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�European and Regional Strategies of Direct Neighbourhood

Iris Kempe, Wim van Meurs (Senior Analysts, Research group on European Affairs, Center for Applied Policy Research, Munich)

The Direct Neighbourhood project focuses on the European Union’s Eastern enlargement process and its consequences for the future relations between the EU and neighbouring states. The EU external border envisaged in this strategic concept runs from the Barents Sea in the very North all the way to the Black Sea in the South. As a result of EU-enlargement the Russian Federation, Ukraine, Belarus and Moldova will become direct neighbours of the EU. Contrary to the current situation of the border between the EU-15 and the 10 accession candidates, the states of the former Soviet Union have no short or medium term perspective of EU-membership or EU-association. For the first time in European history, neighbourly relations at the outer borders of the EU must be developed to a large extent with states that can neither be completely integrated nor marked off by basic systematic differences. The emergence of a qualitatively new relationship between the EU and its future neighbours requires both a far-sighted analysis of potential problems and the development of a strategy to cope with identified and evaluated risk potentials. 

The intertwining of regional and European aspects is one of the most important perspectives of the Direct Neighbourhood concept: The EU membership of the Central and East European States will aggravate regional problems like increasing social, economic and political asymmetries along the border, and lead to restrictive visa and customs regulations. On the other hand, regional problems such as minority questions, border and territorial conflicts, international crime and smuggling are potential threats to the stability and security of the future EU itself. The connection between regional and European aspects of Direct Neighbourhood demands a special focus on the regional situation along the future EU border. The worst-case scenario of Direct Neighbourhood is the emergence of new dividing lines with "soft security risks" like minority conflicts, trade conflicts, water conflicts, economic and political refugees taking the place of the military and ideological conflicts of the Cold War.

Beside the above-mentioned risks and threats, direct neighbourhood and cross-border relations also are a source of developmental potentials and opportunities for economic growth, social prosperity and political stability for the future neighbouring countries of the EU in general and their border regions in particular. Cross border co-operation and institutional co-operation for Europe as whole are corner stones for stability and the avoidance of new dividing lines in Europe. 

The Kaliningrad Oblast’ between the EU and the Russian Federation 

The geographic separation of the Kaliningrad oblast’ from the Russian Federation and its location between Poland and Lithuania turns the region into a crucial test case of Direct Neighbourhood. Some federal decision-makers in the Russian Federation still focus on Kaliningrad's military and strategic importance. The strategic importance of Kaliningrad for the Russian Federation is closely linked with the Baltic Fleet and the inclination to see Kaliningrad geopolitically as the most important military stronghold against NATO enlargement as well as against a presumed Western threat as such. In reality, the real geopolitical value of Kaliningrad may be limited to the mere existence of a Russian enclave in Europe as a convenient trump card in the negotiation processes of NATO and EU enlargement. Although this position has a certain influence among Russian decision-makers and in public opinion, more differentiated and constructive assessments underline the rapidly declining military readiness and importance of the Baltic Fleet and the military forces in the Kaliningrad region. As Atis Lejinš argues in his paper: "Kaliningrad is a military and economic liability for Russia".

Separated form the Russian Federation the Kaliningrad oblast’ suffers from the economic crises of the Russian Federation, while its economic growth and social stability depends on the co-operation with Poland and Lithuania as well as on the integration of Kaliningrad into the framework of the Baltic Sea network, e.g. the North European Initiative and the Northern Dimension - as suggested by Atis Lejinš at the conference. Interim results are recognisable in the efforts to create a free-trade zone, to join the Euroregions created with and around the Kaliningrad oblast'. Yet, here again fears of uncontrolled western involvement and a loosening of the ties between Kaliningrad and the Russian Federation on the side of decision-makers in Moscow and Kaliningrad have led to numerous objections and obstacles to ratification of these cross-border agreements. Similarly, the implementation of developmental strategies of a free-trade zone and an special economic zone for Kaliningrad have been hampered by both the ever-changing intentions and limitations set by both the regional and the federal government. 

The dilemma seems to be that the choice is between a destitute Kaliningrad region without special regulations and funding tuned to its specific situation which is both heavily dependent on Moscow and a source of social unrest and political instability, on the one hand, and a potentially prosperous Kaliningrad with a special (autonomous) status within the Federation to allow for flexible co-operation and special agreements with the surrounding EU member states. And yet, as Stephen Dewar said in his presentation, history shows us, that the peripheral regions liable to secessionism are not the prosperous regions with strong multi-directional networks, but rather the deprived regions of mono-directional dependency. Therefore, those who stress Kaliningrads socio-economic needs rather than its military and geopolitical value, try to elaborate specific conceptions of regional development for Kaliningrad. On a pragmatic level of problem-solving, the oblast' unique regional exclave position, indeed, requires special approaches of regional economic development, visa regulations and trade regimes.

A key aspect of both views – increased dependency on Moscow of Kaliningrad as a geopolitical asset and striving for a special form of integration in European structures and regulations for Kaliningrad – is the differentiation between political actors. Due to the institutional weakness of post-Soviet Russia, political decisions depends on actors and their informal authority and networks rather than on formal structures and procedures. Thus, in the case of Kaliningrad the differentiation between the affective-ideological, statist-rational and neoliberal-integrationist mindsets Pertti Joenniemi identified in the Kaliningrad Question. In the case of Kaliningrad the different views and mindsets on regional development and partnerships for regional and European co-operation are linked to the priority interests and institutional affiliations of individual political actors rather than representing a clear-cut federal-regional dichotomy. The actor-dominated character of Russian politics limits the ability of the highly institutionalised EU in consolidating effective working relations and long-term strategies. 

The strategic importance of Kaliningrad for the future EU begins with technical and administrative aspects like new visa regulations and transport tariffs and ends with strategic questions for Europe as a whole related to the relations between the EU and the Russian Federation. As the presentations demonstrated, the visa problem is a key issue, being both an affective catchword, a complicated technical issue and a substantial issue for cross-border co-operation. For many Russian politicians, not the least representatives of the Kaliningrad regional administration, visa regulations seem to be the main practical issue connected with the EU enlargement. They are afraid of restrictive regulations such as administrative mechanisms and visa costs, which would be a serious hindrance for the free movement of Kaliningrad’s inhabitants to the Russian Federation and within the Baltic Sea Region. On the other hand, unsubstantiated proposals for a "Baltic Schengen" which were to include Kaliningrad - implying not only a visa-free regime but also the abolition of border controls altogether - are unrealistic in principle from a federal Russian or an EU perspective. Nevertheless, in view of the standing Polish and Lithuanian obligation to abide to the European acquis, which includes the Schengen rules of freedom of movement within the European space and intensified controls on the outer border as part of the Amsterdam Treaty, the visa problem is a real one. 

Up to now citizens of the Kaliningrad region as well as other Russian citizens do not need visa for Lithuania and can apply for a Polish visa with a minimum of administrative ado and costs. In contrast to the de facto visa-free regime between the Russian Federation and Poland or Lithuania, the application for Estonian visa is more complicated and expensive for Russian citizens. Up until now the signing and ratification of the Russian-Estonian border treaty has been pending for political reasons. Consequently, even regular border traffic and commuters requires a visa, which leads to practical human and socio-economic problems and misunderstanding, instead of being conductive to cross-border co-operation and understanding between nations. Apart from its administrative aspects the visa regulations do have negative political side-effects connected with Direct Neighbourhood problems; e.g. minority issues and territorial claims. In the special case of Kaliningrad's enclave position, visa regulations with the neighbouring states are of vital interest for the region. Thus, any deterioration from currents standards would imply that, indirectly, EU eastern enlargement hampers rather than stimulates existing bottom-up regional initiatives for cross-border co-operation. As Gulnara Roll indicated, NGOs in the field indeed fear that a full-fledged EU outer border may be far less conductive to transfrontier activities ranging from family contacts, small trade and production co-operation to environmental protection, infrastructure and the co-ordination of administrative frameworks. Such a projected development would be a serious threat to the socio-economic development of the border regions; All the more so, because - as Juhan Sillaste demonstrated - these border regions tend to be structurally weak peripheral regions not only on the Russian side (the Kaliningrad, Leningrad and Pskov oblasti), but also on the Baltic side (e.g. Ida-Virumaa in Estonia). The concentration of minorities in these destitute border regions only adds to this conflict potential.

Policy Recommendations

Most participants to the conference agreed that the development of cross-border co-operation and transfrontier co-ordination are of crucial importance for the border regions between EU and CIS space. In the special case of Kaliningrad with all due respect for Russian sensitivities and fully acknowledging Kaliningrad's position as a subject of the Russian Federation, pragmatic solutions for a special relationship with the European Union should be drafted. Kaliningrad's pragmatic and functional co-operation with European structures and frameworks could be tied to international initiatives in the Baltic Sea region like the Baltic Sea Council, the Northern European Initiative, the EU’s Northern Dimension, as well as in the framework of the Partnership and Co-operation Agreement between the EU and the Russian Federation. 

The political relations on the national level between Baltic States and the Russian Federation are sometimes overburdened with conflicts like border questions, territorial claims and minority issues, Kaliningrad's role as a geostrategic stronghold of Russia, etc. All this burdens together do not create the right atmosphere for pragmatic problem-solving and cross-border co-operation.

Conversely, on the regional level the conference presented some important initiatives of co-operation between the Baltic Sea region and Northwestern Russia. Their common drive from cross-border co-operation projects is generally based on the initiatives of regional NGOs, companies and regional administration who are directly confronted with the day-to-day problems of an EU-CIS border. Their initiatives range from sustainable development, economic co-operation between the chambers of commerce aimed at increasing interregional trade relations to environmental protection and cultural issues of mutual understanding, ethnic minority cultures and good neighbourly relations. Generally, these bottom-up initiatives are characterised by pragmatism and an open-minded attitude. Thus, apart from a certain tendency to centralism on the national level, the atmosphere on the regional level also tend to be more problem-oriented and less dependent on changing political relations and issues. Taking this into account, the economic, social and political initiatives of regional-co-operation are more likely to create spill-over effects to the political level, albeit national agreements (e.g. border treaties) are needed to create a basic framework for transfrontier co-operatives to succeed.

The already existing perspectives of international, bilateral and interregional integration of Kaliningrad and Northwestern Russia into European structures, however, should not hide the fact that a consistent and differentiated strategy of "Direct Neighbourhood" founded on a analysis of the current situation and policy recommendation for future developments is lacking in Brussels as much as in Moscow.

In terms of policy recommendation, the conference has come to the following conclusions: 

Compared to the traditional concept of "good neighbourly relations", the concept of Direct Neighbourhood is more of an analytical and political category, stressing the complex connections between the numerous issues related to the eastern enlargement of the EU and its future border on the CIS space. The concept particularly underlines the need to co-ordinate the relevant regional and European initiatives. 

The identification of key actors in the Russian Federation, who are interested in the development of Kaliningrad's Western orientation and cross-border co-operation for the sake of the socio-economic prosperity and political stability of the border regions in general, is a much underestimated issue. Networking and capacity-building among political decision-makers in these border regions might be a highly effective long-term investment from an EU perspective. On the European side, the visible engagement for Direct Neighbourhood on the part of the Baltic Sea states here at the conference might act as a catalyst for European decision-makers to make direct neighbourhood for Kaliningrad and Northwestern Russia a priority issue.

In fact, the EU-CIS border regions will become a crucial test case for the European ideal: Rather than turning the outer border into a new ”Iron Curtain”, the European Union should follow its strategy of openness and its power as provider of soft security and socio-economic stability - even beyond the immediate borders of the Union itself. Conversely, a visible positive effect on the Russian border regions might substantially increase acceptance and readiness to co-operate. All the more so as the alternative scenario would seriously hamper existing initiatives of cross-border co-operation on the regional level and harm the already weak economies of the border regions.

The most urgent and most widely perceived problem relating to EU enlargement and the border regions is the contradiction between visa-free regulations and the Schengen acquis. A rapprochement on this point should respect Russian interests and anxieties as well as the consequences of the elimination of borders within the EU. A constructive starting point would be acceptance of the fact as such that enlargement will hamper cross-border co-operation and that special arrangements need to be developed, at least for regular border traffic and commuters. Thus, the EU should signal to the accession states its concern for these issues as being of European interest rather than promote a fixation on the acquis as is.

��Kaliningrad Region 

Stephan Stein (Kaliningrad Office of the Hamburg Chamber of Commerce, German Economic delegation in the Russian Federation, Kaliningrad)

On 12 January 1996, the Agreement on Demarcation of Powers between Public Authorities of the Russian Federation and Kaliningrad Region was concluded between the Russian Federation and its federal subject, the Kaliningrad Region, the northern part of the former East Prussia.  The Kaliningrad exclave has been granted special rights according to this agreement.  Priorities for the Region’s economy are: developmentof cargo and passenger transit, restructuring of the economy, establishment of a transport centre and a centre providing commercial and financial services.

�General information about Kaliningrad Region

The population of Kaliningrad Region is about 1 million inhabitants of these, 400,000 live in the city of Kaliningrad. The Region comprises 15 thousand km2 and is entirely separated from the rest of Russia. It borders Poland in the south-western part, it is surrounded by Lithuania from the south-east to the north and borders on the Baltic Sea in the western part.

Relationships with the Baltic countries, and special agreements with other neighbouring countries, provide the basis for the Region’s foreign policy. These relationships will change when Poland and the Baltic countries join the European Union.

Kaliningrad is home to the Russian Federation Baltic Navy. After World War II, the Region was a closed military base of the Soviet Union. Since the collapse of the USSR, Russian nationals, especially from the Baltic countries and other countries of the former Soviet Union, came to Kaliningrad. Despite the fact that some Germans, primarily from Kazakhstan and Kirghizia, emigrated to the Region, the proportion of German nationals is often overestimated. According to official statistics, it accounts for only 0.1 per cent. Only some fragments are left from the German past, and the Region, with the support of German organisations, considers keeping the monuments in good condition to be very important. On 24 October 1998, the Königsberg cathedral was reopened. Due to the German donations collected, first of all by die ZEIT Stiftung Ebelin und Gerd Bucerius Fund, another roof and new bells were erected on the cathedral located in the centre of the city.  Nationalities of Kaliningrad Region are representative of the multi-national structure of the former Soviet Union.

Since the fall of the USSR, the Russian government has reduced the amount of subsidies earmarked for the Region. For this reason, the Region incurred a severe economic crisis. A wide range of companies involved exclusively in the production of military and space equipment lost the basis for existence. Also, the local producers were unable to resist the tough competition, especially from the neighbouring countries. Agriculture is of vital importance for the Kaliningrad Region, which is not being developed, however. At present, about 80% of goods are imported, and imports exceed exports by 50%. 

Legislation on the Special Economic Zone

In order to manage the difficult situation, the idea of the Special Economic Zone was born.  Shortly after the Agreement between the Russian government and Kaliningrad Region was concluded, on 22 January 1996 the Federal Law on the Special Economic Zone in Kaliningrad Region was adopted by the State Duma (the Russian Federation parliament). The law provides the legal basis for the government protection of investment and entrepreneurial activity.  In addition, there is a regulation of the State Customs Committee of 10 July 1997 (? 268-?/01-16/44), in which it is stipulated that goods for internal use in the Kaliningrad Region and goods produced in the Region and, after that, imported into another part of the customs territory of the Russian Federation or to the territory of the CIS customs union or abroad, are freed from customs duties and other payments.  The goods mentioned are not subject to measures of the Russian Federation economic policy (i.e. other measures for the non-tariff regulation of foreign trade activity). Only a customs duty of 0.15% is levied on the goods value.

A good or product is regarded as having been produced in the Special Economic Zone if the amount of the added value during its processing is not less than 30 per cent, or - for goods related to electronics and complex household technology – not less than 15 per cent, and is such that the processing causes a change in the code of the good in the customs classification.  The origin of a good is corroborated by a certificate of origin issued by the Chamber of Commerce and Industry of Kaliningrad (TPP).

According to the law, neither foreign legal nor physical persons may buy land but it can be leased.  According to the information from the State Property Management Committee, which plays a critical role during the sales of land or realestate, under special conditions, it is allowed to buy a lot if it is related to some production facilities.

Before the above-mentioned Agreement and the Law of the State Duma came into force, the law On Terms of Stimulating Investment in the Kaliningrad Region of 27 April 1995 was adopted.

Recently, legislation on the Special Economic Zone was supplemented by more documents. The legal basis remains the same but it is extended by these. The Federal Target Programme for the Special Economic Zone Development in Kaliningrad Region in 1998-2005, signed on 29 September 1997 by Mr Chernomyrdin (the then Russian Prime Minister), is a sign of the special attention paid to the Region’s difficult situation and planned to provide grants for the development of the Special Economic Zone.

Under strong pressure of the Governor, the Regional Law on Local Free Economic Zones in Kaliningrad Region was adopted by the Kaliningrad Regional Duma, by which, in fact, the above-mentioned law on stimulating investment was replaced. Both legal and physical persons have the right to apply for establishment of a Local Free Economic Zone to the special commission whose members are appointed by the Governor. Permission is given on a competitive basis, and it implies granting concessions in order to promote investment. Until now, there have been no practical examples available.

Economic framework

Despite various legal preparatory activities, the Special Economic Zone has not become a ”Hong Kong on the Baltic Sea” as it was recently called again by Mr Chernomyrdin, former Prime Minister.  In 1997, the volume of foreign investment was US$ 7.9 million, which is less by about 50% compared to the previous year.  The restrained position of the Russian and foreign big and medium investors can be explained by many reasons.  These are:

The economic framework in the Russian Federation is quite complex.  Entrepreneurial activity in the Region is especially hampered by legal discrepancies and the ”confiscatory” tax policy in the Russian Federation.

Russian policy tends to be wary of possible separatist or secessionist tendencies, which may result from the special economic status.

Up until now, the Regional Administration has been unable to receive adequate funds from the Russian Government for the Region’s development.

Infrastructure, as well as the most important logistic prerequisites, have not been established.

The Regional Administration’s involvement in entrepreneurial activity is too obvious and its adherence to protectionist measures - instead of introducing more favourable economic conditions - is becoming more significant.

The activities of the Regional authorities are not transparent enough and are often too bureaucratic.

Contradiction between laws at the federal and regional levels may also arise (e.g. calculation of value-added tax by the federal and regional tax authorities).

Thus, despite the favourable legal prerequisites under the status of the Special Economic Zone, in 1997 the Region declined in attractiveness compared to other regions of the Russian Federation where the investment climate made better progress. However, in terms of its high potential, the Region is at the top among other Russian regions. This is, probably, how the problem of the Russian policy under Mr Chernomyrdin was solved, that is whether the Region should get more economic flexibility. Time will show if the privileged status of the Special Economic Zone remains unchanged under the new government in Moscow.



Who governs the Kaliningrad Region?

Since 5 November 1996, Mr Leonid Petrovich Gorbenko has been the incumbent Governor of the Kaliningrad Region. He is famous for his being an economic pragmatist, and he is supported by local entrepreneurs. Mr Yuri Alekseevich Savenko, Mayor of Kaliningrad, was elected on 25 October 1998. Mr Yuri L’vovich Bogomolov is the Chairman of the City Council and the head of the local self-government.

The Regional Administration favours investment promotional activities, and stresses it’s the special attention paid to West-European and German economies and cultures. The following contact persons may be helpful for overseas investors: Mr Anatoly Lazarevich Tuchinsky, Vice Governor in charge of economic sector and Mr Mikhail Yurievich Plukhin, Acting Chairman of the Committee for the Development of the Special Economic Zone. Mr Victor Moiseevich Romanovsky is in charge of the Department of External Affairs and Foreign Economic Relations. The Department of International Relations in the City Hall is headed by Ms Silvia Sakhidovna Gurova.

Foreign investments in the Kaliningrad Region have been actively supported by the Regional Duma (parliament). Its chairman is Mr Valery Nikolaevich Ustyugov, and Mr Boris Aleksandrovich Shushkin is the Chairman of the Committee for Foreign Affairs.

Mr Alexander Vladimirovich Orlov was appointed Representative of the Russian Federation President in the Kaliningrad Region.  Mr Arthur Ivanovich Kuznetsov, Ambassador extraordinary and plenipotentiary, is a representative of the Russian Federation Ministry of Foreign Affairs, which also deals with visamatters.

Prospects for the Kaliningrad Region

It is in the interest of the whole of Europe that Kaliningrad Region, as an integral part of the Russian Federation, would begin to develop its economic and social sectors more successfully. One possibility is that it may become an economic and transport centre between the Russian Federation, some CIS countries and the European Union. This is also stipulated for in the government programme for the development of the Special Economic Zone. Proximity to Germany, expectations of some Russian public authorities and local entrepreneurs and politicians indicate positive signs for closer links with the German economy.

The Region is attractive in terms of its natural resources. 95% of the world’s amber reserves are concentrated here, there are off-shore oil deposits, peat, mineral water, mine salt and wood. Industry is primarily represented by fishing and fish processing, shipbuilding and ship repair, electronics, electrical engineering, construction, agriculture, production of foodstuffs - and production with a relatively cheap labour force. Skilled and disciplined personnel are available. In Kaliningrad, there are the State University, Technical University and Baltic State Academy.  In Kaliningrad Region it is possible to invest in all production sectors.

Due to the steady political relationships in the Kaliningrad Region, medium and long term strategies are feasible. The Region has the second largest Russian port on the Baltic Sea. It is an ice-free port and serves as the most important gateway to the European part of Russia including Moscow and to Belarus. Relations with the neighbouring countries are good, particularly with the main transit country, Lithuania.  In 1997, owing to the special economic status, inflation was lower than in the rest of Russia by 50%. Wages are lower in Kaliningrad Region than in Poland or Baltic countries and are about RUB 1,000 (about DM 100) a month for unskilled labour and are up to RUB 3,000 (about DM 300) for skilled personnel.

Since Kaliningrad Region is not only trading with, but also producing in, Russia, it has become possible to avoid import quotas, excise duties and other restrictive measures of the Russian Government, and to gain extra opportunities due to the free customs zone. In the short run, the most favourable advantage is the availability of the cheap labour force.

German engagement in the Kaliningrad Region’s economy

The German Economy Representation in the Russian Federation, Kaliningrad Department, knows of about 50 companies with German capital only, joint-ventures or companies with German involvement. In the Regional Administration over 250 such companies with foreign involvement are registered.  Germany ranks 4th after Poland, Lithuania and Belarus in foreign trade and investment volumes.

The German presence in the Region is represented by small and medium businesses and covers a wide range of sectors.  Most active are the commercial relations in the export of food stuffs and import of raw materials. The most significant Kaliningrad companies with German participation are Baltkran, a manufacturer of portal cranes and oil-producing equipment, which is one of the biggest exporters, Baltik GmbH, a construction company, Prigge Trans, road haulage, Ostmark, a brewery, Palve, an engineering company, and Russian-German educational centre, a private institution. On 8 April 1999, a contract between BMW and Avtotor on car production was signed. It is planned to produce about 10,000 BMW cars, model 5 Series and Land Rovers. Production of cars and car parts, therefore, may become a leading sector of Kaliningrad Region’s industry.

In December 1997 Dresdner Bank signed a credit contract worth US$ 3 million with the Regional Administration. The capital is to be invested in the development of the regional infrastructure.

Since 1994 the Chamber of Commerce of Hamburg has had its representation in Kaliningrad Region, which has been the German Economy Representation in the Russian Federation, Kaliningrad Department since 1998 as well. Thus, it was included in the system of external chambers of commerce of the German Chambers of Commerce Association. Under an agreement with the Ministry of Foreign Affairs, the Representation is responsible for receiving visa applications from Russian citizens with a permanent address in the Kaliningrad Region. The Representation is in close contact with the Chamber of Commerce and Industry of Kaliningrad. Mr Igor Vyacheslavovich Tsar’kov is its President.

In Kaliningrad Region, the Federal Land of Schleswig-Holstein is represented by the Hanseatic Bureau. In addition, there is the German-Russian House, a social and educational establishment, as well as representative offices of different associations and religious organisations. Under various European and national programmes for assistance, companies including those from Germany, elaborate concepts for the Regional Administration, particularly in infrastructure and environment protection. 

�Kaliningrad and Region-Formation around the Baltic Rim

Pertti Joenniemi (Project Director, Copenhagen Peace Research Institute, Copenhagen)

In the debate on Kaliningrad a broad variety of perspectives exists. Some are affective, ideological and nostalgic about the past whereas others pertain to Realpolitik and a standard statist logic or, in yet another case, represent a post-Westphalian, neoliberal and integration-oriented mindset. The simultaneous presence of these very different views and frames of interpretation makes the debate rather complicated, to say the least.

My aim here is to discuss 'the Kaliningrad Question' in the light of these different perspectives, but it is also one of relating the issues pertaining to Kaliningrad to broader questions of region-formation around the Baltic Rim. More particularly, I am asking whether the debate on Kaliningrad seems conducive to the Baltic Sea Region developing into a Core Region or if it rather points to what could be called a Periphery Region.

And how do these two cases differ from each other? Both reflect the growing impact of regionalisation, but each in a way of its own. The Core Regions are where region-formation is seen as an option and a way of gaining influence at the very centre of international relations. These formations do their best to present themselves as politically stable and economically dynamic. They fully subscribe to a post-Westphalian logic of governance and aspire for access to nearby and non-integrated areas in order to improve their relative posture on the scale of centrality-peripherality.

Periphery Regions are also keen on linking up with the larger systems of integration. They do so in order not to be pushed into oblivion, although they are less keen on following the neoliberal rules of the game all the way. These formations do not hide that there are problems of political stability and economic development present. To the contrary, they use these problems as arguments for inclusion in the broader endeavours of integration. In other words, obvious weaknesses are presented as assets. They tend to claim that the structural gap between the centre and periphery becomes intolerable if they continue to be discriminated against and left without due attention.

The Baltic Sea Region seems to me to be closer to a Core Region than a Periphery Region. It radiates, as to its main features, political stability and economic development. It does not aim - as does for example the Mediterranean Region in the form of the Barcelona process - at counteracting instability. The overall picture, however, has a number of shades, and this is where Kaliningrad comes in.

The inclusion of various issues pertaining to Kaliningrad alters the discourse. A number of problems are injected into the debate, although in some ways the situation has improved as the endeavours to purport the oblast’ in terms of a politically disputed territory have in recent years lost in credibility. It may also be observed that the calls for "demilitarisation" or "internationalisation" of Kaliningrad have practically disappeared. Moreover, various concerns about 'hard' security also seem to have calmed down. Kaliningrad, no doubt, still adds to a more general discourse on danger, conflicts and the necessity to stay behind well-defined and well-defended territorial borders, but yet one may note, on the positive side, that various moves have been proposed - and some even implemented - with the aim of transforming the Baltic Sea Region from a security complex to a security community.

Seen in a broader perspective, Kaliningrad is still very far from radiating political stability and economic dynamism. Many of the problems pertain to Kaliningrad itself whereas others have to do with Russia at large and Russian views about the formation of political space in post-Cold War Europe.

As to Kaliningrad itself, issues such as those pertaining to political contest, various social deficits, poor health, decay of the environment, crime and corruption will certainly be brought up during this conference, so there is little reason for me to dwell upon these questions. It is, in any case, obvious that the argumentation often boils down to the one that occurs in the context of Periphery Regions. The incorporation of Kaliningrad into the discourse on regionalisation around the Baltic Rim unavoidable influences the nature of that discourse in pointing to problems rather than achievements.

A more serious question, however, consists of whether there is a readiness in the first place to argue for regionalisation and how far one wants to go in this. Participation implies a willingness to open up, abandon many traditional restraints and apply a framework of thinking that has a considerable impact on how the actors perceive of themselves and comprehend their political and economic environment. One may note that Kaliningrad could potentially develop - due to its location as a "near abroad" of the European Union - into a rather Europeanised region within a post-sovereign Russia, but is it prepared and equipped to embark upon such a road?

The answer appears to be a hesitant "yes". Kaliningrad is included in various regionalist schemes, but opening up and assuming an inclusive, integration-oriented logic also meets with resistance as reflected for example in the reluctance to reform the legislation on land ownership. Participation is sometimes seen as being too risky. It is felt that it could open the door for unbalanced relationships of exploitation. There is suspicion, mistrust and frustration in the air as one does not feel at home with the argumentation underlying globalisation, integration and region-formation. For reasons of identity Kaliningrad is seen as firmly Russian instead of opting for representations that would present it as being simultaneously Russian and European. As there appears to be little of one's "own" that could be projected into joint integrative schemes, the attitudes tend to be defensive and pertain to border-drawing rather than de-bordering.

The central authorities in Moscow have not been eager to push for integrative solutions either. There is a general awareness that the policy pursued has to be a participatory one, but it is combined with an uncertainty about how extensively the local actors such as Kaliningrad should be invited - or allowed - to spearhead these policies. Although the likelihood of broader disintegration in Russia is small, there is yet unwillingness to furnish the local actors with (too) much power and influence. Obviously Moscow needs reassurance that it is sufficiently in control of development, and that it also has much to gain from the local actors taking initiatives that spur foreign investment and support integration.

Although Core Regions are defined by their willingness to extend openness to areas not yet in the sphere of integration, there seems limited preparedness in the case of the EU - and the relevant members - to do so vis-à-vis Kaliningrad. There is some inclusion involved for example in the form of a number of Tacis programmes, but also considerable amounts of exclusion. The general policies of openness are in many cases combined with moves of closure when it comes to Kaliningrad - and Russia more generally. It appears that the Union is offered an easy way out - in having to draw a line somewhere in delimiting its sphere of freedom and openness - as it can point to Moscow's reluctance to include Kaliningrad in too far-reaching integrative schemes. 

It hence appears that there are considerable limits to the Baltic Sea Region turning into a full-fledged Core Region. With the presence of Kaliningrad - and Russia as an essential actor - the features are, to some extent, those of a Periphery Region. This reduces the weight of the Baltic Sea Region in a European context. Rather than influencing and having a voice in matters that reach beyond the region itself, it becomes inwards-oriented. Rather than aspiring for additional influence at the centre attention has to be devoted to endeavours of arresting marginalisation. The power resource is not one of adding to the level of 'region-ness' but rests on a capacity to create problems for the centre ("chaos power") as a way to stay within the sphere of integrative arrangements.

This is to say that Kaliningrad - with its more or less protracted crisis - is a serious matter in view of the Baltic Sea Region. It influences significantly the character of the Region, a fact which has so far not been broadly reflected in the debate on Kaliningrad. Making the link would place the oblast’ better in perspective and, moreover, provide a valuable focal point to the often quite disparate debate.

�The Question of Kaliningrad



Atis Lejinš (Director of the Latvian Institute of International Affairs, Riga)

Kaliningrad has a tragic historical background. Originally the area was inhabited by a Baltic people called now the Old Prussians. In 1226, Konrad of Mazoviya, a Polish duke, asked the Teutonic Order to pacify the Old Prussians, who made repeated incursions into Polish lands. The Teutonic Order was successful and by the beginning of the French Revolution the Old Prussians had disappeared completely as a people. At the end of the Second World War the Germans were in turn replaced by Russians and East Prussia was divided between Poland and Russia. This territorial division was accepted by Germany. Thus, the Kaliningrad Oblast’ is a direct legacy of the Second World War and Cold War - an anachronism which needs to be addressed in the broader framework of reform in Russia and Russia’s relations with the EU. 

Main problem is that Kaliningrad is a military and economic liability for Russia seeking to adjust to the post-Soviet era. Kaliningrad has no military strategic value, it forms less than 1% of Russia’s territory and population. Its only way to survive is to integrate in the various regional co-operation schemes around the Baltic Sea. This, however, is contingent on the success of political and economic reforms in Russia, including private ownership of land. If Russia remains stagnant, the alternative is an autonomous status for Kaliningrad with a leadership that is ready to carry out far-reaching reform. Without reform all EU aid, including possible funding for Northern Dimension projects in the Kaliningrad area, is a waste of EU taxpayers' money.

We already have a bad precedent on how things can go wrong: Kaliningrad was first declared a free economic zone in the hope that it would become the Hong Kong of Europe. Yet, Moscow intervened and the free economic zone was abolished. Subsequently, it was reinstated, but the damage has already been done. Investors have lost confidence, economic stagnation set in giving rise to grave social problems. This can be contrasted to the economic success of the former big Soviet naval port in Liepaja a little further north up on the coastline in Latvia, where an economic free zone was established. In addition to attracting foreign investors, the Liepaja port has been able to increase the volume of cargo in East-West trade.

Poland and Lithuania, as direct neighbours, are immediately effected by the situation in Kaliningrad, but only the latter can be militarily threatened. Latvia, on the other hand, is more concerned with its adjacent Russian area, the Pskov district, home to the 76th airborne division, and by northern flank ”limitations” as agreed upon in the treaty on Conventional Forces in Europe now being revised.

Unlike Lithuania, Latvia’s attention is not absorbed by Kaliningrad. Interest is directed more to developing economic relations and cross-border co-operation in the neighbouring Russian regions of St. Petersburg, Novgorod and Pskov. However, Latvia is interested in developing bilateral ties with Kaliningrad as well as on the multilateral level. A general agreement on economic co-operation with Kaliningrad is being prepared as well as a visit to Latvia for the governor of Kaliningrad, Leonid Gorbenko. 

Two major initiatives have been launched by the EU and the USA with respect to co-operation in the Baltic sea region, each of them also involving Russia: the Northern Dimension of the EU and the Northern European Initiative.

Let me present the summary of the findings of the first workshop on both initiatives which was held in Riga on April 12, 1999, with participants from various think tanks and ministries of foreign affairs from the Nordic-Baltic states participating.

The Northern Dimension

Many questions were raised about the definition and geographical limits of the Northern Dimension. Is the key word in the Northern Dimension "Russia"? Russia already has its PAC, TACIS. Will the Northern Dimension duplicate the EU’s Russian strategy? Will the Northern Dimension stretch across North Russia as far as the gas and oil resources reach? Does Russia see herself as a European state or a Eurasian state? 

If the Northern Dimension will involve all three regional organisations - the Council of the Baltic Sea States, the Barents Euro-Arctic Council, and the Arctic Council - where will its centre of gravity be? The Northern Dimension appears to have no focus, and there is an overlap of strategies. Several sub-regions are involved, and the participating countries vary enormously in size, demography, exposure, strengths and weaknesses, military capabilities and interests. In Europe itself, will there be a conflict of interest between the North and South over the Northern Dimension?

What will the administrative framework look like? At present co-operation in the EU on the Northern Dimension is to take place within the framework of existing arrangements: the Co-operation and Partnership Agreement with Russia; the Association Agreements with Poland, Lithuania, Latvia and Estonia; and the European Economic Area Agreement with Norway. The question therefore is - which institution will be the overall co-ordinator? Does not the EU Commission need a special unit in Brussels for the Northern Dimension? Who decides if one Northern Dimension project is better than another? Will pre-accession funds be reduced to advance Northern Dimension projects? If the Northern Dimension will only become an umbrella concept, and money for projects only available from existing programmes, what would then be the use of the concept? Where is the added value?

The Northern European Initiative

The Northern European Initiative arose after the finishing touches were being put to the USA-Baltic Charter signed on January 16, 1998. It is a USA initiative to bring together private, governmental and non-governmental institutions for strengthening common interests of countries bordering the Baltic sea. 

Presently the Northern European Initiative appears to be more focused than the Northern Dimension. The stated aim of the Northern European Initiative is to help the three Baltic states join European and Atlantic institutions, integrate Northwestern Russia with her Baltic neighbours in fields like energy, trade, transportation and investment. The Initiative is centred on the Baltic Sea Region. The Barents and Arctic Sea Councils are involved mostly in global issues such as nuclear waste and information exchange. They boost the transatlantic link as does the Baltic Charter. The USA clearly plays a role in regional co-operation in Northern Europe: It has observer, for example, in the Council of Baltic Sea States Working Group for Combating Organised Crime. 

Both the Northern Dimension and the Council of Baltic Sea States concepts, however, are still in development stages and many programmes and projects that would fall into both concepts are already in place, especially in sectoral industrial projects (BALTRING), law enforcement and crime prevention, environmental protection, and civil society development. 

Conclusions

An open approach to the Northern Dimension should be adopted where the advantages for all the participating states are evident and their existing and economic resources are used rationally. Duplication of projects must be avoided. At issue are not the concepts, but rather the projects! Effective networking within a common regional framework is essential to link the numerous organisations in Northern Europe and existing or planned projects together. The experience of the Council of Baltic Sea States in bringing the Baltic Sea states together must be utilised.

At the EU Cologne summit on June 3-5, a EU Russia strategy will be adopted which may incorporate aspects of the Northern Dimension. The first draft of Northern Dimension guidelines has been drawn up but we do not know if the final draft will be adopted in Cologne or Helsinki. Up until now only the EU member states are working on the guidelines, but at last some of the member states are beginning to consult the so-called ”target states” in the Northern Dimension which are not members of the EU. I think that this is the right way if we expect the Northern Dimension and Northern European Initiative to be firmly anchored in a neighbourhood strategy for the Baltic Sea region and Northwest Russia.

However, I am also of the opinion that for this strategy to be successful Russia must overcome her past and cease to regard the Baltic states as ”former republics of Soviet Union”, i.e. come to terms with the Molotov-Ribbentrop Pact like Germany has done and which the Supreme Soviet of the Soviet Union did in its findings in 1991. This would be a great confidence-building measure for the whole Baltic sea region and Europe in general.

Russia should begin to view the Baltic states as future members of the European Union. The key to Russia’s success - apart from internal reform - is co-operation with the EU and integration in Northern European regional arrangements where Kaliningrad can be one of the regional building blocks.

�Problems of Neighbourliness

Ingmar Oldberg (Associate Director of Research, Swedish Defence Research Establishment, Stockholm)

In many languages a distinction is made between ”neighbourhood” and ”(good) neighbourliness ”, ”Nachbarschaft” and ”Nachbarlichkeit”, in Russian ”sosedstvo” and ”dobrososedstvo”, denoting geographical position and the nature of the mutual relations, respectively. The term ‘neighbour’ can mean both ‘bordering on’ and ‘in the vicinity’. This conference makes a distinction between neighbourhood and direct neighbourhood. If we then apply this to the Kaliningrad region, we find that only Lithuania and Poland are direct neighbours, whereas Russia and Germany are neighbours in the same position for example Sweden or Latvia!

The main topic of this article is Kaliningrad’s relations with its direct neighbours and its prospects of good neighbourliness on the basis of the experience accumulated in the 1990s.

Good neighbourly relations to a large extent build on the solution of the problems at hand, acquired or inherited. This short paper will first address the problems around Kaliningrad that have been solved and then proceed to those that have so far not been completely sorted out.

Most importantly, the Kaliningrad region has been and is recognised as an integral part of Russia by all governments of the neighbouring states, and no territorial claims on the region are raised. Conversely, there are no Russian claims on these states, at least not on the federal, official level. The border with Poland is delimited and demarcated since many years, with Lithuania an agreement on border delimitation was signed by the Presidents in 1997. However, this agreement remains to be ratified by the Russian side, and to my knowledge the demarcation on the ground has not been carried out yet. This agreement is of international importance, because it served as a model for border agreements also between Russia and the other two Baltic states, which in turn is a necessary step towards confidence and mutual trust between them.

Another important problem which has been solved is that of the military forces in the region. The once strong Russian military forces stationed in Kaliningrad have been either withdrawn, reduced or fallen into a sad state of subsistence—a partly intentional, partly spontaneous demilitarisation. This the direct neighbours cannot seriously claim that they are exposed to a military threat from Kaliningrad any more.

From the neighbours’ point of view, the Lithuanian military forces are being built from scratch and are still weak, so they cannot alone be seen as a threat to Kaliningrad either. The Polish forces in the vicinity are also very weak, since most of them were oriented to the West in accordance with the Warsaw Pact strategy, and regrouping some of them takes time and costs a lot of money. Since Kaliningrad is no military threat to Poland, Poland has little reason to place strong forces close to it in the near future.

True, one problem here is Poland’s recent adoption of NATO membership, which Russia opposed and its military regard as a threat. A still worse threat is seen in the possibility that also Lithuania becomes a NATO member, offering bases and infrastructure to NATO. This would mean that Kaliningrad would be surrounded by NATO on land. However, NATO and Poland already exercise restraint with regard to Russia and Kaliningrad. Thus, NATO’s Multinational Corps Northeast in Poland is located in Szczecin, as far west as possible. Secondly, Lithuanian NATO membership is probably remote. If it nevertheless were to become a reality, NATO would probably exercise restraint here as it has undertaken to do with regard to Poland and be prepared to sign agreements on this with Russia.

Another problem, which again has to do with the borders, is the rules of transit between Kaliningrad and Russia across Lithuanian territory. It was regulated by an agreement in 1993. Despite minor incidents and mutual complaints, it seems to have worked fairly well. However, the agreement was not ratified by the parliaments, it was connected with the Soviet troop withdrawals from Central Europe and it is only temporary, having to be prolonged year by year. The Lithuanian attempt to create a permanent solution in 1994 was rejected by Russia and was abandoned. 

This problem may be linked to the former one about NATO membership. Indeed, the Russian Duma made such a linkage in 1997 by speaking out against the signing of the above-mentioned Russian border agreement with Lithuania. The stated intention was to undermine the chances for Lithuania to become a NATO member and to get free transit to Kaliningrad across Lithuania such as the FRG had to Berlin before 1990. These demands were however rejected by the Russian government when it sign the border agreement. However, if Lithuania really were to become a NATO member in the future, not only Russia but also NATO would probably desire a more permanent solution to the transit problem, and a compromise agreement on transit rules could be made.

The transit question also has to do with the degree of openness of Kaliningrad’s borders in general, what researchers call ‘border significance’ or ‘border functions’. Obviously this issue is crucial for the region’s economic development, since it is an exclave. Partly border significance is a technical problem, concerning the quality of roads, the number of passages, customs routines etc. Clearly, improvements have been made in these aspects during the past years. 

More importantly, border significance depends on customs and passport rules. On the Western side the problem here is the effects of the EU enlargement and the Schengen agreement. These factors already moved Poland to reintroduce visa requirements for the citizens of Kaliningrad, even if they were then significantly modified. Clearly, it would be even worse for Kaliningrad, if also Lithuania would adapt to EU rules in this way. However, Lithuanian membership in the EU still seems distant. Further, EU authorities are very much aware of Kaliningrad’s special problems. If stricter border rules are indeed imposed on Kaliningrad, this may be compensated for by more aid and investment from EU states and organisations.

On the Russian side the customs and passports rules are obviously a function both of the federal interests and the interests of the region. The federation mainly safeguards the interests of state security, and it needs income for the central budget, while the region more has to consider the effects of open or closed borders on its producers and consumers in the market. Not surprisingly, the customs rules have changed a lot over the years. One dilemma here is of course that if very strict customs rules are applied and there is a desperate economic situation in Kaliningrad, the smuggling will increase, and the customs, that is the state, will lose money instead. 

The question of customs rules is one of the key questions with regard to Kaliningrad’s status as a special economic zone. The success of this zone further hinges on other economic legislation, concerning taxes, investment, property rights etc. These greatly affect foreign partners in the neighbouring states, and comparative advantages are crucial. The nature of this economic legislation is certainly also affected by the desperate economic situation in Russia and Kaliningrad. 

This short survey in my opinion shows that Kaliningrad as a Russian region has indeed solved some crucial problems of neighbourhood. However, several less dramatic but perhaps more complicated problems still have to be addressed before Kaliningrad’s neighbourhood is transformed into stable good-neighbourliness.



�Domestic Aspects of Direct Neighbourhood. A Lithuanian Perspective

Evaldas Ignatavicius (Head of the CIS Department, Ministry of Foreign Affairs of the Republic of Lithuania, Vilnius)

As representative of Lithuanian Ministry of Foreign Affairs I took part in shaping Lithuanian-Polish relationship for almost eight years, now for several months as head of CIS division I am dealing with two other neighbours - Belarus and the Kaliningrad oblast of the Russian Federation. Basing on this practical experience, I would like to share some thoughts about what we have done and what we are planning to do in promoting neighbourly diplomacy which is one of the keystones of Lithuanian foreign policy.

Domestic aspects of direct neighbourhood are linked to the overall state of relations between the neighbouring countries in the broadest sense, covering not only the official relationship, but first and foremost the co-operation on the grassroots level, people-to-people contacts, free flow of information and cultural exchange. Therefore, it is important to involve as many different groups in society as possible to participate in the process of solidarity and partnership as well as into the practical co-operation projects.

Direct neighbourhood faces legacies of stereotypes and prejudices as well as the challenges of the present time. We are living in the region in which integration and division have occurred simultaneously. The need to delimit boundaries and to open them appeared at the same time. And therefore we speak about new threats, new challenges and new possibilities.

Events in Kosovo show us how conflict and instability in a rather small part of Europe can affect not only the neighbouring countries but even the whole continent. As it is difficult for big nations to find the right answers and defence measures against the threats, it is impossible for small states or regions standing alone. If we want to have a solid ground for co-operation, we should identify and address real, rather than perceived risks - diversified economic development, pollution of the environment, issues of crime and justice affairs which are increasingly relevant in our security environment. Most of those issues are on the priority agenda during the present Lithuania’s chairmanship in the Council of the Baltic Sea States.

The Lithuanian-Polish Strategy of Partnership

The present history of Lithuanian-Polish relationship could serve as one of the best examples showing how political will and understanding of common interests can be transformed into the joint strategy of partnership. Two countries, the relations of which were several years ago seen as a ”post-divorce bickering of wounded spouses”, now are being united by the notion of ”strategic partnership”. The changes in the political climate of relations had direct impact on day-to-day co-operation: our common border looks increasingly less like a ”dead front line”, with regular contacts between the regions and their inhabitants making ground for long term neighbourly relationship. The role of the historic antagonisms and negative stereotypes is diminishing, leaving little space for the rhetoric of the radical nationalist activists.

Lithuanian - Polish experience of good neighbourly relations was made general in the September 1997 international conference ”Coexistence of Nations and Good Neighbourly Relations: the Guarantee of Security and Stability in Europe” in Vilnius, attended by the presidents of eleven states in the region and the Russian premier. This September a follow-up of this conference will be organised in Ukraine, this time focusing on a new Europe without division lines. That means that the philosophy of good neighbourhood is becoming a real sub-regional phenomenon.

Lithuania and the Kaliningrad Region

We believe that it is in our own interest to contribute to the stable and balanced development of the Kaliningrad region and to assist it in becoming an attractive partner for trade and investment. It is also important to ensure that as Lithuania and Poland integrate into Euroatlantic institutions, Citizens of Kaliningrad would benefit from this fact through greater involvement in regional and sub-regional co-operation, increased economic co-operation and growing people to people contacts. Of course, a prerequisite for increased regional co-operation is a genuine interest of the Russian federal government in creating favourable and consistent legislation for development of the Kaliningrad region, as well as an acceptance by both federal and local authorities of outside involvement and an identification of needs and problems for joint action.

The present crisis in Russia demonstrates the vulnerability of the region. What happened in Russian regions following August 17, 1998, was and remains a matter of concern not only to the Russians themselves but also to the international community and closest neighbours in particular. If the current trend of significant economic disparity between successfully developing Lithuania and Poland, on the one hand and Kaliningrad, on the other, continues, there is a risk of furthering uneven development in the region with an increasingly possible negative social, economical and psychological consequences.

Both as neighbours and as the Presidency of the Council of Baltic Sea States (CBSS) we have responded immediately to the requests of assistance from Russia’s Kaliningrad region and have addressed other CBSS members and the European Commission to show solidarity with Russia and particularly to its regions adjacent to the Baltic sea by providing any possible assistance to the groups of people who need it most.

Although it is of course up to the Russian government to respond to the problems and needs of its people, we believe that practical co-operation on a bilateral sub-regional level may contribute to the efforts of federal, regional and local authorities to overcome temporary difficulties. We are also sure that it is in our own interest to assist Kaliningrad region in becoming a solid partner as well as a stable neighbour.

For this purpose we have re-activated our bilateral activities with Kaliningrad region and as the Chairman of the CBSS pay particular importance to the inclusion of Kaliningrad and other Northwestern regions of Russia into CBSS-run activities.

On the basis of our practical experience during the past years and extensive consultations with the representatives of the Russian Ministry of Foreign Affairs and the Kaliningrad authorities, Lithuania has singled out five priority areas for co-operation concerning Kaliningrad:

promotion of investments and creation of a favourable climate for investment; 

training of public administration; 

environmental protection; 

civic security; 

energy and infrastructure. 

Bilateral and multilateral projects have being initiated in all five of these fields.

Investments: Being one of the main trading partner and investor for the region, Lithuania is already assisting the region with its economic development. Despite of the recent economic crisis when volumes of bilateral trade decreased significantly, we hope that Lithuanian businessmen will maintain their economic engagement with the Kaliningrad region. To share experience in promoting investment, Lithuania together with Poland and Kaliningrad are organising an international conference ”Promotion of Investments in the Baltic Sea Region”, to be held in Kaunas on May 21-22 of this year.

Administration: Another important field for co-operation is to strengthen administrative capabilities of Russia’s regions administration. In this respect, Kaunas Municipality Training Center worked out a training program for officials of the Kaliningrad’s administration. Administration of Klaipeda county worked out a project of bilateral co-operation co-ordination centre for co-operation with the municipalities of the Kaliningrad region. In addition, permanent contacts between local authorities of Kaliningrad region and Lithuania are being maintained and developed. 

On February 4-5, 1998 in Juodkrante a conference on "Co-operation between Lithuania and the Kaliningrad Region for Effective Local Government and Democracy" was arranged by the Kaunas Municipal Training Center and with the support of the MFA of Lithuania as well as ”National Endowment for Democracy” (US). Representatives of the Ministries of Foreign Affairs of Lithuania and Russia, the administration of the Kaliningrad region as well as local authorities and business organisations participated in the conference. Participants exchanged information on relations of local authorities, defined the obstacles to co-operation, made proposals to the joint action program. These issues will be further examined in the upcoming project meetings and summarised in joint publications.

Environment: There is a number of valuable and unique nature spots in the bordering areas of Lithuania and the Kaliningrad region. Their existence is threatened by anti-ecological activities of recent decades. It is natural that the problems of environmental protection are indicated among the main priorities of co-operation both at the national and local level. The prospects of the development of ecotourism and agrotourism in the border regions largely depend on the solution of these problems.

Four working groups have been formed between Lithuania and the Kaliningrad region to deal with environmental protection issues: namely covering water, protected territories, surface water monitoring and co-operation in the field of fishery. Each of these groups works on joint projects.

In co-operation with the Kaliningrad region, the USA, Sweden, and Belarus Lithuania is preparing a project on "Control of Water Resources of the Nemunas Basin" and is also taking part in the international project on "Control of the Kuršiai Lagoon Water Resources".

Lithuanian and Russian experts assisted by German specialists are completing a project on the inclusion of the common natural and cultural monument - the Kuršiai lagoon - into the UNESCO world heritage list. This process is planned to be finalised in May of this year.

Civic society: One of the priorities is to co-operate on border protection issues. Such co-operation aiming at fighting against organised crime, illegal migration, drug trafficking, on the one hand, and facilitating border crossing for people and commodities, on the other hand. Lithuanian and Kaliningrad border officials have already established close contacts and are working out common projects on preventive actions, exchange of operative information, etc. Some programs and projects are being implemented using the funding lines of PHARE and TEMPUS. 

New severe problems, which Kaliningrad region is facing currently are spread of AIDS, epidemic of tuberculosis. These problems were discussed at the seminar in Klaipeda this January. AIDS monitoring centres are planned to be established in Kaliningrad and Klaipeda. International involvement and assistance is very important to address these issues.

Energy and Infrastructure: Discussions on the Northern Dimension Initiative enhanced the focus on infrastructural transport and energy projects which will involve participation of EU states, states-candidates and the North West regions of Russia. Lithuania outlines the need to include as widely as possible the Kaliningrad region into these projects. We have suggested to the Russian side to prepare joint proposals on the implementation of regional energy and infrastructure projects thus contributing to the practical implementation of the ”Northern Dimension” initiative. Priority should be given to the IX D transport corridor Kaišiadorys-Kaunas-Kaliningrad. The inclusion of VIA HANSEATICA - the road Ryga-Šiauliai-Kaliningrad - into the list of priority projects is also under consideration. Opportunities for regional co-operation on transport issues were addressed at the International Transport Conference this April in Klaipeda, which was initiated jointly by Lithuanian, Ukrainian and Polish presidents. 

These examples of practical co-operation demonstrate how deeply Lithuania is engaged in Kaliningrad region and could be already seen as part of a broader EU agenda with Russia. In order to expand mutually beneficial co-operation we are using different mechanisms: working group for co-operation between Lithuania and Kaliningrad region under the joint Lithuanian-Russian intergovernmental commission; contacts between administrative units of Lithuania and Kaliningrad region; co-operation within Euroregions; regular political dialogue between the Ministries of Foreign Affairs of the Republic of Lithuania and Russian Federation as well as their representations in Kaliningrad. 

This month Lithuanian and Russian delegations completed negotiations on long term co-operation agreement between Lithuanian regions and Kaliningrad oblast. According to this agreement a joint council for the co-operation between Lithuania and Kaliningrad is going to be established and regular bilateral events like trade fairs and cultural festivals are going to be organised. This agreement also includes an obligation of the Parties to improve the existing practice of the movement of people with the respect to the bilateral agreements and international obligations - it means that Lithuania has no intention to change the existing visa-free regime currently or in the nearest future, but keeps the option for reviewing the issue and adopting the rules and procedures of the EU while joining the Union. We encourage our partners in the EU to consider new approaches towards the practice of travels with respect to the citizens of Kaliningrad oblast of Russian Federation, but we have to do the best we can in order to increase the efficiency of the border control, to combat organised crime and corruption and fight illegal migration, sign a readmission agreement with Lithuania, which is pending for a few years already. Such steps would demonstrate the determination of Russia to maintain privileges of currently existing arrangement for travel of citizens. In order to discuss those issues we are organising a seminar "State Border and Civic Security", which will be convened in Palanga on May 11-13, 1999. The seminar will focus on border protection and illegal migration, combating of organised crime as well as technical co-operation among the Baltic Sea states in the light of European integration.

The planned visit of Lithuania's Prime Minister to Moscow will address negotiated agreements on the elimination of double taxation, promotion and protection of investments, long-term co-operation between Lithuanian regions and Kaliningrad district, and on co-operation in the fields of tourism, environmental protection and energy. If these agreements are signed, they will further contribute to the promotion of bilateral relations with Russia, particularly the Kaliningrad region.

Regional Co-operation and Transfrontier Projects

Shaping the models of the future neighbourly co-operation it is obvious that regions will have to play a more important role and take more responsibilities than in the past. If regional co-operation is to be a vital and genuine effort, it must be based on the principle of voluntary participation and the initiative of the states and regions directly concerned. This is exactly the case of co-operation in recently established Euroregions ”Nemunas” and ”Baltica”, which are being established utilising the forms of regional co-operation widespread in Western Europe after World War II as well as the successful experience of the Euroregion activities along Poland’s western borders.

The Euroregions provide the opportunity to advance co-operation in the fields of industry, agriculture, transport, communications, environmental protection and tourism. Cities and municipalities are involved in this process, which gives a feeling of interdependence and a need of working together.

Challenges and Possibilities of the European Integration Process

Following the presentation of the European integration process by the Russian and Belarussian mass media one could get an impression that enlargement of the EU would have purely negative impact on the adjacent countries and regions: we see emerging fears of some citizens Kaliningrad that the region might be ”closed” or ”isolated” when Poland and Lithuania accede to the European Union. From our point of view, the enlargement process of the European Union provides new opportunities for all the countries in the Baltic Sea region: members of EU, countries which are in the process of joining the European Union and states which have no intention nor could be hardly perceived as future members of the EU. One of the examples is the possibility to implement joint transfrontier projects within the programs PHARE and TACIS, not to mention other co-operation areas covered by those and other EU programs. This, however, also imply new demands and need for greater regional interoperability.

As the strategies of European Union on Russia will have to address the peculiarities of neighbourhood, so does Russia have to recognise the emergence of new international realities and to make best efforts at home so as to contribute and benefit from opportunities of European integration process. A strategy of co-operation between EU and Russia, which is currently under preparation, should also focus on expanding the direct co-operation with Russian regions, especially those in the immediate neighbourhood. There is a common understanding that the co-operation with Russian neighbouring regions could serve as a model for future EU - Russian relationship.

Conclusions

In sum, I would like to emphasise that the Baltic Sea region enjoys considerable stability. The countries located around the Baltic Sea are relatively well-equipped with the institutional tools capable of addressing new threats and challenges. Strong and steady economic growth of neighbouring regions will increase stability around the Baltic and thereby draw Russia closer into the framework of European co-operation. We have only one alternative for the region: a strategy of co-operation and integration. The Baltic Sea, while gradually becoming a ”mare interna” of the European Union, must become open to regional co-operation and new initiatives.



�The bigger the world economy,

 the more powerful its smallest players

(John Naisbitt)

Economic Aspects of Direct Neighbourhood. The Estonian Case

Juhan Sillaste (Director of the Estonian Institute for Socio-Economic Analysis, Tallinn)

Globalisation of the economy and explosive developments in telecommunications are dramatically changing the role and influence of nation-states and their central governments. New forms of relationship between economy, state and society must be introduced. In a global economy no individual country can sustain a closed, self-sufficient economy. It appears that the idea that the central government - one huge structure - is the most important part of governance is obsolete, to a large extent because of the incapacity of statism to assimilate and use the principles of informationalism embodied in new information technologies. As the global economy gets larger, the component in the hand of nation-players get smaller and smaller. Not because they are subsumed by super-states, but because there are more and more decision-makers on the regional and local level with their own economic policy. The deployment of power is shifting from centrally run countries (central governments) to regional and local authorities, from hierarchy to networking and cross-border alliances. The European Union is more and more functioning as Europe of regions and local governments. 

If it is the case, then it is also a challenge for co-operation between countries around the Baltic Sea. Evidently, we are competitors in many segments of the European market (e.g. the so-called "marine war" between Estonian shipping companies and Finnish trade unions), sometimes in global markets too, but there are lots of fields where co-operation is strongly needed. In this context I underline only two sectors of them: transportation and tourism. These sectors in some countries are badly in need of investment for infrastructure improvement and enlargement (rails, roads, hotels etc.), education and training. On the other hand, transportation and tourism have a need for efficiently working relations and networks.

In essence the problem is as follows: How to reach sufficient innovation milieu and the climate for foreign investments and how to measure progress in economic environment. In our case we use the Index of Economic Freedom (IEF) as a user-friendly tool for policymakers and investors. This index have been used to study and grade a variety of countries for the annual publication by The Heritage Foundation and The Wall Street Journal since 1994. The Index of Economic Freedom for 1999 measures how well 161 countries score on a list of 50 independent criteria, divided into 10 broad categories of factors. The higher the score on a factor, the higher the level of government interference in the economy and the lower the rate of economic freedom. In accordance with the Index of Economic Freedom most of countries around the Baltic Sea are classified as a ”mostly free”. 

Table 1. The Heritage Foundation/Wall Street Journal 1999 Index of Economic Freedom: States around the Baltic Sea

Rank�Country�1999 Score�1995 Score��15-18�Estonia�2.15�2.25��19-22�Denmark�2.25�…��19-22�Finland�2.25�…��23-25�Germany�2.30�2.00��29-33�Sweden�2.45�2.65��55-61�Latvia�2.85�….��63-71�Poland�2.95�3.25��72-74�Lithuania�3.00�…��105-110�Russia�3.45�3.50��

Since the restoration of independence in 1991, Estonia's policies have consistently aimed at the restoration of economic, social, political and cultural ties with our western neighbours. We have sought to restore our place in the family of democratic European nations. Estonia's application to join the EU is underpinned by a number of motivating factors. 

Estonia shares the basic values and principles upon which the Union has been established and wishes to preserve and defend these values in co-operation with the Union. These values include a commitment to democracy, the rule of law, human rights, and respect for the rules of market economy. Membership of the European Union will clearly bolster Estonia's economic development, bringing new opportunities for growth and increasing the general well-being of the population. At the same time Estonia's rapidly developing economy and dynamic society will contribute positively towards increasing the Union's global competitiveness.

Estonia's respective legislation is broadly speaking in compliance, or will comply in the near future, with the European Union's body of legislation, otherwise referred to as the acquis.

The common external trade policy is mostly guided by the agreements of the WTO and, therefore, all potential problems will be solved with Estonia's becoming a member state. In the area of development aid, Estonia already complies with the criteria of the EU - delivering humanitarian and development aid according to her ability. Estonia is also ready to bring her relations with third-party countries into accordance with the principles of the EU and to rescind all agreements that do not comply with these principles. The Free Trade Agreements with Latvia, Lithuania and Ukraine are the only exception and, therefore, will be a topic of later negotiations. Estonia would like to maintain the first two agreements, as Latvia and Lithuania have started the integration process with the EU. It is very important for Estonia to maintain the use of certain articles in the framework of the Estonian-Ukrainian Free Trade Agreement, or to put the respective compensation mechanisms into practice.

Estonia is committed to put the acquis for Competition Policy into practice starting from the day of accession into the EU. Estonia will not apply for any exception or transition period in this chapter. Estonia's Competition Act came into force on October 1 of last year, and it is broadly in compliance with the respective EU legislation. It needs some amendments, especially in the fields of association (associations which result in the forming of monopolies) and state aid. 

According to the World Bank Annual Report, business contacts with Western Europe will support next year the economic development of countries which have started accession negotiations with the European Union. Elsewhere in the former Soviet bloc a significant economic downturn is to be expected. According to the World Bank's estimates, the exports to Western Europe support the economies of the five applicant countries which have opened full-fledged accession negotiations with the European Union - Estonia, Poland, Hungary, the Czech Republic and Slovenia. The World Bank forecasts a 4.5-5% economic growth for these countries. 

The UN's 1999 growth forecast for East European countries is 4%, and for the Baltic States 6%. The International Monetary Fund (IMF) forecasts a 3.6% economic growth for Estonia in 1999, against 5.1% in 1998.

According to National Statistical Office the economic growth in the 3rd quarter of 1998 was slower than the 3rd quarter growth rate in 1997. The 1998 3rd quarter gain was 0.6% above the 3rd quarter in 1997. In the 1st quarter of 1998 the growth was 8% and in the 2nd quarter 5.5% against the same periods in 1997.

As mentioned above Estonia ranked eighteenth by scoring 2.15 points among 161 countries in the Economic Freedom Index compiled by the Heritage Foundation and The Wall Street Journal. According to these analysts Estonia scored the maximum in trade policy and foreign investment categories - one point. Estonia's banking scored two points due to some restrictions in investment banking. Estonia's wage and price policies scored two points as well, for despite the elimination of price control for 95% of goods and services, the prices of electricity and oil shale are still regulated. 

According to the Heritage Foundation and The Wall Street Journal, Estonia is the most Western-oriented former Soviet republic. The Bank of Estonia announced that Estonia received 5.179 million kroons of direct foreign investments in the period from January through September. The sum of foreign investments into Estonia in the first quarter was 916 million kroon, 1,285 million kroons in the second quarter and a record 2,978 million kroon sin the third quarter. According to the Bank of Estonia, the sum total of portfolio investments into Estonia was 1 billion kroons in the first quarter, 1,122 million kroons in the second quarter and minus 1,215 million kroons in the third quarter. More importantly perhaps, for the past two years Estonia has been the leading per capita investor abroad among the associated EU countries!

Economic liberalisation has led Estonia to an exclusive group of countries in the world where the export/GDP ratio is above 0.6. Foreign trade growth has been explosive, exceeding 20 percent annually in each of the last five years, whereas GDP growth began in 1995. Openness was a key instrument used by my country to spur transformation and raise competitiveness. 

Estonia's free trade regime has been accompanied by a considerable current account deficit. Estonia's balance of payment deficit was 9.5 percent of the gross domestic product (GDP) during the January-September period of 1998. The current account deficit was 1,477 million kroons in the third quarter, representing the smallest figure over the last four quarters.

The deficit was 7.7 percent of the GDP during the same period, as compared with 8.6 percent of the GDP in the second quarter. The percentage of the current account deficit of the GDP over the last four quarters declined, and was slightly more than 11 percent. According to updated figures, the current account deficit in the first quarter was 2,174 million kroons, and 1,663 million kroons in the second quarter. The Bank of Estonia is concluding that the decline in the current account deficit showed Estonia's improving foreign trade balance.

The social dimension is of increasing importance for Estonia. The Riigikogu parliament and the government are intensifying their efforts in areas such as employment, work conditions and vocational training in order to ensure equal opportunities for all members of society. Acceding to the amended European Social Charter is a priority for Estonia and preparations aimed at meeting this goal are currently being made. 

There are a number of specific negotiating areas that are of particular importance to Estonia and where joint solutions can be found. For example:

Energy policy: Estonia is highly dependent upon oil shale as a source of energy. This unique local natural resource secures an independent supply of electric energy for Estonia. A large part of the Northeastern region of Estonia and its population are involved in its production, processing and use. From an socio-economic point of view, Estonia's entire industry and economy are dependent upon oil shale production. From the perspective of its importance for the Estonian economy and overall development, oil shale should be awarded necessary treatment in EU policies, in particular, legal status equal to coal. Its production should be included in the establishment of security reserves. Transitional arrangements in the establishment of the required security reserve and in the restriction of emissions will also be required. Bringing the electric power generation industry into technical compatibility with EU requirements by the time of accession will be a difficult and capital intensive undertaking and will depend to a large extent on a mutually acceptable and flexible approach to the solution of this issue. 

Fishing: Estonia is a country with a long tradition of fishing in both the Baltic Sea and distant waters as well as in the manufacture of fish products. A number of island and coastal areas are largely dependent on fishing. The Estonian economy is similarly linked to the fishing industry. Upon accession to the Union, Estonia is prepared to adopt the common fisheries policy. Yet specific conditions of Estonian fishing should be taken into account. It is important that traditional fishing methods and access to fishing grounds be maintained. 

Transport: With accession to the European Union, the Estonian transport network will become part of the European transport network and will have to operate as a part of the Northern European transport network. The common interest of Estonia and the European Union is the existence of well-functioning transit corridors and border posts on the EU-Russia border. In this context the development of the Narva-Ivangorod crossing in co-operation with Russia will facilitate and promote trade between the latter and the European Union. 

Social Considerations and Regional Development Aspects (Case of Northeastern Estonia - Ida-Virumaa County)

Ida-Virumaa County is a so-called weak spot of Estonia looking for a balanced sustainable development allowing for economic, social and environmental aspects to support each other. This requires support of the county’s efforts from the central government, in the form of well co-ordinated policies, financial assistance in the context of the expensive social and environmental support measures, and encouragement of rapid and decisive rationalisation, restructuring and privatisation of industries to achieve their economic viability. Actions, promoting job creation are essential and should be supported with adequate funding. Whereas enterprises should not be used to maintain ”hidden unemployment”, but should be restructured to become profitable, efforts should be undertaken in other areas to create otherwise to minimise exposure to massive unemployment.

Well focused economic support programs could help to address the immediate social problems while at the same time re-establishing a stronger economic base for the region. Environmental improvement programs could contribute to a temporary employment program. Infrastructure improvement programs could similarly contribute to job creation and could improve the basis for further economic development and attraction of development capital. The region looks for solutions for its most sensitive social (employment) problems by developing small and medium size enterprises.

Due to recent bankruptcies there have been significant increases in unemployment in the Ida-Virumaa Region, to almost twice the national average, This trend which will be compounded by the need for rationalisation of industries, including the energy sector:.

The contraction of the oil shale market has caused a decline of the labour force from a peak of 14,000 persons in the 1980s to about 7,900 persons now. The rationalisation of oil shale mining, required to reduce costs and keep the energy sector competitive, could mean a reduction of about 4,000 jobs due to closure of unprofitable mines, and due to labour force rationalisation in surviving mines.

The rationalisation of the two power plants would require reduction of employment. Privatisation will accelerate this process. Other industries in the region (textile and garment manufacturing, fertiliser and cement production, food processing, etc.) are all in the process of rationalisation as far as production and labour forces are concerned, which will add to the above redundancies.

The service providers in the region and small and medium size enterprises all suffer from the above-mentioned loss of jobs which results in the loss of considerable purchasing power and may result in further bankruptcies, compounding above-mentioned loss of jobs.

The ethnic composition of the region could be seen as an opportunity, bringing together a number of different ethnicities as a culturally enriching factor. At this time, the major market of St. Petersburg (over 4 million people), at only 120 km distance from Narva, is hardly being served by the region, its consumer potential hardly tapped.



�Trade and Transport Issues in Kaliningrad

Stephen Dewar (International Development Consultant, Kaliningrad)

The title of this conference, and the presentations we have already heard from earlier speakers, demonstrate very clearly that for Kaliningrad, as well as for the neighbouring states and territories in the Baltic Sea Region and Northwestern Russia, international isolation is neither a desirable nor a viable option. A commitment to future economic development and prosperity, combined with Baltic regional stability, requires that Kaliningrad should become economically more involved with neighbouring states.

Some people might say that this is already the case. International trade is a very significant component of the Kaliningrad regional economy and has been increasingly so for a number of years. However, although it is undoubtedly the case that Kaliningrad is an economy which, in economic terms, can rightly be described as ”open”, it is in fact failing significantly in this area. Official statistics on trade demonstrate that imports far outweigh exports and at a rapidly growing rate [see chart 1]. One implication of this is that it is inconceivable that Kaliningrad could be considered a serious candidate for independence or secession from the rest of the Russian Federation – it would be destroyed in an overwhelming balance of payments crisis within days. I mention this because we still hear foolish speculation about such a course of action being desired by various people both here and abroad, with consequent disruption of the pursuit of normal international relationship building. The sooner it is accepted that, whatever some people might wish to see, the reality is that an independent Kaliningrad simply is not an economic possibility, the better.

Chart 1. Kaliningrad. Recent international trade figures

�Exports�Imports�Balance�Balance (%)��1992�91.4�54.0�37.4�25.7��1995�459.4�585.1�-125.7�-12.0��1996�480.8�1030.0�-549.2�-36.4��1997�452.0�1285.6�-833.6�-48.0��1998�429.3�1187.9�-758.6�-46.9��Source: Kaliningrad Regional State Committee for Statistics



On top of the trade consideration, the state of the regional economy is such that the idea of a viable independent existence is sheer nonsense. I mention this because discussion of how Kaliningrad can and should improve international trade and investment relationships is frequently attacked – not on economic grounds – but on the grounds that such development will encourage secession. It is important that responsible observers should take every opportunity to demonstrate the stupidity of the independence hypothesis. Then it will be possible to get on with the important task of building regional prosperity in an appropriate manner without these dangerous distractions. Kaliningrad has no choice but to develop closer international economic linkages and this can, and must, be done in a way that strengthens, not weakens, Russian sovereignty. There is no sensible alternative.

Having said this, we now need to be realistic about what the future economic development of Kaliningrad will require. I have worked here in Kaliningrad for three years on two successive projects funded by the EU’s Tacis Programme and my colleagues and I have developed, together with our Russian colleagues, a set of proposals for how this process should be implemented. Obviously, there is insufficient time to go into all the matters covered by a comprehensive development strategy this afternoon, so I will just talk about some of the implications for Kaliningrad’s relationship with neighbouring states in the context of trade and transport.

Trade

Fundamentally, trade involves the exchange of goods and services between different countries or regions. A useful starting point for discussing Kaliningrad’s trade relations with its neighbours, therefore, is to look at the existing pattern of trade to see where the potential for further growth might lie. This examination does not give good grounds for optimism. As one would expect, two of the three major trade partners are the nearest neighbouring states – Lithuania and Poland (the other one being Germany). However, whereas imports are largely made up of processed goods exports are mostly raw materials such as oil.

It is clear from this that there is a major challenge confronting Kaliningrad if it wishes to become a source of added-value internationally tradable goods and services, rather than remaining primarily as a source of, or conduit for, raw and partially processed materials. Although that issue has been addressed within the framework of the more recent Tacis Project that I was involved in, I will not comment further on it today. Instead, I want to draw some other lessons from the figures. There are three of these in particular. First, it is obvious that international trade, however undeveloped and unbalanced at present, is a very important constituent of the regional economy.

Chart 2. Poland’s and Lithuania’s Trade with the EU–15

�Poland��Lithuania����Imports from EU-15 (% of total imports)�Exports to EU-15

(% of total exports)�Imports from EU-15 (% of total imports)�Exports to EU-15

(% of total exports)��1993�57.6�64.3�18.7�16.9��1994�56.4�62.0�26.4�25.8��1995�63.4�69.3�37.1�36.4��1996�63.9�66.3�42.4�32.9��1997�63.8�64.2�…�…��Source: European Commission, November 1998, ”Regular report from the Commission on Lithuania’s progress towards accession”, and ”Regular report from the Commission on Poland’s progress towards accession”, Brussels.



Second, while Lithuania and Poland currently account for a major part of the total combined trade figures (imports and exports), making them two of the most important trading partners for Kaliningrad, these countries’ planned accession to the EU will affect the current situation dramatically. There are two major aspects of this. First, we can expect enterprises in these states to re-orient their trading activities towards the EU and away from Russia in general and Kaliningrad in particular. This is already happening [see chart 2] and we can expect these trends to continue. Of course, I don’t mean to suggest that all trade with Kaliningrad will cease, but there will be a significant decline in interest and activity. The other aspect of the EU accession process is that transaction costs for doing business between Kaliningrad and her neighbours will substantially increase. Adoption of the Schengen acquis will lead to barriers to the currently more or less free movement of people across the frontiers, while adoption of EU product and other standards will raise further barriers to trade – especially in highly regulated sectors such as food, where there are stringent phytosanitary requirements. This could well have a significant impact on Kaliningrad’s fish processing industry, which is one of the most important sources of manufactured, added-value exports.

The third issue is that if Poland and Lithuania decline in relative importance, for the reasons mentioned, it is clear that one response is to renew efforts to strengthen trade with the Russian mainland. From Kaliningrad’s point of view it matters little whether trade is with foreign states or the rest of Russia, in strictly economic terms. However, the Russian economy is once more, since the crisis of August last year, in disarray and it is difficult to identify realistic prospects for developing a vibrant, trade-dependent, regional economy based primarily on the Russian market. This forces us to reconsider how Kaliningrad can confront the challenges of maintaining and developing trade relations with the existing foreign partners. It is in this context that I now want to discuss transport development strategy.

Transport

Conventionally, discussion of transport development in Kaliningrad tends to give priority to the ports. There are several reasons for this, of which the most important are the following.

First, Kaliningrad is the only year-round ice-free port on Russia’s west coast – indeed this understates the situation. Given Russia’s geography, there are very few ice-free ports on any part of her coastline. However, while this is clearly important in military terms it is probably over-rated in terms of importance with respect to commercial trade. There are, after all, other ways of transporting bulk goods in and out of the region and, indeed, the country as a whole. In fact, for transit traffic of goods through the region, rail transport is more significant than sea cargo.

Second, the port complexes are seen as an essential requirement for fulfilling the economic role that has long been attributed to Kaliningrad, even though the reality is not fully in accord with the idea – Kaliningrad acting as the ”gateway” between Russia and the rest of the world, especially Europe. As we have already remarked, the Russian economy is not currently a powerhouse producing internationally competitive goods and services that require to be shipped through Kaliningrad. Indeed, Kaliningrad’s share of port traffic in the eastern Baltic over this decade is not particularly encouraging [see chart 3] and much of the Russian transit trade already goes through Klaipeda in Lithuania and other foreign ports on the Baltic. So, even if Russia were doing well (which she is not), there is no guarantee that Kaliningrad port would benefit. Russian businesses, like those elsewhere in the world, have no particular patriotic feeling of obligation to use Kaliningrad rather than a port in another country, if the service is perceived to be less suited to their needs or less competitive. 

However, if this role as a gateway were to be followed thoroughly, it would be necessary to develop all four modes of transport (sea, rail, road and air), not just the ports. For instance, while there are very good air connections with much of Russia, international ones are very poor. It is not possible, for example, to fly directly between Kaliningrad and either of her neighbours – Poland and Lithuania – nor to other nearby states such as Latvia, Estonia, Germany (except spasmodically), or even Belarus.

Chart 3. Turnover of trade through selected Baltic ports (% of total)
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I am not suggesting that considerations of transport policy are exclusively focused on port development, but the ports do occupy primary position and, as I have just suggested, while this is understandable it is incorrect in terms of optimal economic development policy.

A significant side-effect of the ”port syndrome” is the parallel belief that the neighbouring states, in somewhat different ways, are barriers to trade and development rather than welcome partners. In the case of Poland this has been most recently illustrated by the reaction to tighter border controls, introduced in January 1998 as a move by Poland towards adopting the Schengen acquis, as required by the EU. Reactions tended to see this as an act of unfriendliness, if not outright hostility, on the part of a neighbouring state, rather than for what it really was – a manifestation of the extension of the EU’s common external border further to the east.

In the case of Lithuania, there are so many complex issues involved in the relationship between Russia and that country, that there is a risk of being over-simplistic. Border treaty considerations, military transit rights, and much more, crowd the agenda. Despite the risk, however, one can single out a persistent belief that Lithuania competes ”unfairly” with Kaliningrad, deliberately penalising the region, for example, with excessive transit rail freight rates while subsidising port charges in Klaipeda, so as to divert sea trade in and out of Russia away from Kaliningrad and into Lithuania. Whether or not Lithuania competes ”unfairly” and, if so, how this could be resolved in the broader context of the bilateral relationship issues briefly referred to a moment ago, is too complex a matter to resolve here today. However, there is, in my view, a real problem in terms of attitude, in that Lithuania is all too frequently perceived as a barrier between Kaliningrad and the Russian mainland. This distracts attention from the reality that Lithuania is a major trade partner, a source of vitally needed FDI, and will have the potential to remain – indeed, grow – as one, but that this will require addressing the difficulties referred to earlier, notably accession to the EU.

Since Poland and Lithuania are already some way down the path to EU accession, while Kaliningrad quite obviously is not, a major question for policy-makers here is to establish how best Kaliningrad can overcome the rising barriers to trade I have mentioned earlier. There are, naturally, a range of possible options and, among them, new transport linkages are an obvious item.

Conclusions

To design an optimal transport development strategy requires, first, a clear view of the desired future course of the economy’s development. At one extreme, there is the Russo-centric view, whereby Kaliningrad perceives herself to be surrounded by unfriendly states, who anyway are moving closer to both EU and NATO accession. From this perspective, the emphasis will be to attempt to establish strategic transport self-sufficiency – placing the port at the top of the agenda along with onward connections to the Russian mainland. Poland and Lithuania will turn ever further away from Kaliningrad and there will be a continuation of bilateral squabbles between Kaliningrad and, especially, Lithuania.

At the other end of the spectrum, a Eurocentric view would involve Kaliningrad embracing the opportunities that geography have bestowed, and see the proximity of Poland and Lithuania as exciting sources of the fuel for economic development and growth. The string of no less than five partly competing ports between the city and Baltijsk, will be rationalised into a modern but modest system suited to Kaliningrad’s legitimate strategic requirements and to actual usage. Road and rail connections with the neighbours, especially to the ports of Gdansk and Klaipeda, will be developed and a systematic plan of improving new international air services will be embarked upon. The key here will be integration, not isolation.

In my view, this latter option is the only realistic hope for Kaliningrad to develop a viable, prosperous and stable society, while remaining a strong Russian Federal Subject. If implemented successfully it would be a true example of the benefits of ”Direct Neighbourhood”.



�A Regional Strategy of Direct Neighbourhood in the Estonian–Russian Border Zone

Gulnara Roll (Director of the Inter-Regional NGO "Lake Peipus Project", Tartu)

The total length of the Estonian-Russian border is about 277 km where approximately two-thirds of the border goes through Lake Peipsi (in Russian the lake is named Pskovsko–Chudskoe) and the Narva River. In addition, 12 km of sea border goes from mouth of the Narva River to the neutral waters of the Gulf of Finland. The border zone can be divided into three parts from the point of view of economic and social development. 

The most southern part of the region is a rural, comparatively sparsely populated area with forestry and agriculture as main sources of income for people. Since agriculture is not profitable today, many farmers live by cutting and selling forest from the own lands. 

Tartu and Pskov, the two largest watershed towns with population of about 300,000 and 98,000 respectively, are located in the central and south-eastern part of the Lake Peipsi area. The economic development processes in this area are defined by the existence of these two urban centres. In the central part of the Lake Peipsi area rural settlements dominate. Vast areas of wetlands, especially on the Russian side, have impeded the development of agriculture and industry on a larger scale. On the Russian side this part is quite sparsely populated. One of the larger centres for this part of the area is the town of Gdov with a population of fewer than 1000 people. On the Estonian side the lake’s culturally mixed rural communities are located along the coast. - Russian Old Believers who live in the lake communities in this area have built their houses along the coast are well-known for growing cucumbers and onions. Commercial and small-scale fishing is currently an important source of income especially because the small enterprises and the access to Russian market for local cucumbers and onions that existed during the Soviet time have been closed. No jobs are available in rural communities on the Russian side, so subsistence farming and fishing are the only sources of income for the local population. 

The northernmost industrial area is economically connected to the use of the only natural resource that exists in this area – oil shale. Two of the world’s largest thermal power plants that work on oil shale – Baltic and Estonian – are on the Estonian side and are the main energy production enterprises. These power plants, as well as chemical enterprises, are the main sources of air pollution. Geographically, the area is located on the territories of two large administrative regions: Ida-Virumaa County in Estonia and Leningrad Region in Russia. The major town in this area is Narva with a population of 75,000, and there are smaller towns such as Sillamäe and Kohtla-Järve on the Estonian side as well Kingisepp and Ivangorod on the Russian side. 

The re-establishment of the Estonian–Russian border most affected people living in what is now the border area. For many of them, the new borderline cut them off from the relatives, churches, farms and also their land and other properties. It also resulted in the dramatic decrease of economic opportunities: fishermen are forced to fish only on their country’s half of the lake; farmers can not sell agricultural products or wood across the lake. The border regions of the Baltic States and NIS remain quite isolated, peripheral regions with high unemployment and without any serious prospects for economic and social development. Rural depopulation and connected with that the gradual disappearance of distinct cultural groups such as the Russian Old-Believer and Setu communities who inhabit the border areas today, is among the major challenges in this border zone. 

Local authorities of the border communities try to advocate at the national levels for better conditions for cross–border co-operation. However, usually the voices of the local people asking for support for local development through better conditions for cross-border co-operation are not heard. Inquiries to the Moscow federal government offices get stuck in the bureaucratic corridors of the multiple agencies that decide on customs or border-crossing questions but do not have any interest in actually resolving the issues. In the situation of absence of a clear policy of the federal government towards the Russian regions or towards cross-border co-operation, decisions are adopted extremely slowly and depend on personalities close to the federal government rather than on a current federal policy. Estonian national government agencies make their policy decisions at that level: the cross-border co-operation on the local and subregional levels is not a political priority for the Estonian state. At the same time, less in Estonia and much more in Russia, topics associated with the cross-border co-operation are extensively used in the political debates. Issues of the Narva–Ivangorod water use and waste water treatment, or disagreements in the earlier years between Estonian and Russian fish management authorities over fishing regulations on Lake Peipsi became topics of hot political debates between the Estonian and Russian government authorities. 

However, local cross-border co-operation problems will not be resolved as long as the border municipalities and other groups working in the border regions on promoting cross-border co-operation, do not have skills in using the political debates to advocate their positions on the Moscow and Tallinn levels or sufficient capacity to communicate and lobby for resolution of their local problems through international organisations such as the Council of the Baltic Sea States, Baltic Sea States Subregional Co-operation, Union of the Baltic Sea Cities or the European Commission. To promote resolution of problems of border crossing and cross-border co-operation, it is important to develop regular communication and partner relationship between local authorities and organisations on the Estonian and Russian border regions. 

Representatives of the Council for Co-operation of Border Regions of Latvia, Russia and Estonia started their efforts to develop their co-ordinated economic, environmental, and other programs and communication to the national governments and international organisations in 1996. However, skills and experience in developing equal co-operation, especially on the Russian side, is lacking. The Council consists of nine municipalities and municipality unions of the three countries. As long as Estonian and Latvian representatives to the Council have had better skills in preparing proposals for funding to the European Union, the work of the Estonian and Latvian representatives under the umbrella of the Council resulted in large scale funding but only to Estonian and Latvian regions. For example, Võrumaa County received by the 1998 more than 400,000 EURO as support to its cross - border co-operation projects with zero funding result on the Russian side of the Council region. Obviously, it is hardly possible to speak about partner relations and co-operation between Estonian and Russian authorities in the situation of inequality of available financial resources for the co-operation. This fact shows that the existing structure of the Council is still developing and there is a need to put considerable efforts to promote equal relations and real co-operation between municipalities of the two countries - members of the Council for Co-operation of Border Regions. This fact also raises the question of how effective the EU instruments are that are supposed to promote cross-border co-operation (CBC): a lack of co-ordination between EU TACIS and PHARE programs is obvious. 

Co-operation is developing between the local authorities in the border area with non-governmental organisations (NGOs) working in the border regions. For example, the history of relations between the Lake Peipsi Project and the local municipalities of the border regions has gone from distrust and fairs of getting competitors for European funding in face of NGOs to the intensive and constructive co-operation in the framework of the ”Community Development and Cross-Border Co-operation Project” was. In this paper, we present the strategy for the transboundary co-operation developed by this regional non-governmental organisation. 		 

In 1994, Lake Peipsi Project was created to promote sustainable development in the Lake Peipsi area – the Estonian–Russian border zone. On 1 July 1998, the Center for Transboundary Co-operation and Sustainable Development and Sustainable Development was established as an umbrella organisation for the three Lake Peipsi Project offices with the special aim of promoting projects that involve cross-border activities. Today the Center for Transboundary Co-operation and Sustainable Development is an international non-political, non-governmental umbrella organisation expanding the international work of three local NGOs:

Lake Peipsi Project Tartu (registered in Estonia in 1994) was originally an informal organisation whose primary focus was research into environmental issues facing the border between Estonia and Russia. The original focus of the Project was expanded to include social action projects aimed at assisting local people in developing skills related to public participation in order to help them address local issues as a part of the democratic process. 

Lake Peipsi Project Narva NGO Support Center was created in 1996 with the aim of developing local initiative through providing local NGOs in Northeastern Estonia and the general public with information and to support the development of the third sector in Estonia. 

Lake Peipsi Project Pskov (registered in Russia in 1997) works in conjunction with the office in Tartu to support cross-border projects. 

Besides the Center for Transboundary Co-operation and Sustainable Development offices in Tartu, Narva and Pskov, local co-ordinators are working in five communities around the lake. 

Regional Strategy by the Center for Transboundary Co-operation and Sustainable Development

Center for Transboundary Co-operation started as an NGO that served as an instrument to promote informal communication channels between experts, officials and community representatives in the Estonian - Russian border zone in the situation when there were few information exchange and communication channels. This helped to the process of formation and reconstruction of informal networks on levels of governments, experts and communities. The Center now works to promote sustainable human development in border areas of New Independent States (NIS) and Baltic States through promoting a wide range of activities:

Training projects and local sustainable development projects for local governments and community groups. Consultations, training and seminars are organised on a regular basis for local authorities and representatives of community groups. The Center’s local sustainable development and training programs are aimed at 

Expanding the skills of representatives of the local authorities and NGOs in project development and management on cross-border co-operation issues as qualifications of project leaders that are involved in organising transboundary co-operation also play an important role.

Strengthening the network of representatives of local governments and local Estonian and Russian specialists involved in joint projects and developing an atmosphere of trust and co-operation between them. We consider the existence of co-operative networks of local stakeholders and experts in the border zone to be an important factor in promoting stability and sustainable development in the border zone.

Preparing a range of concrete cross-border co-operation projects that would serve as demonstration projects and would promote the confidence of the local stakeholders in their ability to develop their own projects.

As part of its strategy of building informal networks in the region - while other channels of communication (formal and informal) of communication have developed - the Center for Transboundary Co-operation continued to support development of the Lake Peipsi ”epistemic community” – an informal network of experts and community leaders who have a shared view of the local situation and problems in the border zone. Along with developing a rather narrow ”expert” network, we worked on building the network for co-operation. Informal networks of local governments, NGOs, community groups (informal networks are important when formal structures are not sufficiently efficient and reliable!). In the process of development of co-operation with the local stakeholders, it is important to getting commitment from local stakeholders to implement measures to resolve problems. 

When there is a shared understanding of the situation and commitment from the local stakeholders, the Center for Transboundary Co-operation started working on development of the local capacity for implementation of measures to promote local sustainable development and stability. The Center for Transboundary Co-operation organises training and re-training programs in project writing, development and implementation to a narrower circle of project managers (NGO leaders, local authority representatives). Training projects and local sustainable development projects for local governments and community groups as well as consultations, training and seminars are organised on a regular basis for local authorities and representatives of community groups. The Center’s local sustainable development and training programs are aimed at expanding the skills of representatives of the local authorities and NGOs in project development and management on cross-border co-operation issues as qualifications of project leaders that are involved in organising transboundary co-operation also play an important role. Similarly, the development of demonstration projects is important as they promote confidence of the local stakeholders in their ability to develop their own projects. 

Communication and information to the state/federal government representatives in Estonia and Russia on the local situation makes officials aware about local problems and benefits of cross-border co-operation and is part of the strategy to built alliances on the political level. Communication to international organisations and experts brings expert and financial resources to the local level as well as generates more attention of state governments to problems by involving international organisations. The Center works with international experts from West and East European countries and the USA. The main cross-border co-operation project run by the Center is the ”Community Development and Cross-Border Co-operation in the Estonian/Russian Border Area” project organised in co-operation with the Danish Institute for Border Regions Studies and the Association of County Councils in Denmark. The project is funded by the Danish Ministry of Foreign Affairs. The Danish partners in this project through meetings and long-term Danish expert visits bring positive experience in cross-border co-operation in the Danish-German area and also in preparing and implementing international projects. The long term commitment of international experts to work with local staff in the Estonian–Russian border area proved to be very successful when compared with the experience of work on a very short term basis with the highly paid European consultants coming on EU funded projects. Nevertheless, public involvement and support are key assets too for making the process sustainable in the long run.

In order to build an information management capability for management of the network, the Center for Transboundary Co-operation promotes communication and information exchange across the border and between different levels of government from both sides of the border and all sectors of society through development of e-mail communication and a regional web site, publications, and organisation of international events and conferences. Promoting information exchange and communication across the border and between different levels of government from both sides of the border and all sectors of society through development of e-mail communication and Internet homepage, publications, and organisation of international events and conferences. Language differences and high prices for telephone communications and travel are material barriers to the communication and information exchange in the border zone. Development of extensive channels for communications across the border is needed. It is important to promote new, inexpensive communication channels such as Internet and electronic mail in order to organise the regular exchange of information and to facilitate co-operation and promote democratic order. Lake Peipsi Project developed a webpage on the Internet devoted to environmental, cultural and economic issues of the Lake Peipsi region. The Center also prepares its publications for the governments as well as local communities in the Estonian and Russian languages and for international organisations in English. 

In order to strengthening the network and make it sustainable in a long run through communication with and support to the emerging formal structures for the cross–border co-operation, such as Council for Co-operation of Border Regions and Lake Peipsi Transboundary Water Commission. The Center for Transboundary Co-operation information projects are implemented with the existing Estonian–Russian cross–border co-operation structures such as the Estonian–Russian Transboundary Water Commission, the Estonian – Russian Lake Peipsi Fisheries Commission and Council for Co-operation of Border Regions. The Center for Transboundary Co-operation is in fact an information secretariat for the Estonian – Russian transboundary waters commission. We believe that it is very important that the national governments and international organisations would become aware of importance of the cross-border co-operation structures and would support development and capacity building of these structures. 

The Center’s sociological and environmental research projects are an instrument of evaluation and recalculation of the Center activities and projects. On the other hand, as the political, economic, social and cultural situation in the Estonian-Russian border zone is very dynamic, it demands changes also in the approaches that the Center takes to implementation of its programs. In future, the local authorities through the training and capacity building activities organised in the region will receive necessary skills in obtaining national and international funding for their projects and in lobbying their interests in national and international organisations. The Center activities on research and information collection and dissemination will expand to assist local authorities in bringing necessary ”know how”, international expertise and understanding of the local situation in the context of the global and regional political and economic trends into implementation of the local projects.

To conclude the description of the Center strategy for promotion of the cross-border co-operation in the Estonian-Russian border zone, we would like to stress that trust, readiness to communicate, understanding of each other’s interests and problems, and co-operation across borders and between different sectors of the society - things that in our experience are not always easy to achieve - are critical factors to achieving sustainable human development at the local, regional and international levels. The Center for Transboundary Co-operation and Sustainable Development is dedicated to further work to promote mutual understanding, co-operation and sustainable development in the border areas of Estonia, Russia and Latvia as well as in other border regions where the benefits of the Center for Transboundary Co-operation and Sustainable Development experience can be utilised.�

Kempe/Van Meurs: European and Regional Strategies



�PAGE �13�



Stein: Kaliningrad Region



Joenniemi: Kaliningrad and Region-Formation



�PAGE �16�



Lejinš: The Question of Kaliningrad



�PAGE �34�



Oldberg: Problems of Neighbourliness



Ignatavicius: Domestic Aspects



Sillaste: Economic Aspects



Dewar: Trade and Transport



�PAGE �45�



Roll: Regional Strategy



Conference Programm











�








