
2. The Current Socioeconomic Situation

2.1. Level of Socioeconomic Development

It is rather difficult to assess the current socioeconomic situation in the Kaliningrad Region objectively. Even if such generally adopted indicators are to be used as gross regional product per capita of the region’s populace and residents’ per capita incomes adjusted to the level of prices, the outputs would still be inaccurate as the role played by the shadow economy (which is very significant indeed in the Kaliningrad Region) would not be taken into account. It is also hard to assess the value of the services rendered in the social sphere. Making of any comparisons in assessment of the dynamic of socioeconomic processes is made difficult by the fact that many phenomena (activities, goods and services) which are currently widespread did not even exist just a few years ago. 

For all the above reasons, outputs of different assessments tend to contradict one another. Particularly critical of the situation in the Kaliningrad Region have been the media, both Russian (central and provincial alike) and foreign, so that Region’s image in Moscow and abroad has been rather dubious. At the same time, visitors from other regions of Russia find that the Kaliningrad Region has many advantages as compared to most other areas in Russia. 

The Pre-Reform Situation

In assessing the dynamic and specifics of development of the Kaliningrad Region, one should bear in mind that after it became a Russian exclave in the 1990s, the Kaliningrad Region was faced with such problems as no other region of Russia ever knew. Simultaneously with the local economy’s switchover from the old plan-and-command-based model to a market model, suppliers of input materials, consumers of produce, specialization of production and the like had to be changed. 

And that in a situation where the level of the Region’s economic development had not been particularly high even before the reforms were launched, while the industries in the Region were highly specialized, had scarce any production ties with each other and did not constitute an economic complex. In the Soviet era, the Kaliningrad Region in spite of its highly advantageous geographic situation (unfreezing harbors, proximity to the Soviet Union’s most developed regions and to CMEA countries), favorable climatic conditions, well-developed infrastructure and a high density of population   only had an average level of socioeconomic development as compared to other regions of the Russian Federation. 

Development Prior to the 1998 Financial 
Crisis (1992-1998)

In the situation which emerged after disintegration of the Soviet Union, the structure of specialization of the industries in the Kaliningrad Region was even more inadequate to the new conditions than was the case in most other constituent entities of Russia (the principal reason behind this being the Region’s geographic isolation from the main part of Russia). So, the recession in the industries, agriculture, transportation and construction was deeper in the Kaliningrad Region than elsewhere. In most the basic socioeconomic indices, the Kaliningrad Region lagged far behind other regions of the North-Western Federal Area in the 1992-1998 period. 

In 1998, industrial output in the Kaliningrad Region only amounted to 29 percent of the 1990 figure (while the national average was 46 percent), output of agricultural produce, to 48 percent (with a national average of 56 percent), while retail trade turnover, to 42 percent. The volume of capital construction was only one-sixth of the 1990 figure. 

For the purpose of stimulation of economic development and compensation of the Kaliningrad Region’s exclave situation, a Federal Law on a Special Economic Zone in the Kaliningrad Region was passed in 1996 (prior to that, since 1991, there was a free economic zone functioning in that Region, which was introduced by Decree by the Government of the Russian Federation on the Yantar Free Economic Zone. The purpose of establishment of a special/free economic zone in the Kaliningrad Region consisted in formation in the Region of a compensation mechanism in the form of a customs-free zone for stimulation of export-oriented and import-substituting production. However, the regime introduced in the Region was unstable and contradicted federal laws in many ways, so the expected influx of foreign capital did not take place. Moreover, due to the sharp drop in the customs rates local output kept going down because local produce could not compete with imported goods. 

For that reason, the differences in rates of socioeconomic development between the Kaliningrad Region and the rest of Russia and the Kaliningrad Region and the neighboring countries increased. While in Poland, economic growth began in 1992 and in the Baltic states in 1994, in Russia a slight growth  began only in 1997 (to be interrupted by the 1998 crisis), while in the Kaliningrad Region recession continued till 1999, after which a certain growth in industrial and agricultural output began there (just like elsewhere in Russia). 

Development in the Post-Crisis Period (1999-2001)

The drop in the ruble’s exchange rate following the August, 17, 1998 crisis had a mostly favorable effect on the rate of growth of output in the Kaliningrad Region, just like elsewhere in Russia. However, in 1999, the rate of economic growth in the Region was somewhat lower than the national average. While the growth in industrial output amounted to 8.1 percent in Russia as a whole, in the Kaliningrad Region it was 3.9 percent. The national average growth in output of agricultural produce was 2.4 percent, but in the Kaliningrad Region it was a mere one percent. The performance in the transportation and construction sectors was even worse. 

In 2000, the rate of growth of industrial output in the Region amounted to 32 percent (as against 9 percent national average). However, per capita growth of industrial output in the Region amounted to a mere 50 percent of the national average. The growth in output of agricultural produce in the Region amounted to 3.5 percent (as against 5 percent national average). The crops were comparatively good, however, the number of livestock was reduced, so there was also a drop in output of animal husbandry produce. 

In January 2001, the prospects of the Region’s further development were put in question due to enactment of Section II of the Tax Code and levying of VAT on goods imported into the Region. The mechanism of the Special Economic Zone was in jeopardy as was the very chance of successful operation of the Region’s numerous companies. The January-February 2001 statistics registered a sharp decline in business activity and a drop in output of goods and services on the December 2000 figure. The volume of retail trade also went down by 33.4 percent.

In February 2001, the pre-2001 the regime of levying of VAT on imported goods was restored (thanks to effort by the Kaliningrad Region’s Administration). On February 22, 2001, the Kaliningrad Region Legislature passed a regional law whose purpose was to exempt most economic entities active in the Region from the liability (provided for by Section II of the Tax Code) to pay VAT (through switchover to levying of a single tax in accordance with a simplified taxation procedure). As a result, the rate of economic growth in the Kaliningrad Region by a number of key macroeconomic indices was higher than nationwide (see Table 7). 

Table 7

Comparison of Rates of Growth of Macroeconomic Indices of the 
Kaliningrad Region and the Russian Federation in 2001
(percent on the 2000 figure)

	Indices
	Russian Federation
	Kaliningrad Region
	Comparison**

	Industrial output
	104.9
	112.5
	+

	Output of farm produce
	106.8
	95.5
	-

	Investment in fixed capital
	108.3
	137.1
	+

	Freight  turnover of transportation companies
	103.1
	107.7
	+

	Retail trade
	110.8
	84.7
	-

	Public catering
	108.7
	91.8
	-

	Paid services
	101.2
	104.1
	+

	Consumer prices*
	118.6
	121.0
	-

	Index of industrial manufacturers’ prices
	110.7
	104.4
	+

	Foreign trade turnover (goods)
	104,3
	113.8
	+


* December 2001, percent on the December 2000 figure.

** Indices of the Kaliningrad Region as compared to the national average: “+” – more favorable; “-” – less favorable

According to a preliminary estimate, the Region’s gross regional product amounted to around 33 billion rubles in 2001, which in comparable prices constitutes a growth of 6.6 percent on the 2000 figure (as against 5 percent national average). 

Industrial output in 2001 amounted to 45 percent of the 1990 figure (the national average was 57 percent). On the whole, the difference between the Region’s and the national average performance was reduced from 17 points in 1998 to 12 points in 2001. However, in agriculture the Region’s lag has even grown. In 2000, the output of agricultural produce in the Kaliningrad Region amounted to a mere 47 percent of the 1990 figure, while the national average amounted to 64 percent, and that gap keeps growing. The situation in the sphere of investment is also unsatisfactory. The Region’s share in investment in fixed capital has grown from 0.3 percent to 0.5 percent, however, in construction work it only amounts to 0.3 percent, while the share of the Region’s population in the population of the Russian Federation amounts to 0.65 percent. 

Somewhat more impressive has been the Region’s performance in servicing of foreign-trade operations. The customs-free zone regime has stimulated import of goods from foreign countries, and the Region’s share in Russia’s total foreign trade turnover grew to make 1.2 percent in 1998. However, in 1999 that percentage went down to a mere 1 percent, and in 2000, in spite of an absolute growth in the volume of foreign trade (export, through growth of prices), to 0.9 percent. 

Unfortunately, the growth in industrial output which has been observed in the past few years has had a negative effect on the environment. Instances of air pollution with dangerous substances have become more frequent, which shows that the level of ecologization of production is still inadequate and that companies continue using obsolete technologies. 

Yet, it is to be noted that the actual figures characterizing the state of the Region’s economy and the residents’ living standard are somewhat better than those registered by the official statistics since some of the informal sector output is not taken into account by the statistical authorities. While in Russia as a whole the shadow economy accounts for up to 40 percent of the GDP, according to TACIS
, in the Kaliningrad Region the share of the shadow economy is even higher. Yet, the socioeconomic situation in the Region is still unsatisfactory so far.    

Industry. In 2001, industrial output in the Kaliningrad Region amounted to 18,884.5 million rubles, that is, 12.5 percent more than the previous year (in comparable prices). For the sake of comparison, it is to be noted that industrial output growth nationwide amounted to 4.9 percent and in the North-Western Federal Area, to 3.9 percent. 

The growth rate was particularly high in the food industry where it amounted to 40 percent. Output of canned meat products, fish and distilled liquors  grew by 60 percent, of fish canned products by 40 percent and of confectionery, by 20 percent. 

There was also a considerable growth in output of building materials (by 31 percent), which can to a certain extent be seen as a symptom of enhanced economic activity in the Region. 

Also observed was a sustained growth of 23 percent in engineering and metalworking; output of Autotor cars grew by 75 percent, of Telebalt TV sets, by 30 percent and of electric welders (Esva company), by 20 percent. 

Small businesses only account for around 21 percent of the total industrial output, however, their share in output of light industry products, foods and building materials is much higher (over one-third of the total), which serves to show that the role played by small businesses in the Kaliningrad Region’s economy is, in fact, rather significant. 

Aggregate investment in fixed capital in the region amounted in 2001 to 7,884.5 million rubles (a growth of 37 percent on the 2000 figure). Such a fast growth in the volume of investment can be explained to a certain extent by improvement of the investment climate in the Region. (For instance, the rating assigned to the Kaliningrad Region by the Expert-RA agency in 2001 was seven points higher than the previous year.)

As of the beginning of this year, the volume of accumulated foreign investment (repayment of loans taken into account) amounted to 50.7 million USD. In 2001, 24.6 million USD was invested in the Region (that figure includes investment in rubles converted for the sake of this calculation at the prevalent exchange rate). However, direct investment only amounted to 3.2 million USD, just over 1 percent of total investment in fixed capital.   

There were over 1,600 companies with foreign investments registered in that region. The total amount of foreign investors’ interest in companies’ authorized funds amounted to nearly 800 million rubles. Investors from over 50 foreign countries had taken part in establishment of businesses. Foreign companies’ and joint ventures’ aggregate share in total industrial output amounted to  around 10 percent.

Transport.  Thanks to introduction starting from August 1, 2001 of new railway tariffs (instead of international tariffs, lower domestic tariffs came then to be charged for carriage of goods to Russian ports) the volume of cargo handled at Kaliningrad Region grew sharply in the closing months of the Year 2001.  On the whole, the volume of cargo thus handled grew by nearly 33 percent in 2001 to make 5.8 million tons. As a result, the volume of inland carriage by domestic transport grew by 23 percent in 2001 to make 11.9 million tons (carriage by rail accounted for 90.8 percent of that volume, while carriage by road, for the remaining 9.2 percent). 

Foreign trade. The foreign-trade turnover (goods and services in combination) grew by 14.6 percent to make 1,541.5 million USD with exports accounting for 507.5 million USD and imports, for 1,034 million USD. 

The Kaliningrad Region’s principal trade partners are Poland (trade turnover, 281.2 million USD), Germany (268.7 million USD), Lithuania (113.4 million USD) and the US (73.3 million USD). 

The rate of development of a market infrastructure has been faster in the Kaliningrad Region than in most other regions of Russia (there are around 1,100 businesses and institutions in the Region which engage in real-estate operations and other market-supporting activities). The public also have been developing a market mentality fast. 

Summing up the outputs of analysis of the dynamic of socioeconomic development in the Kaliningrad Region in the past decade, one should note on the one hand the fact that the recession in the period up till 1998 was deeper there than elsewhere in Russia, but on the other hand the fact that clearly positive trends emerged in that region in the 2000-2001 period. The latter can be explained by enhanced restructuring of the regional economy and a general stabilization of the socioeconomic situation in the Russian Federation. 

2.2. Assessment of the Current Structure of 
Kaliningrad Region’s Economy

By the beginning of the 1990s, the Kaliningrad Region had an industrial-agrarian economy whose level of development was average as compared to the other regions of the Soviet Union. 

In industry, the principal specialization was in fish processing, engineering and pulp-and-paper production. Of considerable significance were also the local extracting industries (amber production and oil production).  The agricultural sector mainly specialized in production and processing of milk and meat. There were also developed industrial poultry-breeding facilities and those for breeding of fur-bearing animals. Over 25 percent of the dairy and meat produce produced in the Region was exported to central regions of the Soviet Union or used to cater for the needs of the Armed Forces. At the Region’s seaports (the only seaports with unfreezing harbors Russia had on the Baltic Sea) export and import operations were handled (in Kaliningrad), the oceanic fishery vessels berthed (in Kaliningrad, Svetly and Pionerski) and a naval base deployed (in Baltiysk). There was a major oceanographic research and training center in the Region; at the waterfront, numerous health resorts had been established. On the whole, the specialization of that territory corresponded to the natural and economic prerequisites of regional development within such a state as the Soviet Union, though it did require some modernization. 

Within the framework of nationwide ‘division of labor’,  the Kaliningrad Region had stable economic links with many regions of the Soviet Union. As much as 70 percent of the produce produced in the Kaliningrad Region was exported to other parts of the country, which, for their part, supplied to the Region raw materials, fuel, semi-finished articles, machines, equipment, consumer goods and foods. Fish products, pulp and engineering products were exported from the Region to 50 foreign countries. 

While being, in principle, similar to the structure of employment in the rest of the Russian Federation, the structure of employment of the Kaliningrad Region population had certain peculiarities. The economy in the Kaliningrad Region was less industrialized than elsewhere in the Soviet Union, and the transportation and trade infrastructures were better developed. The structure of specialization of the regional economy was in accordance with the role played by the Region in servicing of the Soviet Union’s foreign economic relations, a comparatively high level of development of the agrarian sector and faster advancement towards a postindustrial society. However, the existing prerequisites for development were not used to the full. For instance, even though the local railways and seaports serviced export and import operations, the transportation function was not developed as well as the existing conditions permitted. The local seaside resort facilities were distinctly inferior to those in the neighboring Baltic republics. 

In industry, the differences in specialization were even greater. The fuel-and-energy, metallurgical and chemical sectors were underdeveloped. The Region’s specialization in the nationwide division of labor was production of foods (mostly sea foods), engineering products and pulp and paper. The share of the building materials industry was insignificant because the building industry itself was underdeveloped and joined to the building industry of the neighboring Lithuania. The extent of development of the light industry was also insufficient, though attempts at stimulating its development were made (for the sake of balancing the numbers of ‘male’ and ’female’ job opportunities in the Region)

The structure of the industries’ specialization reflected the high extent of the Region’s integration in the national division of labor and at the same time its dependence on supplies of raw materials, fuel and power and stability of the production and cooperation ties, especially in the engineering sector. 

Following disintegration of the Soviet Union and the resulting geographic isolation of the Region from the main part of the country and the beginning of transition from the old Soviet system to a market economy, the conditions of development of the Region’s leading industries changed dramatically. The old structure of the Region’s economy proved inadequate to the new conditions, so the Region was plunged into an even deeper recession than the nationwide average.

Even the earliest attempts by the Government to assure a balance between prices and costs by means of deregulation of prices abruptly changed the correlations between prices and proportions and rates of profitability of different branches of industry. The parties that benefited by that situation were the ‘natural monopolists’ which set prices for fuel, power and certain types of raw materials in accordance with the prices on the international markets rather than the domestic price proportions. With state subsidies withdrawn in such a situation, the very existence of many industries was jeopardized (in particular, of the oceanic fisheries with their great fuel costs). At the same time, the situation favored development in the Region of oil production and pulp-and-paper industry. 

Another blow on the old structure of the Region’s economy fell when the old domestic Soviet market and the international socialist market collapsed. Kaliningrad engineering, pulp-and-paper and fish-processing industries had exported their products to over 50 foreign countries (in particular, around 30 percent of the pulp was exported) and to every region of the Soviet Union. At the launch of reforms, the marketing opportunities shrunk at once since the industries in the Region failed to promptly adjust themselves to the new economic situation, in particular, to competition. 

The third factor of undoing of the Kaliningrad Region’s economy consisted in cheaper and higher-quality imported goods gaining access to Russian markets (in the Kaliningrad Region due to the specifics of its geographic situation  the volumes of imports were even grater than in the other regions of Russia). 

All the above factors caused a recession and a decline in the living standard in the Region. The reduction in solvent consumer demand was another factor of recession with many industries based in the Region. 

The situation was made worse by the tax policy pursued by the Government (high rate of the corporate profit tax) and also inertia of potential investors, difficulties in drawing of long-term loans and many managers’ inability to work in the new market conditions. At the initial stage, such market infrastructure was also wanting as would help establishment of supplies and marketing ties, attraction of investment, dissemination of information, advertising, and the like. 

The above considerations in respect of restructuring factors are true to some or another extent of all post-socialist countries, that is, those factors are an objective consequence of the process of transformation. However, Russia is somewhat different from other post-socialist countries: the role played by the domestic market is greater in it, and it has vast natural resources which can serve as an important source of financing of restructuring, but may also (as they actually do at present) bring about accumulation of vast amounts of funds in USD, which funds do not serve the purpose of stimulation of economic growth due to a multibillion active foreign trade balance (amounting to 25 percent of the exports) and a growth in imports of consumer goods. For that reason, Russia can only partly make use of the experience Czechia and Hungury as countries that have gone further than most along the road of transformation, have attracted large amounts of foreign investment and have been integrated in the European Union at a fast rate. More acceptable, though with the same exceptions, is the Polish experience. For the specific conditions of the Kaliningrad Region as a special economic zone is the experience of Estonia (where customs duties have been abolished) is also of interest. 

The issue of priority specialization is a difficult issue in the present situation. To a great extent, the choice of specialization should depend not so much on the specific regional conditions as on the role to be played by Russia in the international division of labor and on whether or not Russia will be able to use its scientific, technological and intellectual potential for transition to a postindustrial stage of development or become a mere raw materials appendage for the West. 

Such priority industries as would be able to ‘tow’ the rest of the Kaliningrad Region’s economy have not emerged so far since there has not been sufficient investment. Up till 1998, attempts were mostly made to preserve the existing production capacities and the traditional specialization; the results of a certain restructuring of the Region’s economy have only become felt in the past year or two. Modernization of certain industries has been started and the region’s external ties have been adjusted to a certain extent. However such change as has been proposed in various programs is to mostly depend on the existing production potential rather than the opportunities opened up by Russia's international integration in the Baltic region. As before, in the regional development forecasts priority is given to capital-intensive projects with long payback terms (seven to ten years).

Such projects are typical, in particular, of the Federal Goal-Oriented Program for Socioeconomic Development in the Kaliningrad Region in the 2002-2010 Period (adopted in December 2001).  In addition to the production infrastructure and the social sphere, the largest investments under that program are to be made in the traditional industries, such as engineering and fish processing, which are still seen as the regional priorities. Meanwhile, if the Region’s producers are to enter the European market (where tough competition is to be observed) unconventional solutions are probably needed, including those involving deep processing of raw materials imported from eastern regions of Russia. The role of services in development of the Region’s economy should not be overlooked, either.

It is to be noted that stimulation and actual growth of the more promising industries will be accompanied by closure of noncompetitive industries (together, those processes constitute economic restructuring).

The Kaliningrad Region authorities are well aware of the need for further restructuring of the Region’s economy with priority development of such industries as embody progress in science and technology and/or turn out quality consumer goods, and have, in fact, offered an assortment of regional development programs for different branches of industry. Implementation of those programs is expected to contribute to formation of such a structure of industrial specialization as would better correspond to the existing internal and external conditions of the Region’s development.     

2.3. Development of Infrastructure Branches 
of the Region’s Economy

Along with problems related to the relatively ineffective functioning of the Special Economic Zone, the Kaliningrad Region also faces acute problems related to a lack of an adequate infrastructure, particularly, in such spheres as transportation and power supply.

The Fuel and Power Sector

The Region’s fuel and power sector includes  an electric power sector, central heating sector, oil production and supply of petroleum products, gas sector  and coal-mining sector.

The electric power sector is represented primarily by the OAO Yantarenergo, a subsidiary of the RAO UES of Russia, which is a complex enterprise engaged in generation, transportation, distribution and realization of electric power and also of heat. Though there are over 10 thousand energy sources independent from the energy system in the Region, those are mostly low-capacity diesel and petroleum mini-and micro power plants whose single installed capacity varies from 0.5 kW to 5,000 kW and whose aggregate capacity amounts to nearly 70 thousand kW. Such power plants are mainly used as back-up facilities or contingency resources of  electric power and do not play any significant role in the Region’s power supply.   

A larger portion of the electric power consumed in the Kaliningrad Region is supplied by other power plants of the OAO UES of Russia which are situated outside the Region (mostly by the Leningrad Atomic Power Plant).The share of power produced in the Region and that supplied from the outside amounted to 5.4 percent and 94.6 percent, respectively in 1999, as against 17.2 percent and 82.8 percent in 1990.

In the 1990-1999 period, power generation in the Kaliningrad Region fell by 77.3 percent (that of general use power plants declined by 87.8 percent), while the consumption of power was only reduced by 9.1 percent.

The main problem of the Region’s power sector consists in a lack of its own renewable power sources. At present, the Region has three plants belonging to the OAO Yantarenergo: the Svetlovsk State-Run District Power Plant (with an installed capacity of 114.8 MW), the Gusev Thermal Power Plant (15.5 MW) and the Sovetsk Heating and Power Plant (10 MW). It is to be noted that all those plants were built before the Second World War. Power production has been suspended at those plants because their efficiency is rather low, while the installed equipment is in dire need of modernization.

Extensive effort has been taken of late towards tapping of renewable sources of power. Hydroelectric units with an aggregate capacity of 1.7 MW have been put into operation at three power plants. In addition to that, a pilot project dealing with installment of windmill electric generating units (with a capacity of 600 kW) was implemented with participation of Danish partners in 1998, while the first two windmill electric generating units (with a capacity of 225 kW each) of the planned windmill electric generating fleet with a total capacity of 4.5 MW (20 x 225 kW) were put into operation in July 2000. However, those capacities are not sufficient to meet the growing demand in power in the Region.

One of the major drawbacks of the Region’s power supply system consists in its having the only one source of power, a substation with a capacity of 330 kV in the city of Sovetsk which is primarily used for transmitting power to the Region from/through Lithuania. So, power supply of the entire Kaliningrad Region depends to a great extent on the transit of power through the territory of a foreign state, namely, the Republic of Lithuania. For that reason, much attention needs to be given to maintenance of good political and economic relations with that eastern neighbor. 

An acute problem faced by the power sector consists in a difficult financial situation caused by power consumers having accumulated huge arrears in their payment for supply of power. As a result, the power sector lacks the required funds to ensure adequate technical maintenance and due functioning of the power system. As of September 2001, such arrears to the power sector in the Kaliningrad Region amounted to 428 mil. rubles. According to the management of the OAO Yantarenergo, the only possible  way to resolve that  dramatic situation and prevent a chain of ‘cut-offs’ is imposition of limitations on use of power and  cutting off of debtor consumers.

One of the major debtors of the OAO Yantarenergo is the central heating system of the city of Kaliningrad, the Region’s largest end-user of power. It accounts for nearly 30 percent of the total consumption of power in the region (such a situation as regards consumption of power is generally typical of Russia). Systems of central heating produce and supply to users over 2.65 mil. Gcal of heat in the Region. That sector mostly includes municipal companies engaged in production and distribution of heat and by the OAO Yantarenergo itself which is also engaged in production of a certain amount of heat in Kaliningrad and Gusev. 

The Region’s central heating sector’s capital assets are extremely worn, especially distribution networks where loss of heat amounts to up to 30 percent. According to experts’ estimates, over 100 km of pipelines need to be replaced in Kaliningrad alone. It is to be noted that practically all municipal heat supply companies are in a difficult financial situation and require radical economic reforms.

The Region’s oil-refining sector is in a comparatively favorable situation. That can be explained both by the fact that the Region has its own oil resources and that market reforms in that sector have given rise to emergence of competing companies which constantly meet the demand in the Region in different types of liquid and solid fuel. Though, the Region does not have its own oil refining facilities at present and the prospect of building of an oil-refinery remains rather uncertain, the Region’s demand in such products is constantly met thanks to deliveries from the outside. Such practices can be continued in the future.

At present, the share of petroleum products in the Region’s ultimate consumption of fuel amounts to nearly 30 percent. According to experts’ estimates, a certain increase in that index (up to 40 percent) by the year of 2010 would not pose any problems to the Region’s economy and would only require some improvements to be made in the seaport and railway facilities and equipment.

The gas supply sector of the Kaliningrad Region consists of subsidiaries of the RAO Gasprom. The Region boasts a high level of provision of gas supply. While the Region’s area is comparatively small, the total length of its gas network amounts to 1,169 km.  About 40 km of new pipelines is built every year. However, a major problem of the Region in that sphere consists in its dependence on the capacity of the only pipeline by which gas is  currently supplied to the Region from the outside. That is a pipeline laid across the territory of Lithuania with a capacity of 863.4 cubic meters a year (built in 1985).

It is to be noted that gas consumption has a season cycle of its own; larger consumption of gas is observed in winter months.  The regime of supply and consumption could be improved through introduction of additional compression and building of an underground gas storage. However, such measures may be insufficient in the long-term prospect and building of additional pipelines would be required. It is also to be noted that like the financial situation of many other companies in the fuel and power sector the financial situation of the Kaliningradgasificatsia enterprise, the principal supplier of gas, is complicated by the non-payments problem. 

The share of coal in the energy balance in the Kaliningrad Region has been decreasing (from 30 percent of the total consumption in 1996 to an assessed 9 percent in 2010) because of its replacement with other fuels, mainly gas and liquid fuel. However, measures still need to be taken to ensure more efficient use of coal, including that from local deposits (prospect s for development of the Grachev brown coal field are currently being considered). 

It is to be noted that pilot projects related to utilization of peat, waste of timber industry and other alternative types of fuel for power generation purposes are also of interest to the Region.

Problems related to functioning and development of the power and energy sector of the Kaliningrad Region are as follows:

1. Supply of a greater portion of fuel and power depends on transit through the territories of neighboring foreign states, which results in considerably higher fuel and power prices than in other regions of the Russian Federation and makes the Region completely dependent on such supplies.

2. The Baltic states are going to withdraw from the Unified Energy System of Russia and switch over to a synchronized operation with the energy system of the European Union.

3. The Region does not have sufficient power-generating facilities of its own, while deposits of some types of energy carriers are non-existent, and of others, underdeveloped.

4. The volume of annual investments in the fuel and energy sector has declined by over 66.7 percent on the 1990 figure (in comparative prices). In such a situation, it is impossible to compensate the natural loss of production facilities. Heavily worn capital assets continue to be used. According to some estimates, in 2001 the wear of equipment in the Region’s power sector amounted to 62 percent. With that sector being, among other things, highly capital-intensive and slow in attraction of investments, in future it can become a factor hampering the growth of the Region’s economy.

5. Distortions in the price policy of the fuel and power sector have resulted in deformation of the structure of demand in energy carriers and have rendered producers of power resources unable to ensure self-financing of their production and pursuit of an active investment policy.

6. Imprudent tax policy has brought about a situation where levied taxes do not correspond to the outputs of financial and economic activity of companies of the fuel and power sector in conditions of fluctuations of prices on energy carriers.

7. The fuel and power sector plays a key role in tariff subsidizing of industries and residents of the Kaliningrad Region. It also acts as a ‘sponsor’ of many non-competitive industries and performs functions of the state as regards social protection of households (subsidizing of tariffs and rates).

8. All the components of the fuel and power sector lag ever more behind the best international standards. Power equipment used in the gas industry and power sector is not efficient enough; advanced steam gas plants are non-existent in the Region, while unconventional renewable energy sources are not widely used. All those factors cannot but affect the economic indices of power generation. In addition to the above, productivity of labor in the Region remains rather low.

9. Worn capital assets increase a likelihood of emergency situations.

10. Production facilities of the fuel and power sector are in a difficult financial situation which has mostly been caused by consumers’ failure to pay for energy carriers, imperfection of the tax system and low economic efficiency of the production processes currently in use.

11. Market-oriented structures and a competitive energy market are still in the fledgling stage of development. The production structure and organizational structure of the fuel and energy sector need to be reformed in such a way as to be oriented towards promotion of real competition. Financial and business activities of many companies of that sector are not transparent, which adversely affects efficiency of regulation by the state of their activities and promotion of competition in that area.

12. 12. The Kaliningrad Region has an extremely energy-intensive economy; its per unit energy consumption is 250 percent higher than in Western industrialized countries. That has caused unjustifiably high costs of power supply and had an adverse effect on competitive capacity of local manufacturers of goods.

13. Despite the decrease in production and consumption of fuel and power resources the fuel and power sector continues to pollute the environment. The sector in question is the largest source of pollution in the Region. It is to be noted that the environmental situation in neighboring Baltic states is much better.

In combination, the negative factors inherent in the fuel and power sector may pose a threat to energy security of the Region and for that reason measures need to be taken to improve the infrastructure of the regional fuel and power sector. A number of projects provided for by the Federal Goal-Oriented Program for Social and Economic Development in the Kaliningrad Region in the 2002-2010 period are also to serve that purpose, particularly, putting into operation of a new heating and power plant (ТЭЦ-2) and building in connection with the that project of another gas pipeline. 

The Transport Sector

Having a favorable geographic situation and good logistics opportunities, the transport sector of the Kaliningrad Region is one of the more promising branches of the Region’s economy. Use of the territory of the Region for transportation purposes can be advantageous both for the Russian Federation and for third countries. However, the economic recession and unfavorable tariff and customs conditions for freight transit carriage through the territory of Lithuania and Belarus (which had an adverse affect on the economy of the Region) caused a sharp drop in the volumes of cargo and passenger carriage by all means of transport in the 90s. The situation started to change for the better only in 2001.

Nevertheless, a significant growth in the volume of carriage can be expected in the future. Such a growth would facilitate the start of economic recovery in the country, development of the Region within the framework of the ‘the region of cooperation’ concept, expansion of foreign economic cooperation between Russia and other CIS countries through seaports of the Kaliningrad Region, implementation of the plans for building of international superhighways Via Baltica and Via Hanseatica and full-fledged functioning of the Special Economic Zone in the Kaliningrad Region.

However, success in that area depends to a great extent on tariff policies and transit norms and rules which have been set or may be introduced in future by Baltic states and the Republic of Belarus. Should the Region receive any support in that respect from the Russian Government, that may, have a positive effect on development of the transport sector of the Kaliningrad Region.

Carriage by sea has a special role to play in the transport sector of the Kaliningrad Region.

The seaport complex of the Kaliningrad Region includes:

· The commercial seaport of Kaliningrad;

· The Kaliningrad River Port (with a cargo terminal in Svetly);

· The state fishing seaport in Kaliningrad;

· The port in Pionersky;

· Terminals for transshipment of oil cargo are  situated in the following locations:

· in Baltiysk (Vostochny) (ZAO Baltiyskaya Oil-Transshipment Company);

· In Izhevsky (the Lukoil-Kaliningradmorneft);

· In Kaliningrad (the state unitary company Kaliningrad Seaport Oil Terminal) (See Table 8).

Table 8

Design Capacity the of seaports of the Kaliningrad Region in respect of cargo transshipment (in thousand tons)

	port
	Design capacity

	The Kaliningrad Commercial Seaport
	8560

	The Kaliningrad Fishing Seaport
	2600

	The Kaliningrad River Port
	2050

	ZAO BNK (Vostochny)
	1500

	OOO Lukoil-Kaliningradmorneft (Izhevskoe)
	750

	GUP Seaport Oil Terminal (Kaliningrad)
	600

	Port Pionersky
	564

	Total:
	17,188


According to the data available on the first half of 2001, the  freight turnover composition was dominated by the following goods and commodities: oil and petroleum products accounted for 27.8 percent, coal and coke, for 16.7 percent, scrap metal, for 10.3 percent, fertilizers, for 9.2 percent, while fishing products for 7.0 percent. It is to be noted that seaports are mostly oriented towards export of goods; for instance, export goods have accounted of late for nearly 87 percent of the total freight turnover. 

State regulation of the of operations of the Kaliningrad Commercial Seaport and the Kaliningrad River Port is carried out by the Maritime Administration of the Kaliningrad Seaport, a state-run organization, while transshipment and storage of goods at those seaports, by the ZAO Kaliningrad Commercial Seaport, the  ZAO GMB Terminal, the OAO Port Elevator, and the ZAO Kaliningrad River Port.

The seaport of Kaliningrad is open for navigation all the year round (there is no need to use ice-breakers in winter).

As it can be seen from the experience of the seaports of Klaipeda, Riga and St. Petersburg, the volume of cargo shipped over regular transit sea lines accounts for a considerable share in the total volume of the cargo carriage of those ports. Development of such a carriage is also gaining momentum in Kaliningrad. (See Table 9)

Table 9

Regular Sea Lines from Kaliningrad

	Ports of destination
	Regularity

	Seaports of the Netherlands, Great Britain and Belgium (Rotterdam, Fekixstowe and Antwerpen)
	Once a week

	Gdynia (Poland)
	Once a week

	Bermerhaven (Germany)
	Once a week

	Kiel (Germany)
	Once a week

	Ports of the East Coast of the USA and the Great Lakes
	Twice a month


It is to be noted that on lines running from Kaliningrad to the Netherlands, Belgium, Great Britain, Poland and Germany container-carriers are used, while on the lines running to Denmark, the US and Germany (Rostock), vessels of the ro-ro type.

In addition to the above, a sea-ferry service is also expanding. For instance, there is a sea-ferry service operating twice a week (with a capacity of 40  containers per carriage) between the fishing seaport of Kaliningrad and Koge (Denmark). A St.Petersburg-Kaliningrad (Commercial Seaport)-Kiel (Germany) motor-sea-ferry service was opened on August 20, 2001. (The service operates twice a week.) It is also worth mentioning that the specialized federal program for the 2002-2006 period provides for opening of a Ust-Luga-Baltiysk-ports of Europe railway-motor-sea-ferry service.

It is to be noted that thanks to introduction of new railway tariffs and wider use of berths in Baltiysk the port complex of Kaliningrad Region became more competitive in the 2000-2001 period. For instance, the volume of the cargo handled amounted to 5.8 mil. tons, as against 4.1 mil tons in 1999 (see Table 10). 

Table 10

Major Indices of Operation of the Kaliningrad Seaports in the 
1999-2001 Period (in mil. tons)

	
	1999
	2000
	2001

	The volume of cargo handling, the total, including:
	4.1
	4.4
	5.8

	The commercial seaport
	2.2
	2.3
	2.7

	The fishing seaport
	0.97
	0.81
	0.79

	The river port
	0.28
	0.16
	0.21

	Other ports
	0.65
	1.13
	2.10


Though the volume of the seaports’ freight turnover has grown, it is still far from the 1997 figure (6.2 mil. tons), only 33 percent of those seaports capacity has been used. It is to be noted that such a low volume of freight turnover has had an adverse effect on the financial situation of the ports, their technical development and tax revenues of the Region’s budget.

Problems faced by the transport sector, especially the seaport complex, have been examined by responsible ministries and departments, the Government of the Russian Federation and also on an international level. As a result of the measures subsequently taken, the freight turnover has grown and the situation in  seaports has been stabilized. However, seaports, particularly the Kaliningrad Commercial Seaport, have not started to operate to full capacity yet, while the per unit weight of the Kaliningrad seaports in the total volume of transshipment of cargo through the former Soviet Union’s seaports on the Baltic Sea amounts to less than 5 percent, as against 8.3 percent in 1988.

One of the key factors determining the load of the ports of the Kaliningrad Region is the level of transit carriage tariffs for a number of goods that are specific to Kaliningrad Region seaports and not handled by seaports of the Baltic nations and St. Petersburg. 

To step up business activity of the Kaliningrad Region seaports it is crucially important to settle  the existing transit problems on  a long-term basis and develop mutually beneficial cooperation between seaports in the Kaliningrad Region and the seaport of Klaipeda.

In addition to the above-stated, the seaports in the Kaliningrad Region are less favorably situated for Russian consignors and consignees than the seaports of the Baltic nations and St. Petersburg (the adverse factors include long distance, crossing of two borders, complicated customs control procedure and the like). For those reasons, even lower tariffs on cargo carriage through Kaliningrad seaports fail to attract important customers.

Unfortunately, those specific factors have not been taken into account by the federal authorities in their decisions and statutory acts.For instance, the State Customs Committee of the Russian Federation has not taken a single decision in respect of either making the customs clearance procedure applied to cargos carried to and from the Kaliningrad Region easier and less time-consuming. By way of illustration of that point, the following facts can be cited.

The customs legislation presently in effect does not take into account in some cases the exclave specifics of the Kaliningrad Region. It is to be noted that far from being milder than anywhere in Russia the customs rules in the Kaliningrad Region are even more stringent in some cases. For instance, the customs clearance category of export goods shipped from other parts of Russia through the Kaliningrad seaport is changed from the ‘export’ to ‘transit’ on  border of the Belarus (that is, the border of the  common customs territory). Such a change of customs category  takes a lot of paper work (filling in of numerous forms), time and expenses. In addition to the above-mentioned, the transit customs procedure also means changes and complications in the checking procedure and other inconveniences and limitations for cargo owners. Exporters dispatching their goods through Kaliningrad Region seaports cannot obtain relevant confirmation of the fact that their cargo has been exported until it has been shipped beyond the customs territory of Russia (and this happens despite the fact that the export customs procedure has already been performed on the boarder between Belarus and Lithuania). Due to such delays, repayment of the VAT (a benefit to which exporters of goods are entitled under the law) takes quite a lot of time. Such problems do not arise when Russian export goods are  shipped through foreign seaports.

It is to be noted that complicated and lengthy customs formalities and checking procedures for exported and imported goods, which are presently in effect in Kaliningrad Region seaports frighten off consignors, consignees and ship owners alike. Customs inspection of all containers and other imported cargo normally results in a serious loss of time and greater expenses despite the fact that a larger portion of imported goods are not certified as ‘free circulation’ by the seaport customs; instead, such cargo is sent to the end-consignee where a repeated customs inspection and clearance are to be carried out. Naturally, customers prefer seaports of the Baltic nations and St. Petersburg. 

If that situation is not changed, cargo carriage through the Kaliningrad Region will become even more complicated, especially after Lithuania and Poland become members of the European Union.

Another group of problems is related to an inadequate technical standard and poor equipment of Kaliningrad Region seaports.

Since the Kaliningrad seaport was closed to foreign vessels until 1991 and, for that reason its use was rather limited, the state did not allocate adequate capital investments for its development. At the same time, seaports in the former Soviet Baltic republics were developing quite extensively in those days thanks to adequate allocations of capital investments by the state and managed to occupy the most important segments of the transportation services market. For instance, in the Soviet era the Klaipeda seaport specialized in transshipment of high-density metals and oil and for that purpose a railway-sea-ferry service between Klaipeda and Germany was established; the Ventspils Port developed into a large oil terminal and complex for shipment of bulk fertilizer cargoes; the Riga seaport specialized in container carriage and transshipment of coal, while the Muuga port in Estonia was built from scratch for shipment of grain, refrigerated foods and oil. 

Because of such an approach to the Kaliningrad Seaport (which approach was formed as early as in Soviet days), the Kaliningrad Seaport had become  technically backward as compared to its present-day competitors by the time of  the collapse of the Soviet Union. 

Nor has priority been given to the Kaliningrad seaports in the federal program for revival of the Russian merchant marine, which mostly focuses on such Baltic Sea seaports as St. Petersburg, Ust-Luga and Primorsk (all in the Gulf of Finland).

According to the data provided by the Ministry of Transport of the Russian Federation, the volume of investment in development of the AO St. Petersburg Seaport alone amounted to 25 mil. rubles (700 mil. USD) in the year 2000, while investments by the three Kaliningrad ports in their own capital funds in the 1997-2000 period amounted to a mere 148.8 mil. rubles, including 71.4 mil. rubles spent on cargo vehicles and other equipment.

Another serious problem consists in a relatively low transit capacity of the Kaliningrad Maritime Channel which links the Kaliningrad Seaport with the high sea. The Channel’s total length is 42.1 km of which only the first 4.2 km are 10 meters deep, while the remaining 37.9 km, 9.0 meters deep. It is to be noted that the seaport’s water area is only 8.1 meter deep.

The design depth of the berths both in the Kaliningrad Commercial Seaport and the Kaliningrad Fishing Seaport is from 7 m to 8.5-9 m, while in the River port the depth only amounts to four meters. It is also to be noted that berths of the Kaliningrad Fishing Port have a low proof load and badly need repair and reconstruction. Because the Channel is not sufficiently wide and deep and the dimensions of berth walls are inappropriate, while water at berths is not deep enough cargo handling services can only be rendered to vessels with the maximum length , width and tonnage not exceeding 170 m, 25, and 24 thousand tons, respectively, or tankers with the maximum length not exceeding 140 m. To call at the Kaliningrad Seaport, 170 m to 177 m long vessels need to obtain a special permit from the Kaliningrad Seaport Maritime Authority. Vessels over 135 m long have to sail through the Channel only in the day-time. It is to be noted that the Channel only permits one-way traffic and the time of journey is nearly 3 hours.

Because of such limitations caused by the capacity of the Kaliningrad Maritime Channel vessels with a high freight-carrying capacity cannot get to the transshipment terminals for loading of bulk cargo, such as fertilizers, petroleum products, metal, scrap metal and the like. It is for that reason that Kaliningrad seaports fail to be flexible to market changes as regards types of cargo and  shipment ratios.

As early as in 1979, in accordance with Resolution № 2028-P of September 3, 1979 by the Council of Ministers of the USSR, reconstruction of the Kaliningrad Maritime Channel began. The project was developed by the Lenmorniiproject, a Leningrad-based maritime research center. The project provided for creation of new dimensions of the Channel; it was planned to make it 9.75 m deep and 80 m wide so that vessels with the length, width and draft of 185 m, 23 m and 8.4 m, respectively, could safely call at the port. Reconstruction was partially done in the 1979-1986 period, but that work had to be suspended because of a lack of state capital investments.

Since the area of the Kaliningrad ports is rather limited any increase in accumulation of cargo volumes is almost impossible. For that reason, cargo owners’ requests for accommodation of their cargo have sometimes been denied. The total area of the commercial seaport is 116 hectares, while that of the fishing port, 114 hectares (by way of comparison, it is to be noted that the area of the Klaipeda seaport is 415 hectares).

The seaport railway station has insufficient capacity; though its reconstruction has long been planned, that work has not been started yet. According to experts’ estimates, with transshipment of over 7.0 mil tons of cargo through three Kaliningrad ports (the commercial seaport, fishing seaport and river port) the seaport railway switching zone will fail to perform properly its functions as regards provision and removal of rolling stock, which will inevitably make the entire operation of seaports more complicated. 

It is to be noted that motorway approaches to ports are overcrowded; they are almost paralyzed in rush-hours. With five railway crossings in Portovaya Street any increase in railway traffic (placement and dispatch of cars from and to the seaport area) would bring the motor traffic to a virtual stand-still.

For solution of the above-mentioned technical problems, large investments are needed. For instance, for completion of the reconstruction of the Kaliningrad Maritime Channel (begun in 1979 for the purpose of making the Channel 80 m wide and 9.75 m deep)  1,277 mil. rubles worth of investments (in prices prevailing in the year 2000) is required. Reconstruction of the Port Railway Switching Zone has been estimated at 8.2 mil. rubles, while building of a grade-crossing elimination structure, at 163 mil. rubles (in prices prevailing in 1984).

Also considered have been the prospects of reconstruction and more extensive use of Baltiysk Seaport facilities where cargo handling services could be rendered to vessels with a high freight-carrying capacity, since to call at that port, they need not sail through a channel. However, there is a problem consisting in Baltiysk being a major base of the Russian Baltic Fleet. Also, any significant increase in cargo-handling volumes would require reconstruction of railway lines for which purpose considerable investments would be needed.

Railway Transport

The Kaliningrad Region has a rather dense railway network of tracks, stations and  the required infrastructure facilities (locomotive sheds and car sheds). The locomotive shed is situated in Kaliningrad, while the car shed, in Chernyakhovsk. It is to be noted that the Chernyakhovsk Shed’s performance in 2000 was considered to be the best in Russia.

As of 1999, the length of general use railways was 640 km, as against 765 km in 1990. Density of railway tracks was 42.4 km per 1000 square km, which is by 700 percent higher that the national average. Such a dense railway network has a history of its own. Before 1946, the density of the railway network (including  tracks with different gauges) exceeded by 250 percent the present one.

However, the railway network of the Kaliningrad Region lags behind the national average as regards advanced railway lines. For instance, double track lines only account for 24 percent of the total length of the Region’s track lines, while the national average is 42.3 percent. The percentage of electrified railways is also insignificant; a mere 14 percent of railway lines is electrified, while the national average is 38.3 percent. It is to be noted that in the Kaliningrad Region only the suburban railway circle running along the coast is electrified. In that electrification scheme, the 3000V system was used, which will have to be discarded in case of unification of the Lithuanian and Kaliningrad railways.

The unique specifics of the Kaliningrad railways consists in existence of some legs of tracks with the European standard gauge (1,435 mm) and terminals for transshipment of cargo situated between railway tracks with different gauges. The length of tracks with the European standard gauge is 131 km, which accounts for 21 percent of the total length of the railways of the Region. The European gauge tracks run beyond the territory of the Region through such border points as Mamonovo, Zheleznodorozhny and Bagrationovsk. A Russian-standard railway line running through Mamonovo leads to the Polish station Branevo. There is also the Derzhinskaya station in uptown of Kaliningrad which has all the necessary facilities for transshipment of cargo between cars running on tracks with different gauges. That station can be used for cargo carriage through Mamonovo and Bagrationsk. It is also to be noted that the Chernyakhovsk station has considerable advantages because of its situation at the crossing of lines running both from the North to the South and from the West to the East. The transshipment terminal in Chernyakhovsk has 8 pairs of tracks for transshipment of cargo between cars running on tracks with different gauges and a fleet of standard open and roofed goods cars,  machines and 40-feet containers.

Carriage of a large portion of cargo between the Kaliningrad Region on the one hand and Lithuania and Russia, on the other hand, is carried out along the main railway line (Kaliningrad –Chernyakhovsk- Nesterov- Kaunas - Minsk – Moscow). However, that line is used only to 30 to 40 percent of its capacity, while the Northern line (Kaliningrad- Sovetsk-Shyaulyai-Riga is currently not used for cargo carriage at all. The same situation can be observed on the railway lines running in the southern direction to Poland to whose railway network those railway lines are joined. However, despite differences in gauges of railway tracks cargo carriage can be effectively organized both in the South - North direction and the South-East direction.

Table 11

The Principal (‘Strategic’) Lines of the Kaliningrad Railways

	Line
	Length, km
	Functions

	Kaliningrad-Nesterov (Kibartai)
	152
	The line provides carriage service between Kaliningrad and Russia (the CIS). That line is a shortcut to the Baltic Sea from Minsk and most parts of Belarus.

	Kaliningrad-Mamonovo (Branevo)
	50 (55)
	The line has tracks both with the European standard gauge (1,435 mm) and the Russian standard gauge (1,520 mm). It provides railway service on the route to Gdansk, Northern Poland and Germany. Transshipment or change-over of railway cars from tracks with the European standard gauge to tracks with the Russian standard gauge and the other way round is carried out at the Dzerzhinskaya-Novaya station or the Branevo station.

	Chernyakhovsk-Zheleznodorozhnyi (Skandava)
	45
	The line is a part of the main railway line running from Central and Eastern Europe. Opportunities for  transshipment of a considerable variety of cargo between cars running on tracks with different gauges at the Chernyakhovsk  Station. 

	Kaliningrad-Sovetsk (Pagegyai)
	124
	The line provides railway service to the western part of Lithuania, Latvia and Estonia.


 The largest stations of the Kaliningrad railways as regards volumes of cargo handling are as follows: Kaliningrad (it accounts for nearly 40 percent of the total volume of cargo handling), Chernyakhovsk (15 percent), Sovetsk (10 percent), followed by Znamensk, Gusev, Nesterov, Baltiysky Les and other.

Carriage by rail in the Kaliningrad Region accounts for a large portion both of cargo and passenger carriage. For instance, it accounts for 90 percent of the total volume of all cargo carriage in the Kaliningrad Region (excluding carriage by sea) and nearly 5 percent of the passenger carriage. Carriage by rail accounts for nearly 40 percent of suburban passenger carriage and 87 percent of long-distance passenger carriage. Such a small share of railway carriage in the volume of the suburban passenger carriage can be explained by the leading position in that sphere of passenger motor carriage which accounts for 10 percent of the international carriage, nearly 50 percent of the suburban carriage and 69 percent of the urban carriage. The above figures are rather approximate because large  numbers of passengers (including those who travel without buying a ticket and those who have an entitlement to free carriage) have not been accounted for in the total number of passengers.

Long-distance railway passenger service is maintained with the following Russian cities: Moscow, St. Petersburg, Chelyabinsk (only in summer), Novorossiysk; with the following CIS cities: Gomel, Kharkov, Simferopol, Odessa and Kiev, and also with the Polish city of Gdynia. There also used to be passenger railway service to Berlin, but it has been suspended.

The Kaliningrad Region has a dense suburban railway network. Suburban railways link Kaliningrad with the following towns: Svelogorsk, Zelenogradsk, Baltiysk, Mamonovo, Bagrationovsk, Nesterov, Chernyakhovsk, Sovetsk and the township of Yantarny. In addition to that, there is a railway passenger service between Chernyakhovsk and Sovetsk and Chernyakhovsk and Zheleznodorozhny. Til the mid-1990s, there used to be a railway service to Svetly, and between some of the above-mentioned towns. The drop in the volume of suburban railway carriage, as well as reduction in the number of routes of railway service began in the early 90s due to dramatic cuts in state subsidies for maintenance of such a costly means of transportation as the suburban railways.

The Kaliningrad Region has a  dense network of motorways. As regards density of the motorway network per 1000 square km of the territory  of the Region (303 km), the Kaliningrad Region rates second in Russia (after the Moscow Region) and exceeds the national average (30 km) by 900 percent.

The total length of motorways (including those which are under jurisdiction of various departments) was 6,760 km as of 1999, as against 6,244 km in 1990. All motorways have rigid pavement, 73 percent of them, of a solid type. At the same time, despite its high density the capacity of the motorways network is not sufficient even with the present-day traffic, to say nothing of the future when the traffic is ecpected to be considerably expanded since the radii at the populated localities are not large enough. The Region’s only four-lane high-speed motorway situated east of Kaliningrad is a mere 20 km long. The network of principal motorways is in dire need of renovation.

The present-day priority consists in improvement of the technical standard of those motorways which are legs of international routes and bringing them gradually in accordance with the relevant standards.

The Trans-European transport corridor has the following two branches in the territory of the Kaliningrad Region: route № 1 «A» [Riga-Kaliningrad-Gdansk] and route № 9 «D» [Kiev-Minsk-Vilnus-Kaliningrad]. 

The 152 km long branch of Route № 9 «D» is the Kaliningrad Region's main highway (A-229 Federal Motorway [Kaliningrad-Chernyakhovsk-Nesterov-the Lithuanian border]). It is to be noted that a 53 km leg [Kaliningrad-Talpaki] adjoins route № 1 «A» of the other branch of that corridor. The motorway in question permits cargo carriage to Central and Eastern parts of Russia and links the international border crossing between Russia and Lithuania (Chenyshevskoe-Kibartai) to the regional center, seaports and motorways running to the Polish border. Under the Presidential Program ‘Roads of Russia’ that motorway  has been listed among the most important federal motorways  selected for modernization.

At present, the motorway is under reconstruction in conformity with the parameters of the first and second category. Some sections of the motorway have already been put into operation, including the bypass of Gusev, and that of Gvardeisk where the first phase of the scaffold bridge (778 running meters) over the Deima River has been completed.

However, reconstruction of some sections of the Federal Motorway [Kaliningrad-Chernyakhovsk-Nesterov-the Lithuanian border] has been suspended because of a lack of funds, in particular, construction of a bypass of Gvardeisk, two grade-crossing elimination structures and a 60 km to 65 km long  leg of the motorway.

Bypasses of Chernyakhovsk (the third largest city in the Region), township Chernyshevskoe on the Lithuanian border, Nesterov and township Talpaki also need to be built.

Development of Kaliningrad as a large transport junction in the Baltic region presupposes establishment in the short-term prospect of a quality air service with some European capitals. For that purpose, it is important to carry out modernization of the existing airports.

The leading airline in the Kaliningrad Region is the GUAP Kaliningradavia, a state-run unitary airline which incorporates the fleet of planes, airport, air traffic control service and other. The GUAP Kaliningradavia experiences serious financial problems and has been under  administration since August 14, 2000.

The Khrabrovo Airport is situated 20 km away from Kaliningrad and is linked to the city by a modern highway. From that airport, international, domestic and charter flights are flown.

The airport has only one concrete 2,600 m by 60 m runway which only permits receipt of planes with the maximum aircraft all-up weight of 100 tons. 

The airport’s radio navigation equipment, including visual aids in the form of lighting and marking ensures landing of planes at least in conformity with the First IKAO Category minimum.

By the 1991 standard, the Khrabrovo Airport was a forth-class airport. At present, the airport has both the international and federal status. By the type of carriage, the Khrabrovo Airport of Kaliningrad can be categorized as a provincial airport.

Passenger and cargo carriage out of the airport is carried out by such planes as Tu-154, Tu-134,Yak-42, An-24, Yak-40, Il-76, An-12, An-26 and smaller planes.

Apart from the GUAP Kaliningradavia Airline, passenger carriage is also carried out by the Airflot, Pulkovo Airelines, Kuban Airlines, SAS and other airlines.

The passenger terminal has a capacity of 400 passengers per hour.

The GUAP Kaliningradavia Airline uses an aircraft fleet of ten Tu-134A planes and two Tu-154M planes. However, the effective operator’s certificate only covers five Tu-134A planes and two Tu-154M planes.

It is to be noted that the GUAP Kaliningradavia Airline meets 78 percent of the Kaliningrad Region’s demand in air carriage. However, indices of performance of Kaliningradavia’s own aircraft fleet tend to decline as the airline cannot increase its volumes of carriage because of the present condition of its aircraft fleet.

The registered aircraft fleet of the GUAP Kaliningradavia Airline consists of twelve planes (two Tu-154M planes and ten Tu-134A planes).

It is to be noted that the aircraft fleet of the GUAP Kaliningradavia Airline (particularly, Tu-134 planes and engines to them) are seriously worn. Seven out of the currently used ten Tu-134A planes will be removed from service by 2006 and written off because of exhaustion of their service life. To ensure uninterrupted air carriage in the near future, it is important to ensure replacement of Tu-134A planes with modern planes.

The inland waterways of the Kaliningrad Region include rivers (the Pregolya, the Deima, the Matrosovka, the Nemonin, the Lugovaya and the Neman [a 114 km-long section of the border] and other) and channels (Primorsky, Polessky, Chernyakhovsky and Ozerkovsky). The total length of inland shipping routes was 322 km as of 1999, as against 500 km in 1990.

The inland waterway service of the Kaliningrad Region is carried out by the Gvardeisk Administration of Shipping Inland Routes and Navigation which is a structural unit of the GBU Volgo-Balt.

In the year 2000, maintenance of those shipping routes cost 6,957 thousand rubles. For marking of the left (Russian) portion of the fairway of the border area of the Neman River 60 river buoys were manufactured and installed, while navigation markings were installed at the beginning of navigation (on April 1, 2000). The agreement concluded with the Lithuanian side in respect of the parameters of the fairway have been complied with.

However, the legal regime of navigation in the waterways adjacent  to Lithuania and Poland (primarily in the Vislinsky Lagoon and the Courland Lagoon) has not been agreed upon yet. For that purpose, a special agreement on navigation in the Courland Lagoon and waterways of both the countries need to be concluded between Lithuania and Russia.

Communication and Telecommunications

As regards development of communications, particularly telecommunications, the Kaliningrad Region lags behind the national average. For instance, if density of telephone network in Russia (that is, the number of subscriber lines per 100 residents) is lower than in industrialized countries by 66.7 percent to 80 percent, the Kaliningrad Region, in its turn, lags behind the national average by 16.7 percent though that lag has been narrowed of late (in 1995, the Kaliningrad Region lagged behind  the national average by 33.4 percent) It is to be noted that there were a mere 41 telephones per 100 urban households in the Kaliningrad Region in 1999 (while the national average was over 50) and 18 telephones per 100 rural households (while the national average was over 20).(See Table 12).

Table 12

Households with Telephones of the Public Telephone Network or Such as Have an Access to the Public Telephone Network (as of the End of the Year; Units per 100 Households [Permanent Residents])

	
	1990
	1995
	1998
	1999

	Urban population

	Regional total
	26.5
	30.1
	36.7
	40.7

	Reference: Nation-wide figures
	35.7
	46.0
	50.1
	…

	Rural population

	Regional total
	11.4
	14.6
	15.5
	17.5

	Reference: Nation-wide figure
	13.9
	18.8
	20.4
	…


Upgrading of communications networks is one of the top priorities in the Special Economic Zone of the Kaliningrad Region. However, though the AO Electrosvyaz planned to increase capacity of the telephone network of the Kaliningrad Region to about 360,000 telephone numbers by the year 2000, it only amounted to 180,000 numbers in 1999 (a mere increase of 5,000 numbers was registered over the one-year period). 

The leading communications operator in the Kaliningrad Region is the AO Electrosvyaz.  Its telephone and cable exchange in Kaliningrad provides self-dial international telephone service with nearly 150 countries.  However, it is to be noted that another company the ZAO VestBalt Telecom (established in 1992), successfully competes with the AO Electrosvyaz on the market. At present, it operates its own telephone network of over 25 thousand users and is a major Internet provider in Kaliningrad. In 2000, the company built and put into operation a long-distance commercial call office in the center of Kaliningrad. In 2001, an intellectual telephone network, Service 321, was established. It provides residents of Kaliningrad with telecommunication services accessible through use of a special telephone card. It is to be noted that public telephones of the Service 321 telephone network permit residents of the Kaliningrad Region to make calls to any place in the world.

Development of modern types of telecommunication services, particularly, radio paging, cellular mobile communication, ultra-short and medium waves communication, Internet-telephone service and other is also to be observed in the Kaliningrad Region

Kaliningrad is the third city in Russia (after Moscow and St. Petersburg) where the radio paging system has been set up. The main providers of paging communication services are the Kaliningrad Communication Center (KCC) [it emerged on the local communications market in 1993] and the Vesso-Link United Paging (a Kaliningrad branch established in 1996). According to the latest published data, the KCC has about  three thousand users.

There are four mobile communication operators in the Kaliningrad Region, namely the Ekstel GSM (GSM-900 standard), the North-West GSM (GSM-1800 standard), a subsidiary of the OOO Svyazinform-Mobile Communication (Bee Line trade mark [the AMPS-800 standard]) and the Kaliningrad Mobile Networks (KMN) (NMT-450i standard). According to the latest published data, the number of users of the Ekstel GSM (the largest of the above-mentioned companies) exceeds 50 thousand users.

Kaliningrad has the highest density of ultra-short and medium wave radio stations among other Russian regions. 

The OAO Baltikom Mobile company provides satellite communication services in the Mini-M standard of the Inmarsat system. Telephones of that standard operate through Inmarsat-3 satellites  (third generation satellites using a zonal beam technology) which  permit communication from any part of the world.

Since December 2000, Kaliningrad-based Poisk-Svyaz has been a member of the IP-Telephone OSS-Net (established by the OSS corporation, a Moscow-based provider of telecommunication services). Holders of a universal Poisk-Svyaz card have access both to the IP telephone services and to the Internet.

Access to the Internet is also provided by such companies as E-Type (the E-Type hub), the OAO Electrosvyaz (the Balnet.ru hub), the ZAO Gazkomplekttelecom (the GazInter.net hub), VestBalt Telecom (the Bytecity hub), Cityline Kaliningrad, Teleport Yantar, Ray and other.

The leading Internet provider in the Kaliningrad Region is the E-Type company (established in 1992). At present, it renders services to more than 900 companies, institutions and firms, including large banks, insurance companies and the Kaliningrad Mairie.

The Electrosvyaz company has provided access to the Internet through the Balnet.ru hub since May 1997. That company renders services in Kaliningrad, Gvardeeisk, Svetly, Sovetsk, Gusev, Chernyakhovsk, Baltiysk, Zelenogradsk and Nesterov.

The GasInter.net hub and network have been operating since February 1998. The following has been accomplished in that period:

· Fiber-optic lines have been laid to such communication operators as the OAO Electrosvyaz and the ZAO WestBalt Telecom;

· Three digital Meridian-1 automatic telephone exchanges of the Nortel company have been installed;

· Two Vympel-3 land-based satellite communication stations with 5 m diameter antennas have been installed;

· A wireless network based on the RadioEthernet equipment for transmission of data has been put into operation;

· Peering (exchange of traffic) has been organized with such Kaliningrad providers as Balnet (Electrosvyaz), Bytecity (WestBalt Telecom), E-type and Ray.

The GasIner.net has at its disposal two independent satellite channels offering access to the Internet, one of which is provided by the Cable and Wireless (Germany), the other, with a capacity of 3.6 Mbits/s by Teleross. Communication between the Kaliningrad Region and other Russian regions is effected through satellite communication stations. In 1995, the ZAO Ramsatkom put into operation a satellite communication station in township of Nivenskoe (the station provides communication service with other regions of Russia). In July 2001, a new space communication station (240 digit channels) was established in Kaliningrad (the ZAO Zond-Holding and the AO Electrosvyaz).

Telecasting is done by the GTRK Yantar, a state-run TV company and some private companies, such as the OOO Kaskad, a television and radio company and the ZAO December, owner of the Premier TV Channel).

Short wave radio broadcasting is done by such companies as Kaskad, the BAS, Baltic Plus, Europe Plus, Baltiyskaya Volna, Radio Modern and other.

It is to be noted that several postal companies rendering express delivery services, such as the United Parcel Service  (the UPS), a Kaliningrad-based subsidiary of the DHL International and the Federal Express operate in Kaliningrad.

So, apart from inefficient functioning of the Special Economic Zone the principal problems faced by the Kaliningrad Region are problems of an infrastructure nature which primarily relate to the transport and energy sectors However, it is to be noted that while in case of functioning of the SEZ and problems related to transport infrastructure underuse of the potential of the Region (that is, its favorable economic and geographic situation because of a close proximity to industrialized Western countries) is a principal factor, in case of infrastructure problems of the energy sector there is a real danger of a crisis breaking out in the near future.

2.4. Factors Impeding Development of the Region

The deep economic recession in the Kaliningrad Region (more dramatic than the national average) has been caused by the following factors:

· The Region’s economy had a specific inherited from the Soviet period. The branches of the economy which were worst hit by the recession, namely, engineering (where the military-industrial complex accounted for a large share of production), agriculture, pulp-and-paper industry and fishing industry accounted for over 70 percent of the total industrial output in the early 90s;

· Local industries were highly dependent on import of input materials, fuel, power and accessories from other regions of the Russian Federation;

· Traditional economic ties between the Kaliningrad Region and mainland Russia were severed because of separation of the Region from the rest of Russia by borders of newly independent states which pursued discriminating tariff policies in respect of transit carriage between the Kaliningrad Region and mainland Russia.

The Federal Law on the Special Economic Zone in the Kaliningrad Region (enacted in 1996) helped set off those negative factors to some extent and create prerequisites for stability in the economic and social development of new industries.

However, some factors impeding efficient social and economic development of the Region still remain. They are as follows:

· geographic isolation of the territory of the Kaliningrad Region from the territory of mainland Russia;

· instability regime of transit carriage through the territory of Lithuania;

· imperfection of the legislation regulating functioning of Russia’s exclave area;

· underdevelopment of infrastructure branches and their failure to meet the present-day requirements in respect of development of the economy and social sphere of the Kaliningrad Region;

· insufficient funds allocations under the Federal Goal-Oriented Program for Development of the SEZ in the Kaliningrad Region;

· negative image of the Kaliningrad Region in the media, both Russian and foreign.

So, the strategy for development of the Region should be aimed at reduction or compensation of effects of those negative factors.

Geographic Isolation of the Territory of the Kaliningrad Region and Instability of the Regime of Transit Carriage through Lithuania

The Kaliningrad Region is the only territorial entity of the Russian Federation which is completely separated from the rest of the territory of the Russian Federation by land borders of foreign states and international waters. Because of such a situation, the Region has developed the following specifics:

a) any shipment of goods either produced in the Region or being  transited (export goods) via the territory of the Region needs to be cleared by the customs before dispatch to mainland Russia. Such a practice has been in effect for eight years. Persons travelling by land to the Kaliningrad Region from mainland Russia and to mainland Russia from the Kaliningrad Region are subjected to passport and customs control. However, expansion of the European Union and the NATO (with Lithuania and Poland, neighbors of the Kaliningrad Region, joining those organizations) will result in limitation of freedom of movement by residents of the Kaliningrad Region, primarily in traveling to and from mainland Russia, customs, passport control and legal procedures applied at crossing of the border will be changed.

b) Baltic states have pursued for a number of years a  stringent policy of tariff protectionism in respect of  the Kaliningrad Region (that policy consists in application  in respect of cargo carriage to and from Kaliningrad of tariff ratios which are different from those applied on other routes and their own seaports);

c) Tariffs applied at transit carriage through the territory of Lithuania and Belarus are unfavorable to the Kaliningrad Region, and make the Kaliningrad route too costly and insufficiently reliable for long-term and continued cooperation with cargo owners, which results in a decline of volumes of carriage by all means of transport.

With expansion of the European Union to the East, uninterrupted transit carriage can be endangered and the Kaliningrad Region can be threatened with isolation. It is to be noted that without an uninterrupted transit carriage and adequate transport services between the Kaliningrad Region and mainland Russia and between the Kaliningrad Region and European countries the Region’s economic and geographic situation cannot be used to full advantage.

Imperfection of the Legislation

Such factors as  geographic isolation of the Kaliningrad Region from mainland Russia, vulnerability of its small economy, failure by the state to allocate on the permanent basis sufficient subsidies out of the Federal budget to the Kaliningrad Region have predetermined the need of introduction in the Kaliningrad Region of special compensation mechanisms. The main prerequisites for economic recovery of the Region are, in particular, creation of such legal conditions as would ensure compensation of the disadvantages of the Region’s exclave situation) and development of a favorable economic and investment climate in the Kaliningrad Region.

The first attempt ever  made to introduce such special economic compensation mechanisms  in the Kaliningrad Region  consisted in establishment by the Decree of the President of the Russian Federation  of the Yantar Free Economic Zone (September 1991). That measure yielded the following results: the consumer  market  became saturated and regained stability, while many money-losing companies started to change their specialization.

In March 1995, Boris Yeltsin repealed that decree, which resulted in a dramatic decline in the living standard in the Kaliningrad Region. That showed in no time to what extent the economy of the Kaliningrad Region was vulnerable to changes in the legal regime.

Since 1996, the basis for establishment of a favorable business and investment climate in the Kaliningrad region has been constituted by the Federal law on the Special Economic Zone in the Kaliningrad Region. Though of a compromise nature, enactment of that law was a major move in support of development of the economy of the Kaliningrad Region. Unfortunately, the Federal Law in question is not a direct-action law and is in conflict with some other federal statutory acts. As a result, only four articles out of 28 articles of that law have legal force. Even of these, just one (Article 7) is actually applied. In addition to that, that rather imperfect law has repeatedly been attacked by various departments which introduced normative acts contradicting its provisions. It is for that reason that stability required for successful business activity and creation of a favorable investment climate has not been ensured.

Summing up the results of development of the Kaliningrad Region in the past decade, it is to be admitted that at present the Kaliningrad Region’s potential in contributing to Russia’s development has not been realized in full.

The five-year period the Law has been in effect has revealed inadequacy of half- measures taken by the Government of the Russian Federation in respect of the Kaliningrad Region. Expansion of the NATO and the European Union and development of integration in Europe during the past year and a half have made problems faced by the Kaliningrad Region even worse.

In such a situation, such measures need to be taken on the federal level as would improve efficiency of functioning of the SEZ. Enhancement of the Kaliningrad Region’s orientation towards cooperation with the European Union, introduction into the federal legislation of provisions guaranteeing preservation of the SEZ  regime for a long period of time and adoption of such amendments of certain federal laws and statutory acts as would permit full implementation of provisions of the Federal Law on the Special Economic Zone in the Kaliningrad Region can constitute the legal base for continuous development of the Kaliningrad Region.

The experience of the social and economic development of the Region during the past decade, inability of the state to make full use of the Region’s economic potential and radical changes in geopolitical and economic realities  suggest that the Government of the Russian Federation needs to develop and adopt a special long-term document on the federal policy  towards the Kaliningrad Region, which  document would take into account factors of insuring of national interests and security of the Russian Federation in the Kaliningrad Region, and also include a package of proposals on modernization of the legal base regulating functioning of the Kaliningrad Region. 

Enactment of  such federal laws and statutory acts  as would take into account strategic importance of the Kaliningrad Region  for national interests of the Russian federation would create  prerequisites required for compensation of the adverse effects caused by the factors  related to the special situation of the Region and complete realization of provisions of the Constitution of the Russian Federation which provides for integrity of the economic space of Russia and free movement of  goods, services and financial funds  throughout the entire territory of the Russian Federation.

Underdevelopment of Infrastructure Branches and Their 
Inadequacy to Present-Day Conditions

Because of the special geopolitical situation, specific requirements have been made to infrastructure branches of the economy of the Region, such as the transport, energy sector and communication. It is particularly those sectors of the economy that ensure functioning of the Region and determine the prospects of human and business development.

The situation in the energy sector is complicated because the Kaliningrad Region (due to its exclave geopolitical situation and an acute lack of energy resources of its own) fully depends on Baltic states and Belarus through whose territory power, natural gas and a large portion of liquid and solid fuel are transited.

It is to be noted that, transit of power is limited due to the existing technical parameters, while the amount of power transmitted to the Region can any time be reduced due to an increase in domestic power consumption by the Baltic states or reduction in power generation at their own generating facilities. Joining by Lithuania of the Baltic Ring, an energy union of 11 countries and its switching over to the European standard will inevitably result in asyncronization of energy systems of the Baltic states and the RAO UES of Russia (in such a case, transit of power through the territory of those countries will be impossible). As a consequence, the Kaliningrad Region will have to buy power from neighboring states at prices prevailing in Europe (because of such a difference in tariffs, the Kaliningrad Region will lose annually over 3.5 bln.  rubles). 

In the transport sector, along with the problems related to transit carriage there are some other bottlenecks, in particular:

· traffic capacity and technical standard of  such motorways in the Kaliningrad Region as are branches of the Trans-European highway [corridor 1-A and corridor 9-D]) do not comply with modern requirements;

· the main railway lines are both worn and inadequately equipped, while their traffic capacity is rather low.

· The above mentioned drawbacks considerably limit strategic development of the Kaliningrad Region and adversely affect the prospects of its cooperation with  businesses in mainland Russian and foreign businesses.

Insufficient Financing of the Federal Goal-Oriented Program for Development of the Special Economic Zone in the Kaliningrad Region

In 1998, the Government of the Russian Federation adopted a Federal Goal-Oriented Program for Development of the Special Economic Zone in the Kaliningrad Region for the period ending in 2005. The program is an instrument of direct support by the Government of the Russian Federation of the Kaliningrad Region. However, implementation of that program in the 1998-2001 period was rather complicated because of lack of funds and irregularity of financing. In accordance with the program, the volume of financing out of the federal budget was to amount to 3,003.2 mil. rubles in the 1998-2000 period. However, the Kaliningrad Region actually received only 91.3 mil. rubles (of which 61.97 mil. rubles was funds received from auctioning off of quotas). That and also enactment of the Fiscal Code of the Russian Federation in 2000 necessitated bringing of  the provisions of the document in question in line with new economic and legal realities and development of  a new federal goal-oriented program for development of the Kaliningrad Region in the period ending in 2010.

The key measures provided for by the new edition of the program consist in strengthening of the regime of the SEZ and establishment of an effective system of its management. Implementation of all those measures whose financing is provided for  by the Federal Program for Development of the Special Economic Zone will ensure a favorable taxation climate and customs regime, as well as investment and business climate, and eventually raise the living standard of residents of the Kaliningrad Region.

Future development of the Kaliningrad Region depends to a great extent on the rates of integration of Poland and Lithuania into the European Union and especially on the federal authorities’ long-term policy in respect of the Kaliningrad Region. The differences in social and economic development between the Kaliningrad Region and its neighbors has been growing. It is to be noted that Poland and Lithuania are well ahead of the Kaliningrad Region by various indices. That gap is rapidly growing since countries seeking membership in the European Union are entitled to use three powerful financial instruments, namely, the effective PHARE technical assistance program, SAFARD program and ISPA program. If the volume of technical assistance rendered under those three programs is totaled, Poland and Lithuania will receive annually from 850 mil. Euro to 950 mil. Euro and from 115 mil. Euro to 135 mil. Euro, respectively. After Poland becomes full member of the European Union, it will start receive 2,910 mil. Euro worth of aid in the first year of its membership and 8,500 mil. Euro worth of aid by the fifth year of its membership. Rendering of such a large-scale financial support to new members is a part of the purposeful structural and regional policy of the European Union aimed at leveling of living and economic standards throughout territory of the European Union. 

For the sake of comparison, the Kaliningrad Region received just over 15 mil. US dollars worth of aid under the TACIS program in the 1994-2000 period. This clearly points to asymmetry between the rates of integration of Poland and Lithuania in the European Union and the rates of resolution of problems of the Kaliningrad Region.




� Kaliningrad Region: Crisis Diagnosing. Grenoble, Pierre Mendes France University, 1998, 2000. 


� That has been noted even by Western experts. See: The Kaliningrad Region 2010. Grenoble-Kaliningrad-Moscow  2000.


� See the annex for the full text of the Federal Goal-Oriented Program for Development of the Kaliningrad Region in the Period Ending in 2010 adopted by the Government of the Russian Federation on December 7, 2001.
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