region are the members of the party “Edinaja Rossija”. The party groups of “Edniaja Rossija” are established in 32 Councils of Deputies on different levels.

The Communist Party of Russian Federation (CPRF) in the Kaliningrad region is loosing its influence in the result of the party disruption processes ongoing on the federal level. Nevertheless the party occupied the second place in the region at the elections to both the State Duma in 2007 (13,8% of votes) and the Regional Duma in 2006.
The Liberal Democratic Party of Russia (LDPR) traditionally has rather strong positions in the Kaliningrad region (third place in the region at the elections to the State Duma in 2007 (10,17% of votes) and the forth place at the elections to the Regional Duma in 2006.

The party “Spravedlivaja Rossija: Rodina/Pensionery/Zhizn” established in the end of 2006 at the elections to the State Duma in 2007 in the Kaliningrad region occupied the 4th place (8,17% of votes).
The Party of Retirees (Pensioners) which later affiliated with the “Spravedlivaja Rossija” at the elections to the Regional Duma in 2006 occupied the 3rd place and made its representatives the deputies of the regional parliament.

The fifth and the last party which overcame the 7% barrier at the elections to the Regional Duma in 2006 was the party “Patrioty Rossii”.

The democratic parties Union of Right Forces (SPS) and “JABLOKO” used to be much more influential in Kaliningrad region than in Russia on average. But after their failure at the elections to the State Duma of RF in December 2003 the influence of these parties decreased significantly. The SPS did not take part in the elections to the Regional Duma in 2006, while the “JABLOKO” failed to get the sufficient number of votes. At the elections to the State Duma in 2007 in Kaliningrad region these parties did not overcome the 7% barrier (the “JABLOKO” got 2,21% of votes and the SPS only 0,77%).
In accordance with the Decree of the President of RF N 849 “On the Plenipotentiary of the President in the Federal District” from May 13, 2000, the Federal Districts headed by the Plenipotentiaries of the President of RF were established in Russia.

Kaliningrad region is the part of the North-western Federal District (NWFD) with the centre in St.-Petersburg. The positions of the Deputy Plenipotentiary of the President of RF in the NWFD on the Kaliningrad region and the Chief Federal Inspector on the Kaliningrad region were introduced.
In October 2001 – November 2005 the Deputy Plenipotentiary of the President of RF in the NWFD on the Kaliningrad region was Mr. Andrej Stepanov. In March 2006 Mr. Alexander Datsyshin was assigned to this position.

 From August 2000 to March 2002 the Chief Federal Inspector on Kaliningrad region was A.V. Orlov, in March 2002 – June 2004 – A.V. Sakanov, in June 2004 – March 2006 – A.J. Datsyshin, in Agusut 2006 – October 2007 – B.F. Sokushev. In October 2007 Mr. A.I. Chaplygin was assigned to this position.
In May 2002 the President of RF Vladimir Putin proposed the draft of the law on the Procedure of forming the Council of Federation, which envisages the substitution of the heads of the executive and legislative bodies of the regions in the Council with the representatives of these bodies. On August 8, 2000 the new federal law “On the procedure of forming the Council of Federation of the Federal Assembly of the Russian Federation” entered into force. In accordance with the new law the representatives of the legislative and executive bodies of the subjects of Federation are gradually appointed the members of the Council of Federation on the term of office of the respective bodies after the re-elections.
From December 2000 to August 2002 Mr. V.N. Ustugov was the representative of the executive power of the Kaliningrad region in the Council of Federation, in August 2002 - January 2004 this position was occupied by Mr. A.I. Skorobogatko. Since January 2004 the executive authority of the Kaliningrad region in the Council of Federation is represented by Mr. O.P. Tkach (before the appointment he occupied the position of the Director General of the Publishing Holding “OLMA Media Group” (Moscow)).
The legislative power of the Kaliningrad region in the Council of Federation since December 2000 is represented by Nikolay Tulaev who was before the member of the Kaliningrad Regional Duma of the first, second and third calls.
The elections of the deputies of the fifth call of the State Duma of the Federal Assembly of RF held on December 2, 2007 for the first time were conducted by the party lists. Under the federal list of the candidatures proposed by the All-Russian party “Edinaja Rossija” (Regional group N 44 – Kaliningrad region) Mr. J.A. Savenko (ex-Mayor of Kaliningrad), Mr. E.A. Fedorov and Mr. A.I. Golushko were elected the deputies of the State Duma. Mr. V.S. Nikitin was elected the deputy of the State Duma under the federal list of candidatures proposed by the Communist Party of Russian Federation (Regional group N 62 – Kaliningrad region and Pskov region).
2.3. Key economic indicators
The basic parameter of regional economic development is the gross regional product (GRP). The GRP of the Kaliningrad Region has 0, 4 % in the sum of the gross regional products of the Russian Federation. The GRP allows for tracking changes and structure of production of the goods and services, evaluating the conditions of the regional economy, the tendencies of development in various fields of activity. GRP of Kaliningrad Region (in a nominal expression) in 2006 was 103,6 billions rubles and has increased in comparison with 2005 for 22,8 billion rubles according to the data of the Kaliningrad Statistics. The index of physical volume of gross national product for 2006 was 127,6 % (figure 2.1).
.
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Figure. 2.1. GRP Dynamics in 1998-2006 (In percentage by last year)

The greatest parts in GRP structure of the Kaliningrad region according to Kaliningrad Statistics in 2006 are as follows: Wholesale and retail trade; repair of vehicles, motor cycles, domestic wares and articles of the personal use – 19,3%; processing industries - 14,1 %; extraction of minerals - 12,7 % (figure 2.2). Furthermore as compared to 2005 the added value increased on the following types of activity: «Wholesale and retail trade; repair of vehicles, motor cycles, domestic wares and articles of the personal use», «State administration and providing of military safety; obligatory social security», «Operations with the real estate, lease and grant of services». Specific share of the added value, made in the field of processing and extraction industries as well as the transport and communications went down
.
Acceleration of rates of development of industrial production, the basic factor of which is the dynamic development of the processing industry, became the characteristic feature of socio-economic development in 2006. According to the data of statistics the index of industrial production in 2006 was 166,6%.
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Figure. 2.2 Structure of the gross added value by types of economic activity in 2005-2006.
In spite of decreasing share of processing productions in GRP, the sum of the added value, made in this sector, increased from 13,24 billions rubles in 2005 to 14,57 billions rubles in 2006. The index of physical volume of the added value in processing industries increased in 2006 to 109,4% (as compared to 83,2% in 2005). In 2006 the growth of physical volume of the added value was observed in many types of activities. (table. 2.1).
The growth of the added value on the following types of activity was substantial: «Production and distributing of electric power, gas and water» (329,8%), «Operations with the real estate, lease and grant of services», «State administration and provision of military safety; obligatory social security», «Wholesale and retail trade; repair of vehicles, motor cycles, domestic wares and articles of the personal use», «Grant of other communal, social and personnel services», «Transport and communications».
Table 2.1. Indexes of physical volume of GRP on the types of activity in 2005-2006.

	Types of activity
	2005
	2006

	GPR at basic prices
	103,6
	127,6

	Agriculture, hunting, forestry management
	99,5
	108,0

	Fishing and aquaculture
	98,4
	89,5

	Mining operations
	124,2
	106,1

	Processing industries
	83,2
	109,4

	Production and distributing of electric power, gas and water
	92,5
	329,8

	Construction
	110,3
	107,8

	Wholesale and retail trade; repair of vehicles, motor cycles, domestic wares and articles of the personal use
	101,5
	133,8

	Hotels and restaurants
	108,2
	114,6

	Transport and communications
	125,8
	125,1

	Financial activity
	111,8
	99,0

	Operations with the real estate, a lease and grant of services
	107,8
	187,5

	State administration and providing of military safety; obligatory social security
	116,1
	144,4

	Education
	117,5
	104,7

	Health Protection and grant of social services
	105,6
	103,4

	Granting of other communal, social and personal services
	67,5
	132,1


The index of GPR is closely related to other socio-economic indexes. Rates of growth for the most of them in 2006 were positive and exceeded the values of 2005. So the retail turnover grew on 16,1%, volume fee-based services to population – on 19,9%, real gross payroll – on 19,4%, Real disposable population income – on 24,5%, officially registered unemployment – 1,4%. A consumer price index in 2006 was 107,9% (111,1% in 2005)
. Furthermore, a number of indexes of socio-economic development show that there are problems, which can negatively influence the competitiveness of the region and its effective integration into processes, which determine the main directions of development. The «fixed capital investments» in 2006 went down, and a rate of its growth was only 93,8%. Relatively low index of GRP per capita (85,7 thousands rubbles as compared to average Russian 125,8 thousands rubbles) can testify indirect appearance of the low labour and low innovative constituent productivity of the regional economy.
Another important index, characterizing economic situation in the Kaliningrad region is a ratio of import and export of goods and services. In 2006 the net export (minus of import) was -23,3%, that is below level of 2005. It is stipulated by slowdown of export increase and import growth increase in 2006. Furthermore, an import which is the basic factor of growth of value of external trade predominates in the foreign trade of the region. Export is limited to the region resources and low competitiveness of Kaliningrad producers in the world market. In 2006 the export of the Kaliningrad region had a raw material orientation, more than 70% of its cost volume was a mineral fuel (oil, gas, petrochemicals, peat)
. 
2.4. Strategic development plan
Many researches about the Kaliningrad Region were made by Russian and foreign experts. It is conditioned by the special position of the region and variety of interests. In this connection for many years a particular attention has been paid to the strategic development of the region. Different authors proposed the development scenarios for the region. Strategies and programs of regional development were elaborated. At present the basic documents, devoted to the strategic directions of the Kaliningrad region development are as follows: the “Program of socio-economic development of the Kaliningrad region for the period 2007-2016” and “the Strategy of socio-economic development of the Kaliningrad region for the mid- and long-term perspective”. The Strategy of socio-economic development of the Kaliningrad region is elaborated in the long-term prospective and covers a period up to 2031. This document is new, and it was approved by the Regional Government on March 9, 2007. This strategy focuses on the increase of economic competitiveness of the region in macroregional space and improvement of the quality of life level
. 
The Development Strategy envisages solving of following tasks:

1. Ensuring the stable Russian presence on Baltics through the integration into the fundamental processes of macroregional formation, including the common markets of labour and capital; connecting to the European system of high-speed highways; connecting the power systems; specialization of port economy; work with non-tariff limitations in economic relations with the EU; integration of culture of region into the world cultural space;

2. Providing of the economics growth no less than 10-15% of GRP in the next 10 years;
3. Achievement of quality of life for the region’s population, comparable with the European standards;
4. Transforming the structure of the regional economy towards the export orientation;
5. Creation of the modern urban environment, providing the good quality of life and investment attractiveness;
6. The program for modernization of the public administration system aimed at increasing the regional competitiveness.

Federal and regional authorities must make significant efforts in order to solve these tasks. First of all, the state budget resources should be concentrated in the priority areas of the regional development. Secondly, the measures should be taken to stimulate investments and entrepreneurial activity in the region. 

A few possible scenarios of the socio-economic development of the Kaliningrad region are proposed in the strategy. These scenarios are based on a choice within the framework of two alternatives. The first supposes a choice between producing the goods for the common Russian market or increasing the export in the European countries. The second choice is made between economic diversification and promotion of large economic entities. Four basic scenarios of regional development are selected on the basis of the proposed alternatives:

Scenario 1. «Status quo» - securing and moderately improving the current status in the Russian market.

Scenario 2. «Competition in the Russian North-west» - achieving a “strong” position of the region in the Russian market.

Scenario 3 «The European outsourcing» - the integration of traditional and new types of products and services into the EU-based supply chains.
Scenario 4 «Macroregional Leadership» - forming a pool of large-scale investment projects together with a rather aggressive expansion on European markets.
The most expedient scenarios for socio-economic development of the region would be scenario No. 3 and scenario No. 4. Therefore, on the one hand, the regional strategy should be aimed at the development of the export economy and integration into the pan-Baltic socio-economic processes. On the other hand, a priority task is to identify the regional specialization, which is in demand in the surrounding economic space and could allow the Kaliningrad region to position itself as a leader of macroregional processes. Thus the large investment projects should be combined with smaller productions which should also be integrated into the macroregional market of capitals and adjust to the processes of technological modernization and outsourcing of production processes.
The strategy identifies the priority areas which are the key factors for the regional development. These factors should provide for the regional competitiveness and, at the same time, support the dynamic activity of Russia in the macroregion. Several priority directions of socio-economic development of the Kaliningrad region identified in the Strategy are as follows:

-
Transport complex,

-
Tourist complex,

-
Agroindustrial complex with food processing industry

-
Power infrastructure.

A competitive cluster policy is considered in the Strategy as the most promising. Clusters may be developed on the basis of the traditional production specialization of the region (sea transport, food industry, retail trade, tourism and hospitality).

The efficiency of the new development strategy of the Kaliningrad region will depend on whether it will take into account the political, economic and social problems of the exclave region, ensure the federal interests, consider the regional needs and opportunities as well as the international interests, foremost the interests of the countries neighbouring the Kaliningrad region and the EU in general. In addition, the regional strategy has to be better integrated into the common strategy of the Baltic Sea region countries, thus harmonizing the mutual interests in economic, social and political development and environment protection. If it is achieved and the strategy is successfully implemented, the region shall become an area of the dynamic development, one of the «growth poles» of the Russian economy and a sort of the «visiting-card» of Russia in Europe.

2.5. Business climate

Particular geopolitical position of the Kaliningrad region and functioning of the Special economic zone covering the whole territory of the region causes the steady political and economical interest among business circles, foreign and Russian investors. In the last few years the region managed to advance its economic structure significantly and make it comparable with the one in the Baltic Sea region countries. The scales of the entrepreneurial development in different economic sectors allow for transforming the region into a certain business center for the small and medium business in the different regions of Russia, providing the two-way transfer of domestic and foreign technologies and modern methods of organization of production
.
Business is dynamically developing in the Kaliningrad region. There are a number of large enterprises, which are the monopolists in respective branches and play a significant role in the socio-economic development of the region. At the same time the number of SMEs in Kaliningrad region is great, while these figures grew considerably in the last few years. In 2005 the number of small enterprises increased in comparison to 2004 almost on 37%, and in 2006 on 19% (see table 2.2).

Table 2.2. Number of Enterprises in the Kaliningrad Region in 2004-2006.

	Index
	Number of enterprises (at the year end)
	Dynamics

	
	2004
	2005
	2006
	2005/2004, %
	2006/2005, %

	Total number of enterprises
	41240
	46343
	45984
	112
	99

	Number of small enterprises
	6621
	9045
	10778
	136,6
	119

	Share of small enterprises %
	16
	19,5
	23,44
	
	


The Kaliningrad region steadily occupies the leading positions among Russian regions in terms of the level of small enterprises development. In the end of 2006, 10778 small enterprises functioned in the region that was more than 23% from the overall number of enterprises and organizations operating in the region. The share of employed in small business is 35% of all employees, and a share of small enterprises in GRP is 26%. The total number of workers employed by SMEs is more than 115 thousand people. The share of small industrial enterprises is about 20% (the Russian average for this index does not exceed 14%). The system of SMEs support in the region is formed by the state regional institution “Fundation for the SMEs support in the Kaliningrad Region”, 12 municipal centers, 11 unions and associations.
Nowadays the number of large enterprises grows in the region due to the new edition of the regional law «On the special economic zone (SEZ) in the Kaliningrad region». The law supports realization of large-scale investment projects. For the moment about 50 residents are registered in the economic zone, the total volume of investments is 27 256,860 billion rubles. The variety of investing areas includes organization of production and logistics complexes, foodstuff production, construction of production facilities and objects of the service sector, production of consumer electric goods and equipment.
There are a number of infrastructural problems hampering the economic development. Nevertheless the volume of investments grows, to a great extent due to the SEZ preferences. The rapid development of the entrepreneurial activity in the region led to appearing of new branches: operations with the real estate, audit, marketing studies, equipment and car leasing. Financial services are also developing in the region.

The areas for the business climate improvement particularly include the land market development, elimination of the administrative barriers; development of market environment in Kaliningrad region; strengthening the financial management on the regional level. Along with the institutional development, the business climate improvement requires the adoption of a set of legislative acts on the regional level.

The land market development requires the elaboration of the Master Plans for the settlements in the region. These documents will be prepared in accordance with the modern standards and norms. Besides, the administrative and other barriers will be lowered and the market procedures for the transfer of the land ownership will be introduced. Simultaneously the modernization of the building rules and land use regulation will be conducted, and the subsequent adjustment of Master Plans will be made. These efforts shall support the perspective investment objects and improve the conditions for the free land turnover and the modern real estate market development.

The major actions aimed at improving the entrepreneurial and investment climate include the rapprochement of the systems of technical regulations and quality control for production of goods and services in priority sectors with the norms generally accepted in the EU; adjustment of the management standards at the key enterprises in the region with the European and international level. It will be promoted by bringing the Russian legislation in accordance with the WTO norms and improving of the approaches towards the decision-making and employee training at the level of economic entities. It will allow to create conditions for entering the markets of neighbouring countries and other international markets and also to support the transition of the main export-oriented enterprises to the European standards of management and production quality control.

Development of the financial and investment infrastructure will be supported by the establishment of the institutions, which can greatly contribute the favorable investment and entrepreneurial climate. The program for the socio-economic development of Kaliningrad Region envisages the establishment of the Center for the investment process support, which will act as a marketing agency, responsible for attracting the investment and perspective projects, and the Institute of regional studies, including the Regional Center of labour market forecasting and regulation.

Elaboration of proposals aimed at improving the legislative environment is another important step in forming the favorable business climate in the region by providing conditions for the small business development at the regional level
.
3. The mechanism of the Special Economic Zone in the Kaliningrad region

Relating to Kaliningrad region federal authorities have been applying to compensation mechanism for several years. This mechanism is based on customs privilege extension.  This mechanism was initially registered in the statute on the Free Economic Zone in the Kaliningrad region (FEZ «Yantar»), and then - in the federal law 13FZ «On special economic zone in Kaliningrad region» adopted on 22 January 1996, that suddenly raised the status of legal papers, regulating  economic activity in the region. 

The first special economic zone «Yantar» was established on the 3 of June 1991 in Kaliningrad region. Creation of the zone was dictated by the objective to maintain the region in connection with its separation from the Russian mainland, enhance socio-economic development of Kaliningrad region and provide favourable conditions for foreign investments attraction. The main instrument of the SEZ was a tax free zone which gave the right to ship goods to the territory of the region free and export to the Russian mainland after local processing. The result of the adoption of the first law was dramatic decline of development of the industry of the region and tens of thousands of second-hand foreign-made cars imported from neighbouring countries.   Instability of legal basis was an important risk factor for investors. In the long run the objective of introduction of SEZ had not been achieved.  

The second step in creation of a unique economic model of development of the region was Federal law on «Special economic zone in Kaliningrad region» approved on the 5 of January 1996. The new law fastened already existing order of economic activity.  The main difference from the previous law was in restrictions of import of second-hand cars.  The law allowed the residents to bring imported goods to the territory of the region duty-free. Reimport of European goods to the mainland Russia became the main business in Kaliningrad.  Some people believe that development of 
import-substituting production had negative influence on regional economy as it did not promote development of innovative productions that could be competitive on international level.  Others consider the results of the law as positive: creation of new production namely assembly of cars, TV-sets and household appliances as well as development of food industry had positive impact indeed. Anyway the special economic zone regime was the main factor of attraction of Russian and foreign investors to Kaliningrad region.

A new version of the SEZ regime was introduced on April 1, 2006 under federal law 16FZ «On the Special Economic Zone in the Kaliningrad region and on introducing amendments into RF Legal Acts». The law must act for 25 years. It implies preferential tax treatment for investors who place big money in development of economy of the region (especially production of goods). Initially the law had the aim to develop processing branches of economy, high-technology branches, production of new kinds of products and development of transport infrastructure. The priority direction is development of the region where investment processes must be actively developed, and competitive productions oriented to export, are to be created. 

The new law has some differences. Firstly, it provides tax preferences to residents of SEZ while the previous law granted customs privileges.  Secondly, the new law is oriented to large business as a resident of SEZ can become a legal body, which implements 3-year investment project projects with the value of investments exceeding 150 million rubbles or approximately 4.3 million euro on the territory of the region.  During 6 years income tax and tax on the assets of organizations are not paid by the residents of SEZ (during next 6 years tax rate is reduced on 50%). The rest taxes are paid according to the current legislation. But the law introduced additional mechanism of limitation of risk connected with change of tax legislation. The law also implies provision of plots assigned to new projects with fixed rent rate during entire period of validity of the agreement between the managerial body of SEZ and a resident.  On the territory of SEZ free tax regime will act however customs privileges are restricted: residents can bring goods free to the territory of the region but while exporting to Russia they must pay taxes. 

The resident must act only on the territory of SEZ.  Not less than 70% of production a resident must produce directly on the territory of the region, 90% of own and leased assets must be allocated on the territory of the region, as well as 50% of workers must be inhabitants of the region but all investments should be allocated in the region.  At the same time there are some restrictions in types of activity that could be conducted on the territory of SEZ. Thus, its resident can not implement projects on extraction of oil, natural gas and rendering services in these spheres. It can not produce excisable goods (except motorcars and motorcycles), carry on distributive trades as well as financial activity; all these types of activities are implemented the same way as in the mainland Russia.

The regime of Kaliningrad special economic zone differs from the regime that acts on the territory of other six special economic zones established by the Government in 2005. The regime of Kaliningrad special economic zone acts on the whole territory of Kaliningrad region thus it is the biggest special economic zone among six ones. The new law allows attracting large investors interested in location of manufacturing in Europe, near by sale markets, developed transport networks and low-priced labour force.  According to experts` opinions, the new law takes into account the realities of current economic development of the region better. However, small and medium business is beyond the frames of the special economic zone.   Many foreign investors in particular from neighbouring Poland and Lithuania oriented exactly on this sector. Nowadays 56 residents of SEZ are registered in Kaliningrad region. The total volume of investments is 31 347,307 million rubles.   

3.1. Barriers and conflicts
Improving the entrepreneurial and investment climate requires solving the problems, which hamper the development of the regional economy. It is possible to identify a number of features of the regional economy, which can negatively influence the strategic development of the region in a long-term perspective. The major problems are as follows:
1. The ambiguity of the status of the Kaliningrad region in relations between Russia and the EU
2. Import dependence of the regional economy.

3. Orientation on low-technology productions.

4. Limitations of the power infrastructure.

5. Limitations of the transport infrastructure.

6. Lack of labour resources

7. Unbalanced spatial development of the Kaliningrad region
8. Ineffective use of the land recourses
We will consider these problems in details. 

3.2. Ambiguity of status of the Kaliningrad region in relations between Russia and the EU
The Kaliningrad region is the Russian enclave in political, legal and economic space of the European Union. This situation inevitably causes many problems. The Kaliningrad region is under the pressure from the legal and institutional systems of the EU – both from point of tariff and non-tariff barriers and in a wider economic and political sense. The entry of the neighbouring countries into the EU led to increasing the gap in the level of economic development, and particularly in the incomes of population. 
The process of integration into the Baltic macroregion is an important strategic task for the Kaliningrad region. It also presumes the inclusion of the region into the European labour and capital markets, The limitations and system barriers, related to the ambiguity of the Kaliningrad region’s situation actually block the prospects of using the economic growth trends observed in the Baltic macroregion for the benefit of the Kaliningrad region.

Import dependence of the regional economy. 

In 2006 the volume of import was 5515,5 billion USD, while the volume of export was considerably lower (2690,4 billion USD). It should be noted that hydrocarbon raw material prevails in the structure of export. The regime of the special economic zone which was in force before 2006 shaped the orientation of the Kaliningrad region’s economy towards the Russian market and due to the customs exemptions stimulated the import increase. This led to the low competitiveness of the Kaliningrad producers in the Baltic Sea region. The «import orientation» puts the region in disadvantageous position in front of its competitors. However, the introduction of new law on SEZ, foreseeing favorable tax exemptions for large producers, can result in reorientation of economy on the export of goods and services, and increase the share of Kaliningrad enterprises in the Baltic region market. 
Orientation on low-technology productions. 

Development of low-technology productions was also provoked by the law on SEZ. It negatively influenced the regional competitiveness and development of innovative sectors of economy. The share of innovative productions in the economic structure is inadequately small and is less than 1% of all enterprises.
Limitations of power infrastructure. 

Consumption of electric power in the Kaliningrad region exceeds its production. In this connection the region depends on the external supply of electric power. In 2006 the volume of electric power delivered to the region from outside was 93%, and after putting of the first stage of the Kaliningrad Power-and-Heating-Plant-2 in operation in 2006 it went down to 25%. Development and realization of the project of alternative energy sources in the Kaliningrad region allows for covering the growing deficit of power energy in a long-term prospective. Another problem is related to gas supply in the region. The prospectives for reconstruction of existing and building of new gas pipelines (as well as construction of the gas-storage in the region) are crucial for ensuring the development of effective and accessible infrastructure for potential investors.
Limitations of transport infrastructure. 

The motor transport occupies an important place in the regional economy, but the condition of the road network in the region and the overload of roads do not meet the regional development needs. Development of international highways is limited by the custom and visa regimes of the transit countries, and also by the condition of the border-crossing points, which does not correspond the needs of international trade and transit. Therefore the problems of the motor transport development are now prioritized by the Regional government and significant resources from the federal and regional budgets are allocated.
The railway transport faces the problem of high tariffs, imperfection of transport logistics on the way to sea ports, insufficient capacity of the railway stations. The problems of air transport in the region are related to lack of infrastructure and airport services and until recently the insufficient level of development of connections with other cities of Russia and key European airports. However in 2007 the Khrabrovo airport became the hub connecting Russian and European cities. The first stage of the airport reconstruction has already been completed, while more investments will be made in the nearest future. Sea ports also have many problems. Growth of tariffs, small harbor depths, and lack of unoccupied territories are the factors of low competitiveness of Kaliningrad ports. Development of internal water transport is limited by the inappropriate condition of the water-ways due to insufficient financing.

The other important factor, limiting the regional economic development is a lack of labour resources, caused by demographic misbalance and decline of migration inflows. Foremost, the region experiences the lack of skilled labour force that is caused by the misbalance of education and labour-market. 
Unbalanced spatial development of the Kaliningrad region is conditioned by disproportion of industrial production potential, by the level of provision with infrastructural objects, by the level of socio-economic development and, as a result, the level of living standards..
Ineffective use of the land resources. 

There are problems with changing the land use function of the plots owned by the Ministry of Defence and selected for releasing and transferring from the category of land for special purposes to other land use categories and consequent transfer to potential investors. Although the legislative base has been elaborated, the mechanisms for transmission of land plots to municipalities and interested private structures has not been well developed in practice and requires overcoming various bureaucratic barriers. As soon as the process of delimitation of the state ownership of land has not been completed yet, the regional policy in this sphere is still ineffective.
The ineffective use of the land resources to a great extent hampers the development of the competitive specialization of the regional economy and causes the lack of foreign direct investments.
4. International cooperation in the Kaliningrad region of the Russian Federation

4.1. Documents, common programmes

In early 2000s the enclave position of the Kaliningrad region of Russian Federation in the enlarged Europe was considered as one of the most challenging and controversial consequences of the EU enlargement. When both direct neighbours of Kaliningrad region started the process of their accession to the European Union, the necessity to solve numerous issues, many of which were technical by nature but vital for the survival of the region, drew attention to the region. The federal centre of Russia significantly increased the support of the region, while the issue of Kaliningrad became among the priorities for the EU and especially for the countries of the Baltic Sea Region. The idea emerged to transform Kaliningrad region into the region of cooperation or into international Russian-EU project.

Unfortunately, the notorious technical questions became too much politicized and it took long enough to settle at least the issue of passenger transit through Lithuanian territory. Moreover as soon as temporal solution was found, one could observe that Kaliningrad lost its urgency in EU-Russia dialogue. At the same time the prospects for utilizing the potential of the region’s location for the mutual benefit of the EU and Russia remained just the good slogan. The question on future position of Kaliningrad region is still open. The dilemma whether Kaliningrad region is a problem or a new opportunity for Russia and European Union has not been solved.

Kaliningrad issue today is in the shadow of the general uncertainty about the future of the new Partnership and Cooperation Agreement between Russia and the EU, which should reflect political and social changes in both the EU and Russia since the creation of the PCA in 1997. There are hopes that already in April 2008 the EU will finally make a decision to start the negotiations on the new PCA. Kaliningradians hope that the issue of the Russian exclave will be given a particular attention in the new document and that the better instruments will be proposed thus making it possible to utilise the potential of the Kaliningrad exclave for the mutual benefit of Russia and the EU.

Nevertheless the Kaliningrad region is already highly involved in international cooperation in various spheres. International contacts have become important for all spheres of human activity in the region, not only for economic or cultural sectors, but even for civil security and military areas. The reasons for that are the particular geographical situation of the region, availability of various instruments supporting cooperation and a wide range of issues connected with the well-being of the exclave region, which could be effectively solved only by developing the international dialogue on different levels.

In order to evaluate the involvement of Kaliningrad region into international cooperation we should identify the content of this phenomenon. The international cooperation could be defined as a specific type of international interaction related to a governance activity.  International cooperation as well as international interaction could develop in various spheres including trade, tourism, production chains, scientific exchange, migration, security issues etc.

Transboundary (cross-border) cooperation is a particular case of the international cooperation defined as a mutually coordinated activity performed by various actors from neighboring administrative regions and (or) municipalities from different countries. This activity is aimed at the development of bilateral and multilateral connections and accompanied by the establishment of the institutions for coordination and further development of transboundary interaction.

The cross-border cooperation today is the most important direction of international cooperation with participation of the Kaliningrad region, although the region also develops cooperation with more remote areas for example the CIS countries, China etc.

International contacts of the region started from establishing of the bilateral contacts between the citizens of the bordering regions. Development of the cross-border cooperation led to conclusion of the twin cities agreements between the towns of Kaliningrad region and the regions of Poland, Lithuania, Germany, Sweden and other countries, as well as to signing of the cooperation agreements on different levels between the Kaliningrad region and the authorities from the neighbouring countries.

In the process of development of relations with Poland and Polish regions Kaliningrad region is the most active among regions of Russian Federation. On the intergovernmental level the relationships are based on the Treaty between the Republic of Poland and the Russian Federation on friendly and neighbourly cooperation, signed on May 22, 1992, and Agreement between the Republic of Poland and the Russian Federation on cross border cooperation, signed on October 3, 1992. Besides, in 1992 Intergovernmental Agreement on cooperation of Kaliningrad region of Russian Federation and North-East voivodships of the Republic of Poland, as well as Intergovernmental Treaty on border crossing points were signed as well. Polish-Russian “round table” was established in 1992 and lately was replaced by the Council for Cooperation of Polish Regions with Kaliningrad region (first sitting took place in 1994 and continued on yearly basis till 1996, and then was hold each two years). Council consists of 15 commissions, including inter alia trade, environment, border crossing, finance, banking and insurance, agriculture and food processing, self governments, education, security, transport and shipping, power economy etc.

The General Consulate of the Republic of Poland operates in Kaliningrad and includes the Visa Department and the Department on Trade and Commerce. After introduction of visa region the Consulate increased the personnel.

Relationships between Kaliningrad region and regions of Poland are also developing. Interregional Agreements on cooperation were signed with Warmia-Masurian (2001) and Pomeranian (2002) Voivodships. Agreement on cooperation was also signed on the parliamentary level between Kaliningrad regional Duma and Seimik of Pomeranian voivodship.

Cooperation on local level develops as well. Nine Polish cities have partnership agreements with the city of Kaliningrad, including Gdansk, Gdynia, Elblag and Olshtyn. Similar bilateral agreements were signed between self-governments of Kaliningrad region and Poland, particularly, Baltijsk singed agreements with Krynica Morska and Elblag, Chernyakhovsk has partnership agreement with Wengorzewo. Cooperation develops on even more local level of city districts, particularly between Starograd Gdanski and the Central district of Kaliningrad.

The relations between Kaliningrad Region and Republic of Lithuania develop dynamically as well and have solid legal base, founded on the Agreement on Economic, Social and Cultural Cooperation in the Development of the Kaliningrad Region signed in 1991 and the Intergovernmental Agreement on Cooperation between Regions of the Republic of Lithuania and the Kaliningrad Region of the Russian Federation signed in 1999 and entered into force in 2000. Under the last agreement the Council for Long-term Co-operation between Lithuania and Kaliningrad Region was established in 2000. The Council includes eight commissions, particularly, on agriculture, culture, sports and health care, economic cooperation, trade and energy, cross-border cooperation and Euroregions, environmental protection, transport, border check-points and emergency prevention and liquidation. Council sittings are held on regular basis. Cooperation on parliamentary level involving the Seimas of the Republic of Lithuania and of the Duma of the Kaliningrad Region is also intensive. In 2002 a Lithuanian-Kaliningrad Region Parliamentary Forum was established.

Relationships between Kaliningrad region and regions of Lithuania are also developing. Agreements on cooperation have been signed with all three Lithuanian Counties bordering Kaliningrad region (Klaipeda County, Marijampolė County and Taurage County), as well as with Kaunas and Panevezis Counties. Cooperation on local level develops as well. Partnership agreements are signed between Kaliningrad city and Lithuanian cities of Klaipeda, Vilnius, Kaunas and Panevezis. In 2001 Agreement on cooperation was signed between towns of Zelenogradsk (Kaliningrad region) and Neringa municipality (Klaipeda County of Lithuania).
The General Consulate of the Republic of Lithuania operates in Kaliningrad. The Consulate also has the Department on Trade and Commerce. The General Consulate of the Republic of Lithuania was expanded in terms of personnel in June 2003 in order to provide issuing of visas for Kaliningradians under new conditions and Consulate was additionally opened in Sovetsk.

In addition to the General Consulates of Poland and Lithuania, Kaliningrad also hosts the General Consulates of Germany and Sweden, the Chancellery of the Latvian General Consulate (authorized to issue visas), the Department of the Belarusian Embassy, the offices of the Honorary Consuls of the Republic of Armenia, Republic of Greece, Kingdom of Denmark, Republic of Italia and Republic of Croatia. Besides the Representative Office of the Hamburg Chamber of Commerce operates in Kaliningrad for many years. In September 2006 the Nordic Council of Ministers Information Office was opened in Kaliningrad.

The Agreement between the Russian Federation and the European Community on the facilitation of the issuance of visas to the citizens of the Russian Federation and the European Union entered into force in summer 2007 affected Kaliningrad region controversially. On the one hand, Kaliningradians involved in international cooperation in various spheres (if the fact of cooperation is confirmed) have the opportunity to get a free multiply Schengen visa. On the other hand, as the free multiply visas to Poland and Lithuania for Kaliningradians were cancelled, the passenger flow with these countries dropped rapidly and the tourism sector in Kaliningrad region and neighbouring Poland and Lithuania suffered greatly. The Kaliningradians hope that the visa regime will be paid an appropriate attention in the new PCA. However the possibility to apply the 50-km zone of privileged border-crossing regime (as in case with Ukraine) could lead to a ridicules situation, when almost half of population will have simplified entrance to Poland, the other half – to Lithuania, and a few percent of the region’s population will hot have the right to any border crossing privileges. Kaliningrad region should be regarded as an exceptional case and individual balanced approach is needed.

Cooperation between Kaliningrad region and its neighbours also develops within the format of international organizations and initiatives. Russia is the member of the Council of the Baltic Sea States. The issue of Kaliningrad region takes an important place on the agenda of this organization. Representatives from Kaliningrad Region regularly participate in activities organized within CBSS framework. Every year several CBSS meetings are organized in Kaliningrad region. Kaliningrad region is involved in the VASAB initiative, participates in the Baltic Subregional Cooperation Conference (BSSSC), and the Union of Baltic Cities (Kaliningrad and Baltijsk are the members of UBC).

Promotion of Euroregions is an important tool for the development of cross-border economic, political and cultural cooperation. Kaliningrad region participates in five Euroregions.

Euroregion “Baltic” is probably the most successful and effective project of this kind in the area. It is also the largest in terms of participants. The Euroregion was founded in February 1998 with the purpose of strengthening sub-regional cooperation on a multilateral basis and promotion of the regional initiatives. Pomeranian and Warmia-Masurian voivodships of Poland, Kaliningrad region, Klaipeda County of Lithuania, Blekinge, Kalmar and Karlskrona Counties of Sweden and Bornholm County of Denmark are the members of the Euroregion “Baltic”.

Euroregion “Lyna-Lava” was founded in 2003 by bordering districts of Kaliningrad region and Warmia-Masurian voivodship. Eastern districts of Kaliningrad region also participate in Euroregions “Neman”, “Saule” and “Sesupe”. Euroregion “Neman” was established in 1997 and unites border regions of Lithuania, Belarus, Poland and Kaliningrad region (since 2002). Euroregion “Saule” was founded in 1999. Lithuanian and Latvian municipalities and counties, as well as three municipalities of Kaliningrad region participate in the Euroregion. Euroregion “Sesupe” was founded in 2003. Fourteen municipalities representing Lithuania, Poland, Kaliningrad region of Russian Federation and Sweden participate in the Euroregion.

Kaliningrad region issue is among the concerns of the EU Northern Dimension Initiative. The region has been paid a significant attention during the EU-Russia dialog, particularly, within the framework of European Council.

Today for many institutions in Kaliningrad region the cross-border cooperation brings up an association with the international projects and particularly with technical assistance projects implemented under the grant programmes offered by the EU (TACIS) and a number of the EU member states (Danish foundation DEPA, German programme Transform, Swedish foundation SIDA, Dutch programme Matra etc.). Therefore the TACIS for many years have been the major source of funding for various projects aimed at improving of the border crossing infrastructure, institution building, transport sector development, enterprise restructuring, management training, environment protection, development of the social and health sectors etc. Since 1993 the Kaliningrad region has been involved in about 100 TACIS projects (several projects have not been finished yet) with the total budget of about 100 mln Euro, including 45 mln Euro for infrastructure improvements, 35 mln Euro for implementation of large scale consultancy projects and about 20 mln Euro spent for implementation of the small scale projects aimed at partnership development in various sectors. In addition to the general technical assistance projects, the Special Programme for Kaliningrad for the period 2004-2006 was adopted by the EU.

The EU Neighbourhood Programmes changed the pattern of Kaliningrad region involvement into the international projects and the cross-border cooperation in general. Joint efforts aimed at solving the common problems in areas of economic and social development and addressing the common challenges such as environment, health and social issues, border management, and people-to-people actions gradually replace the traditional technical assistance. In the programming period 2004-2006 the Kaliningrad region was involved into 2 Neighbourhood Programmes out of the twelve adopted for the eastern border of the enlarged EU. 

The Lithuania, Poland and Kaliningrad Region of Russian Federation Neighbourhood Programme was designated for collaboration of NUTS III border administration level territories in 2004-2006. It is co-financed by the European Regional Development Fund and TACIS.
The Programme territory covers Klaipėda, Tauragė, Alytus and Marijampolė regions (21 municipalities) in Lithuania, Pomorskie, Warmińsko-Mazurskie and Podlaskie voivodeships in Poland, as well as the entire Kaliningrad Oblast of Russian Federation. 45 projects with participation of institutions from the Kaliningrad region have been approved (most projects are to be completed in 2008, some projects will continue till 2009). Kaliningrad region benefited approximately 8 mln Euro under the Programme.

The Kaliningrad region also participates in the transnational Baltic Sea III B Neighbourhood Programme covering 11 countries. The region is involved in 18 projects under the programme.

The EU Commission underlines its willingness to pay a special attention to Kaliningrad the framework of the programming of financial cooperation with Russia for the period 2007-2013. The new Neighbourhood Programmes will support a large range of cross-border actions aimed at joint development of entrepreneurship and innovation, infrastructures in environment, transport, energy and communications, investments in economic and social cohesion, and cultural and educational exchanges. The Kaliningrad region will again be included into 2 programmes with similar geographical scope, although the funding opportunities for the Russian exclave will be increased. Particularly 132 mln Euro will be allocated by the EU Commission for implementation of the Neighbourhood Programme Poland-Lithuania-RF, Kaliningrad region for the period 2007-2013. It should be highlighted that the Kaliningrad region authorities and the regional community in general were greatly involved into process of preparation of the programme, including the selection of priorities and elaboration of the implementation procedures.

4.2. Infrastructure projects

The border crossing infrastructure improvements are probably the most noticeable and important EU funded international projects directly connected with investments in hard infrastructure development in Kaliningrad region.
 Therefore this direction of the EU technical assistance on the one hand could be regarded as certain compensation to Kaliningrad region and Russian Federation in general for inconveniences connected with the EU enlargement. On the other hand it is a part of the EU long-term investments into the development of the new periphery of the European Union.

In 2001-2003 the 570 thousand Euro project “Kaliningrad Customs Laboratory Equipment” was implemented by Eurocustoms, Denmark (the partner from the Russian side – the State Customs Committee).

As by June 2007, the EU investments to border crossing infrastructure in Kaliningrad region exceeded 10 mln Euro, while more funding is expected in coming years. Four border crossings are prioritized by the EU: Bagrationovsk-Bezledy, Chemishevskoye-Kibarti, Mamonovo II- Grzechotki, and Sovetsk-Panemune. The State Customs Committee is the Russian partner for the projects. It should be highlighted that the EU in parallel allocates significant funding to improvement of the border crossings and the road infrastructure on the opposite sides of the border in Lithuania and Poland thus indirectly contributing the long-term development of the Kaliningrad region by ensuring its inclusion to the pan-European transport corridors.

Reconstruction of the Bagrationovsk border crossing point (the main freight border terminal between Kaliningrad and Poland used for both local traffic crossing and the traffic form Germany and Poland to the Baltic States) was the first project of this kind implemented in Kaliningrad region. The project started in 1999 and was completed in Autumn 2003. The project funding of about 2 mln Euro assisted the construction of buildings, freight control areas, site roads, parking, and lightning.

The border crossing point Chemishevskoye located on the Crete Corridor 9D connecting Kaliningrad to the rest of Russia through Lithuania and Belarus was reconstructed within the 8 mln Euro Tacis CBC project by the Polish company Budimex. The project started in December 2004 and is to be completed in April 2008. The border crossing Kibarti on the Lithuanian side was financed under the Phare programme.

The State Customs Committee is the Russian partner for both projects.

The Tacis CBC indicative programme 2004-2006 allowed for financing the construction of the Mamonovo II border crossing point with Poland (Grzechotki), located on Transport Corridor IA. The memorandum of understanding was signed by the European Commission and the Federal Customs Service of RF on January 22, 2007. It was decided that the 13 mln Euro project will last for 3 years (including 1 year for the technical provision and 2 years for construction works). The funding will be used for construction of buildings, road and technical infrastructure and the parking places.

Sovetsk-Panemune border crossing point is also located on the Transport Corridor IA, on the section between Riga and Kaliningrad. The present border post on the Russian side is located in the city centre of Sovestk, while all traffic goes through the old Queen Luisa Bridge, which is one of the most important historical monuments in the region. As a result the bridge has become obsolete. The project is also included in the Tacis CBC Indicative Programme 2004-2006 and the expected volume of EU funding is about 10 mln Euro. This funding will be provided after the construction of the new bypass road and the new bridge via Neman River, which will be mainly funded by the state budget of RF for the Russian side and the EU structural funds for the Lithuanian side. The ownership of the new bridge will be shared by the RF and Lithuania.

The other issue related to the border crossing regime between Russia and Lithuania directly influences the tourism development in the two neighbouring regions of Klaipeda and Kaliningrad and particularly the possibilities for the cross-border water tourism in the Curonian lagoon. One could suggest that implementation of a series of international projects such as “Opening of the water-tourism route connection in the Curonian Lagoon (Klaipeda-Kaliningrad (Rybacy)” with Russian involvement as a non-financial partner, “Development of cross-boarder water tourism infrastructure between Russia and Lithuania in the Curonian Lagoon” (164 thousand Euro funding for the Russian partners) and others raised the issue of the border crossing regime improvement and facilitated the dialogue on different levels. The international tourist routs have already been elaborated and agreed with tourist companies and even the investments into the small harbours network development in Russian and Lithuanian parts of the Curonian Lagoon have already been made (particularly the installation of the floating piers, adopted for natural conditions of the Curonian Lagoon basin). However for many years it was simply impossible to get from Russia to Lithuania by water. 

In the end of December 2007 the intergovernmental Russian-Lithuanian agreement on navigation in the Curonian lagoon and the inland waterways of Kaliningrad region of RF and the Lithuanian Republic was signed at the 5th session of Russian-Lithuanian intergovernmental commission for commercial and economic, scientific and technical, humanitarian and cultural collaboration. Although many efforts have to be made by Russia to introduce the respective legislative changes and to develop the border-crossing infrastructure, this step could hardly be overestimated. It could definitely be assessed as a move towards supporting the economic growth of border regions in Lithuania and Kaliningrad Oblast by attracting greater flows of Lithuanian, Russian and other foreign tourists for entertainment cruise tours, making the resorts located around the lagoon more popular and creating a new image of an integral region of tourism for the world famous Curonian Spit and the bay.

The other important area for international technical assistance to Kaliningrad region is the investments into the water quality improvement. Although for the moment the financial assistance is mainly provided for consultancy, technology transfer, education and preparation of investments projects, more contribution to hard infrastructure is expected in the nearest future. The 2.2 mln Euro project “Water Environmental Monitoring and Management in the Kaliningrad Oblast” was implemented under the Tacis CBC programme in 2000-2002. The Kaliningrad Regional Administration was the partner from the Russian side. The project was implemented by the Danish company.  The largest project of this kind for today is the reconstruction of the waste water facilities in Gusev municipality. Indeed it is a series of 3 projects including 2 actions under the Tacis CBC programme (1 mln Euro “Small waste water Investment-Phase 1” (2004-2006) and 3 mln Euro “Small waste water Investment-Phase 2, Gusev” started in September 2006) and the NP project “Preparation of investment into water quality improvement facility in Goldap-Gusev cross-border region” with about 260 thousand euro Tacis funding provided to prepare the documents required for construction of the waste water treatment system in Gusev (March 2007 – April 2008).
 The other actions in this field also implemented under the Neighbourhood Programme Lithuania-Poland-Kaliningrad region of RF are as follows:

· sharing the expertise in preparing a project of building a modern waste water treatment plant in Guryevsk (January 2007June 2007, 160 euro Tacis funding);

· experience exchange between the Lithuanian towns of Kintai and Uogaliai (Silute district) and the Russian town of Polessk on waste-water management system development (about 215 thousand Euro for the Russian side from May 2007 to March 2008);

· reconstruction of waste-water facility in Krasnoznamensk city district (June 2007 – December 2008, about 360 thousand Euro of Tacis funding).

The notorious “Vodokanal” (the municipal water utility in Kaliningrad) project should also be mentioned in this section. About 10 years ago the EBRR and the Nordic Investment Bank (NIB) signed a loan with the Russian Government and the Scandinavian countries took the decision to provide the grant to assist the implementation of the Kaliningrad Water and Environmental Services Project aimed at investments into water supply and waste water treatment facilities. In 1999 the project was evaluated at about 56 mln Euro. However the project was “stuck” on the preparatory phase and most of the funding was not used at all (the disbursement of the NIB loan and the grant have not started yet). The situation cleared up after the audit conducted by the Accounting Chamber of RF in 2006. For the moment the cost of the project more than doubled (up to 150 mln Euro due to modern equipment costs increase).  The greater part of co-financing is to be provided by federal, regional and municipal authorities. In September 2007 the EBRR and the municipal water utility “Vodokanal” signed the 10,1 mln Euro grant contract (funding provided by the Danish and Swedish governments). The project implementation will allow to improve the drinking water quality in Kaliningrad and to reduce the pollution of the Baltic sea from the domestic and industrial waste waters.

A great number of consultancy projects with financing from less then a hundred thousand Euro to several million Euro have been conducted or still on-going in the region contributing almost all major areas of economic activity and hard infrastructure development. The project themes cover such areas as agriculture, energy sector, fishing industry, transport (both in the context of Kaliningrad region involvement into international transport corridors and the development of the solutions for the local traffic organization), port development (especially the maritime safety issues like prevention of oil spillovers), tourism sector development etc.

International cooperation is also influencing the town-planning principles applied in Kaliningrad region and the practical architectural solutions. We could assume that the World Ocean Museum complex and the “Fishing village” district project are the echo of the discussions held by the town-planners and architectures on waterfront urban development possibilities in the late 1990s. The renovation of the housing areas in Kaliningrad is greatly based on technologies transferred through the cooperation with the partner city of Berlin. The City of Kaliningrad today is developing an international dialogue of architects under the series of workshops entitled “Kaliningrad. Town-planning and development of the central part of the city”.
 The idea is to propose the city the variety of the best available solutions to make the city attractive for citizens, tourists and business.

Finally almost all EU funded projects have the equipment purchase component. The questionnaires distributed among Kaliningrad participants of the NP Lithuania-Poland-Kaliningrad region and analyzed by the Tacis Local Support Office in Kaliningrad showed that about 10-20% of the project budget comes on equipment purchase (about 10-30 thousand euro on average, although for some projects the cost of equipment reached up to 140 thousand euro and composed about 50% of the budget).
 The EU money is used for ICT equipment, laboratory and medical equipment, professional vehicles etc. These costs should also be considered as the hard infrastructure investments.

Therefore a great number of projects with significant investments could be described as influencing the so called “soft infrastructure” development in Kaliningrad region. First and foremost we should mention the EU-financed projects aimed at administrative capacity development in Kaliningrad region and particularly the on-going project “Administrative Capacity Building in the Kaliningrad Oblast” (7 million euro, 2006-2009). The project is aimed at strengthening the administrative capacity of local and regional authorities by providing the assistance on the implementation of ongoing budget, municipal and administrative reforms, as well as implementation of measures to enhance the competitiveness and investment attractiveness of the region. The IT equipment, software and multimedia equipment will be supplied to the Kaliningrad Regional Government and to selected municipalities under the project in order to strengthen their infrastructure to provide government services. The project aimed at municipal workers training is carried out in cooperation with Polish partners under the Neighbourhood Programme.

In this context we should also refer to the projects directly influencing the general business sector development (Technical assistance contract for promoting Trade and Investment in Kaliningrad Region, 2001-2002, 1 mln Euro) and particularly the projects focused on SMEs development in Kaliningrad region (Support to the Kaliningrad authorities in SME development, including the strengthening of the Kaliningrad Business Centre ("KALISME"), 2002-2004, 200 thousand Euro). For many projects of this kind the usually applied tools include the activities aimed at promotion of Kaliningrad business on the international market, assisting the partner search, technology transfer and personnel training.

Additionally we should focus on the considerable efforts taken by the regional government in order to promote the Kaliningrad region internationally and attract more foreign investments. Probably the most noticeable events are the presentations of Kaliningrad region in Kannes in 2006, 2007 and 2008 at the MIPIM exhibition regarded as the “world’s property market”. In March 2008 the Kaliningrad delegation headed by the region’s Governor Georgy Boos presented a number of large-scale projects. The biggest one is “Altstadt”, which is a restoration of the historical center of Kaliningrad (total area of 20 hectares). The other project is the construction of the 2nd phase of ethnographic, crafts and trade centre “Fishing village”. This year Kaliningrad region municipalities were also presented at the exhibition: Gusev municipality with the project of reconstruction of the central part of the town (overall area of 10,071 sq.m). Svetlogorsk municipality with the “Aquamarine” project about construction of the two hotels (5 stars and 3 stars, 105 and 160 rooms respectively) located on the Baltic Sea coast, and Zelenogradsk municipality, which presented the “Kranz Spa” project – a 19-storey complex of 5 buildings with 1000 room capacity.
 At the exhibition two memorandums of understanding were signed between the Government of Kaliningrad and MJBalt Ltd about financing Hilton hotel chain within a complex business and tourist center of 40, 000 m2 (80 million Euros investments) accompanied with the infrastructure and public space development of the downtown of Kaliningrad and with Russian Property Investments B.V. providing for developing Ancor hotel chain (50 million Euros investments).
 

The regional government also active in promoting the tourism market of Kaliningrad region (for example via the international tourism exhibition in Berlin ITB). Kaliningrad enterprises also use their own funds to participate in international exhibitions (individually or through the general or sectoral associations established in the region).

The other big group of projects is also developed in order to support Kaliningrad business but in the long-term prospective by influencing the labour market particularly through the education system improvement. The “Vocational Training and Labour Resources in Kaliningrad” (2 mln Euro, 2005-2007) is focused on the current mismatch between supply and demand of skilled labour. The major activities within the projects included the regular analyses of the labour market, development of career guidance for young people and establishment of centres of excellence to provide vocational training. Besides, two vocational schools with sectoral concentrations in construction and food processing overhauled their curricula and developed links with businesses in the region under the project. These activities were accompanied with the supply of equipment needed for training in modern production techniques. “Strengthening and Developing Business and Administration Education in Kaliningrad” project (2 mln Euro, 2005-2007) allowed to develop a modular curriculum of modern, high-quality training courses in business and public administration studies. The courses were tested on a pilot group of students (the top management of Kaliningrad region enterprises). The development of MBA/MPA programmes in Kaliningrad are planned as the follow-up activities.

The projects aimed at the social infrastructure development are of particular value for the Kaliningrad region. A number of AIDS/HIV-fighting projects have been successfully implemented in the region. The largest on-going project implemented by the Regional Government is the “Improving Health Status of Kaliningrad Region” (3 mln Euro, 2006-2009). The project activities include the public awareness actions on healthy life styles and support to polyclinics and other primary health care facilities, including mother and children health care services. Coordination mechanisms between civilian and penitentiary system facilities in HIV and TB control also receive attention. We can expect that the effectiveness of these actions will be especially high due to synergetic effect of coupling the foreign assistance with the substantial funding from the federal centre of Russian Federation through the so-called National Projects (first of all, the “Health protection” and “Education”).

Beyond a shadow of doubts the international cooperation has significantly contributed at the civil society development in Kaliningrad region. Many projects in various spheres including environmental protection, youth policy, public participation, women’s empowerment etc. have been implemented and still are on-going with assistance from the EU funds and particular EU-member states.

The last but not the least in this section is the projects providing the Kaliningrad region the possibility to integrate into the emerging regions of transboundary cooperation. These are the projects particularly aimed at the Euroregion “Baltic” development (Seagul RC "Russian component of the development strategy for Euroregion Baltic"; Seagull II: Strengthening institutional structures and spatial development capacities of Euroregion Baltic), South-Baltic-Arc area ("SEBco" - City-hinterland cooperation as motor for regional development in the South Eastern Baltic), and of course the Baltic Sea region cooperation in general (the “East-West” project as a part of the VASAB initiative).

4.3. Universities, cultural institutions, exhibitions

Many of the projects described above are implemented with direct involvement of the federal or regional authorities. Therefore numerous international initiatives are implemented through the institution-to-institution cooperation schemes. It is particularly true for the educational and cultural institutions.

The Kaliningrad region is actively involved into the EU TEMPUS programme aimed at encouraging cooperation, exchange, and networking between Kaliningrad and EU universities. 2 major universities in the region participated in 6 projects implemented under the programme:

· International initiative to modernise and restructure English teaching and teacher training at KSU, 1994-1997 (IKSUR, former Kaliningrad State University);

· Development of an International relations Policy, 1997-1998 (Kaliningrad State Technical University); 

· Education for Sustainable Development in Kaliningrad, 1998-2001 (KSU-IKSUR);

· FORESEE – Formation of Russian Expertise to Skills in Environmental Education, 2002-2003 (KSTU);

· Russia and the EU - an innovative curriculum development initiative to introduce European dimension, 2003-2006 (IKSUR)

· Curriculum development for competence promotion in environmental management and production integrated environmental protection 
(KSTU together with Bashkir State pedagogical institute). 

The European Faculty project at the Kaliningrad State University was started in 2000 within the CBSS activities. The aim of the EuroFaculty Kaliningrad was to assist in reforming higher education in Law and Economics at the Immanuel Kant State University, particularly to modernize the curricula, introduce new teaching methodology, establish new library and improve the IT facilities, provide the with language training for the academic staff. Teachers and student mobility was an important part of the project and many students participated in foreign exchange programmes and Ph.D. courses. At the Final Conference on EuroFaculty Kaliningrad held on October 4-5, 2007 it was underlined that the Council of the Baltic Sea States considers the EuroFaculty in Kaliningrad a very successful project. Moreover, it was described as “one of the most important and concrete successes of Baltic Sea cooperation”.

The successful international cooperation would be impossible without good partnership links. Particularly the Immanuel Kant State University of Russia has partnership agreements with about 40 institutions of higher education from Sweden, Finland, Norway, Denmark, Poland, Lithuania, Latvia, Germany, Austria, Luxembourg, France, Greece, USA and New Zealand. The main forms of international co-operation are in-service training of professors and lecturers, joint research, guest lectures, symposiums and scientific conferences, staff and student mobility. The other important platform for development of educational and research cooperation is involvement of IKSUR in international networking within the frames of larger university partnerships, first of all the Baltic University Programme (BUP) coordinated by Uppsala University (Sweden) and the Baltic Sea Region University Network (the secretariat is located in Turku, Finland).

The Baltic University Program is a network of more than 180 universities or other institutes of higher learning in 14 countries within or partly within the Baltic Sea drainage basin. The Programme focuses on questions of sustainable development, environmental protection, and democracy in the Baltic Sea region. The aim is to support the key role that universities play in a democratic, peaceful and sustainable development. This is achieved by developing university courses, and by participation in projects in cooperation with authorities, municipalities and others. The Kaliningrad Region Center for the Baltic University Programme was founded in 1997. The Center offers courses produced by the Baltic University Program, provides students with information, literature, helps our students to participate in the international conferences, seminars and programs, participates in the international projects conducted by the Programme and coordinates the activity of universities participating in the Baltic University Program within Kaliningrad region.

The University has well established contacts with the Delegation of the European Commission to Russia. The EU information centre was established at IKSUR in 2002 with the purpose of the dissemination of information about actual events in the area of interaction between European Union and Russia (including that of the Kaliningrad region). The hard copies of books and reports (analytic reports and surveys, statistic materials, Session reports of European Parliament and EU Court, documents of Economical and Social Committee of European Commission, year reports of European Investment Bank etc.) are publicly accessible at the university library.

IKSUR actively participates in the Neighbourhood programme projects. Especially good connections are established with Klaipeda University. Partner universities jointly implement 3 projects (“RESAREA: Establishment of Bipolar area of Science and Research Kaliningrad-Klaipeda”, “Harmonising development of landscape: formation of tourism objects environment implanting new plants” and “New approach to migration regulation in south-eastern Baltic Sea area: the European context”). One of the key long-term results of the RESAREA project is the establishment of the Centers for cross-border studies in both universities aimed at facilitation scientific collaboration on issues of common concern. The centres shall form the basis for creation of a joint network Institute for cross-border studies. This key functions of the Institute are as follows: realization the monitoring of cross-border cooperation processes with participation of Klaipeda County, Lithuania and Kaliningrad region, Russia; providing consulting and methodical support to researchers of both universities, who are working on the cross-border problematic; developing the cooperation to regional and local authorities and non-commercial organizations of Kaliningrad Region and Klaipeda County, establishing relations with business community, cooperation with organizations, which are participating in cross-border cooperation in the Baltic Sea region. In fact in other NP projects the IKSUR acts as a resource centre and a mediator assisting the interaction between various stakeholders in Kaliningrad region and abroad (regional and local authorities, NGOs, cultural institutions etc.).

The international cooperation in culture is probably the area, which is the least dependent on availability of funds, grants, programmes etc. It is a cooperation field where the human contacts as such are established across the border by the most creative, open-minded and politically not bounded part of the society. The development of the regional economies (attracting investments, creating new jobs etc.) is obviously the last goal of this exchange. Therefore one could hardly deny that the cultural contacts greatly contribute the intercultural communication, the mutual trust, better image of the partner regions in the eyes of their counterparts, and thus positively influence the long-term development. The cultural ties could forerun and even facilitate the intensive economic cooperation, although the major goal is to create “better societies”.

At the same time we should underline that culture could be regarded as the basis for the development of the most advanced economic branches of the modern post-industrial knowledge-based economy, the so-called “creative industries” (also known as the “cultural industry”). These usually include Advertising, Architecture, Arts and Antiques, Crafts, Design, Fashion, Film, Video and Photography, Software, Computer Games and Electronic Publishing, Music and the Visual and Performing Arts, Publishing and the Broadcast. These industries focus on creating and exploring the intellectual property products which are characterized by a high degree of aesthetic originality
. Development of the creative industries thus becomes a motor for growth of all traditional industries such as manufacturing, retail, tourism etc. In this sense culture is both a source of inspiration and an important resource.

The international cooperation in culture thus becomes an important part of the production process and in broader terms could be regarded as a tool to allow for a free exchange of creative ideas and the movement of highly qualified creative labour force, thus ensuring a high quality of creative products. The international cooperation is also in core of the process of creation of the global distribution markets for creative products.

The Kaliningrad region is actively involved in intercultural cooperation. The art exhibitions and guest performances by musicians, orchestras and theatres mainly from neighbouring but also from remote countries, as well as the tours of the Kaliningrad artists abroad have become an inevitable part of the cultural life of Kaliningradians. The cultural exchange is especially intensive between the twin cities. Each year the guests from Lithuanian, Polish, German and other partner towns participate in the “town day” celebrations organized all other the region. The Kaliningrad and the main seaside resorts in the region Svetlogorsk and Zelenogradsk host annual or biennial international festivals and contests:

· the Mikael Tariverdiev international organ competition, which is the first international organ contest held in Russia. This international event is held in Kaliningrad once every two years from 1999 onwards. The contest organizers say that the selection of Kaliningrad as site of the Competition was not incidental – “this Russian enclave is convenient for European traveling and surrounded by organ tradition countries like Poland, Lithuania, the whole Baltic region. Opening up Russia for Europe and Europe for Russia is one of the objectives of this Competition”
. Indeed the Kaliningrad region today has become one of the important centres of organ music. The first organ was installed in the Kaliningrad Concert Hall (Philarmony) in 1982. The new organ complex was installed as the part of the reconstruction of the Koenigsberg Cathedral located on the Kant’s island in the heart of the city. In 2006 the small organ (32 registers) was installed by the German firm “Alexander Shuke". In January 2008 the new organ was opened. The instrument made in barocco style following the appearance of the organ, which was lost in fire of the Second World War, is reconstructed by the prewar drawings and pictures. Today it is the largest in Russia (4 manuals, 90 registers and 8500 pipes). All works on installation of both organs and creation of the appropriate conditions are financed by the Russian government under the decision of the President. Besides, in Svetlogorsk resort the small private organ hall is located;

· Day of the City of Kaliningrad (very beginning of July) is one of the major holidays in the region; a number of connected international events, concerts of classical and popular music; exhibitions and performances; a lot of guests from twinning cities from Russia and abroad. The 750th anniversary of Koenigsberg/Kaliningrad held in 2005 attracted the unprecedented attention towards the city and became an important step for the town development and presenting the new image of the city (especially in terms of reconstruction of the existing cultural and architectural monuments (like the Royal Gates) and constructing the new objects - the Orthodox Cathedral, the public gardens as the presents by the partner towns from Lithuania, Germany, Sweden and Netherlands to the Kaliningrad city; the Fishing village complex, and of course the new look of the Victory Square);

· Bachosluzhenie (mid July) - a music festival organized in honor of great German musician I.S. Bach. Almost all famous European musicians come to Kaliningrad to play Bach in the Kaliningrad philharmonic hall;

· The contemporary annual dance festival of European contemporary choreography and dance performances TanzTranzit is held every in April in the City Music Theater;
· The Day of the City of Chernyakhovsk held in the beginning of August is organized as a historical festival and a role play taking place on the base of famous Insterburg castle. The event is visited by foreign tourists and participants, mainly from Poland and Lithuania;

· In the town of Bagrationovsk on the Russian-Polish border each February a special reconstruction role play is held in the honour of the Preisschits-Eilau battle which took place during the Napoleon war in 1807. Lithuanian, Polish, Belarusian and Russian historical clubs and numerous tourists participate in a 2 days event;
· The second international festival of arts “Russian music of the Baltic coast” is to be held in April-June 2008. The major concert halls in Kaliningrad will host the world known orchestras and theaters from Moscow, Berlin, Stockholm etc.;
· The Baltic Debuts Film Festival will be organized in 2008 in Svetlogorsk for the 5th time. The goal of the event is to show the new works of young film directors from Russia, the Baltic countries and Northern Europe to the wide audience. Each film director offers his or her own creative solution, flavored by the traits of national character. The participants compete for the 3 main prizes;
· The «Baltic Seasons» Festival was created to become a sort of cultural bridge to connect East and West. The festival lasts for several months when the tourist season in Kaliningrad region is in its height. The festival grants both region dwellers and tourists from mainland Russia and abroad the opportunity to get to know the best examples of the Russian culture: theatre, classical music, ballet, cinematography. This year the festival is to be organized for the 5th times from July to November on the best grounds of Kaliningrad and Svetlogorsk;

· Jazz is very popular in the region. Kaliningrad hosts two international jazz festivals. The slogan of the international festival Don Chento Jazz is “…one more reason to visit Kaliningrad!”. The festival occupies the big open air scene in the Central Park and small open air scene in the city near the theatre. The world-known bands from the USA, Cuba, Germany, UK, Lithuania, Israel, Finland and of course Russia participate in the 3-days jazz marathon in the peak of the tourist season. In November the Kaliningrad regional concert hall organizes the other international festival “Jazz at the Philarmony”;
· The Biennial Graphic Art of the Baltic States “Kaliningrad-Koenigsberg” is the international contest of artists from the Baltic Sea region countries. The first event was held in 1990. In 2008 the 9th contest is to be organized. This year event will be held under the aegis of the International Committee “Ars Baltica”.  The project is financed by the Federal Agency of Culture and Cinematography of the Russian Federation,  the Ministry of Culture of Kaliningrad Region Government,  by Ministries of Culture of  the participating countries,  as well as by  sponsors and own funds.
For many events which are described above choosing Kaliningrad has the clear message. The city and the region are used as the meeting point between the East and the West. Therefore the belonging both to the Baltic sea region and Russia has become symbolic for Kaliningradians, which is clearly reflected by the titles of the major cultural events of the region. 

Most events get significant financial support from the federal, regional and local budgets as well as sponsor funding. Although in 2007-2008 the international cooperation in the cultural sphere was greatly supported by the EU funds through the Neighbourhood Programme Lithuania-Poland-Kaliningrad region of RF. 12 out of 46 approved projects with participation of Kaliningrad region are directly connected with the cultural sector:

· “Culture and Arts” project aimed at strengthening the co-operation between Poland and Russia in the field of culture. The project was implemented within 3 workpackages: “The system of additional professional education” aimed at implementing innovative programme of trainings for culture professionals; “The effective communication” aimed at creating a system of constant exchange of information among cultural organizations in the Russian-Polish border-region; “The cross-border co-operation development strategy” laid fundaments for future partnership and common projects;

· “Development of common cultural sphere of Euroregion Nemunas”;

· “Development of the structures promoting historical heritage in Sopot, Gdańsk, Svetlogorsk and Ozersk” (development of museum facilities in partner towns);

· “Poetry – art without limits, goods without duty” – network-building project for poetry loving organisations in Poland, Lithuania and Russia. They gathered together for a series of vocal and theater workshops, seminars, lectures, meetings, movies, joint artistic presentations (post-workshop performances, concerts), poetry gatherings, competitions, etc.;

· Internet Festival of Literature „Euroreading 2007“;

· “Dance unites us” (youth cultural events);

· “Polish-Russian School of cultural heritage protection STUDZENKA 2007” (the project focused on overcoming the problem of lack of conservation and restoration specialists in the region. The youth from Kaliningrad and Gdańsk studying architecture and construction participated in a number of trainings, exchange visits and workshops);

· “Castles of the Baltic Sea region – revitalization and promotion of objects” – the project is aimed at the tourist use of the gothic heritage (12 castles in Poland and 9 in Russia) and joining the objects to the network of the Gothic Castles in the Baltic Sea region;

· "War and Peace - The 200th anniversary of the Battle of Heilsberg and the Treaties of Tilsit. The beginning of European Home". The project partners organised a tremendous commemoration of the 200th anniversary of the battle of Heilsberg and signing the Treaties of Tilsit. Historic costumes were produced and battles reconstruction was organised. A grand ceremony commemorating signing the treaties of Tilsit in the middle of the river Nemunas by the French, Russian and Prussian emperors was also held in Sovetsk (historic Tilsit). Project partners organised scientific historical conferences and workshops, produced dissemination material. The organizers hope that the project is to become an effective kick-off for future neighbourhood co-operation;

· ‘Lagoons as the cultural and historical crossroads of peoples in the South-Eastern Baltic area” (CROSSROADS). The area of Curonian and Vistula lagoons for centuries has been the place where many peoples of the Baltic Sea region are interlinking and influencing each other. The multicultural history of the area is in the focus of the project activity. Revealing the facts, identifying and developing historical objects which reflect the multicultural history of the lagoon areas create the ground for preservation, development, promotion and sustainable use of common historical and cultural heritage. One of the key outputs of the project will be the planning documentation for construction of ethnographic open-air museum – the first one in the region;

· "Baltoslavia" – development of creative organisations’ cross-border contacts Writers, photographers and other creative people from Russia and Lithuania had the chance of participation in 47 events sharing their works;

· “History of wars of 20th Century in memorials for their participants”. The partners of the project are restoring 14 monuments for war victims in Kaliningrad and are launching the data base of all the military monuments.
 

Most of the international projects are implemented within the partnerships established not internationally but also within the region. Projects involve regional and local authorities, educational institutions, NGOs and obviously the cultural institutions themselves (museums, libraries etc.). Although the projects are mainly focused on the development of intercultural exchange, the participation in international projects indirectly contributes the implementation of new management schemes to the daily activity of cultural establishments, use of ICT, transfer of modern technologies etc.

4.4. Estimations of EU cooperation

As a matter of fact, the presented overview of international cooperation with involvement of Kaliningrad region highlights only the major facts and examples, as the 17 years of international cooperation history already could not be described in a small chapter. Nevertheless we could try to make some conclusions and evaluations out of the conducted study.

First of all the international cooperation has already become the daily routine for many organizations and institutions in the region. There is n now a clear understanding of its opportunities and international cooperation is considered by many as a resource for organizational changes.

The figures are also impressive: over 100 of Tacis financed projects and over 60 Neighbourhood Programme financed projects. There is no statistics available on the projects financed by the national funds of the EU countries and also the USA, and one could hardly calculate the contacts when the Kaliningrad region is involved in various events (study visits, conferences etc.) without direct financing.

The Tacis local support office in Kaliningrad has conducted the interview of the organizations in Kaliningrad region involved into cooperation under the NP Lithuania-Poland-Kalinignrad region of RF. There were 24 responses from public and private organizations from various spheres including regional and local governance, business associations, NGOs, education and research, health care and culture. For 10 institutions this project was the first experience of participation in the international project and only 3 institutions participated in 2 or more projects before. Therefore 16 institutions were responsible for managing the Russian part of the project. One of the questions in the questionnaire was about how the relations with the project partner changed over the course of the project. 19 institutions indicated, that the relations improved, 4 – that remained the same and 1 – that relations worsen. Nevertheless all 24 respondents indicated that they are ready to participate in international projects in future.

 We could also try to answer the questions about the geography of cooperation and whether the Baltic Sea region could be identified as the target region for Kaliningrad region international efforts. First of all, when the large Tacis technical assistance projects were implemented, the complicated procedure for selecting the contractor was conducted almost without participation of the region itself. Then the geography of cooperation was rather broad. Although the BSR countries like Denmark, Sweden, Poland etc. were actively involved, many projects have been implemented by the UK, France, Netherlands and other more remote countries.

On the other hand when Kaliningradians were sort of invited to the partnership projects or got the opportunity to initiate their own projects, the geography of cooperation narrowed significantly. On the one hand it is connected with the availability of the funding resources (first of all via two NP areas – the Baltic Sea region and Lithuania-Poland-Kaliningrad region of RF cooperation area). The intense cooperation with the direct neighbours from Poland and Lithuania is quite obvious due to small distances, the relatively good accessibility and previously existed simplified visa regime. Even when there was lack of funding for such projects, the human contacts were developing quite well, and most of the towns of Kaliningrad region have most of the twin cities agreements signed with Polish and Lithuanian towns.

When it comes to the Baltic Sea region in general, we should admit that despite of availability of funds (even before the Neighbourhood Programmes there was a possibility to joint the Interreg BSR projects via Tacis CBC Small Project Facility instrument) there is lack of contacts with the northern part of the Baltic Sea Region. Most contacts are established within the Southern part of the Baltic Sea area (Northern Germany, Denmark, Southern Sweden, Poland and Lithuania). Once again the lists of twin cities and partner institutions could be the evidence for that. Another example is the map illustrating the geography of cooperation of Kaliningrad region and St.-Petersburg in the projects financed under the Interreg IIIB BSR programme (figure 2.3.). These 2 regions are most actively involved in BSR cooperation and the quantitative indicators of participation are almost equal, while other regions of the North-West Russia are lagging behind in this sense. We could clearly see that Kaliningrad region is strongly focused on the Southern part of the BSR, while St.-Petersburg is cooperating on a pan-European arena. The other aspect which distinguishes Kaliningrad region in terms of BSR cooperation is a high level of involvement of the municipalities in the region (towns other than Kaliningrad). The same is true for cooperation under the NP with Poland and Lithuania.

In this context we could express the disappointment that the Kaliningrad region is actually excluded from the South Baltic Cross-Border Cooperation Programme 2007-2013. Hopefully the region will at least be able to join this cooperation via available financial instruments.
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	Fig. 2.3. The intensity of cooperation between St.Petersburg and Kaliningrad region and other regions of the Baltic Sear area (number of connections will all project partners involved in the Interreg IIIB BSR projects)


5. Trade and direct foreign investments to the Kaliningrad region

5.1. Statistic Data

The above-mentioned problem factors are slowing down the development of the Kaliningrad region and putting the obstacles in the way of creation of positive climate for the investments, especially for foreign ones. However the region still has high potential in this sphere due to the advantageous geographical location between the main part of Russia and the EU, the presence of non-freezing port, the special economic zone that allows the residents of the regions to use tax deductions.

 Foreign-economic activity is actively conducted in the Kaliningrad Region. Foreign trade turnover amounted 8205,7 million USD in 2006, which is 32,4% more than previous year. As it was said above, the regional economy depends on an import largely. A legislative base, the development of the assembling and processing productions, active development of building and furniture industries of the region, as well as the growth of purchasing power of population promote the import. The engineering production, manufactured goods, and the products of chemical industry, prevail in the commodity structure of import.

An export is mainly directed to the sphere of a raw material, and it consists to 70% of mineral fuel. Mechanical engineering constitutes 11,1% of the cost volume of export. Among the exported wares There are ships, tractors, control and measuring devices, trucks and trailers among the exported goods 
. 

In January-September of 2007 the export of goods and services increased on 73,2% in comparison with the same period of 2006, the export of mineral resources was still dominating. The import of goods and services increased to a less degree – on 52,7%, the structure of import was not changed substantially.

For the strengthening of the positions of the Kaliningrad region at the international market, it is necessary to increase the export of products of processing industry, especially high-tech products. One of the methods of achievement of this strategic purpose is the attraction of foreign investments to the economics. It is conditioned by the fact that foreign investors have more strict requirements to the quality of producible products, and the applied technologies while investing funds into the manufacture. 

One of indexes of attractiveness of region for foreign investors is the quantity of enterprises with foreign capital participation. There were 3215 of such companies or 6,8%  from the general amount of legal entities, incorporated in the region at the end of 2005 and the greater part of such enterprises was located in Kaliningrad (2471).

The total contribution made by the foreign investors to the authorized capital stock of the enterprises amounted 3,6 billion of rubles to the end of 2006. The majority of enterprises chose such a field of activity as wholesale and retail trade, including trade through agents. The turnover of enterprises with participation of foreign capital was 31 billions of rubles that year and increased in comparison with previous year on 26,7%. According to the data of statistical supervisions the accumulated foreign capital in the economy of region was the 212,1 billions USD at the end of 2006, that was 29,7% more than at the end of previous year. The direct investments accounted for the biggest unit weight of the accumulated foreign capital - 52,3 % (110,9 billion USD). The biggest amount of the accumulated direct investments fell to Lithuania - 34,9 million dollars, Poland - 17,3 million dollars, Great Britain-12,5 million dollars, Germany - 10,6 million dollars
.

Regarding the types of the economic activities, at the end of 2006 the greatest volume of the accumulated foreign capital fell to processing manufactures (60,5 %), including manufacture of machines and the equipment (33,2 % in volume of processing manufactures), manufacture of automobiles, trailers and semitrailers (31,8 %) manufacture of cellulose, a wood pulp, a paper, a cardboard, etc. (9,9 %). The enterprises carrying out financial activities (leasing) consisted 19%, the enterprises specialized in operations with real estate – 5,5%.

The growth rates of the foreign capital slowed down a little in 2006. The growth per year was 17,8 % in 2003, and - more than 20 % in 2005. On the contrary, the growth was only 7,3 % (from 75281 to 80814 thousand USD) in the examined year. The volume of direct investments increased from 18764 up to 21210 thousand USD. In spite of the fact that their size has not reached a level of 2004, it is the positive tendency against the background of decrease of the direct foreign investments in 2005 (Figure. 3.1).
In 2006 the direct investments have grown on 13 % in comparison with the last year. The greatest increase in volumes of direct foreign investments in comparison with 2005 is marked in wholesale and retail trade; repair of vehicles, motorcycles, home appliances and subjects of private use – on 86,5 %, and also in the organizations working in the sphere of transport - 91,9 %, in processing manufactures - on 16,8 %, including textile and sewing manufacture - in 2,5 times, in the sphere of financial activities - on 5,3 millions dollars (in 28,4 times).
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Fig.3.1. Dynamics of foreign investments в 2002-2007
.

In table 3.1 the structure of direct foreign investments is presented on the basis of different kinds of activity. The processing manufactures accounted for 11,6 billion dollars (54,5 %)of all the volume of the direct investments. The basic investors to the enterprises of this kind of activity were Lithuania (84,4 %) and Great Britain (8,6 %). 81,7 % of direct investments to processing manufactures accounted for manufacture of machines and the equipment.
26 % of direct foreign investments have been directed to the enterprises that were carrying out financial activity. 10,7 % of all direct investments were directed to the enterprises that were carrying out wholesale and retail trade. Basically, these were the investments from Great Britain, Poland and Germany. 4,9 % of the whole volume of direct foreign investments were directed to the enterprises of transport and communication, there the basic investors were Germany and Channel Islands. 
In 2006 foreign investments were drawn to 7 cities and territorial districts of the Kaliningrad region. Receipt to the administrative-territorial formations was uneven: 82 % of total amount of receipts were drawn to Kaliningrad and all the other districts received only 18 %.

Table. 3.1. Receipt of direct foreign investments according to the kinds of economic activity in 2006 (thousands USD)

	
	Received
	IN % to total

	all
	21210,2
	100

	agriculture, hunting, forestry management
	6,5
	0,03

	Fishing and fish-breeding
	-
	-

	Processing productions
	11568,8
	54,5

	Construction activity
	77,5
	0,4

	Wholesale and retail trade; repair of vehicles, motor cycles, home appliances and articles of the private use
	2261,8
	10,7

	Hotels and restaurants
	3,9
	0,02

	Transport and communications
	1031,2
	4,9

	Financial activity
	5533,5
	26,1

	Operations with the real estate, a lease and grant of services
	422,9
	2

	Granting of other communal, social and personal services
	243,9
	1,2


It is possible to use a parameter of volume of foreign investments per capita for comparison of investment activity in the Kaliningrad region with other Russian regions. This parameter was 86 USD in the Kaliningrad region, including direct investments of 23 USD. In the rest of Russia this sum was four times higher - 387 USD (96 dollars of direct investments). 
There were investments from 24 countries to the regional economy in 2006. The list of the most important countries - investors contains Netherlands (26,4 %), Lithuania (22,1), Switzerland (15,1 %), Cyprus (11,2 %), Poland (8,7 %). Lithuania, Poland and Great Britain became the leaders regarding the direct investments  (tab. 3.2). It is worth noting, that besides afore-mentioned countries the receipts of the foreign capital from such countries as Sweden, Norway, Denmark, Bahamas have increased considerably. 
The income received from foreign investors into the regional economy has increased in 33,3 times in 2006 in comparison with 2005 and it amounted at 7,5 million USD, including the income from direct investments - in 9,8 times. (0,8 million USD). Among the directions of usage of foreign investments the increase of turnover means of the enterprises (payment of raw material and materials) – prevails and amounted to 43%; but the significant part was invested in a fixed capital and amounted to 23 %.

Table 3.2. Main states-investors in 2006 , thousands USD

	
	Received in 2006 .
	including

	
	total
	IN % to total
	direct
	IN % to total

	All
	80813,9
	100,0
	21210,2
	100

	Including
	
	
	
	 

	Great Britain
	3799,7
	4,7
	2000,7
	9,4

	Virgin Islands (USA)
	2,4
	-
	2,4
	0,0

	Denmark
	1338,3
	1,7
	622,7
	2,9

	Lithuania
	17858,3
	22,1
	9923,8
	46,8

	Germany
	1968,7
	2,4
	714,8
	3,4

	Switzerland
	12210,0
	15,1
	-
	0,0

	Cyprus
	9090,0
	11,2
	213,4
	1,0

	Poland
	6944,1
	8,7
	6175,7
	29,1

	Netherlands
	21367,5
	26,4
	44,8
	0,2

	Channel Islands
	1040,0
	1,3
	900,0
	4,2

	USA
	547,0
	0,7
	145,4
	0,7

	Estonia
	522,0
	0,6
	0,4
	0,0

	Other countries
	4125,9
	5,2
	466,1
	2,2


For some enterprises in Kaliningrad region the foreign investments are the important factor for business development. Many enterprises can find resources within the region or in other regions of Russia. Moreover, many successfully developing enterprises in the region invest beyond the borders of the Kaliningrad region themselves. For example, some retail companies which first emerged in the Kaliningrad market are penetrating the markets of other Russian regions and CIS countries. Consequently, they allocate considerable investments into establishment of the supermarkets out of Kaliningrad region. Such enterprises particularly include the chain of construction materials supermarkets “Baucenter” (investments to Krasnodar, Omsk and Nizhny Novgorod) and the food supermarkets chains, including the group of companies “Viktoria” (investments to Moscow and St.-Petersburg) and the group of companies “Vester” (many Russian regions, as well as Belarus, Ukraine and Kazakhstan).
The total volume of accumulated Kaliningrad region investments abroad by the end of 2006 was 0,5 mln US dollars. As the volume of the portfolio investments decreased on 9,5 mln US dollars, the total volume of investments dropped on 95,2%. The greatest part of Kaliningrad capital abroad (79,3%) is allocated by the oil and gas extraction enterprises in Cyprus in the form of portfolio investments (the shares and stocks). Almost 20% of investments by the processing industries (chemical industry) in for of shares and stocks has been accumulated in the Republic of Belarus and only 1,1% of tangible and intangible assets of enterprises in the sector of transport and logistics is has been accumulated in Denmark.

Table 3.3. Investments from Kaliningrad region abroad by type, 2006, thousand US dollars

	
	

	
	

	Direct investments
	50

	including:

Capital contributions
	50

	Tangible and intangible assets
	5

	Cash
	45

	Portfolio investments
	428,1

	including:

Shares and stocks
	428,1

	Total volume of accumulated investments
	478,1


5.2. Marketing strategy of the foreign companies
The Kaliningrad region possesses the advantages to attract the foreign capital. The interviews with the representatives of 6 enterprises with participation of the foreign (European) capital have been carried out during realization of the project to define, the most important advantages for investors. Among them there were enterprises with participation of Swedish, the Lithuanian, German and Croatian capital (tab. 3.3). 
Table 3.4. The enterprises with participation of the foreign capital

	The name of the enterprise 
	 The country - investor 
	 A kind of activity

	«Vesennij Ilm» Ltd.
	 Lithuania 
	 Release of metal and plastic products

	"Business-expert" Ltd.
	 Sweden 
	 Consulting services

	«Gromann KRD» Ltd.
	 Germany 
	 Services for granting building cranes for rent.

	"Orbita2" Ltd.
	 Sweden 
	 Manufacture of industrial electronics

	"Produkty Pitaniya” Ltd.
	 Croatia 
	 Manufacture of the frozen                semi-finished products

	"Rosbalticum" Ltd.
	 Sweden 
	 Manufacture of metal containers for litter secondary raw materials


The purpose of interview was to reveal the potential of the Kaliningrad region for drawing foreign investments and directions of marketing strategies of the foreign companies acting in territory of the region. For this purpose the representatives of the foreign companies were asked the following questions: (see the appendix  №1):
- About the reasons which made the foreign investors put up the money on the territory of the Kaliningrad region;
- About the additional opportunities of further acting in the territory of the region;
- About the difficulties for their business development; 
- About a role of the Baltic region in marketing strategy of the company;
- About the conditions of business development.
There were the following reasons among those, which made foreign investors choose the Kaliningrad region: rather low expenses for remuneration of labour, the advantages of special economic zone, opportunities of accessing the Russian market and the absence of competitors in the Kaliningrad market. The opportunity to lower costs because of low expenses for remuneration of labour was the essential factor to the Swedish investors. Two respondents representing the companies with participation of the Swedish capital named this reason. Absence of competitors in the Kaliningrad market was important also for two enterprises - "Produkty Pitaniya" and “Gromann KRD”. Opportunity of accessing the market “Big” Russia was more essential to investors, this factor was named by three respondents. But the major Kaliningrad region’s attractiveness for foreign investors is the Free Economic Zone: four respondents have named this reason as determining their choice for choosing Kaliningrad region for investments. 
Besides the Free Economic Zone, the branches of enterprise are the important factors for foreign investors. For example, for “Orbita2” Ltd., which produces the innovative production, the most important factor is the presence of the qualified labour in region. For "RosBalticum" Ltd. one of the reasons of the establishment of production in the region was a low price for metal, which is actively used by the enterprise. The enterprise “Gromann KRG” works in the Kaliningrad market because of large-scale building (especially industrial), and the need for building cranes, which are not produced in region. The company “Food stuffs”, importing the raw materials, marks the presence of nonfreezing seaport and closeness to Europe where partners on the equipment supplies are working as the significant factor.
Among the additional opportunities of the Kaliningrad region, which can be used for further development of business are the development of transport branch and increasing the availability of territory, development of an infrastructure of business - services, development of human resources, both quantitative, and qualitative, growth of well-being of consumers, and also expansion of inflow of investments into manufacture as well. The greatest expectations of the foreign companies are connected with the development of transport branch and increasing the availability of territory. 

Problems and barriers, which foreign investors face on a territory of the region, are connected, basically, with administrative barriers, because their presence was mentioned by four respondents. Work of administration of the region is estimated as poor by several enterprises, thus, they express opinion, that the Government actually does not promote attraction of investments into region, does not give all necessary information to the potential investors, does not create positive image of the region for investors. Partly, the opportunities of regional authorities are limited to the federal legislation and objective conditions, but for achievement of the strategic purposes of development of the region, it is necessary for them to show the initiative, and to help the investors. However, some large investors do not feel essential administrative barriers. 
Essential restrictions are caused by inadequate development of a transport infrastructure, rise in price of labour, which is observed recently, and by drawbacks in legislative base for work of foreign investors in the Kaliningrad market. Another problem of enterprises is shortage of highly skilled employees. Therefore they are forced to use the experts from abroad, and to train workers on manufacture. The enterprises also have specified insufficient throughput border transfer the regions in this connection, experience complexities during the activity. 
For the industrial enterprises, which are acting in the Russian market, complexities arise in connection with exclave position of the Kaliningrad region. It is difficult for them to plan charges on delivery of production by railway transport because the railway to other territory of Russia passes through Belarus and Lithuania, and the transit conditions depend on relations with these countries. Thereupon, the enterprises rely on the opportunity to use the port, which is under construction in Baltijsk. There are also some problems with power supply for the industrial enterprises. There is a deficiency of natural gas in the region and consequently in the winter it is supplied to the enterprises as far as possible. Therefore, some stoppages of the production in company “Produkty Pitania” take place. Besides that, the enterprises have to solve a problem with the electric power independently: to modernize substations and to build electric mains.

During the interview respondents have determined the role of the Baltic region in marketing strategy of the companies. As the considered enterprises are created at participation of the capital basically from the countries of the Baltic region, its role in development of the companies is essential. Swedish enterprises RosBaltikum and the Orbita consider it as a commodity market of production. Firm Gromann KRD is included into a network of representations of the same named German company in the countries of the Baltic region - Poland, Lithuania, Latvia and marketing strategy is consequently a part of strategy of the company - founder. 
5.3. Estimation of the conditions for business
During the interview of respondents were asked to estimate conditions for the business, developed in the Kaliningrad region, using a 10-ball scale, by the following criteria:
- Transport;
- Infrastructure (presence of financial and consulting institutions);
- The land;
- The real estate;
- Labour;
- Administrative barriers.
Results are submitted in table 3.4 in which serial numbers are given to the enterprises. Average value of estimations is calculated under the formula of average.
Table 3.4. An estimation of conditions for business in the Kaliningrad region
	Criterion
	1
	2
	3
	4
	5
	6
	Average value

	Transport;
	7
	9
	9
	5
	7
	2
	6,5

	Infrastructure
	5
	8
	6
	6
	5
	2
	5,3

	Land
	4
	7
	8
	8
	5
	0
	5,3

	Real estate
	6
	10
	8
	8
	5
	3
	6,7

	Labour;
	5
	3
	5
	8
	4
	4
	4,8

	Administrative barriers.
	4
	0
	8
	3
	6
	1
	3,7

	Estimation of conditions for business
	5,2
	6,2
	7,3
	6,3
	5,3
	2
	5,4


Thus, the general estimation of conditions for business in the Kaliningrad region by the interviewed enterprises is rather low, it has only 5,4 of possible 10 points. The lowest value has criterion « administrative barriers », and the discrepancy of estimations on this criterion is also essential: from 0 up to 8 points. Also the labour market of the region received low estimation. The situation with the real estate and transport is estimated more positively.
 The transport complex in the Kaliningrad region is developed well enough, the port facilities and sea transport, as well as railway network and motor transport are included into the complex, however there are many problems which have affected negatively a level of an estimation of this criterion (more in detail about the problems of a transport infrastructure see in item 2).
The elements of business - infrastructure including financial and consulting institutions, in the Kaliningrad region are also well represented. The region has the biggest quantity of credit organizations of the Northwest region. The branches of the Russian banks as well as the local credit organizations are represented widely, the divisions of foreign banks are opening. There is a plenty of consulting firms that offer management services for various spheres of business as well. All this promotes high business activity in region and it is the attractive factor for foreign investors. 
The land market in the region functions chaotically. In the western - most economically advanced - part of the region the land is very expensive and there are some obstacles for its purchasing. In the East, the land is much cheaper, but the infrastructure (electrification, gas supply and water supply) is not developed there. At the same time the land in region is practically not used, and there are big ground areas, suitable for agriculture or building stand idle (the problem of inefficient use of ground resources was mentioned above). In many ways, the problem of allocation, sale and use of the ground areas is connected with the absence of necessary legislative base. As a result of such uncertain functioning of the land market, this factor influences negatively at the investment attractiveness of the region.
The market of the commercial real estate in the Kaliningrad region, which includes office, trading, warehouse and industrial rooms, is only in the stage of formation. The shortage of the qualitative real estate is observed in the region, and the prices for it are unreasonably great. But in the regional center large business centers were built during the last years, which offer “A” class offices and trading places, which partly solves a problem. Regarding the warehousing and industrial real estate, the newly created enterprises have to build the premises for their business.
Shortage of a labour also is the sharpest problem in region. The lack of the qualified experts is observed because manpower training in the region is not coordinated with the needs of a labour market. Basically, the enterprises have growing need for accountants, the engineering personnel, qualified workers, as well as workers of building specialties. To struggle with the personnel deficiency, Kaliningrad companies are actively involving the experts from the other regions of Russia and inhabitants of neighboring countries. Due to the state program of supporting the immigrants, the cost of attraction of the given resource for employers has decreased considerably. But the problem is not only the quality of staff, but the quantity as well. The significant deficiency of manpower is felt in connection with creation of the large enterprises in the region, which have a great demand on a labour. To involve employees, employers suggest not only the competitive salary, but also flexible hours of work, delivery by transport to work and home, meals for reduced prices or completely at the company’s expenses.
The problem of administrative barriers in the region was already spoken above. The interviewed companies gave such a low estimation to this criterion because they consider the barriers essential. But it is necessary to note, that some investors estimate work of regional administration positively, which lays down equal conditions for investors and does not give them any preferences, or to the contrary barriers. Recently, the government of the Kaliningrad region has done the great job on development of united, more clear and transparent rules of work in economy of the region that reduces the risks of the enterprises and raises investment attractiveness of the region.
Thus, the investment potential of the Kaliningrad region for attraction of foreign investments is estimated ambiguously. On the one hand, there are conditions caused by the objective reasons for development of business in the region, and on the other hand, their use is limited to subjective factors – drawbacks of legislative base, administrative barriers. For this reason investment in region is still risky. Practice shows, that for successful development of business and the maximal risks reduction, it is necessary for investor to get support from the regional authorities. Therefore the investment of the capital to one of priority directions of development of regional economy, which are determined in Strategy of social and economic development of the region, will be the rational decision for the potential investor.
6. Economic sectors in the Kaliningrad region, competitive at the international level
6.1. Competitive branches and companies
The economics of the Kaliningrad region is sufficiently diversified that is an important feature of stability of economic system. There are favorable conditions in the region for the formation of several branches, which might occupy substantial positions in the economics. However it is difficult to single out the branches among them, which could determine exclusively the main economic tendencies of development, and in conditions of a growing competition in the Baltic region the opportunities of macroregional positioning are reduced because of the absence of large manufactures. 
Nowadays the production made in the region, is basically oriented to the Russian markets (fish and the food industry as a whole, furniture manufacture, assembly of home appliances, etc.) and substantially depends on available customs and tax privileges and, accordingly, is competitive conditionally. Coming into force of the new law “About special economic zone in the Kaliningrad region” would allow solving this problem in the long-term perspective. Large investment projects have already been realized as a result of coming into force of this law on territory of the region, which will allow strengthening positions of region in the international markets. 
Production and services of all branches represented in Kaliningrad regional economy compete successfully with foreign manufacturers at the internal regional market, and many - at the Russian market. So, for example, the electronic-home appliances, automobiles, the equipment, made in the region, are in great demand at the Russian market, and can compete with similar products made abroad. However export from the Kaliningrad region to other countries is limited because of the small inventory and services, and it is hard enough to single out the branches oriented to the international markets. 
As it has already been mentioned above, mineral fuel makes more than 70 % of export (oil, gas, peat). The need of EU markets for fuel resources is the important factor of development of fuel industry of the region and its competitiveness in the international markets. The largest oil-extracting enterprise in the region – is the “Lukoil–Kaliningradmorneft” Ltd. But the potential of the region is much wider; therefore it is inexpedient to rely on this branch of industry only. The production of the mechanical engineering, including ships, tractors, measuring devices, lorries, trailers also makes an appreciable part of export (11 %). Besides, the timber, wood and the pulp and paper industry, the separate enterprises specializing on manufacture of furniture and products from amber also can compete successfully at the international markets. In table 4.1 the expert estimation of potential competitiveness of the basic economic complexes of the Kaliningrad region in a public division of labour in the countries of Western Europe and Baltic countries and Russia is presented.
Table 4.1. An expert estimation of potential competitiveness of the basic economic complexes of the Kaliningrad region in a public division of labour in Russia, countries of the Western Europe and the Baltics. 

	The countries of  EU and Baltic region 

The brief characteristic 


	
Evaluation
	Estimation of 
 Opportunities of
Existing complexes

	
Evaluation
	
 Regions of Russia
The brief characteristic

	Can deliver 
the electric power
In the European countries
	+
	(
	Power industry

(with start-up of THERMAL POWER STATION - 2)
	(
	_
	Cannot compete because of перебросок the electric power


	Can 
deliver oil 
In the European countries
	+
	(
	Fuel industry
	(
	+
	Can act on the oil market

	Mechanical engineering and metal working

	Can compete partly with European countries
	+/2
	(
	Shipbuilding
	(
	+/2
	Can compete partly with Saint-Petersburg

	Surplus of capacities in Europe and the quality is higher
	_
	(
	Ship repair
	(
	_
	Cannot compete with Saint-Petersburg

	Surplus of capacities And quality is higher
	_
	(
	Transport Mechanical engineering
	(
	+
	Can compete on manufacture of cranes, wagons and assembly of the cars 

	Bigger capacities 
And quality is higher
	_
	(
	Electronic industry
	(
	+
	Can compete on assembly of import TVs


	Surplus of port 
Capacities in Baltic and European countries
	_
	(
	Port-industrial complex

	(
	+/2
	Can partly compete to ports in Northwest of Russia


	Can compete 
On cellulose, 
paper and furniture

	+
	(
	Timber, wood manufacturing and a pulp and paper industry
	(
	+
	Can compete on manufacture of furniture, cellulose, a paper

	Can compete on separate kinds of 
fish-products and on fish canned fish
	+/2
	(
	The food-processing industry, including fish (including canned food)

	(
	+
	Can compete on a frozen fish and manufacture of canned food


Thus, experts consider that from existing large economic complexes now only three can be competitive towards the Western Europe and Baltic region, partly competitive - two, others are noncompetitive. In relation to other regions of Russia five complexes are competitive, two are partly competitive, two are noncompetitive.
The economic policy of the region is directed now on revealing and supporting branches of specialization, which could be competitive in surrounding economic space and perspective from the point of view of integration with the international market. A transport-logistical complex; agrarian and industrial complex and the food-processing industry; a tourist-recreational complex are presented in a Strategy among potentially perspective branches, on development of those the regional politics will be directed. Besides that, the mechanical engineering and metal working industry will keep their positions. The development of amber branch has a special value for the region because more than 90 % of the explored world reserves of amber are concentrated on its territory.
The power complex of the region is not competitive nowadays because the region is experiencing shortages of electricity, and receives the biggest part of gas and the electric power from outside. But if the active scenario will be realized in the region according to the Strategy and the additional strong source of power will be built (cogeneration plant or nuclear power plant) the power complex will obtain the export directivity. European partners of Russia are interested in this project, therefore the EU is considering the opportunity of inclusion the Kaliningrad region in an integrated power grid of the Europe that will further simplify an output of the electric power to the European market. 
The transport-logistical complex is very important for competitiveness of the region in macroregion. Within the nearest years in region of Baltic there will be created new transport networks and large transport-logistic centers therefore the competition inside the given branch will be intensified. At present, the Kaliningrad region takes the certain position in the international market of transportations. First of all it regards sea transport, the port complex and rail transportation. 
Seaports are the basic part of transport system of the region. The port of Kaliningrad is connected by container lines to the ports of Netherlands, England, Belgium, Poland and other Baltic Countries. Several companies in ports of the region offer the services on sphere of transshipment. The basic representatives of the branch are: public corporation “Sea trading port”, public corporation “Port elevator”, close corporation “Terminal GMB”, FSUC “the Kaliningrad port tank farm”, public corporation “Port Pioneer base of oceanic fishing fleet”.
In perspective competitiveness of a complex will be connected to development of a port complex of Baltijsk and Kaliningrad. The ferry complex of the Ust-Luga - Baltijsk - ports of Germany is also a perspective direction. Railway and the ferry communication on this route can make a competition to automobile transportations through Belarus and Lithuania.
Among the large investment projects, which are being realized in the region at least 6 are directed towards the transport infrastructure development. Projects are aimed for creation of the automobile - container customs - warehouse terminal in Chernyakhovsk – the enterprise of “DBTransport” Ltd., construction of a customs - logistical automobile complex in Chernyakhovsk “Chernyakhovsk Automobile Terminal” Ltd., organization of train transportations of automobiles under the circuit “Port-warehouse-railroad” in Baltijsk of “Apparel-West” Ltd., rendering of services on towage and mooring of ships of “Baltic tows” Ltd., construction of a logistical complex of “A”+ class in Kaliningrad “Ratex-Logistics” Ltd.
Agriculture and the food industry cannot compete with neighboring countries in the international market, but also hardly maintains a competition in a home market because of absence of the state support for this branch. The main part of agricultural production for the food industry is imported; it concerns the meat and dairy industry. However, the region has determined perspective sector in agrarian-industrial complex of the region - animal breeding, which includes manufacture of meat of pork and canned food from it. The “APK Baltijskij Bekon” Ltd. has already started a large investment project on reconstruction of a pig-breeding complex, the “Moloko” Ltd. is modernizing and constructing a cattle-breeding mega complex. On condition that positive dynamics in the development of this direction is maintained the Kaliningrad manufacturers can get a way out to foreign markets. Raising the prices on pork in the world market may promote it as well. The Kaliningrad region also can compete in the world market food of wheat and rape.
It’s worth mentioning here, that the fishing complex keeps its positions in the region. The main part of fish production goes to the Russian Federation, but the Kaliningrad fishing industry possesses a lot of competitive advantages, therefore its production is exported to other countries: Lithuania, Norway, and England. The frozen fish is exported to Poland. Now some investment projects created within the framework of the new law about Free Economic Zone, are connected with processing fish. These are: the building of the factory for deep processing of Fish in Pionersky – “Roskon” Ltd, the creation of canned-fish production “Baltijski Konservny Zavod» Ltd.

 The tourist-recreational complex of the Kaliningrad region due to its nature-ecological and cultural potential is a perspective direction of development of economy. A favorable environment, unique water resources and set of objects of a historical and cultural heritage on condition of active state support can provide fast development of tourist sphere and to become the essential factor of competitiveness of territory in macroregion of Baltic. 
The sharp competition is observed from the side of tourist zones similar to the natural characteristics in this segment in the Baltic macroregion. It is necessary for the Kaliningrad region to develop the unique tourist products attractive to serious investors, and also to advance actively some big events of the international class. Besides, it is necessary to develop an infrastructure of a high level and to support rather low prices for services. It will enable the Kaliningrad region to draw on itself a significant stream of tourists and investments, having provided steady competitiveness in the Baltic macroregion.
The mechanical engineering and metal working in the region develops dynamically. The new enterprises for assembly of complex home appliances, automobiles, engines, and building technical equipment are created. Also large investments go to manufactures on processing metal, manufacturing of metal products. “Optim” Ltd. realizes the project on creation of new manufacture of deep processing metal, “Vesennik Ilm” Ltd. realizes the construction of an industrial - logistical complex on release of metal and plastic products. 
Basically the branch is directed to the market of Russia and the countries CIS. The largest enterprises of the branch proved themselves at the Russian market – close corporation “Autotor” and “Brisk” Ltd. (motor industry), “Telebalt” Ltd. and “Stellа-plus” Ltd. (manufacture of TVs), “Esva” Ltd. (manufacture of the electro-welding equipment) “Kaliningradgazautomatika” Ltd. (the equipment for gas industry), public corporation “Baltcran” (manufacture of elevating cranes), etc. In perspective they can compete with the European manufacturers. 
The shipbuilding and ship repair keep the positions in the international market, and execute orders for the foreign companies and the states. The Kaliningrad shipbuilding factory “Jantar” is the largest enterprise in the region in this brunch. At the moment the factory is carrying out the construction of three frigates for the Navy of India.
The amber industry is not simply one of the branches of regional economy; it is the visit card of the Kaliningrad region, and the element of its image. Therefore in perspective the enhanced attention will be given to its development. If the region will specialize on manufacturing of amber products, and will lower export of row amber to other countries it can occupy leading positions in the world market of amber. For this purpose modernization of the enterprises for processing amber and accompanying materials, creation of system of financial state support for the enterprises of branch and creation of system of promotion of amber production in the internal and international markets is supposed. In this case production of the Kaliningrad enterprises can successfully compete with neighboring countries, and enter new outlets. The only enterprise extracting amber in the territory of the Kaliningrad region and all Russian Federation, is the Kaliningrad amber industrial complex. Among the enterprises engaged in processing of amber and manufacturing the goods of amber, the most known is public corporation “Amber Yuvelirprom”.
According to Strategy of socio-economic development of the Kaliningrad region, competitiveness of region in immediate prospects will depend on its ability to occupy the niche of specialization in macroregion and to develop an infrastructure necessary for reception of investments into these activity zones. By far it is difficult to say, what kind of competitive advantages, consequently what type of the regional specialization will be chosen as basic for the development of the region in long-term perspective.  
6.2. The activity in the sphere of outsourcing
One of the ways of strengthening of the Kaliningrad region in the international markets in perspective is the development of the process of outsourcing. During the last years in the Europe, business – processes are taken out of the limits of the countries - old members of the EU to Poland and Baltic countries in increasing frequency. It is expressed in creation of affiliated companies on the territory of the countries where the resources are cheaper. But because of entering of the countries of South-Eastern part of Baltic region to the EU, the labour costs have grown. As a result the capacities and separate technological operations were carried out to Belarus, Ukraine, and Russia where a source of raw materials and the labour are both cheaper. The Kaliningrad region with its convenient geopolitic position and functioning of the law about Special Economic Zone is a convenient platform for outsourcing. Amongst the advantages of region are rather inexpensive labour in comparison with neighboring countries, presence of separate kinds of cheap raw material, the tax privileges given by mode of Special Economic Zone, lower transport costs in comparison with other regions of Russia. The only restriction for the reception of tax privileges is the necessity to carry out large investments.
According to one of the scenarios of the development of the Kaliningrad region, which is called «the European Outsourcing», its inclusion in chains of creation of the added value by means of outsourcing will allow to speed up the process of integration into macroregion. Advantages of this scenario lies in the fact that enterprises of region coming into the chains of added value of EU countries provide their steady growth in intermediate-term prospect. It is caused by the fact that a modernization of manufacture in compliance with the European standards is taking place, the qualifying level of the personnel raises according to requirements of a modern labour market; channels of steady selling of production are formed etc. 
 Assembling and processing enterprises of the food, car and radio-electronic industries acting in the territory of the region are in fact the elements of transnational chains of creating the value and the provide the specific but close integration of the considerable part of region’s economics into international economics. However, the quality of the maintenance of these processes should be on the other, higher level. To develop the activity in sphere of outsourcing the politics of regional authorities should be directed towards the increase of attractiveness of region’s image for investors and external partners
.
The major factor determining competitiveness of the region for its use as a platform for outsourcing, is, first of all, mentioned above low cost of a labour. In comparison with regions - competitors the Kaliningrad region has the lowest cost indexes of work, and quality of a manpower is high enough. Besides, the region continues to involve the qualified labour migrants actively that provide the strong base to a labour market of region. Among the obstacles for the development of such type of economy the problem is transport and logistical availability of territory is considered to be the main one.
Within the framework of outsourcing the most needed types of activities are these one, which for the different reasons (qualifying, custom, ecological) cannot be developed in territory of the EU, or their existence will be connected with essential costs. The productions, which have the access to the main infrastructures and having rather high level of energy consumption – such as metal processing, assembling production, and in smaller extent the mechanical engineering (ship repair) will be developed in the first place.  Also manufacture of some kinds of agricultural products, which are claimed in a work cycle of the western companies, can be attractive, but their manufacture is complicated with ecological or technological costs (rape). 
Thus, growth of foreign investments into economy of region is caused not only by an output on the Russian market, but also by use of rather cheap resources of the region for manufacture of products for other countries. Thus, one of the enterprises considered in item 3 - “Rosbalticum” Ltd. makes the production not for the Russian market but for the European. And its functioning in territory of the region is caused by the low prices for labour and the low prices for metal. The enterprises of light industry working on raw material under orders of suppliers - the enterprises of Denmark, Lithuania, and Poland are also attractive for investors. Outsourcing is advanced in sphere of shipbuilding as well.
In perspective the prices for labour and other resources in region will grow the same as it has taken place in neighboring countries. It will demand technological modernization of manufacture in territory of the region, which is connected to introduction of new technological and qualifying standards. Functioning in territory of the region of hi-tech branches (manufacture of electronic-home appliances, the equipment, building technical equipment, automobiles) further will form the base for development in the Kaliningrad region of technological outsourcing. In this case the region has an opportunity to become the high-grade participant of technological development. Therefore the economic policy of region should be directed on support of the given branches, the innovative enterprises and attraction to the region of investments of the foreign hi-tech companies.
7. Innovations in the Kaliningrad region
7.1. Plans and programs to develop innovative type of economy in Kaliningrad region

The Kaliningrad region does not possess the large stocks of natural resources. Therefore the development of innovative activity could be the only factor for the long-term development and increase of the competitiveness of Kaliningrad region’s enterprises on Russian and foreign markets. Such activity should include, first of all the Science and Technology sphere as well as Marketing, Production and Sales. Such approach reduces the time needed for the new innovative product to be sold on the competitive market after it has been developed. In this context it is very important to use potential of other Russian regions. Creating the framework for the regional innovative economy requires the transformation of existing and establishment of new forms of the innovative enterprises, such as innovative centers, the small innovative enterprises, technoparks, etc. Creation of the regional innovative infrastructure aimed at the development of the R&D contacts between East and West is the priority task in this context.
Although the region already has the necessary potential conditions for development of innovative economy, the question on the state support and regulation of innovative potential of the region is still on the agenda. Nowadays the plans for the development of S&T and innovative activity in the region first of all include revealing and use of available S&T, technological and intellectual potential, and are directed towards support and development of innovative activity of the enterprises, development and introduction of new kinds of technologies and services.
In opinion of experts, the use of innovative potential of the Kaliningrad region as it is in the long run will provide for the development of the hi-tech industries, such as software development, establishment of technoparks and creation of the small and medium-sized innovative enterprises. As a result it would be possible to use the existing unique technologies of the conversion enterprises (OKB "Fakel", JSC "Quartz") for manufacturing civil production more effectively and to promote and implement the research results of scientific research institutes AtlantNIRO, Shirshov Institute of Oceanology, IKSUR, etc.
 
Active use of S&T and R&D potential of the region especially the regional potential to be the contact area for R&D contacts between innovative centres in Russia and abroad is a basis for further development of regional economy. Therefore the policy of authorities should be directed on development of the hi-tech industries which use the advanced technologies, and significant investments should be made into R&D. It is necessary to develop corresponding infrastructural elements in the region to attract investments into these industries and to form the market characterized by high demand of innovative products. 
Successful realization of an innovative policy in the region is possible only under condition of active participation of all stakeholders both inside the region and beyond (in mainland Russia and abroad): local authorities, official bodies coordinating innovations, owners and developers of the intellectual property (universities, research institutes), the innovative enterprises, the organizations supplying the process of development and production of innovations by research institutions, industrial enterprises and individual investors with information and services of certification and a legal protection.
At the all-Russian level for many years the programs for development of the innovative infrastructure and activity are in force. One of such programs is carried out by the Foundation for Assistance to Small Innovative Enterprises (FASIE) and the Russian foundation for technological development. The purpose of this program was to create the centers of innovations and technologies in Russian regions, including in the Kaliningrad region. FASIE is financing the “START” Programme aimed at supporting the innovative projects at the most initial stage of their realization. Therefore the universities are the main participants of the programme in Kaliningrad region, while the number of small enterprises receiving support from this source is not great.

On the national level the Ministry of economic development and trade of Russia initiated the programme «Mechanisms of financing the support of small business development». The programme provides that the state and the regions should act as the equal partners, and the federal financing should be mainly directed towards creation of regional infrastructures for small business support such as business-incubators, while the regional level should focus on maintenance of activity of these structures within 10 years period.
.

There are several legal acts, regulating innovative activity, including: the Federal law «On science and the state scientific and technological policy»; the Governmental Decree «On the complex of measures on development and the state support of small manufacturing enterprises and assisting their innovative activity» and «On creating the conditions for attraction of investments into sphere of innovations»; the Decree of the President «On the state policy on using the S&T results and intellectual property objects in economic activity».

The RF Strategy in the Sphere of Science and Innovation Development for the period up to 2015 was approved in 2006. The strategy is aimed at development of the competitive R&D sector, establishment of the effective national innovation system, development of institutional framework for use and legal protection of the R&D results, economic modernization on the basis of technological innovations. The strategy has being implemented within a set of federal programmes and development of foundations supporting R&D and innovations in Russia. Significant funds are allocated through the so called National Projects (including the programme “Innovative universities”). The National Project “Health care” should also be considered as an important part of innovative development of Russian regions by means of technical re-equipment of the health care system.

Kaliningrad region is greatly involved into implementation of the National Projects and is regarded as one of the leaders in terms of effective use of allocated federal funding. This is an example of the efforts made by the Russian federal government and the regional authorities to strengthen the innovation potential of the Kaliningrad region considering its capacity to become the contact area between Russia and the EU.

In 2000 the law «On science and innovative policy in the Kaliningrad region» entered into force. However, the effective system of support of the S&T and innovative activity has not yet been developed in the region.

The Strategy of socio-economic development of the Kaliningrad region for the mid- and long-term perspective approved in 2007 describes the shift towards the innovative economy in Poland and Baltic states as one of the key challenges for the long-term development of Kaliningrad region. The resources which provided the economic recovery in Russia (raw materials, production facilities, infrastructure and cheap labour) can no longer ensure the sustainable economic growth. The labor and capital productivity are the key factors of economic competitiveness today and require the new resource portfolio, first of all the innovative technologies. This shift has to be accompanied by the integration of the Russian economy into the global system.

The Strategy identifies technological modernization as the major direction of innovative development of Kaliningrad region. In the long-run this could allow the region to become the logistics and distribution centre and an important node in the transport system of the Baltic macroregion. The city of Kaliningrad could develop as the outsourcing and processing centre for the economic branches which could be effectively developed in the region. Developing the regional specialization based on the hospitality infrastructure technologies (especially spa and congress tourism and business cooperation support) could be one of the most promising directions in this context.

Kaliningrad region has potential to become the competitive centre of innovation and technology transfer, education, research and health care with developed network of universities, R&D centers and medical services. 

The Strategy proposes the following measures aimed and development of Kaliningrad as the innovation (R&D and educational) centre and the centre for technology transfer:

- short-term prospective (2007-2008):

- development of innovation infrastructure;

- development of international information exchange and scientific cooperation;

- improvement of the educational system in the city, particularly the system of professional education;

- support of the university development and joint educational programmes (particularly for business internationalization), harmonisation of the educational standards, elaboration of the Master programmes and other programmes for continuing education;

- conversion of the large military industrial enterprises;

- mid-term prospective (2009-2010):

- constructing the airstrip network for small aircrafts;

- promoting the competitive hi-tech science-intensive productions;

- elaborating projects of local industrial and innovation free economic zones. Assistance in creation of free economic zones;

- development of the large-scale export-oriented and import-substituting productions;

- construction of the large-scale hi-tech and science-intensive complexes, construction of grounds for development of international research and educational cooperation;

- long-term prospective (2011-2015):

- creation of the favorable conditions for development of science and research, establishment of the innovation infrastructure and improvement of the professional education level;

- establishment of the large-scale all-European R&D centres and laboratories.

The Programme of socio-economic development of the Kaliningrad region for the period 2007-2016 considers the private-public partnership is the most effective instrument which could be particularly used for financing the commercially promising R&D projects and innovation infrastructure development, professional education and retraining systems, health care and social services. In this case the private-public partnership could allow for increasing the effectiveness of the public sector by meeting the demands of the regional economy and to reducing the budget expenditures for implementation of infrastructure projects.

Particularly it is reasonable to finance the regional innovation system development (techno-parks, centres for technology excellence, business incubators, and venture innovation fund) by attracting private investments avoiding the excessive burden on the budget of Kaliningrad region.

At the same time the Programme includes the sectoral regional target programmes aimed at the development of culture and education in Kaliningrad region. These programmes emphasize the need for innovative development of these public sectors. Particularly the regional target programme “Development of culture in Kaliningrad region” (for the period 2007-2011) aims at providing for the innovative development of culture as an important resource for social and economic development of the region. The regional target programme “Development of education in Kaliningrad region” (for the period 2006-2010) considers the provision of the sustainable innovative development of the educational system as the priority goal.

7.2. Innovative practice and innovative potential
The Kaliningrad region possesses good preconditions for the development of the “innovative economy” including a significant R&D potential as well as a pool of qualified and experienced entrepreneurs. The regional R&D potential had developed before 1991 and, despite of great changes in the country and in the region, to a greater extent has preserved. In the Soviet period the regional R&D system served the maritime economy actively developing in the region and also supported the establishment of the new economic branches including the machine-building, instrument-making, pulp-and-paper industry and electronics. The regional R&D sector was declining in the period of economic reforms due to infrastructural deterioration and funding reduction. The number of R&D organizations decreased as well as the volume of R&D performed by enterprises, research institutions and universities. Nevertheless the R&D system of the region still has a potential to recover if an appropriate financing is provided by both state and business. In this case the regional innovative potential can be increased and facilitate the development of innovative economy in the region.

In general the R&D potential of the Kaliningrad region could be divided into 5 areas:

1. The academic sector including the establishments of the Russian Academy of Sciences. This sector particularly includes the Institute of Oceanology with the research fleet (accomplishing up to 40% of all-Russian research in the sector); branch of the Institute of the Earth’s Magnetism; Ornithological Station etc.;

2. The branch sector of research, including the branch research institutions and design bureaus: Institute AtlantNIRO investigating the fish stock in Atlantics and the Baltic sea and developing the fish processing technologies; MariNPO designing the fishing equipment; experimental-design bureau “Fakel”, research centres for agriculture, construction design organizations, Research Institute of Electric Transport etc.;

3. Research centres at the Universities, including the Immanuel Kant State University of Russia, Kaliningrad State Technical University, Baltic Fishing Fleet State Academy and almost 30 private institutions of higher education. The range of research directions conducted by universities is rather wide and covers more the 70 research areas;

4. The industrial R&D sector including design bureaus and research laboratories at the plants “Yantar”, “Vagonzavod”, “Kaliningradgazautomatika”, “Quarts”, food processing enterprises and companies in other economic sectors;

5. Small and medium enterprises with a strong innovative profile, which rapidly develop and are primarily directed towards import-substitution productions for the Russian markets. This sector particularly includes about 30 companies working in the sphere of ICT development. These companies are successful on both Russian and foreign markets
.

Development of the import-substituting productions in the region led to widening of the partnership relations with the western companies. By 2006 the innovative activity of SMEs was mainly based on such cooperation. As a result the volumes of science-intensive and hi-tech production on the basis of imported technologies, component parts and semi-finished products increased. It means that SMEs preferred importing technologies from abroad instead of ordering them from domestic organizations and companies. The major reason for that is unwillingness of enterprises to take risks and spend significant amount of money and time on R&D. It is obviously easier to purchase the ready technologies, which have already been approbated by the western companies.

The table 5.1. providing some statistical data allows us for evaluating the innovation potential of the Kaliningrad region
.

Table 5.1. Assessment of the innovation potential of the Kaliningrad region

	Indicators
	2003
	2004
	2005 

	1. R&D personnel, people
	2151
	2086
	2075

	2. Expenditures on R&D, mln. rubles
	366,9
	496,9
	531,8

	3. Volume of innovative output, mln rubles
	808,7
	1481,9
	5573,4

	4. The ratio of export and import of industrial production and services in the foreign trade turnover of the region, mln US dollars

Foreign trade turnover, total

Including export

                 import

Export/import ratio
	2861

663,7

2197,3

0,3
	4462,4

1264,3

3198,1

0,4
	6199

2004,9

4194,1

0,48


The table shows that the dynamics for all indicators is positive except the number of R&D personnel. The R&D expenditures are growing and the export/import ratio is gradually increasing in favor of the export. The pace of growth for the innovative output is the greatest (from 1481,9 mln rubles in 2004 up to 5573,4 mln rubles in 2005).

The studies conducted by Immanuel Kant State University of Russia in the previous years as well as the interviews with enterprises established with participation of the foreign capital allowed for identification of the factors positively and negatively influencing the innovative potential of the region. Most of the interviewed enterprises identify themselves as belonging to the innovative sphere. For some enterprises innovations are limited to use of the modern technologies in production process, others produce the innovative output or provide services connected with use of innovative products. 5 enterprises evaluate the innovative potential of the Kaliningrad region as sufficient for attracting foreign investments. The region has developed the favorable preconditions for active development of R&D and innovative activity:

1. availability of several large universities and research institutions possessing the laboratory and experimental facilities, libraries and experience of the R&D activity;

2. pool of qualified labor of researchers and engineers;

3. intensive networking with the leading research centers in Russia and proximity of the Kaliningrad region to the developed Western countries (Sweden, Germany, Denmark, UK etc.), which possess the modern R&D potential;

4. rather developed economic, transport, R&D and communication infrastructure in the region;

5. regime of the Special economic zone, which allows for a certain preferences and could facilitate the development of the innovative activity of the enterprises.

At the same time there are unsolved problems in the region which hamper the development of the innovative activity. Some of interviewed enterprises mention the imperfections of the legislation on regulation of the innovative activity, administrative barriers, differences in certification standards. The investigation conducted by the Baltic centre for strategic studies and innovations at I. Kant State University of Russia in 2001-2005 revealed that there are several major factors, which slow down the innovative development of the region:

· the personnel of the regional and municipal authorities does not have a sufficient education in the sphere of innovations and therefore does not fully understand the role of innovative activity;

· lack of sufficient budget support of the starting phases of innovative activity in the region on the regional and municipal levels;

· lack of balanced innovative infrastructure providing for the effective development of innovative economy in the region under conditions of farther development of the market economy in the country
.

Solving these problems (and especially the last one) is of outmost importance as it could allow for rapid development of the R&D and innovative potential of the Kaliningrad region and directing it towards the acceleration of the regional economy.

The regional innovative infrastructure shall be composed of the balanced network of specialized institutions providing for implementation of the effective innovative activity in the region. The infrastructure complex is divided into 3 groups:

1. Nodal infrastructure elements (centre of technology transfer, business incubator, R&D and innovation departments at the Universities, research institutions and SMEs, resource centre for S&T information, innovative consulting and service firms, patent bureaus, scientific libraries);

2. Financial innovative infrastructure (venture fund of innovative development, authorized bank, investment venture companies);

3. Educational and information institutions (post-graduate and post-doctoral studies at universities and research institutions, educational institutions providing training in innovative areas, innovative consulting companies, publishing houses for innovative literature).

The elements of the third group are sufficiently developed in the region. Only few elements of the first group exist in the region, while the full-fledged centre for technology transfer and the innovative technological business incubator are still to be developed. Obviously, the financial infrastructure for the innovative activity in the region is the weakest element for the moment.

The Immanuel Kant State University of Russia is to become one of the key centres of innovative development of the Kaliningrad region. Immanuel Kant State University of Russia (IKSUR) began life as Kaliningrad State Pedagogical Institute (1948-1967), which was one of the first institutions of higher education established in the Kaliningrad region. In 1967 it attained university status and became Kaliningrad State University. In 2005 the University was renamed after Immanuel Kant and attained federal status as Immanuel Kant State University of Russia. The University develops the best scientific traditions of Koenigsberg University founded in 1544 and ended its existence in 1945.

Currently the academic staff consists of 1500 people, and the University has approximately 14000 students, graduates and aspirants studying at the 14 faculties. The faculty of Medicine was opened in the University in 2006 as a part of the all-regional strategy of the long-term development of the health-care system and transferring it into one of the competitive branches.

University scientific research is carried out in 29 major scientific fields. The R&D at the University is financed by the federal foundations, international grants and private sector. 

IKSUR is participating in the national priority national project “Education” with its innovating program: “The Development of the University innovation-educational infrastructure for the strengthening of the exclave Russian region competitiveness”. The project is implemented in 2007-2008 and 15 mln Euro funding are allocated to technical re-equipment of the laboratory facilities, purchase of the software, professional development of personnel and construction.

The innovation educational programme is aimed at creation of clusters of innovation-and-educational technologies on the five IKSUR leading directions of positioning of the university in the regional economic development. 

Cluster 1. Russian and European sciences includes a wide range of humanity studies on issues of socio-economic development of the exclave Kaliningrad region in the context of the Baltic Sea region and the Russia-EU cooperation, as well as the intercultural communication and mass-media.

Cluster 2. Information and communication technologies including applied mathematical modeling; modeling of non-linear processes; high-frequency propagation and digital data processing; the development of new methods in radio-spectroscopy; network technologies; differential geometry of Manifolds.

Cluster 3. New technologies and materials including such research fields as ion-plasma and nanotechnologies; magnet-resonance spectroscopy; photonics; stability of construction materials; the chemistry of glass; a study of technologies for the prevention of metal corrosion in different mediums.

Cluster 4. Ecological systems in the Baltic region (geoecological foundations for the sustainable development of coastal regions; integrated studies and natural processes modeling of the World Ocean geosystem; bioresources of the Kaliningrad region, their protection and usage; the medico-valeological and psychological aspects of personal health provision; the development of scientific methods for the control and rehabilitation of the environment).

Cluster 5. Biomedicine and medical psychology (immune histochemistry; medical biological chemistry and biological technology; photodynamics; genetic analysis; psychological diagnostics; rehabilitation technologies for persons with special needs).

The University development plans include the establishment of the innovations support infrastructure. The developed clusters will form the basis for the creation of the science park, which will farther be transformed into the innovation park, which in the long-term prospective shall become the technopark. The innovative infrastructure facilities based at the university will particularly include the technological incubator and the exhibition facilities, as well as the infrastructure for international R&D cooperation (conference centre, hotel, sport complex etc.).

In order to ensure the implementation of these plans the University is actively developing the networking with both Russian and foreign universities and research centers especially those located in the Baltic Sea region. The experience and results obtained by the University during implementation of various international projects and participation in the Russian and foreign programmes and initiatives, as well as the developing scientific infrastructure (research centers, laboratories, institutions and cooperation networks) will greatly contribute the development of the IKSUR as an important centre of innovation and R&D cooperation in the Baltic Sea region.

Conclusion
There are not many regions in the world that receive as much attention as the Kaliningrad region. The exclave Russian region in the centre of Europe is a certain indicator of relations between Russia and the West. Either hopes are pinned on it as a “pilot” region of cooperation, or its seeming depressiveness and potential for conflict are emphasized.
Indeed, this small region with a total area of 15,000 square kilometers and a population of less than 1 million, can play and important role in developing international cooperation due to its geopolitical position. But its spatial isolation from mainland Russia causes numerous political, economic, social and ecological problems.

The Kaliningrad region fundamentally stands out among all the entities of the Russian Federation. But some people believe that the Kaliningrad region can be categorized the same way as many sub-urban areas of Russia (such as Sakhalin, Kamchatka, etc.). But remoteness and exclaveness are different categories. The inhabitants of Kamchatka do not need permission from foreign states to travel to the “continent”.

On the international level a Treaty between the RF and the EU on conditions of ensuring functioning and development of the Kaliningrad region as a region of mutual cooperation, as well as conclusion of other agreements and treaties with the Baltic sea countries and Byelorussia are highly demanded for establishing the institutional basis for the sustainable development of the region. This issue is particularly acute in the context of approaching EU-Russia negotiations on the new Partnership and Cooperation Agreement.
The practical efforts made by different actors on the Federal level (first off all, the revised Law on SEZ and the Federal Target programme, as well as inclusion of the region into the federal programmes in different fields) prove that the federal authorities today have much clearer vision of the Kaliningrad situation and prospects for its development for the benefit of the Russia in general. Nevertheless this vision has not yet been fixed by any particular strategic document, although the recently adopted Regional Strategy and Programme of socio-economic development reflect the general federal approach and highlight the priority areas requiring the state support.
Improvement of the regional legislation and lowering of administrative barriers to the development of entrepreneurship still has been an acute task to be achieved at the regional level, although the region’s authorities are working in this direction. The role of the Kaliningrad region in determining a more favorable position for Russia in the globalization process is to be enhanced. It is especially important to clearly define the region’s place in the Russian economy. The region should not be regarded as only an isolated enclave that requires federal and, according to a number of experts, to an even greater extent international assistance. It is necessary to define the region’s role in the Russian economy, and, in the same way, in economic, cultural and political relations between Russia and the EU, especially in the Baltic Sea region.
Due to its geographical location, Kaliningrad should become a region of cooperation between Russia and the EU. Within the Baltic Sea region, the Russia-EU integration processes within active involvement of Kaliningrad region and mutually-beneficial cooperation in the economic, cultural and environmental spheres can flourish. Moscow should regard the fulfilment of such a regional strategy as a matter of federal concern. This strategy should both overcome the drawbacks and exploit the advantages of Kaliningrad's geopolitical location. By interacting with Western partners in Kaliningrad, the region's role within Russia would grow, and the standard of living of the local residents would rise.
The key strategic documents adopted on the regional level envisage that the Kaliningrad region should develop in way to fulfil the objectives aimed at safeguarding the geo-strategic interests of Russia in the Baltic Sea (first of all the development of Kaliningrad as a large transport junction of Russia, along with the energy sector development and the environmental situation improvement), solving the objectives of the general federal importance (particularly, ensuring the sustainable socio-economic development of the region and  the rapid GDP growth, restructuring of the regional economy towards the export orientation, development of advanced service sectors including the telecommunications and tourism) as well as the objectives of the regional importance (primarily, the development of agriculture and fishing industries and improvement of the social sector).

In servicing Russian external economic links, the region is at present playing an intermediary role in the relations between the RF and foreign countries, especially with the countries which became the EU members in 2004. To enhance this role it is necessary to further develop production infrastructure (first of all, ports, railways and motorways, transport junctions, border crossing points). As it was previously described in the report, a number of measures have already been outlined by the federal and regional strategic documents and programmes as well as the documents elaborated on the international level (particularly, in the EU documents especially those dealing with the transport corridors and on the level of Euroregions with participation of Kaliningrad region – Baltica, Saule, Neman). Although the Russian representatives formally participate in the activities of these interstate and interregional international projects, Russian financial participation in them is minor (mainly in the form of the co-financing of the EU-funded projects provided by the participating institutions). This hampers coordinated development of transport networks, which are of great interest to the Russian Federation and to the Kaliningrad region’s neighbours in the Baltic sea region. If the region is considered as a “pilot region” in the expansion of cooperation between Russia and the European Union, which the geographic location of the Kaliningrad exclave favors, it is necessary not only to rapidly develop its production and market infrastructure but also to coordinate this process with its neighbours, as well as to actively participate in the elaboration and implementation of international projects.

There is a lot to be done by the regional and local authorities and other responsible institutions of the Kaliningrad region in this direction, as this is one of the main preconditions for transforming the region into one of the most promising types of Russian regions – a “corridor of development”. At present we can only consider the preconditions and separate elements of the region’s becoming a region of this type; only a short time ago the real indices of socio-economic development could serve as a basis for considering the region among the crisis regions in transition.

The region’s specificity as a corridor of development is its exclaveness, and namely the fact that the region is located not between other Russian regions but between the Russian and the EU’s regions. This hampers dissemination of innovations between the Russian regions via the Kaliningrad region. But international innovative flows can be realized via the Kaliningrad region, both from Russian and west European regions. That is why it is possible to a certain extent to consider the Kaliningrad region not only among the entities of the RF, but among the European regions cooperating with each other – such as the Euroregion “Baltica”. Within its framework project of cooperation between the regions of Sweden, Denmark, Poland, Lithuania, Latvia and the Kaliningrad region are implemented.

Thus, the problems of ensuring sustainable and dynamic development of the Kaliningrad region as an exclave entity of the RF are multifaceted. While the region’s development is a domestic affair, a number of specific issues relating to its functioning emerges, which require an international dimension, owing to the exclaveness of the region. At the same time the region’s neighbours are also interested in preventing any threat of destabilization of the situation in the Baltic sea region coming from the Kaliningrad region.

Federal support to the region as one of the poles of growth of the Russian economy, a pole of integration, will ensure the formation of a progressive sectoral pattern of the regional economy. The region in the future will be able not only to develop without subsidies, but it will contribute considerable to resolving urgent issues related to the socio-economic development of the country due to increased export and import-substitution production, dissemination of new technologies, goods and services, and due to advanced experience with the administration of the economy. This, in its turn, will facilitate the necessary development of the social infrastructure, bring the living standards of the region’s population closer to those of the developed EU countries, reduce social stratification and strengthen the sense of community. 
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