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two important issues: the four common spaces  and Kalinin-
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INTRODUCTION
In the last few years EU-Russian dia-

logue has focused on two important issues:
the four common spaces2  and Kaliningrad.
However, the nature of discussions on these
issues has been very different. The negotia-
tions on EU-Russia common spaces are of a
long-term vision: they proceed at an unhur-
ried pace and are often portrayed as a sign
of strategic partnership between the par-
ties, but so far have had few practical impli-
cations. Discussions on Kaliningrad-related
issues, in contrast, have focused on the
downright practical, technical, and often
urgent problems associated with highly vis-
ible effects and have often been accompa-
nied by a feeling of misunderstanding.  It
seems that when it comes to Kaliningrad’s
challenges both parties quickly abandon
their long-term strategic plans on closer
integration and see the Kaliningrad Oblast3

as an endless source of problems and po-
tential disagreement.

We believe that this situation is worry-
ing and should be changed. First, Kalinin-
grad’s problems can be better solved by
placing them in the context of the creation
of common spaces between Russia and the
EU. Second, Kaliningrad’s geographic po-
sition, history, small size and its current sta-
tus as a special economic zone each pro-
vides a unique chance to advance work on
building four common spaces and test some
of their elements.

This paper outlines some of the pro-
posals that could be implemented in Kalin-
ingrad in the context of establishing the
Common Economic Space. Our choice of
proposals was based on two main criteria:

whether the proposal will advance the eco-
nomic development of Kaliningrad, and
whether it is in line with the ideas of the
Common Economic Space.

We do not suggest that these propos-
als are wholly comprehensive and under-
stand that they may be changed or dropped
in the course of future negotiations based
on their political feasibility and the politi-
cal will of parties. We think, however, that
they could form a useful basis for initial dis-
cussions.

THE EU-RUSSIA COMMON  ECONOM-
IC SPACE: INTEGRATING HORIZONTAL
AND VERTICAL APPROACHES

The work on Common Spaces with
emphasis on the Common Economic Space
(CES) commenced with the establishment
of a High Level Group (HLG) in October
2001. The HLG continued working on the
Concept under appropriate mandate for
two years.  The main outcome of the HLG
work was Concept Paper of the Common
European Economic Space (CEES)4, 5 . Fur-
ther work was focused on the elaboration
of the ideas from the Concept Paper and led
to the approval of the Road Map for the
CES6  (together with road maps for three
other common spaces) at the Russia-EU
summit in May 2005 in Moscow.

The definition of the Common Eco-
nomic Space is provided in the text of the
Concept Paper:

‘The CEES means an open and integrat-
ed market between the EU and Russia,
based on the implementation of common or
compatible rules and regulations, including
compatible administrative practices, as a

3

2 These include: the Common Economic Space; the Common space of Freedom, Security and Justice;  the
Common Space of External Security; and the Common Space of Research and Education, including
Cultural Aspects.
3 In this paper, Kaliningrad and the Kaliningrad Oblast are used interchangeably.
4 After the Common European Economic Space became one of the four Russia-EU common spaces it has
been officially called Common Economic Space.
5 The Common European Economic Space (CEES) Concept Paper. Annex I to the Joint Statement of the
12th EU-Russia Summit (Rome, November 5-6, 2003).
http://europa.eu.int/comm/external_relations/russia/summit11_03/
6 Road Map for the Common Economic Space - Building Blocks for Sustained Economic Growth
http://europa.eu.int/comm/external_relations/russia/summit_05_05/finalroadmaps.pdf#ces
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action: standardisation, technical regula-
tion and conformity assessment, customs,
audit and accounting, public procurement,
competition, financial services, telecom-
munications, co-operation in space launch-
ing, and other sectors/issues (Art. 15). Thus,
the CES Concept effectively employs a com-
bined approach uniting both the horizon-
tal base (with reference to the overarching
freedoms) and sectoral issues. The horizon-
tal approach lays the foundation for the
Concept, although it is defined broadly and
restricted to the relevant fields of econom-
ic activity. It is incorporated in the Concept
in a broad way. Art.18 of the Concept sug-
gests that the CES should focus on four main
areas of economic activity: first, cross-bor-
der trade of goods; second, cross-border
trade of services; third, establishment and
operation of companies (including issues
related to movement of capital); and,
fourth, related aspect of movement of per-
sons. The horizontal approach is combined
with the sectoral one, as the Concept as-
signs priority to an open list of individual
sectors and issues.  Thus, the Concept of CES
represents an original model in itself, com-
bining the elements of the EEA and ‘Swiss’
approaches.

The main instruments to be applied in
the EU-Russian CES shall be the following
four:

(1) market opening: the gradual re-
moval of obstacles to trade and investment
between the EU and Russia;

(2) regulatory convergence: gradual
creation of common or compatible rules,
regulations and administrative practices in
specific sectors, based on principles of good
governance and sustainable development;

(3) trade facilitation: simplification,
standardisation and automation of trade
procedures;

(4) infrastructure network develop-
ment, particularly in the fields of transport,
energy and telecommunications. This should
also include strengthened cross-border co-
operation with the objective of addressing
common challenges in border regions.

basis for synergies and economies of scale
associated with a higher degree of competi-
tion in bigger markets. It shall ultimately cov-
er substantially all sectors of economy’ (Art.
12).

The task of the Concept and the CES
Road Map was to create an appropriate
model for EU-Russian economic integra-
tion. This model should combine the issues
of potential economic efficiency with ex-
isting political possibilities and constraints
on both sides. The basic choice is between
horizontal and vertical approaches. Under
the horizontal approach, the sides choose
to integrate ‘across-the-board’ incorporat-
ing the principle of the four freedoms en-
shrined in the EU Single Market. As the
movement of labour has never been an is-
sue in EU-Russian relations, three freedoms
remain: first, free movement of goods and
services, second, free movement of capital,
and, third, free movement of persons.  On
the other hand, the vertical approach would
mean the decision to draft a number of sec-
tor-specific agreements.

At the present time, there are two cases
of deep and comprehensive integration
agreements of the EU with non-EU states, the
European Economic Area (EEA) and Switzer-
land. They represent two conceptually differ-
ent approaches towards the goal of ensuring
access to the EU market for companies and
their products across a wide range of sectors,
i.e. their inclusion in the Single Market. The
EEA is based on a comprehensive horizontal
approach incorporating the principle of the
four freedoms enshrined in the Single Mar-
ket, whereas the EU-Swiss arrangement is in
fact a bundle of sector-specific agreements.
These alternative approaches have also been
considered at the CES. Whereas the EU initial-
ly preferred a ‘horizontal‘ approach focusing
on harmonisation ‘across-the-board’, Russia
favoured a sector-by-sector harmonisation
depending on the different effects of liberal-
isation on competitiveness in specific sectors.

The CES is expected to cover both hor-
izontal and sectoral targets. A number of
areas have been considered for prioritised
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While all four groups of instruments
are of vital importance, market opening
appears to be the central one. The creation
of a free trade area (FTA) was not men-
tioned in the Concept and the Road Map at
all, although it seems that if the CES is to be
filled with some significant substance, an
FTA would be the most natural thing to be
included.  Moreover, FTA is already foreseen
as an option in the Partnership and Co-op-
eration Agreement of 1994. The speech of
the Russian President V. Putin made in De-
cember 2003, several weeks after the Sum-
mit that approved the CES Concept Paper,
provides an argument for the point. He said
that, as the development of a new model of
economic relations between Russia and the
European Union is at stake, the main guide-
line is to “create a zone of free trade with
increased co-operation in individual prior-
ity sectors’”7 .

The CES is perceived as a central ele-
ment in EU-Russian integration. In other
words, there is a widely shared implicit as
well as explicit understanding that the CES
is the central one out of four envisaged

5

7  Speech of the President of the Russian Federation, Mr. Vladimir Putin, at a meeting with representatives of
the European Round Table of Industrialists and the Round Table of Industrialists of Russia and the EU
Mission of the Russian Federation to the European communities, Press-release №38/03, December 2, 2003,
www.russiaeu.org

Common Spaces. This is the only Space for
which a separate Concept exists. Despite
the fact that processes and negotiations run
on their separate tracks, other spaces are
connected to the economic issues raised in
the CES and would benefit from the ad-
vances in the economic sphere. For exam-
ple, the issue of the free movement of per-
sons, naturally falling within the scope of
the JHA common space, has been priori-
tised in 2003-2004. However, progress even
in this issue is closely linked to the develop-
ment and facilitation of the economic co-
operation. External security represents an
exception, as there are no direct links be-
tween the CES and the external security
matters.

The CES process is now in the inter-
mediary phase, with Russia’s WTO acces-
sion being an important milestone after
which the work can be intensified. Mr. Fran-
co, Head of the European Commission Del-
egation to Russia, expressed his belief that
if the parties manage to maintain momen-
tum they will be able to make a stride and
outline the further development prospects.



In the recent years, EU enlargement
process has made Kaliningrad a very impor-
tant issue on the Russia-EU agenda.  Because
the Kaliningrad Oblast is an enclave within
the enlarged EU, the enlargement has had a
direct impact on the region and even caused
two Kaliningrad-related problems to be-
come mini-crises in the EU-Russia negotia-
tions. The first problem in 2002 was about
movement of people between Kaliningrad
and mainland Russia through Lithuania. The
other related to the transit of goods through
the Lithuanian territory.  Although both
problems were resolved, at least on the po-
litical level, but there are still many technical
issues related to the transit of goods to be
solved, and the upcoming Lithuanian join-
ing of the Schengen agreement will put an
end to the existing arrangements for the pas-
senger transit.   Kaliningrad is often seen by
both parties as a trouble spot and there is a
palpable fatigue in negotiations on Kalinin-
grad. However, the encouraging aspect of
both these problems is that they demon-
strated that where there is the political will
of all relevant parties, solutions can be, and
are found. The opportunity now exists to
move the agenda forward, away from imme-
diate crisis-resolution activities and towards
the important long-term, structural issues
that concern Kaliningrad across a wide
range of areas.

In this respect, the important question
is whether CES offers a relevant framework
for advancing negotiations on Kaliningrad.
Or should Russia and the EU deal with the
Kaliningrad problems on an ad-hoc basis?

We believe that the CES indeed is a
good framework for a long-term develop-
ment of Kaliningrad, and Kaliningrad pro-
vides a good chance to advance work on
the Common Economic Space. The CES is
essentially about opening markets for trade
and investment and simplifying technical
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barriers between Russia and the EU. Success-
ful long-term economic development of
the Kaliningrad Oblast as a small enclave
within the EU is inconceivable without open
access to the markets in mainland Russia and
the EU.  It also seems much easier to deal
with Kaliningrad problems within the gen-
eral framework of the CES than to invent
ad-hoc solutions, which are often only tem-
porary palliatives.

However, it does not mean that all that
can be done for Kaliningrad within the CES
framework is just to wait when the EU-Rus-
sia FTA will be established. Kaliningrad is a
unique place with unique problems and
many of its problems cannot wait. More-
over, the establishment of the EU-Russia FTA
will cause an economic shock for the region
if it keeps its existing economic model. The
Special Economic Zone (SEZ) in Kalinin-
grad allows regional companies to import
foreign goods duty-free and if these goods
are used for assembly or production they
can be sold in mainland Russia duty-free as
well. It gives regional companies an impor-
tant tax advantage over Russian competi-
tors. FTA will in effect destroy this advan-
tage8 .

What is needed for Kaliningrad is spe-
cific measures that address important
Kaliningrad problems and correspond to
the aims of the CES. There are already some
successful examples of this approach (for
example, in customs area), but much more
can be done. Some or probably most of
these measures might be later used in Rus-
sia. Thus, Kaliningrad should become a test-
ing ground for the practical implementation
of the CES.  The small size of the region and
its economy will make any unexpected con-
sequences of the adopted measures man-
ageable. Nevertheless, an enclave location
of Kaliningrad will require some specific
and unique approaches, but they should be

8 The Russian Government seems to be concerned about this and in a new draft law on the Kaliningrad SEZ
wants to replace gradually import benefits with tax breaks.



also consistent with the spirit of Russia-EU
economic integration.

It appears that both sides do not ob-
ject to such an approach. Russia’s own
Medium-Term Strategy Towards the EU
adopted in 1999 defined the Kaliningrad
Oblast as a pilot region for future Russia-
EU co-operation. Since then, its high-
ranking officials (including President
V.Putin) many times reiterated this idea
using different words, but the Russian gov-
ernment has done almost nothing to elab-
orate this proposal.

On the other hand, the European
Commission insists that its Russian respon-
sibility to propose ideas for Kaliningrad,
while it (the European Commission) is open
to discuss them.  The Commission’s official
position is best illustrated by the remarks of
President Prodi during the 13th Russia-EU
summit in Moscow on 21st May, 2004:

“It is in our shared interest to promote
a prosperous and open Kaliningrad region
on the Baltic Sea. We are ready to work with
you, perhaps in a joint working group, to
work on a joint strategy to develop the re-
gion. The EU can bring considerable re-
sources into play.”

We think that the agreement between
the two parties to move forward with the
implementation of the Four Common Spac-
es opens the way for the pilot region ap-
proach to be taken seriously. It offers the
prospect of strengthening EU-Russia rela-
tionships, while providing the basis for the
long-term development of Kaliningrad.

We outline four important principles
of the proposed approach to the Kalinin-
grad Oblast in the framework of EU-Russian
Common Economic Space: (1) mutual ben-
efits and interdependency of the CES and
Kaliningrad; (2) a comprehensive and in-
clusive approach; (3) a ‘win-win’ approach;
(4) a balanced set of decisions and actions
on Kaliningrad taking into account EU and
Russian interests.

First, the CES and the policy on
Kaliningrad should be of mutual ben-
efit. On the one hand, Kaliningrad can

profit from the development of the CES if
an appropriate set of actions will be under-
taken. On the other hand, perhaps less ob-
vious at first sight, the CES can benefit great-
ly from dealing with the case of Kalinin-
grad. This is possible within the framework
of the pilot region concept. Kaliningrad can
prove to be useful for the development of
the CES as a pilot region for testing many of
the procedures and solutions that can later
be implemented on the whole of EU-Rus-
sian Common Economic Space. Therefore,
there are two related questions: first, what
can be done for Kaliningrad in the frame-
work of the CES?; and second, how can
Kaliningrad advance the CES? While we
concentrate on the first question, we keep
the second one in mind.

Second, it is recommended that a
comprehensive and inclusive ap-
proach be adopted.  This means treating
all Kaliningrad issues as interdependent,
and moving away from the earlier practice
of addressing issues on a case-by-case basis
(i.e. visas, transit of goods). An important
part of this approach is that both the Rus-
sian and EU actors should recognise the va-
lidity of their different perspectives about
Kaliningrad. For Russia, political and seces-
sionist issues are dominant, while for the EU
soft security issues are the most important
(cross-border crime, health, environment,
etc). Each party should recognise the legiti-
macy of the other party’s concerns and all
should be covered within the proposed
comprehensive approach.

Although a number of issues will be
addressed within, or will be directly affect-
ed by, broader EU-Russian matters (e.g. the
Common Economic Space), Kaliningrad
must be treated separately, because of the
unique issues concerning this region alone.
Nonetheless, all other relevant aspects of
the EU-Russian relationship must be taken
into account in the problem-solving pro-
cess. Furthermore, both sides should “de-
link” Kaliningrad from other issues in the
relationship, especially sensitive ones (e.g.
Chechnya for the EU, the treatment of Rus-
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sian minorities in Latvia and Estonia for Rus-
sia). Kaliningrad is too important and too
urgent to be treated as a bargaining counter
in other disputes or complex negotiations.

If or when further urgent single-issue
crises arise, they should be used as oppor-
tunities to develop, widen, and strengthen
the overall problem-solving approach and
not be treated in isolation or exploited for
narrow political advantage.

When issues are highly complex, it is
often fruitful to break them down into their
component parts. This should be done
within the overall approach to Kaliningrad
and the easier and more immediate parts
should be addressed first. At the same time,
the groundwork should be done to prepare
for solving the more difficult and/or long-
er-term problems, rather than ignoring
them until the last minute. This requires a
continuing (semi-permanent) institutional
structure for Kaliningrad, for example, a
High-Level Working Group on the whole
range of Kaliningrad-related issues – not
just a temporary working group, set of con-
ferences, etc. Proposals for immediate atten-
tion are put forward later below.

Third, the spirit adopted should be
win-win, rather than win-lose or, worst of
all, lose-lose. This means that both parties
will need to make concessions and com-
promises, but these can be readily justified
if the result is, as desired, a strengthening of
EU-Russia relations and the development of
Kaliningrad, so that everybody ‘wins’ and
nobody ‘loses’. Furthermore, as an intend-
ed additional benefit of this process, this
paper argues that many of the lessons
learned in Kaliningrad will be applicable in
a broader context, supporting the modern-
isation of the Russian economy and sup-
porting the European peace project (the
fundamental principle governing the orig-
inal establishment of today’s EU).

In general, previous concerns ex-
pressed about Kaliningrad have reflected
different priorities on the part of Russia and
the EU. The EU has concentrated on ‘soft
security’ issues – cross-border crime (nar-

8

cotics trafficking, contraband smuggling,
illegal migration), environment, health, etc.
Russia, while recognising these issues, tends
to see them within a broader framework.
This includes broad concerns over the in-
tegrity of the Russian Federation and, in
particular, Russian sovereignty over Kalin-
ingrad. Its geographic detachment from the
Russian mainland and exposure to foreign
influences is perceived as posing risks of
alienation from Russia and supporting se-
cessionist tendencies. For Russia this situa-
tion is additionally complicated by matters
of hard security, such as NATO’s eastward
enlargement, the unresolved issue of admis-
sion of the Baltic States to the revised CFE
treaty, which is still pending its coming into
force, and the position of Russia’s Baltic
Fleet. Against this overall background the
Russian federal authorities are hesitant to
grant the Kaliningrad Oblast more auton-
omy to develop its international business
relations.

Thus, approaches to Kaliningrad in the
past have been asymmetric, which has com-
plicated and confused matters. For the fu-
ture, both Russia and the EU should accept
the legitimacy of each other’s major con-
cerns (hard security, sovereignty/integrity
for Russia; soft security for the EU), rather
than opposing or ignoring the other side’s
position and trying to ensure compliance
with their own. Each side should acknowl-
edge the different world-view and admin-
istrative practices and capacities of the oth-
er, rather than assuming a superior position
(at its most extreme, paternalism on the EU’s
side, confrontation on Russia’s).

It is solely Russia’s responsibility to
elaborate the pilot region concept. None-
theless, the EU has a major contribution to
make in its own right, since the enclave/
exclave situation means that border issues,
Baltic infrastructural development, and oth-
er important matters directly affect Kalin-
ingrad. Furthermore, the EU has resources
that it can allocate to supplement the far
scarcer resources available within Russia
and that will be required to implement ma-



jor parts of the pilot region development
strategy. Specifically, the EU needs to ex-
plain how it sees Kaliningrad being affect-
ed by, and benefiting from, the EU’s post-
enlargement strategy (Wider Europe, etc).
President Prodi’s remarks at the 13th EU-
Russia summit in May 2004, quoted above,
show that the EU is opening the door to this
approach.

The win-win approach means that
both parties address the Kaliningrad issue
with the conviction that a successful out-
come (inevitably requiring concessions and
compromises by both parties) will benefit
Russia and the EU and, not least, Kalinin-
grad itself. There will be no ‘losers’.

Fourth, the decisions and resulting set
of actions on Kaliningrad should represent
a balancing decision taking into ac-
count the interests of both sides. It
turns out that the Russian side has more
tasks to manage on the horizontal issues.
There are, for example, such measures as the
removal of restrictions for foreign investors
to enter the Kaliningrad market on servic-
es, or the creation of an investment-friend-
ly regime in the region, which concerns
measures aiming at the removal of a restric-
tion on the movement of capital. Such is-
sues lie naturally within the competence of
the Russian state, as it has an absolute sov-
ereignty over the Kaliningrad Oblast. At the
same time, the European Union can get
heavily involved on the vertical issues, pri-
marily on infrastructure integration and de-
velopment as well as the provision of finan-
cial support. In view of this relative asym-
metry in the areas of involvement, the set
of actions on Kaliningrad must balance in-
puts and outputs for the mutual benefits of
both sides.

9
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The proposals put forward in the
background paper are complex and am-
bitious. The general idea behind the pro-
posals is that Kaliningrad economy will
become successful in the long-term only
through close integration with the EU
market, development of infrastructure
that supports integration, increased com-
petition and openness, and efficient pub-
lic administration. It is also important to
improve transport links with Russian
mainland –  Kaliningrad will remain part
of the united Russian market and it will be
one of its most important competitive
advantages. Economic history strongly
indicates that for a small economy eco-
nomic openness and development of
trade and investment links with neigh-
bours are crucial conditions for success.

We differentiate the proposals on the
horizontal issues of the three freedoms of
movement (goods and services, capital, and
movement of people related to economy)
and the proposals on the vertical issues com-
prising infrastructural projects and sectoral
developments. The most ambitious and con-
troversial proposal on the movement of
goods and services is the creation of a Rus-
sia-EU Free Trade Zone (FTZ) in Kaliningrad.
Other proposals may prove to be less con-
troversial and easier to implement. One of
them is the establishment of a Centre for EU
Norms and Standards in Kaliningrad aimed
at overcoming technical barriers to exports.
In the field of services, there is a suggestion
to remove limitations for foreign capital to
participate in financial services (banking,
insurance, etc.) going beyond the obligation
that Russia intends to take as part of WTO
accession. These actions can be not only very
helpful for Kaliningrad’s economic develop-
ment but can also play an important pilot
role for the EU-Russian CES.
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1. IMPROVED ACCESS TO THE EU
INTERNAL MARKET FOR KALININ-
GRAD COMPANIES (RUSSIA-EU FTZ IN
KALININGRAD)

The core concept of a Kaliningrad FTZ
would be that the EU opens its markets for
Kaliningrad’s goods with certain qualifica-
tions (adequate controls on the rules of or-
igin, etc.), whereas Russia keeps the Kalin-
ingrad market as open as it is now (the only
change needed is removal of import quo-
tas). The form of legal implementation of
the Kaliningrad FTZ would be a bilateral
EU-Russian agreement on Kaliningrad. It
may be solely devoted to an FTZ or be more
complex and handle other issues relevant
to Kaliningrad.

The European Commission has so far
rejected the idea of granting a special
trade regime for Kaliningrad on the
grounds that, apart from considerable dif-
ficulties of implementation, it is not evi-
dent that such a regime may in fact be
needed taking into consideration the
overall favourable prospects for Kalinin-
grad in the course of EU enlargement9 .
Dewar outlines two problems with the
proposal 10 . The first is the view expressed
by the officials of the EC that an agree-
ment of such a nature can only be entered
with sovereign states. The second argu-
ment is of economic nature, and draws
attention to the fact that Kaliningrad’s ex-
port is combined primarily of commodi-
ties. As the tariffs are already low, their
abandonment would not bring consider-
able benefit.

 Thus, the question should be raised
whether such a free trade zone is worth the
effort. It certainly is for the Kaliningrad
Oblast itself not least because the impact of
EU enlargement on Kaliningrad’s economy
will be at best mixed and probably nega-

CES AND KALININGRAD:
HORIZONTAL ISSUES

9 Commission of the European Communities (2001a) Report to the Council of Ministers of the EU “EU
and Kaliningrad”, Brussels, 17.01.2001, KOM (2001) 26, P.2.
10 S.Dewar. What is to be done?// Baxendale J., Dewar S., Gowan D.(eds.) The EU and Kaliningrad.
Kaliningrad and the Impact of EU Enlargement. Federal Trust, 2000. P.231-264 (250-251).



tive on balance. It is argued that the Com-
mission in its Communication has underes-
timated various negative impacts of the en-
largement on the Kaliningrad exclave and
overestimated the positive impact of low-
ering import tariffs by the new members11 .
Opening the EU market for goods pro-
duced in Kaliningrad can counteract nega-
tive aspects of the impact of the Enlarge-
ment and to create appropriate conditions
for enabling the economic development of
Kaliningrad to continue. Dewar is definite-
ly right while pointing at the regional ex-
port structure. While commodities domi-
nate Kaliningrad’s exports, free trade access
to the European markets would not result
in immediate benefits for the region. How-
ever, it would create much needed condi-
tions for a change of specialisation, switch-
ing from less desirable import substitution
to export-oriented manufacturing.

Experience of Poland and the Baltic
countries supports this view: their exports
to the EU increased strongly after they
signed association agreements with the EU
in 1990s that provided them with a free ac-
cess to the EU single market.

Such a strategy would also create incen-
tives for Russian companies to set up pro-
duction lines in Kaliningrad to gain access
to the European market. On the feasibility
side we can mention that the current export
structure and small size of the Kaliningrad
economy mean that improved access of lo-
cal companies to the EU market will not lead
to any significant effect on the neighbour-
ing countries and the EU as a whole. It will
also take several years to have a positive im-
pact. The experience of the SEZ in Kalinin-
grad confirms this statement, as import-sub-
stitution production started to grow only
after 3-5 years of SEZ establishment.

Positive implications of the FTZ in
Kaliningrad are not confined to Kalinin-

grad’s economy itself. It may bring added
value to EU-Russian economic and institu-
tional co-operation as it could pave the way
to a comprehensive EU-Russian FTZ and
serve as a testing ground for relevant mech-
anisms on the rules of origin, technical re-
quirements, standards and certification pro-
cedures, etc.

The establishment of an EU-Russia FTZ
in Kaliningrad as an isolated project is un-
likely due to a lack of political will and myr-
iad technical and legal obstacles. It can, how-
ever, be more politically and technically fea-
sible if perceived and realised within the CES
framework – as a test for the CES and a prob-
ing stone for introducing a free trade zone
across Russia12 . The Partnership and Co-op-
eration Agreement (PCA) between Russia
and the EU proposed the creation of a free
trade area (FTA) between the two parties at
some unspecified future date. In the EU’s
Common Strategy towards Russia this was
(unilaterally) modified to defer the FTA un-
til after Russia joined the WTO. Now that
Russia and the EU have agreed on all out-
standing issues between them regarding
WTO membership, the time is right to recon-
sider this matter. Russia is still required to
complete negotiations with other important
members of the WTO before its accession
conditions are finalised but, as regards the
EU, such negotiations are completed. Thus,
there is no logical barrier to proceeding with
the FTA concept.

Nonetheless, it is recognised that WTO
membership is a formal prerequisite before
an FTA can be established between Russia
and the EU. Thus, the proposal is to pilot an
FTA between the EU and Kaliningrad. The
inevitable implementation difficulties (rules
of origin, controlling illegal trade flows
from elsewhere in Russia as well as NIS
states, etc.) will not be easy to deal with, but
it makes a lot of sense to test the concept in

11

11 Vinokurov E. (2004) Kaliningrad Region: Between the EU Enlargement and Russia’s Integration into the
World Economy. CEPS Working Document No.201.
12EastWest Institute (2003) Support to transforming the Kaliningrad Oblast into a Pilot Region of EU-
Russian Co-operation. http://www.iews.org/
publications.cfm?title=Publications&l1=Publications&l2=&l3=&l4=&view=detail&pubid=199. P. 32.



Kaliningrad. Any problems that are encoun-
tered will be small and manageable, while
the lessons learned will make the eventual
introduction of an FTA for all of Russia
much smoother.

The EU has stated in the past that it
does not and cannot enter into such
agreements with territories that are not
sovereign states13 , but this is precisely the
kind of issue where Kaliningrad, as a pos-
sible pilot region, permits and encourag-
es new thinking and approaches. After all,
Kaliningrad is already a SEZ, offering
many of the advantages of an FTA to for-
eign exporters, nearly all of whom are in
the enlarged EU. Without politicising the
matter by demanding reciprocity, it seems
perfectly reasonable to request the EU to
treat Kaliningrad as a special case – in
much the same way that Russia does.  Fur-
thermore, such an approach fits in with
the EU’s own stated policies as set out in,
for example, the Wider Europe initiative,
which calls for non-EU states bordering
the enlarged EU to have access to the Sin-
gle Market. It would also provide valuable
lessons for the implementation of the
Common Economic Space.

As it was said above, the substantive
core concept of the EU-Russia FTZ in
Kaliningrad would be that the EU opens its
markets for Kaliningrad’s goods with cer-
tain qualifications ensuring adequate con-
trols of origin. In fact, the issue of the rules
of origin is of crucial importance for the
European Union. In any free or preferen-
tial trade agreement that the EU entered
there is an attachment on specific rules that
aims at preventing trade deflection, so that
the products from non-participating
countries may not use free trade partners
of the EU for channelling their goods in
order to avoid paying customs duties. In
the case of the EU-Russia FTZ in Kalinin-

grad, the EU will be even more concerned
because the Kaliningrad Oblast is not a
separate state, but part of the state. The EU
concern is a legitimate one.

In fact, the EU is not the only body to
care about the rules of origins needed to
create an efficient FTZ in Kaliningrad. The
rules and procedures usually required by
the EU may be quite sophisticated. They
may include requirements (a) for chang-
ing a tariff heading at the 4-digit level, (b)
for certain percentage of added value, ap-
plied only rarely, (c) various and sophisti-
cated technical requirements, etc. Meeting
requirements causes not only direct costs,
but also indirect ones, while requiring the
use of complicated paperwork and ac-
counting, which often lie out of the reach
of small and medium producers in devel-
oping and transition countries. All of this
leads to significant costs and may effective-
ly prohibit economic operators from using
trade preferences. Only one third of EU
imports from developing countries which
were eligible for preferences actually en-
tered the EU market with reduced duties14 .
The products imported by the EU trade
partners are often unable to meet very strict
requirements and fail to use the free trade
regime. This effectively minimises the val-
ue of preferences that the EU makes avail-
able to its trade partners. Hence, it will be
justified to state that Russia and the Kalin-
ingrad Oblast should care much about the
rules of origin not only to satisfy the Union
but also to make the EU-Russia FTZ in
Kaliningrad work. Otherwise a great deal
of efforts to be spent to establish the FTZ
may prove to be in vain.

In our opinion, it is possible to over-
come difficulties connected to consider-
ations on trade deflection and efficiency of
the proposed FTZ. First, as it was already
noticed while elaborating on the FTZ idea,

12

13 However, the EU has some shown a significant flexibility in its trade policies regarding some territories
(not a sovereign states) that are closely linked to one of the EU member states but not part of the EU
territory.
14 Brenton P., Manchin M. (2002) Making EU Trade Agreements Work. The Role of Rules of Origin. CEPS
Working Document No. 183.



the Kaliningrad Oblast is detached from
mainland Russia, with customs controls in-
stalled on the borders. It creates the possi-
bility of upgrading the border regime and
related procedures to meet the require-
ments for a transparent and reliable cus-
toms regime. Second, joint Russian-EU
management should be part of the FTZ’s
design. The EU’s participation should be-
come an additional instrument of efficient
management, improve transparency, and
ensure the observance of rules as well. The
EU’s share of participation should be pro-
portional to the tasks to be carried out.
Third, the need for an efficient free trade
zone calls for additional measures, thus con-
stituting a FTZ+ concept. An Information
and Training Centre for EU Norms and
Standards should be established and far-
reaching programs of technical assistance
should take place in the region. It would al-
low the regional enterprises, including
small and medium ones, to be able to com-
ply with requirements imposed on their
production to become eligible for a free
trade regime with the EU. Lastly, since the
regional economy is a very small one, it may
prove to be especially difficult for the re-
gion to comply with the typical rules of or-
igins attached by the EU to its free trade
agreements. It is desirable to think of some
forms of derogation from the EU’s typical
approach to the rules of origin, for exam-
ple, lower margins for value added.

In any case, an FTZ provides pos-
i t i v e  o p p o r t u n i t i e s  f o r  m u l t i - s t a g e
p r o d u c t i o n  r a t h e r  t h a n  o n e - s t a g e
production (such as simple assembly
or operations for which outward pro-
cessing trade [OPT] schemes are often
employed). With deeper manufactur-
ing processing, it is practically easier
to comply with the rules of origin in
order to use the advantages of an FTZ.
Therefore ,  FTZ in Kal iningrad – as
well as the prospects of an EU-Russia
free trade agreement as an essential
part of the CES – raises a special con-
cern to support  the creation of  re-

gional competitive clusters,  where a
large share of production is concen-
trated within the region.  If  we take
furniture manufacturing as an exam-
ple, then it is the development path of
establishing vertical lines of produc-
tion, including deep wood processing
plants, etc.

2. TRADE FACILITATION
• Customs
The Kaliningrad economy is very de-

pendent on foreign trade. The ratio of
Kaliningrad’s foreign trade (exports + im-
ports) over its GRP (the so called coefficient
of economic openness) is very high, reach-
ing 160% in 2003, and similar to that of
small countries with open economies. The
creation of a FTZ in Kaliningrad or any im-
provement in access of Kaliningrad com-
panies to the EU market should presumably
further boost its trade with the EU.  These
economic factors make efficient operations
of customs very important for the general
business climate in the region.

Russia and the EU have already taken
some steps towards improving the compat-
ibility of their customs procedures. Howev-
er, Kaliningrad can become a pilot region
for intensified co-operation between Rus-
sian and EU customs authorities in areas that
were already included in the CES Road Map:

- Simplification of customs proce-
dures.

- Introduction of compatible com-
puter systems and an integrated data trans-
mission system.

- Harmonisation of Russian and EU
rules on customs and transit.

- Development of customs infrastruc-
ture.

 Moreover, co-operation in the customs
field should be viewed in the framework of a
more general approach on integrated border
management, which was discussed in more
detail at the EastWest Institute’s round-table
“Kaliningrad Region in the Context of Estab-
lishing Common Non-Economic Spaces” in
Warsaw, Poland on December 18, 2004.
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• Centre for EU Norms and Stan-
dards
EU Enlargement process, Russia’s

WTO accession, the approaching transfor-
mation of the SEZ regime, and, finally, the
potential establishment of the EU-Russian
CES create a situation in which many of
Kaliningrad’s enterprises will have no
choice other than to try to expand their
exports. With the EU being the natural ex-
port market for Kaliningrad, the transfor-
mation of Kaliningrad’s economy from
import substitution to export orientation
stumbles over immense difficulties of the
market entry. Some of these difficulties are
objective ones as they stem from patterns
of competitive advantage. Other barriers,
however, can be overcome at a low cost
by providing necessary information and
assistance in order to facilitate compliance
with EU norms and standards (safety, en-
vironment, etc.). The process of restructur-
ing Kaliningrad’s regional economy can be
supported by the establishment of an In-
formation and Training Centre for EU
Norms and Standards in Kaliningrad. Such
an organisation would provide assistance
truly needed by Kaliningrad’s businesses in
order to reorient their production patterns
in changing conditions.

The EU has already made some effort
to disseminate information on its activities,
norms and programmes in the region.
There is a TACIS support office and the
Kaliningrad Regional Development Agen-
cy has an information centre on EU legisla-
tion (a similar centre in Immanuel Kant
State University of Russia in Kaliningrad also
exists). Still, their services are still quite lim-
ited and not fully up to the task. One solu-
tion might be to connect the RDA to the
Pan-European network of European Info
Centres (or Business Info Centres). More-
over, any attempt to improve access of
Kaliningrad companies to the EU market
will require effort to ensure compliance
with EU requirements in terms of sanitary
and phyto-sanitary control, quality stan-
dards, and conformity assessment (the EU

Neighbourhood strategy calls for the con-
clusion of Agreements on Conformity As-
sessment and Acceptance of Industrial
Products).  To facilitate compliance with
these requirements a certification centre
(laboratory) should be established with di-
rect involvement of the relevant EU author-
ities. It could be mentioned that problems
stemming from EU phyto-sanitary controls
is already one of the main reasons behind
higher costs and the increased time of car-
go transit through Lithuania after EU en-
largement.

• Export loans and export pro-
motion
There are other possible measures of

assistance to Kaliningrad producers, which
aim at the facilitation of exports.  These in-
clude:

- Export guarantees . Financial
means and management can be provided
jointly by the European Union and Russia
with the aim to facilitate regional exports.
This can be done as a part of the Kalinin-
grad Development Fund (see below).

- Export loans for Kaliningrad’s
producers. Difficulties in raising medium-
and long-term loans to finance export pro-
duction are one of the main reasons limit-
ing export growth in Kaliningrad. This can
also become one of the issues to be handled
by the Kaliningrad Development Fund.

3. SERVICES: UPLIFTING RE-
STRICTIONS FOR FOREIGN INVES-
TORS IN KALININGRAD

The current quotas for the participa-
tion of foreign capital in banking and in-
surance companies on the territory of Rus-
sia amount to 25% and 12%, respectively.
Under the recent EU-Russia WTO deal, Rus-
sia committed itself to raising its quotas.
However, the quotas will remain in princi-
ple. Our proposal calls for the unilateral ac-
tion on the Russian side of going beyond
the WTO deal and fully uplifting limita-
tions for foreign capital to partici-
pate in financial services in Kaliningrad
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(banking sector, insurance, pension funds,
etc.). However, this measure alone might not
be enough to bring foreign financial com-
panies to the region – the Kaliningrad mar-
ket is too small for any foreign bank to open
a separate legal entity. Therefore, we also
propose to allow foreign banks and insur-
ance companies to operate in Kaliningrad
through their branches without creating a
Russian legal entity.

Such measure might bring some signif-
icant benefits for local companies by low-
ering cost funds and improving access to
finance for SMEs, and also attract FDI. On
the other hand, impact on the Russian
banking system will be immaterial but still
could be very useful material for bench-
marking and stimulating competitiveness of
the Russian banks.

Other potential liberalisation mea-
sures include:

- In the telecommunications sector:
abolishing the monopoly of Rostelecom for
international calls and allowing EU compa-
nies to compete freely in Kaliningrad

- In the energy sector: the liberalisa-
tion of the Kaliningrad energy market and
establishing the physical and institutional
infrastructure to include Kaliningrad in the
Baltic energy market.

- Public procurement: allowing EU
companies to participate in Russian state
tenders.

4. MOVEMENT OF PEOPLE
The field of the movement of people

is to be covered by the Common Space of

Freedom, Security, and Justice. There are
some aspects of it related to business activ-
ities that fall within the scope of the CES.

Generally, it is proposed that Russia
introduce a visa-free regime for EU citizens
in the Kaliningrad Oblast. EU citizens hav-
ing valid international travel documents and
staying up to 30 days (alternatively, 90 days)
should be admitted on arrival. As it appears
to be feasible technically, it is the question
of political will15 .  The EU should be asked
to offer the equivalent concession in return
(i.e. visa-free entry to the Schengen area for
registered residents of Kaliningrad), but this
should not be a necessary condition. The
benefits to Kaliningrad of operating only a
unilateral visa-free regime with the EU
would be potentially immense.

Within the CES, it is possible to discuss
the facilitation of a visa regime for EU citi-
zens travelling to Kaliningrad on business.
With the general visa-free regime for 30/90
days being the basis, the following measures
can be taken to facilitate business activities
and investment in Kaliningrad. First, a fa-
cilitated regime for acquiring a Russian
(multiple and long-term) business visa may
be introduced for EU citizens. Second, the
requirements for a work permit for foreign
workers in Kaliningrad should be eased,
particularly for executives and technical
specialists. Third, the quota for foreign
workers should be increased for Kalinin-
grad. It would be beneficial in this respect
to transfer relevant decision making to the
regional level and make it more transpar-
ent and fast.

15

15 Kaliningrad Regional Duma has submitted such an initiative to the Russian Federal Assembly in 2003 but
Russian Ministry of Foreign Affairs provided negative conclusion and essentially killed the proposal.



1. EU-RUSSIA JOINT INVESTMENT
PROGRAM FOR KALININGRAD

The idea of the EU-Russia joint invest-
ment programme for Kaliningrad is intend-
ed to serve as a framework for investment
in projects of mutual interest. Such projects
are possible in the sectors of environment,
transport, and border infrastructure, pub-
lic health, telecommunications, etc. It might
operate on principles similar to EU region-
al programs, one of which is joint program-
ming, in our case between Russia, the EU,
and the Kaliningrad Regional Administra-
tion. The EU might then finance up to 50%
of the total cost of the approved projects
(through grants and loans). On the Russian
side, investment in such projects might be
financed by the federal investment pro-
gramme for Kaliningrad, as well as the Fed-
eral Target Programme, that came into
force in 2001.

2. KALININGRAD DEVELOPMENT
FUND

The idea of a Kaliningrad Develop-
ment Fund (KDF) has been rejected by the
EU in the Commission’s Communication to
the Council of Ministers (2001). The Russian
federal government originally opposed the
idea as well; its position has however be-
come more flexible in 2002. In the opinion
of Dewar16 , it would amount to 40 Euro
mln.  annually for the period of six years. The
origins of the figure are somewhat arbitrary.
It is a rough approximation of what Kalin-
ingrad might have received had it been an
accession country like its neighbours. The
aim would be to match the EU programmes
for accession states. The Kaliningrad Devel-
opment Fund could be composed of the
money provided in the first instance by the
Northern Dimension group of countries.

As the situation has changed in the last
two to three years, the idea of KDF became
more feasible. The EU has explicitly recog-

nised the need for specific treatment of
Kaliningrad. The Russian federal authorities
have also become more flexible on the is-
sue of European-Russian co-operation on
Kaliningrad. In fact, the European Commis-
sion has made an informal attempt to es-
tablish a special fund for Kaliningrad in the
summer of 2002. It committed itself to in-
vesting 25 Euro mln and called upon mem-
ber states and international financial insti-
tutions for additional funds. As it proved to
be unsuccessful, the Commission aban-
doned the idea and decided to channel the
money through TACIS. Nevertheless, with
the rising understanding of Kaliningrad’s
specifics the idea of KDF should not be
abandoned. The volumes of financing for
the Fund are surely a matter of discussion.
After all, why should the EU try to match
exactly the EU programs for accession
states?

If it tries to match the new members
of the EU, then the sum should be bigger
than the one proposed: whereas the rough
approximation of 40 Euro mln per year
seems to be correct, it is worth mentioning
that the accession countries received help
not during six years, but within the whole
period and beyond from 1992 to 2006. So,
the amount of money provided should rath-
er depend on concrete goals to be accom-
plished. The ways the money should be
spent vary from loans for small businesses
and institutional development to major in-
frastructural projects, such as the recon-
struction of the airport and railways, the
development of air-carriers’ capacities, the
reconstruction of the Elblag-Kaliningrad
highway, and the development of telecom-
munications facilities, etc.  However, it ap-
pears to be crucial for the Kaliningrad De-
velopment Fund to have a set of priorities,
according to which it would allocate its re-
sources. We suggest that, if a Development
Fund comes into existence, the priorities

16
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should be set according to a principal aim:
adaptation of Kaliningrad’s econo-
my to the demands of European mar-
kets, the creation of conditions of success-
ful exploration of opportunities arising
from its location and presumed competitive
advantages. Another important condition
for a KDF is a system of tight controls from
the donor countries.

A KDF may play its positive role in the
further development of the Kaliningrad
Oblast to the mutual benefit of Russia and
the European Union. Nevertheless, we
should not put too much expectation on its
impact, nor should we concentrate on the
idea as a panacea. As a matter of fact, the
largest bulk of work is to be done by means
of private investment. Consequently, direct
financial help to Kaliningrad, although de-
sirable, does not belong to the core of nec-
essary means to cope with the “Kaliningrad
problem”. The main goal is to create favour-
able conditions for the region to attract in-
vestments and to develop, which should be
done by way of greater openness.

3. EXPANSION OF THE EIB MAN-
DATE.

The EU proposal on Common Spaces
contains a suggestion to secure investment for
EU-Russian infrastructural projects through
the European Investment Bank. A related pro-
posal is to expand the EIB mandate on the
whole of the Kaliningrad Oblast. That means
that under this general mandate not only en-
vironmental projects will be covered but also
all varieties of project types where the resourc-
es of EIB are usually involved.

4. ECONOMY-RELATED ISSUES OF
INTEGRATED BORDER MANAGE-
MENT AND THE DEVELOPMENT OF
TRANSPORT INFRASTRUCTURE

There is one area where Kaliningrad
does seem to be unambiguously and seri-
ously threatened by EU enlargement,
without any immediate offsetting oppor-
tunities. This arises from the elimination
of customs barriers and passport controls

17

between the new and existing member
states (which will develop further as the
new members move to full inclusion in
Schengen over the next few years) and
tightening control over the EU external
borders. Combined with improving and
increasingly integrated infrastructural
networks (TENs, PECs) throughout, espe-
cially, the Baltic Sea region, north-south
trade flows between the Baltic States and
Poland and the western EU will complete-
ly bypass Kaliningrad.

For instance, although the shortest
route between, say, Klaipeda and Gdan-
sk is through Kaliningrad, there is little
point in taking that route. Customs for-
malities, passport controls and the noto-
riously long delays at Kaliningrad’s bor-
ders with Poland and Lithuania, mean
that it would take less time and less cost,
as well as being more reliable (e.g. no risk
of being held up by Customs indefinite-
ly), to take the “internal” route directly
linking Lithuania and Poland.

It is proposed, therefore, that Russia
should work with the EU to find solutions
to this problem. There are two main com-
ponents to the solution – ‘hard’ and ‘soft’.
The hard component refers to physical in-
frastructure.

• Physical integration of road
and rail networks
 Kaliningrad’s road and rail networks,

especially on routes IA and IXB must be
upgraded to the standards of those net-
works in the neighbouring states and fully,
physically integrated with them. This will
require very substantial investment, requir-
ing support from IFIs as well as both pri-
vate investment and public funding. How-
ever, a number of transport studies and
plans have been prepared concerning
Kaliningrad’s transport needs, so there is a
good information base to build upon.

The CES Road Map includes the fol-
lowing actions in the field of transport in-
frastructure that might be employed in
Kaliningrad:



- Evaluation, development and im-
plementation of infrastructure projects and
priority transport corridors;

- Intensification of co-operation in
developing mechanisms to attract in joint-
ly identified projects aimed at improving
transport infrastructure;

- Co-operation to address the is-
sues of interoperability of rail transport
in order to intensify rail communication
in the framework of developing trans-
port corridors.

The physical integration of road and
rail networks of Kaliningrad and sur-
rounding states of Poland and Lithuania
is fully in line with the envisaged CES in-
struments. As such, it can become an in-
herent part of the CES.

• Upgrading the border-crossing
points.
A further element to the infrastructur-

al component is to continue the process,
partly funded by the EU’s Tacis Cross-Bor-
der Co-operation Program, to upgrade the
existing and develop new border-crossing
points.

• Customs rules and electronic
processing of customs docu-
ments
However, on its own, improved infra-

structure will be worthless if its benefits are
undone by problems at the borders them-
selves. Consequently, the ‘soft’ element will
address border management procedures.
The Russian Customs code needs to be up-
dated (especially where the federal code
contradicts the SEZ provisions) and a spe-
cial regime for transit freight needs to be
developed (analogous to Russia’s request
for favourable treatment for transit of
freight between Kaliningrad and Russian
mainland). EU companies should not have
to pay additional charges for moving
freight through Kaliningrad compared
with using the direct Poland-Lithuania
route.

The lessons learned from these pilot

region projects will immensely benefit EU-
Russia relations along the entire EU-Russia
common border and will directly contrib-
ute to achieving the overall goals in, partic-
ular, developing the common spaces.

5. CONNECTION OF KALININ-
GRAD ENERGY SYSTEM TO THE BAL-
TIC NETWORK

One of the objectives of the CES is the
intensification of EU-Russia Energy Dialogue,
which is now seen as a part of the Common
Economic Space. The particular emphasis is
made on addressing issues related to the sus-
tainability and continued reliability of the
production, distribution, transportation, and
use of energy, including energy efficiency,
energy savings and the use of renewable en-
ergies.  Possible activities in this area could
include, inter alia, convergence of EU and
Russia energy strategies, policies and regula-
tory measures, and co-operation on energy
infrastructure projects of common interest.

The unique location of Kaliningrad
calls for its pilot role in the Energy Dialogue.
A joint program for the integration of
energy infrastructure can be estab-
lished in order to create the physical inte-
gration of power circuits. There is also an
issue of energy exports from Kaliningrad to
surrounding states, when the new power
plant with the capacity of 900MW will be
in operation.

6. ENVIRONMENT
Russia and the EU are equally interest-

ed in raising environmental standards in
Kaliningrad. Activities in this area should
consider the existing programmes, such as
the Northern Dimension Environmental
Partnership. Possible activities in this area
could include:

- the use of clean and modern tech-
nology in energy and industrial production;

- co-operation in the field of the
cross-border lake basin of Vishtynetz;

- the improvement of the efficient use
of energy, water, wood and other natural
resources.
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A number of proposals below cover
both vertical and horizontal dimensions:

7. PERMANENT HIGH-LEVEL
GROUP ON KALININGRAD

Importance of the Kaliningrad prob-
lems and the need for a comprehensive and
inclusive approach call for establishing a
permanent High-Level Group on Kalinin-
grad comprising policy-makers and prac-
titioners.

The permanent High-Level Group on
Kaliningrad is proposed to seek to:

- identify and clarify the issues of
common interest in Kaliningrad;

- propose a ‘business plan’ or a ‘road
map’ outlining different actions (to be tak-
en jointly and/or separately) as well as
planning, monitoring and financing for
these actions;

- to prepare the comprehensive Rus-
sia-EU agreement on Kaliningrad, which
would cover many issues discussed earlier,
and, especially, the free trade zone in Kalin-
ingrad.

Thus, the permanent High-Level
Group on Kaliningrad could enable to
move away from ‘managing new creative
ideas’ to a set of concrete and doable pro-
posals that serve the interest of both Russia
and the EU and can, therefore, be jointly
implemented in the short term. However,
to ensure the success of the initiative, all bi-
lateral players, international financiers,
businesses and other actors concerned
should be approached to get a clear under-
standing of their needs and demands.

8.  SETTING UP LOCAL  SEZS IN
THE KALININGRAD OBLAST

It is proposed to carry out a feasibility
study of implementing one or more local SEZs
(special economic zones) in the Kaliningrad
Oblast (rather than the Oblast being an SEZ).
These zones are seen as opened to Russian and
foreign firms and granted with privileges for
production and exports with a federal body
exercising control over the zone(s). Special
attention should be given to the possibility of
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implementing a form of Science Park in the
Kaliningrad Oblast – a zone that would de-
sign and produce technology-based goods in
partnership with European firms.

SEZs in the Kaliningrad Oblast will ul-
timately seek:

- to prepare the conversion of the
Kaliningrad Oblast into a competitive area
enabling trade and production in the Eu-
ropean zone and the Russian Federation;

- to create new qualified jobs;
- to ensure return on investments;

and
- to attract inward investors.
The feasibility study should target Rus-

sian firms in Kaliningrad, outside Kalinin-
grad and in the Baltic Sea Region and
should aim to determine if such zones
would be attractive to them and – if so –
under which conditions. If a critical mass of
positive answers is found, the design of
these zones could start.

9. “CENTRE FOR COMPETITIVE-
NESS” IN KALININGRAD.

The establishment of the Centre is pro-
posed as a joint EU-Russian initiative under
the monitoring of both the Russian federal
government and the European Commis-
sion. The Centre for Competitiveness in
Kaliningrad is seen as a training and dissem-
ination centre to bring a hands-on support
to firms located in the Kaliningrad Oblast
and willing to enter into a “Competitiveness
Programme” to enable them to become
more competitive, more open to innova-
tion, and more aggressive commercially.
The initiative will ultimately aim:

- to transform a critical mass of local
firms into winners;

- to help the creation of new firms;
- to support the development of a

knowledge-based economy with the sup-
port of different knowledge institutions
(including helping them to reach high in-
ternational standards);

- to ultimately increase GDP; and
- to improve the negative image of

Kaliningrad.
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The background paper contains poli-
cy proposals on using the Kaliningrad fac-
tor in developing economic partnership
between Russia and the EU. Our choice of
policy options is based on two beliefs: first,
Kaliningrad’s problems can be better solved
by placing them in the context of the cre-
ation of common spaces between Russia
and the EU, and second, Kaliningrad’s geo-
graphic position, history, small size, and its
current status as a special economic zone
each provides a unique chance to advance
work on building four common spaces and
test some of the their elements. Thus, the
proposals aim both at advancing the eco-
nomic development of Kaliningrad and at
advancing the CES by means of Kaliningrad.

CONCLUSION


