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female, employed and unemployed. It is possible, however, to
roughly divide them into two broad groups:

The first group are: «Professionals who are involved in shuttle-
trading to supplement their income». This group includes state
employees, such as teachers, who may participate in such cross-
border activities weekly, monthly, or only several times a year. It is
primarily a way of supplementing their main income, as they enjoy
their jobs, but the material benefits they accrue from their
professions do not satisfy either their basic or more consumer-
orientated demands (Morawska 1999, 363; Wallace et al 1999, 758).

The second group are the main focus of most accounts of
shuttle-traders, as they are: «Professional shuttle-traders or ‘ants’s.
These are people who have no other job but small-scale cross-
border trade. To quote Bartosz Cichocki, in Poland, «ant trade (...)
is the phenomenon of repeated carrying of relatively small amounts
of goods by the same persons in order to sell them at a profit on the
other side of the border» (Cichocki et al 2001, 56). It has been
argued that ‘ants’ can make up to ten border crossings in one day
(Morawska 1999, 363). However, there are two interpretations that
can be offered for this practice. On the one hand, it can be argued
that this practice is «beneficial for people in solving their vital
material problems and they have become an important strategy in
the survival strategy of many households» (Iglicka 1999, 121). On
the other hand, one could argue that people undertake
«international income-seeking endeavours not merely to survive
economically but to elevate considerably their own and their
families’ socio-economic status at home and, in the perceptions of
the migrants themselves and their local communities» (Morawska
1999, 362).

It is clear, however, that ‘ants’ rely upon informal personal
networks to successfully carry out their ‘job’. Relationships based
on mutual trust, rather than institutionalised forms, are developed
with border guards and ‘wholesalers’ on both sides of the border.
The traders are classed as working within the ‘grey economy’
because they operate in the ‘fuzzy’ margins between the legal and
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illegal economies. For example, if Kaliningraders sell their goods
without either the status of a ‘physical person’ (fizicheskoe litso —
the right to trade as an individual) or ‘juridical person’
(yuridicheskoe litso — the right to trade as a company) then they are
operating illegally (Humphrey 1999).

Kontrabandisty

The second group — kontrabandisty or smugglers — share many
of the features described above for the ‘ants’. They cross the border
often, make their profits from differences in prices and demands
across the border and rely upon a network of informal relations that
they have developed [with friends, family, border guards and
wholesalers]. However, they are to be distinguished from
‘primitive entrepreneurs’ due to the fact that the goods that they
‘trade in’ are commodities that are cheaper in the CIS than in
Poland or Lithuania — for example, alcohol, cigarettes, amber and
petrol. Profits are made by not declaring the amount being carried
across the border, and therefore not paying the duties that
importing such quantities should carry. Trade in these goods
between Kaliningrad-Lithuania and Kaliningrad-Poland is
considered to be a particularly profitable and lucrative trade.

Due to the fact that ‘ants’ are unlikely to travel across the
border empty-handed, one could make an assumption that small-
scale cross-border traders are ‘ant-traders’ from Poland and
Lithuania to Kaliningrad, and kontrabandisty from Kaliningrad to
Lithuania and Poland. Of course, this assumption needs further
exploration and evidence, and should therefore be treated as
speculation based upon limited and anecdotal evidence. However,
the distinction between primitive entrepreneurs and kontrabandisty
is most pertinent when considering the following group.

Traffickers

It is perhaps incorrect to include traffickers in a typology of
shuttle-traders, due to the assumption that the trafficking of drugs,
weapons and people are activities ascribed to Transnational
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Organised Crime (TOC) groups. It is deemed necessary to include
them in this paper, however, as they are one of the main reasons
for imposing stricter regulations on cross-border movements
between Kaliningrad and its future EU neighbours, and are also
potentially linked to the two above groups. In both the Russian and
international media, Kaliningrad has garnered a reputation as a
‘transit route’ for traffickers.

Unlike the two groups mentioned above, those involved in the
trafficking of these goods are not part of Kaliningrad’s grey trans-
border economy. But, there are strong suspicions that Organised
Crime groups are involved in the lucrative kontrabandisty trade.
For example, the so-called ‘tobacco Mafiya’ make tens of millions
of US dollars from importing and exporting cigarettes ‘duty-free’.
Kaliningrad’s ‘tobacco Mafiya’ has received considerable attention
in the Russian national media, and also from the Federal Security
Service (FSB). It is believed to be an area where TOCs operate on
an international, rather than simply trans-border, scale. They are
also highly likely to be involved in the ‘wholesale’ purchasing of
small-scale kontrabandisty trading. Therefore, the second group of
shuttle-traders considered in this paper are ‘associated’ with
Organised Crime groups, even if they are ‘smugglers’ rather than
‘traffickers’.

Crime

It is not only traffickers who have a ‘criminal’ interest in
shuttle-trading. For those with a bit of muscle, shuttle-traders could
be seen as ‘easy targets’ for a ‘quick buck’. Three reasons can be
given for this. Firstly, the traders carry cash. Secondly, they
operate on a fine-line between the legal and illegal economies. This
is connected to the third reason: shuttle traders do not rely on
institutionalised forms of protection because they have little trust in
the state authorities, preferring ‘personal trust’ arrangements.
Border guards may not offer protection from organised crime
groups, but they are also believed to take their ‘cut’ from turning a
blind eye to ‘grey economic activities’. The more profitable
shuttle-trading is, the more tempting it becomes for criminal
organisations and individuals.
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This typology has distinguished between the different groups
based upon the goods being traded, but it is highly likely that the
paths of these different groups cross in the course of their cross-
border trading activities. However, in light of the distinctions that
have been made in this section of my paper, the border regime
solutions that are proposed next are explicitly guided by a desire to
prevent the first two groups from becoming too embroiled and
dependent upon the last group — or too ‘criminalised’. The
preferred option is therefore to assist with transferring shuttle-
traders into the ‘legitimate economy’. This, of course, will require
more than changes in border management procedures. The three
options presented in this paper are therefore:

1. A Shuttle-Trader Friendly Approach

2. Making the Border ‘Hard’

3. Moving Shuttle Traders from the Shadows and into the
Light!

A Shuttle-Trader Friendly Approach

The first option presented here explicitly offers a Shuttle-
Trader Friendly Approach. As long as there are differences in
price, supply and demand for goods on opposite sides of the
border, then there are grounds to assume that this practice will
provide people in depressed borderland regions with an income
and a means of satisfying their basic needs, or consumer-oriented
desires. Indeed, the ability to buy cheaper goods across the border
is an everyday event for those living at the ‘national’ boundaries
within the EU. Could this everyday event be extended to the future
EU-Russian borderlands?

If, for the sake of this argument, we say yes to this question,
and extend it to say yes to a continuation of shuttle-trader practices,
how could this policy be implemented whilst reducing the impact
of ‘professional ants’ upon other forms of border crossings? One
solution would be to divide small-scale cross-border traders from
other cross-border movements. This would necessitate changes in
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border infrastructure and potentially an increase in the number of
crossing points. At present only three ‘border gates’ meet current
the current demands of cross-border movements. For example, an
average 23,000 crossings are made at the Polish-Kaliningrad
border each day, five times the capacity of the current
infrastructure. But improvements also have to be co-ordinated to
ensure that both Kaliningrad and Lithuanian/Polish capacities are
compatible, otherwise bottlenecks will occur. For example, the
Lithuanian border post of Kybartai has a capacity for 2,100 vehicle
crossings per day, thanks to EU PAHRE funds, a level which is
well above the capacity of the Kaliningrad post at Chernishevskoe.
This last point, regarding co-ordination of border capacities is
considered a key issue whether one accepts the questionable
premises regarding shuttle-traders or not.

Of course, irrespective of whether access to a ‘special channel’
— alongside the red and green channels — is given to tourists and
‘legitimate’ businesses or shuttle-traders, this means that the state
authorities would have to officially acknowledge, and in effect
‘legitimate’, shuttle-trading. Despite the differences between
Kaliningrad and its neighbouring Lithuanian and Polish regions
providing conditions conducive to small-scale cross-border trading,
state authorities argue that it should not be allowed to continue for
three reasons.

Firstly, not only smugglers deprive the state of tax and customs
duties on goods that are purchased across the border. For example,
in the Lithuanian border town of Kybartai, restrictions were placed
on the movement of people across the border in June 2001, when
the local authorities stated that people who crossed the border more
than four times a month to buy food and drink in Kaliningrad were
damaging the local economy by depriving the budget of revenue.
According to the vice-mayor of the VilkaviSskis region,
Algimantas Greimas, «I agree that by introducing such measures in
region are against the right of free [cross-border] movement.
However, the region cannot collect enough money to pay for
benefits. This is why we decided to regulate [this movement]»
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(Lietuvos Rytas (Russian language version), 8 — 15 June 2001).
This perspective is, of course, shared by others

Secondly, although small-scale cross-border trading helps to
satisfy basic, and also more consumer-oriented demands, one
group of economists have stated that it is responsible for causing
problems for Kaliningrad’s local enterprises in hiring and retaining
workers (Hanson et al 2000, 243).

Thirdly, small-scale cross-border traders are accused of
‘corrupting’ state agents. For example, a shuttle-trader must carry a
so-called ‘tourist voucher’ to enable them to cross the Polish-
Kaliningrad border. These vouchers are used to prove that the
crossing will include an overnight stay. But anecdotal evidence
suggests that not only has the voucher system failed to prevent
shuttle-traders from crossing the border several times a day, but it
also means that there is a degree of border guard complicity in the
trader’s activities. One could argue that state agents, such as border
guards, also gain from ‘shuttle-trade’ — through bribes — to satisfy
their own consumer-oriented demands. This has implications for
the next option that is proposed here — to implement border
controls more strictly.

Making the Border ‘Hard’

The previous example demonstrates that border controls exist
for controlling the movement of shuttle-traders, but these controls
are not strictly adhered to by state agents. But what would happen
if border guards strictly enforced the tourist voucher system? Or if
more searches were made of those crossing the border and those
caught carrying more than their personal allowance of alcohol or
cigarettes, for example, were prosecuted? What would happen if
the shuttle-traders operating without a license were charged?

Reports from the past couple of years show increases in the
value of contraband seized at the Kaliningrad-Lithuania and
Kaliningrad-Poland borders, and also the ‘capture’ of a number of
organised crime groups. But does this demonstrate that the borders
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have become ‘harder’ and measures to combat smuggling and
trafficking have become more effective, or is it only scratching at
the tip of a multi-million EURO iceberg?

By increasing restrictions and controls at the border, risks
accompanying cross-border trading, and therefore prices, also
increase. Of course, this also depends on the elasticity of demand
for certain products. Yet, it is safe to assume that restrictions at the
border-crossings will increase the use of ‘alternative’ border
crossings, rather than stop such crossings altogether. It has already
been suggested that increasing restrictions and controls on
Kaliningrad’s land borders could drive ‘smugglers’/’traffickers’
out to sea. This is the situation that has taken place in other areas
where land borders have become more strictly policed — | would
give the examples of the Gibraltar-Spain border and the Strait of
Otranto.

Similar concerns have already been expressed by border guards
in Kaliningrad and Lithuanian that the river Neman, especially
when frozen, serves as an ‘unofficial’ border crossing (Kaskad, 6
February 2001). Can already stretched border services patrol these
areas too? Could more effective co-operation help? Could practical
co-operation between EU/applicant and Russian law enforcement
and customs and border guards attack this iceberg more vigorously,
thereby meeting the declarations of Russian-EU joint statements on
‘soft security’ and the Northern Dimension Action Plan? Could
Kaliningrad serve as a ‘pilot region’ for co-operation in this
sphere?

Moving Shuttle Traders from the Shadows and into the Light!

Several western-based academics have argued that Schengen-
style borders are ineffective at combating transnational security
concerns, such as the trafficking of TOCs and therefore, in their
view, the Commission’s insistence that there be no derogation from
the Schengen system is fallacious. Schengen is simply politically
and economically cheaper than effective prevention, which takes
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place beyond, not at, the EU’s eastern border. The same could be
said about small-scale cross-border trading. The solution needs to
be dealt with beyond the border-crossing posts. Harder borders
may be a stick to use against the shadow economy, but it would be
nice to see a few carrots on offer too. Kaliningrad’s economy has
been restructured from planned to shadow, and now requires a
further “transformation’ from the shadows and into the light — if it
is to benefit from EU enlargement.

According to officially reported figures on wages, average
Lithuanian wages are about 3 times higher than in Kaliningrad, and
Polish average wages are about 6 times higher (Cichocki et al
2001, 56). Of course, there are large wage differentials between
Kaliningrad city and the oblast’s smaller cities and rural areas. And
while wages in the Northeastern regions of Poland, and Western
regions of Lithuania, are probably higher than in Kaliningrad’s
bordering regions, they are not as high as their respective average
national wages. Therefore, according to the mayor of the Polish-
Kaliningrad borderland town of Goldap, Marek Miros, «many local
residents (...) earn extra zlotys smuggling alcohol, petrol or
cigarettes from Russia’s nearby Kaliningrad region making the
border (...) Goldap’s biggest industry» (Qtd. in The Financial
Times, 11 April 2001). Similar tales are told of the Lithuanian
border town of Kybartai (Fairlie 2001, 44). Like the Goldap region,
Kybartai’s population complains that the region’s high
unemployment, and the differences in prices on goods such as
alcohol, cigarettes and petrol makes the practice of small-scale
cross-border trading worthwhile, and the same can be said about
Kaliningrad’s borderlands too.

If shuttle-trading is to be curbed or its participants ‘converted’
from the shadow to the legitimate economy, alternative means of
employment need to be available and supported. Therefore,
development plans for Kaliningrad must also consider the areas
outside Kaliningrad city and the coastal towns of the oblast’. Of
interest in this regard is the claim made in a recent report that there
is «zero unemployment» in the Kaliningrad border town of
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Sovetsk. In fact, «every day the population (...) increases by
several thousand thanks to Lithuanian citizens who every morning
cross the Koroleva Luiza (Queen Louise) bridge on their way to
work in the town» (RTR, 31 August 2002). According to this
report, twelve Lithuanian-financed and run factories have opened
in the town since 2000, providing employment to the population of
Sovetsk and neighbouring Lithuanian regions. For those optimists
amongst us, the case of Sovetsk could be a ‘model’/’example’ for
the development of CB business co-operation and investment
between EU and Russian border regions, a situation that is
supported in TACIS CBC declarations and Russian development
proposals for the oblast’. The optimists out there might also like to
hear that anecdotal evidence exists to support the view that shuttle-
trading can be seen as a ‘training ground’ for ‘primitive
entrepreneurs’, enabling them to gain experience of trading,
develop supplier networks, and accumulate enough capital to set-
up Small and Medium-sized Enterprises (SME).

However, for those pessimists among us, one could argue that
shuttle-traders are not setting-up SMEs because:

e They are not involved in trading with the aim of setting-up an
SME, but to simply satisfy their consumer-oriented desires.

e The shadow trans-border economy is evidence of a
continuing ‘beat-the-system’ ‘mentality’ and habits.

 Soviet-style bureaucracy continues to pose serious problems
for those desiring to set-up an SME. As one letter in a popular
Kaliningrad daily stated: «any entrepreneur (...) is a hero, and
deserves to be given the ‘Order for the Struggle against
Bureaucracy’» (Kaliningradskaya pravda, 21 February 2001).

Conclusion [Draft]

Time is running out, and | will therefore conclude with a few
questions.

e Why are people involved in shuttle-trading? [Survival
strategy or for consumer-oriented demands?]
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 What will be the socio-economic impact of erecting a
*harder’ border between Kaliningrad and its neighbours?

e Is it possible to find grounds and mechanisms for more
effective CBC and combating TOC between EU and Russian
authorities?

» Can a balance be found between the use of sticks and carrots
to ‘convert’ the shadow cross-border economy into a more
transparent/lighter/legitimate cross-border economy?

The preferred solution for this last question requires some
wide-ranging changes in individual every-day habits and social
practices, state-society/individual relations, business climate, and
peripheral borderland economic development. It is therefore a
solution that argues that the best way of preventing the grey trans-
border economy from becoming criminalised is to deal with the
increasing differences in prices and living standards between the
opposite sides of the border, and opportunities to move from the
grey economy to ‘legitimate’ practices. Can these changes be made
in time to improve the political climate regarding Kaliningrad?
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An Introduction to the Concept of Industrial Districts
and Kaliningrad Reality

Introduction

At the end of the eighties the concept of industrial districts be-
came popular among western European geographers as a way of
explaining regional economic growth in traditional industries. They
used the terminology of the famous economist Marshall (1920),
who as early as the twenties used the concept of industrial districts.
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Apart from rapidly growing hi-tech industries one could ob-
serve new organisation patterns in regional, traditional industries.
They were able to develop regional networks of production of
small and medium sized enterprises. Thus they ensured a relatively
stable and enduring growth.

This was noticed especially in Italian regions where small and
medium sized enterprises were able to create tight, mostly vertical
production networks with very specialised production. Those en-
terprises proved to be fairly competitive and succeeded against for-
eign industries based on cheap labour, which elsewhere since the
seventies were thoroughly successful. These Italian regions became
well known as the Third Italy.

Content

The aim of this paper is to present the concept of industrial dis-
tricts and to outline the possibilities to use it to foster regional eco-
nomic growth. Therefore in the following will be explained:

« firstly the processes which lead to the situation described in
Third Italy. Since it is a theory based on observation it is important
to know the empirical background. The example of the leather in-
dustry around Santa Croce is used to show the practical relevance.

« Secondly the basic concept for industrial districts will be
fixed.

e Thirdly the example of manufacturing amber jewellery in the
Kaliningrad Oblast will be used to point out the difficulties of im-
plementing the concept of industrial districts.

« Finally the previous discussion concerning the implementa-
tion of the concept will be refered to, to show further criticism of
the concept.

Third Italy

The concept of industrial districts served to explain the specific
regional economic growth observed in Third Italy. This region took
an independent path in its economic development. The name Third
Italy signals that there exist two other major regions, which under-
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went a different development. In Italy there prevails a strong con-
trast between north and south (picture 1).
% There is firstly the northwestern

region with its industrial triangle of
Genoa, Milan and Turin with a back-
bone of mainly large enterprises with
mass production. The second relevant
region is the Mezziogiorno, which is a
comparatively poor region where agri-
culture still plays a major role for the
-~ economy. In the Mezziogiorno infor-

AN .
Mczzi(,g\iﬁw ™\ mal ties are very strong but closed to
outsiders and illegal practice con-

lurig

+ Hoem

nected to the notorious Mafia hinder

% prosperous development of the region.

: After the Second World War govern-

Picture 1. Italy and its ment owned enterprises and some as-
major regions sembly were moved from north to

south to help in the development of the region.

Meanwhile a completely different structure had evolved in the
center and northeastern part of Italy. This Third Italy had high eco-
nomic growth, was based on traditional craftsmanship and middle
class enterprises. In particular the sectors textiles, clothing, shoes,
leather and ceramic were the foundation for this development.

The movement of assembly and some government owned enter-
prises to the south led to a decrease in industrial employment in the
north while it rose in the south — it was obviously a mere shift of ca-
pacities. In the south the amount and the size of enterprises increased.

In the Third Italy rose the industrial employment and the num-
ber of enterprises as well but the size of the enterprises decreased.
Especially this can be perceived as a signal of a very dynamic
economy with a lot of new founded enterprises.

An Example from the Third Italy — Santa Croce

To illustrate those processes that are typical of Third Italy, the
example of Santa Croce is chosen (Amin and Thrift 1992). It is a
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small town nearby Pisa. The local industry specialised in the pro-
duction of high quality leathers for fashionable designer shoes. In
the beginning of the 90s there were about 300 small and medium
sized enterprises with approximately 4500 employed workers.

Directly after the Second World War production was subject to
a process of standardisation and concentration in just a few large
companies. They produced mainly uniform mass products with the
complete process of production situated in one company. But al-
ready in the 1970s mass markets did not further evolve. Markets
for fashionable products though were still growing. In the region
this incentive led to a restructuring of production. New small spe-
cialised enterprises were founded. The products were adapted to
the changing demand and parts of production given to other spe-
cialised sub-contracting enterprises. Enterprises were founded for
instance whose single purpose was the cleaning of leathers from
hair and remaining animal fat.

A regional division of labour resulted which was hardly ef-
fected by economic downturns and foreign competitors. Most im-
portant for this was the participation and embeddedness of the re-
gional producers in a socio-institutional network:

The already existing enterprises formed the basis for further
enterprises. They were mostly complementary to the production
facilities. That means apart from the leather processing industries,
services and industries developed in the region such as marketing
or mechanical engineering. To be able to specialise, the individual
enterprises bought services on the market, which were offered by
other specialised enterprises. In comparison to a large enterprise
with central administration, which incorporates all stages of the
process of production, the production process was split up between
the independent enterprises in the region (picture 2).

Furthermore a tight network of cooperation evolved between
the different companies. They organised for instance the purchase
of raw material. Though cooperation was a very important part of
the process described it did not mean that there was no competi-
tion. The competitors often used the price as an instrument in the
struggle for customers. One important factor for the development
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of these industrial districts was the long tradition of craftsmanship
in the region. A common confidence about the strength of the re-
gion existed. Together with the existing low hierarchy social net-
works the businesses were closely linked to the local socio-
economic structure.

Picture 2. Large central administered enterprise that incorporates
all stages of production and an industrial district where exists a division
of production between small and medium enterprises through cooperation

Specialised formal institutions like local chambers of com-
merce, planning and local government supported the existing struc-
ture. Interesting here is the active participation of the communist
party. If problems evolved they were solved jointly. Based on the
support of the various institutions it became possible to create re-
search facilities to analyse the development of markets and help in
the adaptation to new trends.

But in the 90s there appeared signs of a crisis. More and more
products were imported and parts of the production were moved to
foreign countries. The local links lost in their importance and inte-
gration in the process of production was on the verge of changing
the economic structure.

Concept of Industrial Districts

Thus far observations from Italy were presented. To put the
theory to any use, a more abstract concept is necessary. In the fol-
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lowing the most important aspects of the observations from Italy
are summarised to form a concept of industrial districts:

Flexible Specialisation and Cooperation

In fast changing individual markets, small and mediums sized
enterprises are far more capable of adapting to new conditions than
large companies. Through specialisation and concentration on a
certain production stage they achieve a specific competence.
Needed services are bought on the market. Through cooperation of
entrepreneurs and creation of a network the competence can be fur-
ther extended.

Proximity

Proximity enables the actors to often meet each other face to
face. This makes negotiations easier and lessens the risk of oppor-
tunistic behaviour. Frequent meetings furthermore improve the de-
velopment of new ideas, collective learning processes and the dif-
fusion of innovations.

Trust and Embeddedness

Trust is one of the most important factors in the development
of a stable regional production system. The development of trust is
a process, which depends on experience, and which needs repeated
interaction between actors. Proximity serves here as an impetus for
those processes as it ensures common norms, rules, custom and
traditions. It serves like a credit given to regional partners. Enter-
prises are embedded in a specific socio-cultural environment and
can not be considered separate from it.

Institutional Thickness

A high density of institutions serves additionally to foster the
economic development of the Italian regions. These are for in-
stance joint trading cooperatives, banks and institutions for educa-
tion or laboratories to support research. This existence of various
institutions strengthens the regional production and enables the
creation of a collective order. The inclusion into such a tight net-
work of socio-institutional relations develops a growth enhancing
institutional thickness.
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Manufacturing Amber Jewellery in Kaliningrad Oblast

The practical use of the concept of industrial districts is limited
in the opinion of some scholars. The example of the manufacturing
industry for amber jewellery serves as a local example of the diffi-
culties involved in implementing the concept.

For Kaliningrad Oblast the use of the concept of industrial dis-
tricts was proposed as a way to develop the jewellery industry,
which is based on amber processing around the town Yantar.

The market for amber jewellery could be considered as a mar-
ket that can be served by industrial districts. It is a market based on
fashion and therefore depends on a rapid adaptation to new trends.
Small and medium sized craftsmanship enterprises could generally
prove to be advantageous.

Though it might be interesting to use the concept of industrial
districts as it promises healthy growth for the region one has to
consider the prerequisites for industrial districts.

The manufacturing of amber jewellery has a long tradition in
the region but the craftsmanship left the region with the exodus of
the Germans after World War Il. During the Soviet period the
Kombinat Yantar existed which incorporated the mining and a
great part of processing of amber as well. Since the end of the So-
viet Union the structure has been changing but is still dominated by
the large kombinat. Industrial districts on the contrary are based on
small and medium sized enterprises. Of course there are some
smaller enterprises in the region but they have not been in exis-
tence long enough to create the typical environment.

Besides up to now there has not really been a socio-
institutional environment that supports the manufacture of amber
jewellery. There are no specific educational facilities or on amber
manufacturing specialised support.

Currently the local system is characterised by the large prob-
lems still developing out of the legacy of the Soviet period. Apart
from the great importance of the black market, the quality of the
jewellery is often low, the image of the region as origin of amber
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jewellery is not fully developed and the region has witnessed a
dramatic decline in its world market share of amber jewellery since
the beginning of the 90s (from 70 % in 1990 to 15 % in 2000). Fi-
nally and most importantly there is little cooperation between the
manufacturers. Trust is lacking.

Industrial districts are fundamentally based on the regional
production network, which only exists through cooperation, trust
and common interest.

Looking at the manufacturing of amber jewellery in Kalinin-
grad Oblast there are many problems to be solved before one can
think of creating a more productive environment.

Apart from the huge importance of the black market, these are
other problems such as the deteriorating image of amber due to the
quantity of cheap low quality products and the lack of regional
promotion of amber through exhibitions or an improved Amber
Museum.

Criticism

Conceptual Criticism

As the example of Kaliningrad shows it is hard to use the con-
cept of industrial districts, as very many prerequisites have to be
fulfilled. The use of industrial districts is hardly planable because
of the development necessary to form a socio-institutional envi-
ronment or a tradition. In the following section the concept will be
criticised because of this problem of implementing the concept in
real life. Furthermore some of the severe problems in established
industrial districts will be named.

The concept of industrial district became widely popular in the
nineties. Everywhere industrial districts were suddenly discovered.
Apart from the Third Italy industrial districts were discovered for
instance among many other places in Germany in the state of Ba-
den-Wurtemberg in the sector of mechanical engineering.

But regions were also hamed which had a different structure. Most
important is the socio-institutional environment, which is impossible
to create through simple planning. It often took generations to form
the specific environment. It is therefore difficult to use the concept in
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different regions. Because of that a scientific discussion took place as
to whether the existing concept was of any use.

Mass Markets and Technological Inviability of Splitting Pro-
duction

Another problem is that the division of the production process
in industrial districts demands that it is possible to split the process
of production into several parts, which can be done separately. Fur-
thermore mass markets have to be of little importance. Although in
the case of manufacturing amber jewellery in Kaliningrad Oblast
this precondition of an individual market was met and the produc-
tion process can be split in several parts those preconditions are of
course generally seldom fulfilled. There are many markets that
have a steady growth and which are mass markets.

Problems within Industrial Districts

But apart from this more fundamental criticism the problems
have to be named as well which developed for existing industrial
districts.

Threat of large companies

Large Enterprises try to find innovative potential and buy small
and medium sized enterprises or use the region's potential for sub-
contracting. As a result region specific competence leaves the re-
gion and the regional connections start to weaken. Enterprises in
the region itself, which successfully operate and grow, start to
move parts of their production out of the region and begin to im-
port on a larger scale.

Gullibility and Lock-in

In a regional production system there is the danger of ineffi-
cient developments because the scope of ideas used is limited.
Through frequent interaction the scope can be extended but mainly
towards an improvement of existing knowledge. Too much trust
and gullibility can result in a disadvantageous development and in
an insufficient regard for external knowledge (Lock-in).
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Social and Economic Disadvantages

In Italy some social and economical problems developed
within industrial districts, which must also be considered. These
are the common use of illicit employment and the case of tax fraud.
Furthermore social benefits are low and the security in the work
places is usually not sufficient.

Two of the most important aspects of industrial districts, which
in other regional economic concepts like innovative milieus matter
as well, are cooperation in the process of production and joined,
collective possibilities for learning. Social interactions depend on
related norms, convention, specialised qualifications etc. Problems
arise when the concept is used in real life as a basis for develop-
ment, because it is very hard to put to use. One can state that be-
cause of this issue the value of the concept is limited though there
are of course ideas which can be derived from the advantages of
the concept like the possible effects of cooperation and trust in the
regional economy.
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A. KLEMESHEYV, V. BRYUSHINKIN, G. FEDOROV
BaltMION

The Baltic Center for Advanced Study and Education
«Russian and Europe: Past, Present and Future»
about The Strategy of «Region of Cooperation»

Both the Russian Federation and the European Union, as
reflected in various legal documents, regard the Kaliningrad region
as a «pilot» region of international cooperation. However, in order
to bring this idea into being, it is necessary to work out a well-
grounded concept, outline the appropriate strategy and develop the
Region Development Program, which should take into account the
local national and international interests of the region. The
elaboration and implementation of such a programme will foster
integration of the EU-Russia cooperation.

While settling the requirements of the federal policy
concerning Kaliningrad it is necessary to take into account the
exclave position of the region to a greater degree compared to
other Russian regions. Thus, the foreign policy of Russia must be
taken into consideration. The Kaliningrad region due to its
geographical position should become a region of cooperation
between Russia and the EU, where integration processes, mutually
beneficial cooperation in the economical, cultural and
environmental spheres are to undergo advanced development.

The regional strategy should be focused on the development
of the Kaliningrad region as a region of cooperation between
Russia and the EU. The fulfillment of the adopted regional strategy
should be regarded as a matter of federal concern.

The basic constituents of the Russian approach, that should be
fixed in the Main Principles and Guidelines of the Federal Policy
as regards the Kaliningrad region, are as follows:

« the sovereignty of Russia over the Kaliningrad region is be-
yond doubt;
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 Kaliningrad region is to become a Russian pilot region of co-
operation, the connecting link in the integration rapprochement of
Russia and the enlarging EU. Thereupon, Russia considers the Ka-
liningrad region as a specific area and creates special economic
conditions for it;

« the region will continue to function in accordance with the de-
fense doctrine of the Russian Federation and to implement state ob-
jectives within Russia — NATO partnership in the Baltic sea region;

« the threat of economic and political isolation of the Kalinin-
grad region from the mainland Russian Federation must be com-
pletely removed, retaining the region within the Russian cultural
space should be provided for;

« at the same time it is necessary to remove the possibility of
strict isolation of the region from the territories of neighboring
countries and to provide favorable trends for the further develop-
ment of the cross-border cooperation, to develop cultural links with
the countries of the Baltic sea region;

« the standards of living for the population of the region should
be raised and should not be lower that the Russian average.

The Russian Federation gives necessary financial support to the
Kaliningrad region as an exclave namely via the implementation of
the Federal Special Programme «The Development of the Kalinin-
grad region for the period until the year 2010» which should be ad-
justed in accordance with the changing conditions of the regional
development.

To overcome the drawbacks of the exclave position of the re-
gion and to provide for the favorable conditions for its economic
activity the Federal Law «On the Special Economic Zone in the
Kaliningrad region» is to be altered to support the following:

» favorable taxation conditions for the economic actors in the
SEZ (investment tax loan, tax benefits for manufacturing of export
goods);

« facilities for the banks providing credit to the projects of the
Federal Special Programme «The Development of the Kaliningrad
region for the period until the year 2010»;
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« abrogation of the quotas for the duty-free imported goods as
contradictory to the principles of the free Customs zone;

« the system of economic protection of the region’s interests
considering the possible negative effect of the external economic
processes connected with the EU enlargement and Russia’s acces-
sion to the WTO (including the match between the added value de-
termined in accordance with goods origin and the duty on goods
imported to the RF);

« the guarantees for retaining the regulations of the SEZ for the
period of 25 years and non deteriorating of the zone regulations
during the period of the SEZ activities.

The Federal concerns were expressed at the RF — EU summit
on November 11, 2002, and at present attention should be given to
the region’s demands that correspond to the concerns of the Fed-
eration and result from the processes of cooperation development
between Russia and the European Union. Kaliningrad region which
is considered both by Russia and the European Union as a special
pilot region of active mutual cooperation is to become an area for
testing new mechanisms of cooperation between the EU and Rus-
sia. The case in point is the approbation of new forms of economic
integration, of cross-border cooperation, and facilitation of unim-
peded movement of people and goods.

The Russian Federation aims to conclude an international
treaty with the European Union and its member-states on the con-
ditions for the development of Kaliningrad region as a Russian en-
clave inside the EU. The treaty is to contain conditions relating to
the following:

e unimpeded transit of citizens and goods between mainland
Russia and the Kaliningrad region;

« travel of the citizens of the Kaliningrad region to neighboring
states and EU member-countries with entry visas issued at the
common border;

« visits to the Kaliningrad region by the citizens of neighboring
states and EU member-countries with Russian visas issued at the
common border;
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* active economic cooperation between the RF and the EU in
the Kaliningrad region;

« facilitation of access for goods produced in the Kaliningrad
region to the EU market;

e establishment in the Kaliningrad region of an international
investment and financial corporation for the development of eco-
nomic cooperation between the Russian Federation and the Euro-
pean Union.

In order to create favourable conditions for sustainable devel-
opment of the Kaliningrad region as a region of cooperation be-
tween the Russian Federation and the European Union it is neces-
sary to adopt a federal law on the Kaliningrad region as an exclave
territory of Russia with the following provisions:

Kaliningrad region should be given the status of an exclave
area where the Federal law «On the Special Economic Zone in the
Kaliningrad region» is in force;

« the administrative and territorial reform should be conducted
in the region including enlargement of municipalities and strength-
ening the administrative «system» with the simultaneous enhance-
ment of independence and financial base of the institutions of local
government;

« the Federal Special Program «The Development of the Kalinin-
grad region for the period until the year 2010» should be managed by
the Federal authorities; guarantees for the program implementation
should be provided for, it should be permanently adapted and im-
proved as a result of issues arising in connection with the EU
enlargement to the East and Russia’s accession to the WTO;

« additional expenses of the population, enterprises and institu-
tions of the region connected with the EU enlargement are to be re-
imbursed by the federal authorities;

e a regional insurance foundation should be established with
the assistance of international institutions and guarantees should be
provided by the federal authorities for the insurance of investments
to the SEZ;

e a council on the issues of the Kaliningrad region under the
President of the RF or the RF Security Council should be established.
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On an international level, the negotiations between Russia and
the EU within the framework of Partnership and Cooperation
Agreement should grow in importance. It is advisable to engage
Kaliningrad experts while discussing regional development issues.

It is necessary to complete an agreement between Russia and
the EU on the viability and development of the Kaliningrad region.
It should provide for mutual commitments ensuring the freedom of
movement within the region and mainland Russia, working out in-
tegration mechanisms, taking part in cooperation projects, coopera-
tion in the cultural, educational and environmental spheres, etc.
Russia should advance an initiative concerning the respective
agreement.

To attract investments it is necessary to set up an international
investment corporation, attracting investments for the timely com-
pletion of the projects and ensuring the necessary guarantees for
the investors. It is also necessary to work out the issue of fulfill-
ment of the modern version of foreign concessions, to obtain ex-
emption from customs duties and tariffs for all goods manufactured
in Kaliningrad and exported to the EU.

In order to harmonize federal, regional and international con-
cerns for the Kaliningrad regions it is advisable to establish a spe-
cial international analytical center with headquarters in Kaliningrad
as well as an international group of analysts and lawyers, in charge
of coordination of European and Russian legal norms and precepts
of law with a view to molding the common European legal space.
It is also necessary to establish several permanent conference cen-
ters in Kaliningrad, to support the Regional Development Agency
and its coordination with regional authorities. It is necessary to ex-
pand such international programs as FARE, SAPARD, ISPA, etc.
in the Kaliningrad region.

To tackle the emerging economic and cultural cooperation is-
sues it is necessary to form plenipotentiary Kaliningrad region rep-
resentation in the EU (in Brussels) and the EU representation in the
Russian Federation (in Kaliningrad).
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