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Editorial

Dear readers

With ths issue we welcome our new members of thditorial Advisory Board: Viktor
Yengibaryan from Yerevamrmenia, who is also president of the Armenian chapter of the
European Movement International and as sacrelected head ahe convinced Europeans in

his country, as well as prof. Sergei Metelev from Omsk, Russia, who has a long professional
experence inanalyzingthe terrorist phenomenon but alsoteaching economic science.

We also welcomaew Assistant Editors who contribute to EUFAJ, among others, in being an
intermediary between authors and the journal: Eka Meskhrikadze and Tamasad¥atfrom
Thilisi, Georgia, both with a lot of experience in EU projemtgor the governmentand Meerim
Oboskanova, Bishkek/Kyrgyz Republic, who after acquiring her M.A. degree in
Strasbourg/France went first into a thiténk of the economic orientgxart of the government,

and later into private business, in a mining company. The fluently French and English speaking
Meerim takes part also in a research group of Europeans who will propose steps to form an
integrated, single market in a book which slibappear around the end of the year 200ir
readers find personal descriptions of all on our Webpagsv.eufaj.eu

This is not the end of our list of members of the Editorial Advisory Board or of Assistant Editors
which slowly but gradually will be enlarged.

The issued/2011 and 2/201bave been and will be made coverthg same period January

until July/August 2011due to theechnicalproduction delays we had for the issues until 2/2011.

Due to topical developemts, in thisssue among otherssenophobia European nemationalism
andanttl sl ami sm in Europe are included, i n a sh
of Europedomo kil |l ed. Weaasy pulgish @mp ihterestinghview onlthe 2 0
economic aspects of a terrorist in Russian eyes, and a comment on the first meeting between
heads of state in Western & Central Asia on just this terrorism. We are also happylévaeli

voice abouEuropds North Africapolicy, followed byaspects of Russtas e gi ons, t he i
the relations to the United Statdbe EURussia relations from the point of view of the European
Social and Economic Committee (see our Documentatiang a prominent opposition view on
Belarus anl its environmenivhich isRussia and the EU.

With best regards,

HansJirgen Zahorka
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August 2011: A Changed Norway

On The Conditions and Consequences of
Anders Behring Breivik

O
92)
—

By Aslak Bonde'

The terrorist acts irNorway of 22.7.2011 have led to a wide discussion in Scandinavia and the
rest of Europe. Did and do the Europeans pave the way bykihd of discussions they have for
finalities T not the way, but the objective®f this kind? What are the conditionshat are the
consequences foraftis | ami sm, for a kind of fAcrusader E
Breivik pursued it? Here is alorwegian, Scandinavian voicelt is also interesting for
comparative reasondp help other countries to qualify thekind of discussionsThe views
expressed are those of the author.

"If one man can cause so much evil, just think how much love we can create together". This
guote from a young member of the Labour Party circled the globe in the days after the mass
killings and terror of the 22 July 2011, and set the tone for the reaction by the Norwegian
society. The warmth and sense of community were similar to what old people remember from
the spring of peace in 1945. But autumn is fast approaching in Norwath an eéction
campaign, sousearching and difficult weighing of pros and cons.

A car bomb outside the government buildings was conceivable, but a massacre at a political
youth camp? It was quite simply unbelievable. An attack byQAilda, as an active NATO
menber, was something we could have expected, but that a sophisticated terrorist action from a
rather ordinary young man who had grown up in the best part of Oslo's west end was beyond
comprehension. Until the morning of 23 July. Photos of theskdainned asassin were on every
website and the police announced that he had managed to liquidate 80 young people before he
was arrested.

mr . Asl ak Bonde, Nor way, i s an i ndehpreanldesnt N@prodarnad,
webmagazine of the Nordic Council of Métérs ywww.analysnorden.og
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Some of those who had replaced their Facebook picture with the Norwegian flag the evening
before felt awful. They had assumedittithe perpetrator was an extreme Muslim and wanted to
declare their allegiance to the Norwegian society.

As the days passed, it turned out that it was not such a bad thing after all to use the Norwegian
flag as a symbol of solidarity. The Muslims in Nayvdid it too. It turned out that the mass
murderer and terrorist Anders Behring Breivik triggered a sense of community that went beyond
all ethnic and religious backgrounds to a greater extent than ever before. This was symbolised
most strongly at one dhe first funerals where the Kurdish parents had chosen to ask a priest
and animan to conduct the ceremony together. The picture of this -melilious funeral
procession also travelled around the werddong with the news that members of the Norwegian
government followed each and every terror victim to the grave. Norway is no bigger than this
was the natural thing to do.

The Labour Party was the target

The numbers that emerged after the first night proved to be a little too high. Altogether 69 people
lost their lives on Utgya, while eight people died in the bomb attack against the government
buildings. In addition, 90 people were injured, some of them for life. Members of the
government knew many of the injured and killed personrdgth in the goveiment offices and

on Utgya, which was an educational and conference site owned by the Labour Party's youth
organisation, AUF.

The killer's choice of Utgya shows how knowledgeable he was about Norwegian politics. He
wanted to hurt the Labour Party and kreew that Utgya was a nurturing place for the social
democratic leadership. Also, interest in politics often runs in the family. There are always
children of wellknown social democrats at AUF's summer camp. This year was no exception:
MPs, county leademsnd state secretaries were amongst the relatives.

Where did this hatred of the Labour Party come from? This was one of the first questions that
cropped up in the days after the first shock had gone. This was also a question that pointed
towards one of # most difficult topics of debate. Could the political opponents of the Labour
Party actually have helped to reinforce the Kkiller's ideas of Norwegian society and politics?
Anders Behring Breivik was a member of the Progress Phmtyseveral years andose years

ago, he took part in debates on the party's youth websites.

The Progress Party's responsibility

The man who would later become a terrorist had resigned from the Progress Party and there is a
broad understanding in Norway that no party can talsponsibility for the actions of all its

> The Progress Party of Norway is a parliamentary party in Norway which is considered to be at tvngght
border of political geography (note by the editor).
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members. Likewise it is possible that Behring Breivik renewed his faith in his own ideas by
listening to the leader of the Progress Party, Siv Jensen, talk about stealth Islamization, and by
reading opinion piecdsy leading MPs who urged for a culture battle.

Only a few days after the killings a wddhown Norwegian TV personality asserted such an
opinion- in an article in the Spanish newspaper El Pais. When it became apparent to Norwegians
that he was raisindné notion that Siv Jensen was an accomplice, he immediately had to make a
public apology. The common view was that politicians always have to be tough in their language
without having to take responsibility for someone misinterpreting their words andthismgas

a justification for violent action.

However, there are also limits to the harshness of words you use. Siv Jensen has made it clear
that she does not think it is wrong to talk about stealth Islamization of Norwegian society, while
one of her parimentary representatives has publicly regretted the words he used in an article
which encouraged a culture battle.

It becomes even more difficult to draw boundaries where you move from an edited political
discussion to an unregulated debate on the letefifhere hateful and racist remarks are +ife
often accompanied by claims that the politically correct Norway does not allow people to speak
the truth about immigration and the alleged cultural decline.

People who think like the killer

Anders Behring Beivik laid out a comprehensive text online just before he committed his
crimes, and it appears that he has gathered much inspiration frorwiightnationalistic
bloggers. Ideas that the Muslims and Western leadership have entered into a secretlpact to a
the Muslims to take over Europe are fed by people from many countries who have been part of a
debate and commentary community on the Internet. As a terrorist Behring Breivik was a lone
wolf, but as a social commentator he was part of an internatonahunity.

Some web editors have decided in the weeks after 22 July that they will no longer allow
anonymous contributions in their commentary fieltsit otherwise nothing much is new on the
Internet. There is a shortage of ideas. Nobody believegpdssible or right to have censorship.
Many have argued that "sensibleteaning moderate people should be more active online.
When they read such an extremist statement, they must reply respectfully instead of dismissing
the writer as an idiot. That hé®en done in some places, but then the commentary thread died
out and the extremists moved to other sites.

The role of the authorities

The Police Security Service (PST) is amongst those who systematically keep tabs on the various
online debates, butély did not pick up the killer at any time. The Head of PST said only a week
afterwards that no security community in the world would have been able to discover and
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prevent such an attack. That is a claim that many have questioned. Behring Breivik was a
member of a pistol club, he bought his weapons legally, he bought all that he needed for the car
bomb in an honest way, and he upheld extreme views online.

How much surveillance there should be in society is certain to be an important topic for debate in
the months to come. Similarly, discussions are already taking place about politicians' safety.
Many years ago the security areas in Oslo called for some streets to be closed so that it was no
longer possible to drive a car right into the Prime Minister'sc®fbut nothing was done about

it. In Norway the ideal is openness. Politicians should not hide behind walls and barriers.

At the time of writing, a special 22 July Commission is being established which will pave the
way for a thorough debate on all thegeestions. It will also investigate whether society's
resources were used correctly on the Friday afternoon when terror struck.

An important question that is sure to be raised is whether the police could have reached Utagya
faster. It is a relatively lagyisland and the killer walked around for an hour and 20 minutes
before the police stopped him. Eye witnesses have reported that he killed the whole time. If the
police had arrived half an hour earlier many lives would have been saved.

The response fromatice chiefs to such questions at first was that they could not have done
anything differently. As the weeks have passed, however, the tone has become more humble.
Perhaps they should have used a helicopter instead of driving, perhaps they should pés@ acce
the loan of a boat from a camping tourist instead of waiting or their own police boat?

The election campaign

There are not only many questions, they are also especially important for the bereaved who want
to know that everything possible was doneptevent the catastrophe. In the first weeks the
government insisted that these questions could not be answered before the investigations and the
commission were finished. But that will not be until next year, and people will not have the
patience to waithat long.

It will probably come out already in the election campaign which is slowly getting under way in
Norway. Obviously, no party wants to make political capital on what happened, but under the
open political debate there will always be suggestibasdne or the other could have done more

- the alternative is that they exploit the terror politically.

There are two consequences which could have a direct impact on the normal political debate.
The one is that the leader of the Labour Party, Prime st@iniJens Stoltenberg, was so
extraordinarily good at dealing with the terror. Despite the fact that he himself knew many of the
victims and their families he stood out as a composed and confident leader for the whole country
- he combined grief and vigour a way that impressed practically all Norwegians.
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The first political opinion polls suggest that many voters are now considering voting for the

Labour Party because Stoltenberg emerged as such a good leader. But there are probably also
some who willvote for the Labour Party as an expression of sympathy. The party is in a terrible
state. While the rest of society returned to everyday life the elected representatives from top to
bottom continued to go to funerals. In every county there are key youiigigas who have

died or have been so severely affected that it would be inhuman for them to take part in a trivial
election campaign.

That is the situation, and neither the Labour Party nor the other parties can do anything about it.
Perhaps a lot wilchange when the actual election takes place on 12 September, buinnitwe
middle of August is seems almost unthinkable. The catastrophe has been too great.

United States of Europe?

Sign our petitioii if you are in favpinom within or fromsale of the Edbr more Europe rather than for less
Please have a look hitp://www.ipetitions.com/petition/earogiewww.eufaj.elt is indvour of the recgnt

di scussions in Germany and in other EU countrie
vision, may it be al so a fr eTad petgidniresultsutll beppasaed on atVi 1
the beginning of 2012 to the parliamentary speakers and prime ministers of the EU Member Statgs, and to t
of the EU institutions.

Thanks,
HansJirgen Zahorka Olivier Védrine
Chief EditpEUFAJ Editor, EUFAJ

The text of the petition @N; texts in DE or FR de#p://www.ipetitions.com/petition/eurppe

We support the recent public discussion in Germany and the EU on the "United States of
Europe”

In Germany there is again - luckily - a discussion on the subject of the "United States of
Europe". Across the parties there is an unfortunately silent majority who wants to solve common
EU problems by "More Europe" instead by re-nationalisation of policies. This we endorse and
we want many signatures from in- and outside of the EU, which will be presented to the heads
of the EU institutions, but also to all EU Member States' prime ministers and above all
parliament speakers. The United States of Europe do not necessarily have to follow the USA,;
the subsidiarity principle can remain an objective within them. But the present debt crisis, the
issue of a European economic government, the bla-bla about the abolishment of the Euro
(which we dislike strongly), the weak points of the EU foreign and security policy as well as the
further development of the Lisbon Treaty (which has been formulated before the present
financial crisis) - all this can be shouldered only by a European federalist structure. We endorse
with our signature across all parties a new discussion about the United States of Europe - we
had this discussion already in the early 1950s!, and if not possible otherwise we are also in
favour that a "hard core" of EU Member States can implement this (like e.g. the Schengen
Agreement, where all other states which could join it have agreed to) - and will finally implement
it.
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A Spring of Discontent:
European Politics in the Face of the Arab Upheaval

By Yonatan Touval

Yonatan Touvals a foreign policy analyst based in TeVi¥lsrael, specializing in regional
diplomatic affairs. His work has appeared in a humber of newspapers, incltidagetzand
The New York TimesThis contribution appeared also ilsrael Journal of Foreign Affairs
(published by thdsrael Council of Fagign Relation} vol. 5 No. 2, whom we thank for the
cooperation.The websitewww.israelcfr.com

A discussion of European politics in the face of the Arab upheaval mighelabegin with a
flashback to July 22007, when a French government plaagyingfive Bulgarian nurses and

a Palestinian doctor took off from Tripoli f&dia. Accompanying the six medical workers, who
had been sentenced by Libyaourts to life in prison for allegedly contaminating o0
children with HIV in aBenghazi hospital, were two women: Cécilia Sarkozy, then wife of
French Presidertlicolas Sarkozy, and Benita Ferréhaldner, the European Commissioner for
External Relations and European Neighborhood Policy at the time.

While the presence of Ferrelaldner rélected her position as the representatfethe
European Union (EU) (which for several months had been negotthenglease of the medical
workers), that of the Frendirst lady was less se#fvident.After all, sherepresented no legal or
political institution, either nationabr supranational, and her stature solely emanated from her
marital relationshigo Nicolas Sarkozy, the man who had assumed the French presidency just
two months earlier; it was his decisiom $end her, and it was he who now lavishadegyrics

upon his wife for the successful outcome of the mission.

Whet her Madame Sar lafaireyd® @eunniarad if an r, wiensledid@dya t
turned into a European foreign affair withfiofals from acrossnational and political lines
accusing the Elysée Palace of trying to hijack friitn@ EU a diplomatic success. As one EU
official tartly put it, matters should havemained within European institutional channels, and
Ailt]l]he wiferpoesithentFriemmc not 3 Box hig palt,ySarkozy i n s

3 The oficial wasthe spokeswoman for the Portuguese government, which held tmet&tinhg Presidency of the

EU Council at the ti me. Ruosed i n The el Yd&kaTfresdwby24, Bul g a
2007. According tder SpiegelC®c i | i a S aisitk o Lilyy® were tregavdedvby negotiators in Berlin and
Brusselsas fat best annoying and at worst fGbhneatpnedutbi
compl ex deal which di pl omat Sekbad Whygeadi SYanCdacznyy i G tf @ r
Spiegel Online Internationaluly 24, 2007www.spiegel.de/international/europe/0,1518,496269,00.html
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impatiently dismissedhe criticism against him, countering that the case of the medical
personnelfive of whom were women, should not be judged by standard diplomatic criteria. Or

ashed ated on French television: AThi dthoughv ol v e
C®cilia could mak® a useful contribution.o
If it is worth revisiting the diplomatic row over the 2007 release of thealedi Be n g h a z | Si

it is because it eeyilforeshadows the politics of Europediplomacy in response to the current
upheaval across the Arab world, and nowmaeoge so than in Libyaa politics markedfirst and
foremost, by the triumph afationatparticularistic (leave out personal for nowmtearests over
supranationabnes, and second, by the return of thesm!l | ed Ahumani tari ano
around as judiication for FrencHed military activity. Against the backdrop dhese
developments, the EU has appeared as helpless andshapleser, whildeightened tensions

within the bloc have placed its core values under exceptiomaht strain.

The Power of the Old European Powers

What to make of the fact that it is France and Britain that have spearheadetlitiduey
campaign cuently underwayin Libya? Setting aside for the moment tistinct nuances in the
attitudes of each of these two EU member states tothardhilitary intervention (with London
being more apprehensive and Paris alnmmesilousf, the campaign calls into gstion the
viability of the secalled Commorforeign and Security Policy (CFSP), which the EU has been
developing since thd@reaty of Maastricht formally created the European Union nearly two
decadesago! In other words, it is not, or not only, that thaitéd States has takenbackseat
role; rather, it is that two European powers have taken chargejoaedso, moreover, despite
the reluctance of some of their natural allies. Bydetng, these two EU member states have
thrown the paralysis of the EU mhighrelief.

To be sure, Brussels, somewhat like the Vatican, has no military divisionsowiritsyet over

the past several years, the EU has been at pains to develop sandiritgfense capabilities. To
this effect, it has undertaken a number ofitany missions since 2005, when it assumed
command over NATO operations in Bosraad Herzegovina. These included a variety of
securityrelated operations in su@reas as the Gaza Strip, Afghanistan, and Africa. And while
there may be gooand sound reass for why the EU should not have taken an active role in any
military activity in Libya, it is nevertheless worth noting that it has not. Thisi$aall the more
striking in view of a particularly propitious international contextEU intervention, wth all the
necessary ingredients on hanice., a UnitedNations Security Council resolution, the support of
the Arab League as well as tfe Organization of the Islamic Conference (OIC), the open

4 http://Ici.tf1.fr/politique/200707/poursarkozyseutresultatcompte4887114.html.

® Note of the editor: The article had been written before the disappearance of Ghaddafi.

® See Dominique Moisik The Amer i can Wor | dPrdjectrSyndichteAprip20j2614 Do wn, 0
’ The formal name for the Treaty of Maastricht, which was signed 2h992,is Treaty on the European Union.
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military participationof two Arab states, and last budtrieast, a clear indication that the US was
notinterested in taking the le&d.

Of course, it is not only military inaction that has characterized EU fopmticy in the wake of

the Libyan crisis. Perhaps more surprising still has beetJtha o n @reaticdoaspivity, not
least in view of the expectations associated withLisbon Treaty.That treaty, which came into
effect in December 2009, wakesigned to inject into European common and defense policy a
new cohesivenesand vitality. Among other thn g s , the treaty promi sec
High Representative for Foreign Affairs and Security Policy greater political levétagesver
before, as well as a range of diplomatic instruments, chief of whichawasnly structured
diplomatic servicgthe secalled European External Actiddervice, or EEAS). That Catherine
Ashton, thefirst to assume this post undde treaty, has so far failed to make good on the
promise held out by the treaspould raise questions not only about her dualiions- which

have been raisedften perniciously, from her .rst day infiale - but, and more pressingly, about
the commitment of the various European players to the very idea of a CoRorgign and
Security Policy.

And yet the problems plaguing the EU hanat been merely personal asttuctural, what with

the familiar dificulties inherent in reaching consensus ambmgnty-seven member states.
Much more worrisome have been thssiparouspolitics at the very nucleus of the European
club, the secalled EU3 of FrancepBritain, and Germany, with the latter not only opting out of
taking any part inthe military campaign but going so far as to abstain from voting on UN
SecurityCouncil Resolution 1973, which approved the establishment of.g rane oveLibya

and authorized dall n e c e s'SWhatgverthreedamsestic pobtical t o
considerations behi nd B eimplicatior® sof thdseabstestioro for t o
Brussels may prove faeaching. As formeiGerman Foreign Ministedoschka Fischer has

bitterly lamented, at a time wheBer man | eader ship i s most nee
congealingintoamnt r ospective provincialism. o The #fAco
hear gues, i s feant @f alltcautrids.eGerinaniy \ghich can almost beermed the

inventor of the European Common Foreign and Security Pell@snow dealt that policy its
most dangerous blow thus far.?o

8 Indeed, aliberal deal i st appr oach wo eldctdnceetostaka up aiptary irdtiatide, ditihge E U6 s
the Unionbés internat i-ocas@pposetbdnditary or ecpnoraicspoweer. Acnoodingrta this v e 0
view, the EUOs wjirtehatietsst fpaobwelri trye sttos s hapenabohoepti oers
its role, therefore, lies in spreading its seclared core values, such as freedom, democracyyltnef law, and

human rights, through a variety of diplomatic and cultural mechani$ims. most articulate proponent ofigh

approach is lan MankPewer Eeeopes ANGComaICNSdé@ouomnaiobn i n
Common Market StudieXL:2, 2352 5 8 . Mannersdé thinking owes nmEuoge t o Fi
as a fAcivilian poiweal 0Oeespe.ci 8EL yPoepaecles, Raonlne Rinc hWao rdl «

Europe Tomorrow: 16 Europeans Look Ah€adndon:1972), pp. 3R47.
® For the complete text of the treaty, $d#p://europa.eu/lisbon_treaty/full_text/index_en.htm

0 For the complete text of the resolution, seew.un.org/News/Press/docs/2011/sc10200.doc.htm
“"Joschka Fischer, @IShfamme bar Apge V Ehe DaidysSt; Marohr28, 200t pol i ¢
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European fAlntrospective Provincialismo

This censorious assessment of Germartipslihowever, may well apply to othEtJ member

states as wel including those very ones, paradoxically enoubht have been at the forefront

of the diplomatic and military campaign. Indeedh argument could be made that the Libyan
campaign retects as much the oldtyle politics of the Westphalian system as it does the
universalist values of theupranational European project, and in this respect, that the term

Ai ntroppexcit nviermd s sEnwr alpeds response tomthe he u
very outset. The rhetoric coming from European leaders durinfirdtevave ofevents should

speak for itself. The most parochial, not to say nationally chauvimstjs came from France,

the shorived foreign minister of which, Michele AllieMarie, publicly offered Tunisian
authorities thesavoir faireo f Fr an c efdrees ts lelp grush thg nascent revolutfon.
Similarly obtuse was the lItalian foreigminister, Franco Frattini, who responded to -pro
democracy protests in Tunisiabgseit ng t hat Apriority number on
fundamentalismand terrorist cells. o0 Meanwhil e, as t
Prime Minister Silvio Berlusconi chose to praise President Hosni Mubaréktak e wi s es't
me n . Oeveh aftér his European counterparts had fully waketo the meaning of the events

in the Arab world, Berlusconi remained true to bld self: as violence started raging across
Libya, Berlusconi told reporters that had not called the Libyan leaderda@se he did not want

to Adisturthedevdit? m duri ng

Yet beyond the personal blunders of individual leaders, it was a constellatioistarfical,
economi c, and cul tur al f act or smayjhdmadcross the p e d
Mediterranean.ndeed, as much as Brussels might insistarging a uniied relationship with

each of its southern neighborsnost notablythrough the framework of the s@lled European
Neighborhood Policy (ENP) no parEuropean structure could withstand the uniquatdyal
pressuresunderpinning relations between certain individual European countries and their
Mediterranean neighbors. This is true in particular for the former colonial pamergheir

12 For the comments of the French foreign minister Michéle AMat r i e, see pidpoissidef fF as
dd AlFMairoite susci t eleMontlealanpaoyll® 201 Kjlio teMarie was not the only French minister

to have made controversial remarks at tinge. Thefirst to blunder over the Tunisian crisis was the agriculture
minister, BrunoL e Mai r e, who publicly reckoned that dftenni si an
mi sjudgedo and Ahad done a | ot f or Miterrand, ollowed sutandd Fr e
defended the embattled Tunisian president by clairhirgat Tuni si a was not &arLefune gL
Maireds comRamtns,e ged ufsle de 6donnleMondeddanuarydl, 20hlsFor © | a
Mitterandbés comment s, see AFr®d®ric M urtivbqaer measerdble 6 Di
e X a g ® rL®Poéf danuany 10, 2011.

BErattini €) datedt Jamoame X7t 2011, are available on the website of the Nhfastry for Foreign
Affairs,  www.esteri.ittMAE/EN/Sala_Stampa/AmivioNotizie/Interviste/2011/01/20110117 FrattiniTunisia.htm
for Ber | us c o n Mudbarak, csedmtpvéairauters.com/article/egyptNews/idAFLDE7131GX20110204
forBerluoni 6 s comments on Qadha. |, see
www.reuters.com/article/2011/02/20fitalylibya-berlusconidUSTRE71J1LH20110220 Worse yet, even as
European leaderdowly began to adjust their rhetoric to the political reality on the ground, they suffieeed
embarrassment of revelations over their private contacts and even private igdatesships with some of these
very same Arab heads of state. The most dagmeivelations concerned AllieMarie, forcing her to resign.
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onetime colonies, as was manifestly evident in the French respmtise unrest in Tunisia and

the Italian one to the turmoil in Libya. As Sarkogyx p| ai ned, since fAthe f
should not be taking stancesonthet er nal devel opments of f or me
to act fwiede rgarditgdevempments in TunisiaAnd similar pressures have

affectedl t al y6s position on the military campaig

support ré ects the presence of strong opposition at home, not leastawhipolitical camp.

It is precisely against the backdrop of such national and domestic pretssirdese need for a
compelling and overriding cause for war has arisen, andtllat k 0 zy 6s resuscita
of Ahumanitariano i nbeenderstoodia be suresahcertaih degreetofe r e f
good faith was apparently behitite move to adopt a UN Security Council (UNSC) resolution
authorizing militaryintervention in Libya, especially on the part of the US. Hovering over the
push forswift and rapid action werthe lessons of Rwanda and Srebrenica, to which top US
officials, including Secretary of State Hillary Clinton and UN Ambassador Sr&a) were
particularly sensitivé> And yet domestic political pressures on soofiehe European leaders

cannot be ruledud, not least the suddenly belligeregarkozy, who in the same week that he

found cause to intervene in Libya also deisttroops into Ivory Coast.

In this respect, it cannot be mere coincidence that UNSC Resolutions 1913yf(sponsored

by France,Britain, and Lebanon, and passed March 17, 2Grig 1975 for Ivory Coast
(sponsored by France and Nigeria, and passed MgycR011) should read so similarly, what

with their emphasis on the principle dft he r esponsi bi |l ity &lsoto prot
international humanitarianaw.’® And yet that very similarity raises questions about the
motivation behindhese two campaigns, and more sfieally whether the good faith that drove
Washington was not abused by the instrumentalist agenda ofyéxEl

Either way, and in marked contrast to the case of the Benghazi medical wiariZ887 (in

which the humanitarian cause had flistid , i n Sar ko ziwdvemepntofdigwfe)nt , t
the humanitarian crises in both Libya and Ivory Cadsthandd immediate military action.
Inevitably, some observers have argued thathumanitarian vestments with which the French
president has draped thesei | i t ar vy campaigns wer e design
motivations, whichare narrow, petty, and electbr&arkozy is at historical lows in public
opinion polls, has recently suffered a stinging defeat in regional elections, and is entering a
presidential election year while trailing the extreme Fightg candidate Marinée Pen in the

polls. As one French awmaker has <c¢har geighe wiuldfdecl&a a wao z y

14Quot ed in Steven Erlanger, iSar kGolbny,T 8 ay ShHe MewYorkknder e
Times January 24, 2011.

1See Helene Coo per and St ev e rne With yibyMafters Isi, f tA OlbyaThe@ | iTratk &
New York Times March 18, 2011.

18 For the complete text of UN Security Council Resolution 1975, see
www.un.org/News/Press/docs//2011/sc108®86.htm
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every vOeeskatedor not, domestic politicabnsiderations have certainly shaped the
response to the crisis, not only in Frameel Germany but also in Italy, where politiciaravé
been concerned for the fatéa vast array of economic and investment interests, many of which
arealegacf r om the two cofntrieséd colonial past

A Crisis of Migration

And yet the turmoil across the Mediterranean has raised considerable agiattaty for
another reason migration. Geographically situated in the frontlif@ migrants from North
Africa, Italy has expressed nothing less than alarm theeincreasing numbers of migrants from
Tunisia, Egypt, and Libya. Routinelikened to aflood, the arrival of migrants has so worried
the Italian interiorminister that he employed an unusuand apparently original .figure of
speecrwhen he warned Europeans of a potamdsi al
the Mediterraneal?, Feelng that its calls for European solidarity frats EU neighbors were
going unheeded, however, Rome dropped metaphgsitsesorted instead to a physical ploy: it
began issuing migrants temporaiyh u mani t ari ando residence pern
Schengen Conventiorallow the migrants to stay up to six months in Italy as well as to leave
Italy to travel to other Schengen states, including France, which also happens tptedired
destination for many of the Tunisian migrants freshly arrivedaity.INot surprisingly, the move
was harshly criticized by France and Germany, lzaslled one local Frenchfiafial to take the
unprecedented action of closing tfe Italian French border for train trt for several hours in
order to preventunisianmigrants from entering French territory. The incident brought tensions
between Rome and Paris to boiling point, with the Italian foreign mingstiting the French

action Aillegitimate and iparicnlceiaprl evsiCodhcdatni do nt
President Herman van Rompuy appealing r Pari s and Rome not to |
issue®® The Frenchantl t al i an | eaders have responded to

reachingagreement on a number of changes they would press Brussiigsoduce intothe
Schengen Conventioichanges that would effectively allow member stgrester discretionary
powers at the expense of the EU.

Whichever way the Libyan campaign goes, the Arab upheaval has nagxqaged but further
heightened disions within Europe, and the challenge foe EU will not be easy. As always,

17 The statement is that of Didier Mathus, an opposition socialist legislator and mefnther foreign affairs

committee of the French parliament. Quoted in Steven Erlafigéry a nc e 8 s R oflices Disptays @ NMoree e  Co |
Mu s ¢ ul a rThePNeWw Yocklime§ April 6, 2011.

18 Among other economic interests, including oil and gas, are the huge investment msgecisted with the
controversial AFriendship Tr e20@8yAccordinghtad tleehternts lofethe treaty, c o u
which is framed as a compensation packagetobya f or | talyds col oni al rul e,
over the next twentyears for investment projects in infrastructure and development that will be avwardalhn
contractors. The conaein ltalyisf Not e by t he e di t thatifthecwrentregima in kiloyavieee A wa ¢
to fall, the contracts would be awarded to other companiestably, French ones. Sedleandro Speciale,

ABerl usconi 6s Globhl PastMarchi2u20idr u m, 0

YSee Vvalentina Pop, fATuni si ads 6 EUddeivagFebruary k40201ls 6 pi t s

see Vvalenti Aat aH o pa,n firForwa nocvoe r T uEUJobsdrvarAprilh8, g0dlant s esc all
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the internal challenges pale in comparisoth® external ones. Looking south, the EU will have

to recalibrate its relationshipith the southern Mediterranean, and theresages that Brussels is
alreadyreconsidering the failures of the European Neighborhood Policy and thecferies

bilateral agreements that had underpinned &As Gt ef an F gdmenissioreruforo p e a
Enlargement and the European Neighborhood Policyadas eady r ecogni zed,
vocal enough in defending human rights éowhl democratic forces in the region. Too many of

us fell prey to the assumpticdhat authoritarian regimes were a guarantee of stability in the
region. This wasot evenrealmlitik. 't was, -taetr mb essintbe kind of Istooint t
termismthat makes the long term ever mordidifu | t t?© bui | d. o

It is internally, however, that Europe will face the greatestatifties, and theomplexity of the
problems might best beaptured by gazing back at Eurodpe om t he out si de. )
the landscape of Europe from Istanbubeyond, thdirst thing one sees is that Europe generally

(like the EuropearJni o n) i's confused about its inter.|
observedii Hi gher wal | s, tougher visa restriction
numbers will only postpone the day of reckoning. Worst of all,-iemtiigration politics,

policies, and prejudices are already destroying the core valuesabaEnu r ope wh*at it

For now, the Libyan campaign and the ongoing upheavalorthern Africa are bound to
continue straining the European body politiche fault lines are numerous, and they are
demarcated as much by past wrorgsby present and fuie interests. As Bulgarian Prime
Minister Boyko Borisowreminded European leaders last monthj&to must have its say on

the questionof whether to recognize the Libyan National Council, the Bengbased body
representing the ar@a d h a . explaireed to EU Iéaders that the memhsrthe Council

in Benghazi, o6 he tol d r ep o Bulgariars medidalavorkersdomo n g
eight *years. o

21 See, for instance, the puldiion by the European External Action Service (EEASYioA Par t ner shi p f
and Shared Prosperity wiBtussels Maech& 20Ut her n Medi terranean
http://eeas.europa.eut®med/docs/com2011 200_en.pdf

22Speech by Gtefan F¢l e, Eur opean Co mmeighlsorhood €alicy,f or E
EuropearParliament, February 28, 2011

20rhan Pamuk, fAThe F abeiNavgYorR Resiewof Bodksebruay t0p2011.0

24 See Novonite (Sta News Agency), March 12, 2014ttp://www.novinite.com/view news.php?id=126154
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Influence of the Macroeconomic and Legal Frameworks
on the Competitive Positionfahe Kaliningrad Region

In Russia
With a Comparative View of Enclaves in the World

By Pavel Shkapenko

Living at present in Kaliningrad/Russian Federatjohe is a
Doctor of Linguistics, renowned by his publications devoted to
the analyses of pragatic studies in the field of Internet
discourse. In parallel he started his business career as supply
chain manager in an assembling factory for consumer electronics.
The promotion to the position of a Senior Manager for Business
Development in a brokeragmmpany required an MBA diploma,

g which was successfully obtained at European University Viadrina
/ V : in Frankfurt (Oder), Germany. During these studies Pavel

Shkapenko got interested in the topic of strategic development of

enclaves and the Kaliningrad Regionparticular, which turned out to be a main point of his
academic interest at the moment.
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Introduction 2°

The problem ofthe Kaliningrad region aroused considerable interest of many scholars from
Russia andhe European Union and definitely taka central place within researchesand on
Kaliningrad region. The Kaliningrad region is fully separated from the main territory of Russian
Federation by Lithuania, Poland and Belarus. The distance between Kaliningrad and closest
Russian regional centre (RsK is 800 km. This special geographic situation makes this problem
truly interdisciplinary and thereforé is in the scope of political, economicdegal and
geograpital sciencesThe fact that Kaliningrad is surrounded by members of European Union
creates additional opportunities and problems for the region.

In the present paper weainly focus onthe economic dimension, however taking into account
the influence otllltheot her factors. 1 tdés widely known ¢t}
the leadersamong all Russian regionssing rapidly after the crisis of 1998 year. Different

% The author wants to express his gratitude toKhkningrad regional gosrnment spokeswoman, deputy Elena
Voitehovich, for providing relevant press releases, a group of Kaliningrad State University students (Department for
Economics) for participation in discussions on development of the region, and his wife Natalya foprimitfa

reading of the paper.
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macroeconomic indexes were improving rapidly: tB&P (Gross Bgional Product) was
growing rapidly, as well as GRP per capita, the rate of unemployment was derreasiage
salary was growing, the region wasiongtop 10 in different ratings comparing living standards
of Russian regionsThe data will be provided in the chapter devoted to development of
Kaliningrad region. This growth was obseruadil NovemberDecember2008. Since that time
situation changed dramaticallAccording to www.kaliningrad.net(n.d) te official rate of
unemployment was 11,3% in Julyf 2009 nonofficially the rate of unemploymentwas
estimatedo 2025%, 164 companies went bankrupt, which is 12,3% higher than in 2008, this
list can be prorogated furthéFhe arrent situation can be characterized as stabilized, but it is
not even close to the peak of 262808.

This situation raises a lot gliestionsthe answers tavhich are to be found ithis paper:

1 Can we treat the peSoviet period of development of Kaliningrad region as homogenous or
can any special chronological periods of development be singled out?

1 Which factors influencedhe ecoromic upturn of the region in 19980087 Can we treat
them as longterm or shorterm factors?

1 Was the strategy of development of the region successful in comparison with example
worldwide practice? Can the enclave compete with the mainland in theyaqidife?

1 Was the downfall of 2009 caused twe world economic crisis onjyand why the reaction of
the region to the crisis was much more painful than in Russia on the whole?

1 Assessmenf the reaction of the government to the crisis. Recommendations.

These questions predetermine the whole structure of the paper. In the first chapter we will
examinethe pstSoviet history of Kaliningrad region. We will describe and analyze the actions
taken to substitute former economic ties, established in Sowien, we will analyze how the

crisis of 1998 affected the region, we will analyze the period between-ttadled Russian crisis

of 1998 andheWorld Financial Crisisvhich started in 2008&andwhich became the real peak of

the growth of regional economgnd finally the period of the deep crisis 2€2BL0.

In thesecond chapter we will analyze the theoretical aspect of the problem. We will examine the
theory of regional economic development with a special regard to Kaliningrad region and tak
into accout the very special geographic location of Kaliningrad regiandwe will analyze the
theory of enclaves putting a speciatcent on international experience of economical
development of enclaves in historical and modern perspective and its appli¢dab{lgyningrad
region.

In the third chapter we will select macroeconomic paradigmhich will suit most the
Kaliningrad region on the basis of the statistics ofpistSoviet history and the theory of
enclaves and we will describe the details relevafur its applicationin favor of economic
development of Kaliningrad regionVe will analyze the strategy of development of the
Kaliningrad region on the basis of comparative analysis with other enclaveswyilalso
analyze the regulatory steps which gl and partly national government undertook in order to
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fight the crisis and on the basis of the analysis carried out we will provide our own
recommendations for the development of the regidhemwrisis angpostcrisis period.

Chapter 1 - Economy ofthe Kaliningrad Region in 199:2010

It is quite obvious that the economy of the region had to be exposed to structural changes: there
was no USSR any lomg, the political and economsgystemhad changed dramatically and the
former ties with neighbars wae no longemactive So it is necessary to understand the nature of
structural transformations to understand the nature of modern Kaliningrad economy.

Thus, after the collapse tie Soviet Union, the region became separated fronmiti@ part of
RussiaFor the region the economic consequences were more negative than to any other Russian
region. The enterprises of the region were closely integrated into production chains, which
included enterprises from Dushanbe to Vladivostok. Taking into considerabjattioe
problems with economic transition the decrease of manufacturing ooipdé up70% (in
comparison with average 50% in RusgMinokurov, 2007a, 7). So what was the sicture of
Kaliningrad economyefore the collapse of USSR? There wreemain branches: mechanical
engineering industry, food industry, woodwork and timber industry, which constituted almost
80% of the GRP of the region. The economic crisihefl®0s could be characterized by strong
downfall of commodity production on the wle (including the whole industry and abeve
mentioned leading branchess well asagriculture and forestry). On the other hand, we can find
this phenomenon natural for transititiom command economip market economy growth of
service industry. Howevens it was mentioned by Smorodinskaya and Zhukov, the subdivision
of industrial division with highest accent to service industry, which is typical for developed
countries, was reached not due to tipeurn of service industriput on the contrary, by heavy
decline of manufacturing output. Therefore, Smorodinskaya and Zhukov call the period -of 1991
1998beinga period of deindustrializatiofgmorodinskaya, Zhukov, 2008p 23-25).

Thus, on the basis of the analysis of Smorodinskaya and Zhukov we singieeytteriods in
postSoviet history ofthe Kaliningrad region the period of deindustrialization (199998),
reindustrialization (1992 008) and t he peri od o7 Héraitasdeeyi nd u s
important to find out the trigger for reindtalizing the region in 1998 and the trigger the

second wave of deindustrialization as well and analylag iheans otoncrete figuresSo, there

were tvo triggers for economic boom the Kaliningrad regiori the introduction oiregime of
specialeconomic zone (CEZ) anthe crisis of 1998 a well asthe devaluation ofthe Russian

Ruble.

The State Law fAOn stheKailalni engo madmir tergedincid®® icra m
This Special economic zone is rather unusual. As it was mentionethbgwov, the conterf

the Lawis mainly devoted to creation affree customgzone but not a standard of\énokurov,
2007ap.165) As inatypical free custom zone there is no import custom dutlyarKaliningrad

region, so it$ neither required tpay customs duties and VAT on foreign trade operations nor
excise taxes. Naturally, the goods produceth@Kaliningrad region designed f@xport to the
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parts of Russiare not subject to taxes. The conditions for tax free export to Russia were the

following:

1 15% of regioml added value (localizatiomr local conterjt for home appliances and
electronics

1 30% for other goods

This law had enormous impact t¢ime Kaliningrad region. The analysis of effectiveness of the
strategy behind the law will be cad out in the following chapter; here we should single out the
immediate consequencesthis law. Most certainly businessbased on assembly of imported
parts from abroad and oriented export to main part of Russiaenedoomed to prosperity. On

the otler hand, some sectors of eoany orientedon agriculture ceased to be competitive with
more effective foreign rivaleecause their production was no longer suligectistom duties and

VAT. Moreover, even effective Russian companies outside the regiothémstompetitiveness

in comparison with foreign companies because VAT is charged from the goods imported from
other parts of Russia, but not from abroad.

The second factor, which influenced thesperityof the Kaliningrad region in much more
indirect way, is the devaluation ofhe Russian Ruble. Vinokurov states this as the important
factor of increase of GRP (which is somehow logical, because the growth of GRP of the region
starts exactly in 1995) but does not give any res$ointhat (Vinokurov, 200a, p.183). Theresi

no doubtthat devaluation is profitable fdroth exportoriented companies arel’enthe whole
regions.

However, he Kaliningrad region gained velittle from this perspective. Even Lukoil with its oil
reources did not gain much dtesignificant drop of oil prices in 1998. From qugint of view
the region gained imn indirect way. As we mentioned above the Law Special Economic
Zone stipulated export from the region to the main paRussia. The devaluation of theilite
gavea strong pus to Russian economy, due ts #gxport orientatiobased mainly omatural
resources. That means increaseboth living standardsn Russia and purckang power of
Russian customers. That stipulatadesgrowth of exported products to Ruasi

From the abowenentioned information it is logical to make the conclusions that the effect of the
Special Economic Zone Law as well as the crisis of 1998 and devaluation should have led to
boom of all enterprises connected with assembly in the Katamihgegion. The growth of
investments from the main part of Russia andgitosvth of GRP should have been higher than
Russian GDP. In order to find out whether all the provisions described above were realized it is
necessary to examine the relevant dataane details.

It is very hard to giveasomehow precise estimation for the investments coming to the region for
several reasons. Firstly, it is quite difficult to measure the level of investments coming from
Russia, the investments which are very img@it;t according to some scholars, are several times
bigger than the foreign one. Secondly, the way of accounting investments by Russian Federal
State Statistic Service (RFSSS) seems ineffective agWebtkurov, 2007a, p.80).
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However, even the figuresahare availale give a rather clear picture:

Table 1. Dynamics oforeign investments to the Kaliningrad region in 192805
(min. USD)

Indicator 1998 1999 2000 2001 2002 2003 2004 2005

Foreign 39,4 18,3 19,1 24.6 47,7 56,2 61,9 75,3
investments

FDI 9,2 4,1 6,6 3,2 5,9 14,0 22,4 18,8
Portfolio 0 0 0 0 0 0 4,9 1,3

investments

Other 30,1 14,2 12,5 21,3 41,8 42,3 34,6 55,2
investmentg

(Source: RFSSS)

The data from the table 1 is illustrative. It shows the total figure of the investments which is
rather small, it indicates the ratio of foreign direct investments and portfolio investments as well
which is only 26,4% ibnetakes the aggregate figure for the whole period. It is well known, that

from macroeconomic perspective the foreign direct invessnamt the most precious, bringing

i nnovations into management, HR mrve stt enemn 10
shortterm credits for import are dominating. That means that the structure of investments leaves
negative impact on the developmef the region. Also we should mention that even the given
figures of foreign investments are smaller, because behind the mask of foreign company we
often find Russian capital (as we mentioned before that due to the law of the &penm@inic

Zone it ismore profitable to invest as a foreign company, than as a Russian one).

Finally, according to Vinokurov, 77,9% of total investments (both foreign and Russian) are
shortterm ones and only 22,1% are letgm investmentgVinokurov, 2007a p.81 Vinokurov

does not explain this phenomenon, however, the explanation is on the surface. Besides typical
problems connected with investments to Russia (corruption, entry barriers caused by regulations)
there was a clear problem based on the specifics of the refimme was no assurance
concerning the length of the period of Special Economic Zone existence. Moreover, there were
constant rumors that the Zone will be terminated. So, the investor could never be sure that his
resources invested for axple in building anew factorywill be a waste of money due to any
amendments to the Russian legislation system. This fact presupposed such a negative structure
and duration of investments. Similar considerations were partly justified by means of a new law
on SpeciaEcononic Zone which came into force in 2006.

Thus taking into account such customs preferences and structure of investments it is not
surprising that the industries which were prosperous in USSR became leading in the Kaliningrad
region in the new millennium aswell. As we mentioned before, these areechanical
engineering industry, food industry, woodwork and timber indugtrgm the one hand it is quite
logical to start the business on the grounds of some (though outdated) technological basis, but in
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fact all this branches of industry were seriously transformed with regard to specifics of the
Special Economic Zone. For instance, mechanical engineering industry of the region in the
Soviet Union time was oriented on the goods designed for further productionotamil the end
consumer. Only a very small part of this industry managed to survive in the crisisoAgér

the introduction of the Law on Special Economic Zone it was superseded by the assembly of
home appliances and electronics: CRT TVs and LCD, TiWsrowaveovens,vacuum cleaners,
refrigerators, etc. Other industries were also transformed to produce @foekieh parts should

have been imported from abroad, like furniture assembly factories.

Here it is possible to make some intermediate coragsilt was clear thathe Special
Economic Zone was introduced as a kind of compensatiahd@nclave position of the region,

not due to any particular strategy of development of the region or a concrete enterprise. That led
to development of businessehich did not require big investments and were oriented on import

of parts for assembly (cars, home appliances, furniture) for expdrussia. Due to special
customs preferences neither assembly in other parts of Russia no import of readymade
production could compete with Kaliningrad factories. Now it is important to see how this
strategy was reflected on macroeconomic indexes of the region in comparison with the indexes
of Russia. The data is taken from the Russian Federal State Statistic Serviasedatab

Table 2. The comparative dynamics of the growth of Kaliningrad GRP and Russian GDP
19952008

Index 1995 11996 [1997 1998 1999 |2000 |2001

Growth of region GRP | -4,1% |-3,4% |[0,9% |[-19% |54% |9% 5%

Growth of Russian GDP| -16,2% | -14,1% | -45% |-95% |6,8% |144% | 6%

Index 2002 | 2003 |2004 |2005 |2006 |2007 |2008

Growth of region GRP |56% |73% |7,1% |64% |7,7% |81% |5,6%

Growth of Russian GDP| 9,5% | 11,5% | 12,3% | 13,6% | 15,3% | 19,9% | 9,9%

(Source: RFSSS)

The Table 2 gives evidence for the preliminary conclusions that ade mndeed, the period of
19951998 shows negative growth of GRP and the period of-P@8@8 constant positive growth

of GRP. Evgeny Vinokurov analyzing the same figures but of the period 2085 (actually

new data does not change the trend, onlypplant i ng curves both for RLU
GRP) states: ACompari son of dynamics of Ru.
making an important conclusion. In general, the dynamics of Kaliningrad economy coincides
with the Russian economic trerflRussian GDP grows negatively the same happens with GRP

of the region. If national economy grows, the economy of the region grows as well. But the malil
peculiarity is found not in the fact that the economy of the region follows Russian trend but in
the scope of fluctuations: the Kaliningrad regional economy has much higher amplitude. For
instance, when in 1995996 Russian economy showed negative growth-B963the regional
economy was collapsing annually by 15%. And on the contrary, when Russian gcstaded

growing with average growth of 6,8%, the Baltic exclave was growing by 10,5% in average

a n n u aVinbkyrov, 2007, pp.668). There is no doubt, that the observation made by the
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Kaliningrad scholar is right; however, he does not give any exjdania@ this phenomenon. The
analysis, which we carried out before, enables us to describe this situation. Thus, as we stated
before, the economy of the Kaliningrad region in Soviet time was deeply integrated with the
republics of USSR which became indegent inthe 1®0s. The loss of these economic links
hurt the production in the region dramatically. Adding the additional cost for transit of natural
resources such as oil and gas from the main territory of Russia via Lithuania and Belarus allows
to undertand why the crisis ahe90s was much more severe in the region than in Russia on the
whole. Now let us compare the economies of Russia and the region-eripssperiod of 1999

2008. After devaluation of the rubllee Russian economy started growihgnd in hand with an

oil price on the market. But the Kaliningrad region received specific conditions for development
of certain branches of industry where other Russian companies could not simply compete with
Kaliningrad enterprises because of advantagfethe Special Economic Zone. According to
various data of different economistGgreev, Vinokurov, Fedordvor the period of 2002008
60-70% of vacuum cleaners, 5% of microwave ovens and around 50% of TVs produced in
Russia were produced in Kaliniragl. Vinokurov shows the growth of intervention of
Kaliningrad products to Russian market from the time when Special Economic Zone started
functioning to its full extent, providing the following figur&iflokurov, 2007a p.78):

Figurel
2000
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1600 /
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2000 2001 2002 2003 2004

Growth of goods volumer@duced in the Kaliningrad region and exported to the main part of
Russia, 2002004,in millions USD

The figuresshown byVinokurov are seHexplanatory. The growth of export within 5 years by
400% explains why the economic growth of the whole regionfagtser than the one in Russia

as a whole. The 400% export growth was provided by assembly of home appliances and
furniture on the basis of the Law on Special Economic Zone.

The information above shows that there is no general pattern for the Kaliniegraw to follow

the trend of Russian economy but to a greater extent, no matter if Russian GDP is positive or
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negative. The message is partly true for negative growth, which is due to geographical
remoteness of the region and natural expenses connedted, ike transit of goods and free
movement of people. These problems will be examined in more details in the following chapter.
Here we have to underline that the trend was caused by concrete temporary factors such as the
collapse of the Soviet Unioand disintegration of the Kaliningrad economy witie new
independent statd€1S) and introduction of a SpeciglconomicZone.To illustrate this we will

provide the other crucial microeconomic indexes for the period, which is considered as the peak
of PostSoviet Kaliningrad region economiyn theyears20052008 singled out a line of criteria

such as growth omdustrial production, growth of foreign investments, level of unemployment

and others, comparing indexes of the Kaliningrad region and Rigsaiwhole.

Table 3. Crucial indexes of Microeconomic development for Kaliningrad region and Russia, 202908

2005 | 2006 | 2007 | 2008 | Comment
Industrial Kaliningrad During the period of 4 years th
production Index | Region 127411666 | 1348 | 1043 | jnqex of manufacturing output in th
(relation in % to[ Russia 105,1 | 106,3 | 106,3 | 102,1 | Kaliningrad region increasedhree
the previous year) times in comparison with the level
2004, comparing with 21,3% for th
whole Russia. In 2008 the tenden
was not as clear, however, the ind
of manufactiring output was stil
higher than in Russia.
Construction of| Kaliningrad During the period ofour years the
residential houses | Region 282 535 804 854 area of residentidlouses constructe
(square meters Q : per 1000 people increased in t
total area for 100( Russia 304|355 429 449 Kaliningrad region bythree times
of people) comparing with 48% in Russia. F
threeyears in a row Kaliningrad wa
a leader in this parameter in t
whole NorthWest region of Russi
including Leningradskaya oblast
Foreign Kaliningrad by 3,7 Here we should mention th
investments Region 121,71 107,3 times 125,8 Kaliningrad showed significantl
o Russia 1324 | 102,7 | by 2,2| 858 bigger grovv_th iny in 2002008.
'Er:eelatrlg\?iclyﬂsﬁ) ;c;r) ti%es However, this dimensionamnot be
P y called fully reliable, because
different estimations 2@0% of all
foreign investments  to  th
Kaliningrad region is Russian capit
under the mask of foreign ones, f
the sake of receiving preferences
the Special Economic Zone.
Growth of Kaliningrad This dimension does not show a
population real Region 122 127 1163 | 953 big difference betweethe tworows,
income(relat_ion in Russia 1124 | 1135 | 1121 | 1029 hovye_ver, inde_xes relatf-:d to th
% totheprevious Kaliningrad regio were higher thar
year) in Russia for the period of 2004
2007. The change in 2008 will g
explained later.
Registered level of Kaliningrad 1,6 1,4 1,3 15 For the whole period the level
unemployment Region registered uemployment is
RUSSI 25 2.3 2.1 2.0 considerably lower, than in Russi
(%) ussia The real fgure might be different ir
2008; this fact will be examinec
later.
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The data which wasnalyzed showed that the introduction tbé Special Economic Zone
became a powerl tool that made possibline growth of theregioral economycompared to the

main part of Russia in 1998008. However, the data which we provided do not givanswer
whethersuch an effect was long-term or a short/midterm one. Before making comptve
analysis with other enclaves which should enable to draw the conclusion regarding the
effectiveness of such Special Economic Zosgulations we will analyze the period of the end

of 2008 till present times, to understand hdhe seemingly effectivesystem started
malfunctioning on the basis of crucial microeconomic indexes.

Crisis period of 20082010

From the very beginning it shoul d be me nt
Kaliningrad region followghe Russian trend but with higher detiams found its reflection in

the contemporary crisis as well. First of all, it is essential to analyze microeconomic indexes of
2009 to be able to make any conclusions.

So, theGRP of the region declined by 13% comparison witha negative growth of Rs&n

GDP by only 7,9%. According to the official data industrial production index declined by 11,5
that is even better than Russian 11,2. It is hard to assess this data but it does not look reliable.
Thus, according to the same source, electronics droppeah by terrific 69,5%, car and
machine manufacturing by 44,6%, etc. The only positive figure shown here by Voitehovich and
Smirnova is growth of iron and steel industry by 24,2%. Here we should mention that iron and
steel industry has in no way even samithare irtheregiord &RP as the collapsing industries.
Therefore, this data cannot be treated as reliable (Voitehovich, Smirnova 2010 p. 14).

For 2009 the volume diousing constructiondecreased by 11,7% in comparison with volume
of 2008. The entire i t y was ful | of Al ocked inodo const
changing only in 2010.

In 2009 Kaliningrad region received 112,2 min USDfateign investmentsthat is 29,9% of
previous year, comparing godrop of 21% in Russia stated by gzeu (n.d.).

According to the official data, the registered level of unemployment was 3,1% of the
economically active population. According to the data of 2008 the level of unemployment raised
twice. However, this isa much more advantageous figure c@rgd with Russia, which
according to aksakal.info (n.dhad a quota 08,4%. Taking into account the fact that all other
figures related to the Kaliningrad region were significantly worse, it is logical to take an
assumption that the data provided by Vioiteich and Smirnova, who followed Kaliningrad
branch Russian Federal State Statistic Service, does not provide the whole picture on this issue.
Indeed, it is truly misleadingTo prove this, we should trace the history of unemployment
dynamics in 20009:
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Figure 2
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The dynamics of unemployment growthtloé economically active population among the iKalgrad
region (source: RFSSS)

Let us examine the data in the figure 2. Thus, according to newkaliningrad.ru (newkaliningrad.ru
n.d.) in February the rate of unemyphoent was 3,5% that is more than twice more in
comparison with the total figure of 2008. However, the dramatic growth was registered in the
period MarchiAugust 2009. The rate of unemployment was 11,2%, which according to
rurgrad.eu (n.d.) was more thanil@és more than in March. The reasons of such growth will be
examined later, but now it seems imamitito understand how this figure decreased in the end of
2009. In November 2009 RFSSS published data which indicated that the rate diminished to 9%.
In thearticle on the website newinkaliningrad.ru this data is analyzed parallel with the report of
the regional government. Kaliningrad.net states (n.d.) that the decrease of the rate of
unemployment in the region was connected not with creation of new workicgsout with the

fact that the population of the region was forced to be occupied in temporary low paid public
works (more than 300 million of rubles were used from federal budget for this program in the
region, around 3800 of people were involved ihe& program). In December 2009 this program
reached its peak for objective and subjective reasons. On one side people got tired of attempts to
find the job with at leash somehow decent salary, on another side regional authorities in the
attempt to reachgsitive figures in the end of the year decided to put pressure on people, not
giving them the opportunity to receive unemployment benefits in case they refused to take public
jobs, which had salaries quite equal to unemployment benefits (approximateRpQ8ED).
Thesefigures should be taken into account in connection with the facthtdatinimal consumer
basket was 2622,7 rubles (approximately l98D) according to the official data quoted on
kaliningrad.info (n.d.). However, the research, if the augttad the research would be able to
survive on this amount of money, would be of significant value. Taking into account the fact that
the payment for housing and communal services in the region is minimur20800ubles this
amount of money makes possilanly to survive.
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Thus, we can make an important conclusion that the decrease in the rate of unemployment from
55.000 to 15000 of people in the region of half a million economically active population was not
made due to strategic initiatives of theimnal government or business, but due to temporary
measures undertaken by federal government, which definitely haveetmoreffect. This is also

proven by the fact that according to unofficial sourcks instance akaliningradfirst.ru(n.d.)

the rde of unemployment was still 11,5 % (860 people).

Now it is logical to makehe seemingly counterintuitive conclusion that Kaliningrad suffered
more fom the crisis than Russia. Counterintuitive comes from the fact that the leading branches
of Kaliningrad industry were i@ preferential position than their Russian competitors. The most
interesting fact is that as we mentioned before the strongest branch of the industry of thie region
electronic industry (in overwhelming majority represented by asseailflpme appliances and

TVs) - suffered the crisis most dramatically in comparismany other industry of the region: as

we mentioned before it dropped almost by 70%. The technological leader of the region in the
industry- the company Baltmixt the on{y company in the region which managed to receive the
orders from Panasonic and Sony (but also assembling Philips, Samsung and other famous
brands) had to cease all their activities and no longer exists. The other factories (like
RadioimportR, Televolna ad otherslike Stella Plus, Avtotor, to less extent PKV and Telebalt)
assembled approximately 10 times less than in 2008 (only Radio#Rpmssembled almost 3
million units of production in 2008, whi ch
assenbly). The fact seemateresting that the problem of thisdustry which iscrucial for the

region is found outside the region which is typical bothHtercrisis period of 1991998 and the
period of economic growth of 199808.

Not often discussedsithe fact that the world economic crisis was an additional factor to the
crisis of the Kaliningrad region but definitely not the main one. The problems crucial for the
regiord sdustry became looming in March 2008 when the State Duma approved thd traft o
Regulation, according to which the customs duties for import of TFT panels should have been
eliminated. This law was lobbied by such big foreign companies as Flextronics (with HQ in
Singapore) and American company Jabil. Obviously the acceptancetofidaw should have
virtually killed assembly of LCDs (according to different estimations in the middle of 2008 up to
40% of assembled electronics in the Kaliningrad region where LCDs). In case there is not any
difference in terms of customs duties irs@®bling LCDs in Kaliningrad or the main part of
Russia and there are additional expenses for transportation, which sum up to 5% per one unit,
depending on itsost of goods soldhe assembly of LCDs in the region would lose any sense. In
this situation e efforts of Kaliningrad politicians and businessmen were not enough and on
11.09.2008 Rssian PrimeMinister Vladimir Putin signed the bill on elimination customs duties

for TFT panelsAs a result the Kaliningrad region got its owr"ldf September. Té situation
became even worse when on 01.12.2009 a serious decrease of customs duties for different home
appliances took place (tks,m.d.). Here we would name only ones relevant for the region: the
customs duty for import of air conditioners became thé&t influenced negatively Radioimport

R, the only company which assembled air conditioners in the region. The customs duty for
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vacuum cleaners decreased from 15% to-Z#huge impact on RadioimpeR, Avtotor, not so

much on Televolna. So basically, thesembly of vacuum cleaners and air conditioners in the
main part of Russia or even import became more profitable than assembly in the Kaliningrad
region. According to tks.ru the customs duty for microwave ovens was decreased from 20% to
15%.

In that stuation there was no difference for the customer whether to bring finished products
directly from Asia to the main part of Russia or to assemble in Kaliningrad. Transportation and
risk of additional defects in Kaliningrad factories virtually compensatedlitierence resulted

from the customs duty. Asiicrowave ovens were very popular production items in the region
therefore the reduction of customs duty had a negative effect on almost all enterprises of the
region dealing with assembly of home appliané@sally, we should of course mention the TFT
panels that constituted 90% of the value of LCD. The elimination of this duty reflected the most
advanced enterprises of this branch of the regidrelebalt, PKV- but first of all the most
advanced enterpris#f the region: Baltmikst, which was almost exclusively dealing with LCDs.
Expert.ru quotes the Head of Department for Development of Industry in Kaliningrad Mr.
Nikolai Murashov, who noticed (expert.ru n.d.) that even the parts which came in autumn 2008
(as the delivery period is b6 daysn which suppliers like Sony and Panasonic were not aware
about any possible law signed by Putin), still were not assembled in the region but moved to the
factories of the suppliers in nearby Poland to avoid conveyoppages of own factories in
crisis time. Moreover, according tewkaliningrad.ruthe only really profitable business despite

the crisis in this areahe assembly of CRT TVs is not only under threat of being replaced by
more modern LCD and PDP TVs bus@ according to newkaliningrad.ru under the threat of a
new customs code of thimrthcoming @stomsUnion of Russia, Belarus and Kazakhstan
coming into force according to which the level of localization of the product will be much higher
and would requir¢he investments absolutely impossible for crisis times and for the product with
estimated short lifecycle (newkaliningrad.ru n.d.)

This situation in the end led to the bankruptcy of Baltmikst. Its bankruptcy and the fact that all
other factories areifitworking for 10-50% of their productiorapacityin 20062008 resulted in
massive job cuts in the branch that provided (together with derivative plants such as production
of plastic, carton boxes, polyfoam and PCBs) aroun@@&0working places for theegion. It

gives us the opportunity to make the conclusion thatghkrate of unemploymentis not 3,5%

and not even 11,5%, as some scholars claim, but someaswened 20% from all the amount

of economically active population. It is also sustained @vherisis in other, not so crucial but

ever existing branches of industry in terms of working places and their share in the local GRP as
the other assemblies like furniture manufacturing, which is also facing serious problems due to
increased requirements localization of the product and the effects of the world economic
crisis.

Analyzing the current situation in the Kaliningrad region we should not forget that apart from the
legal initiatives of the Russian government, which affected the region sy, baeie was a
general reason for regress in the economy of the whole Wwertdld economic crisis. It stick
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all the branches of regional economy. Perhaps the most striking effect which came exclusively
from the crisis stroke the huge enterprise LUkbMN (the subsidiary of Lukoil) which almost
solely representthe oil industry of the region. According to eia.doe.gov during the period of
03.07.200&nd 12.02.2009 the price fiflYMEX Light Sweet Crude, Contractdecreased from
145,29to 33,98 USD (eiaoe.gov n.d.). Of course, this decrease strongly affected not only the
oil extracting industry of the region, but all dependent productions such as, for example, a large
metal construction factory inthe Kaliningrad region village Izhevskoe, specialized in
construction of oil rigs and numerous stdntractors. According to our interviews with the
authorities, despite the fact that the price for oil is nhow increased more than twice from the
minimum point of 12.02.2009, the situation can still be callectatiti

According to the data from KPRF (n,dll these factors and the fact the car tax was
increased by 25% in average, led to the situation when inhabitants of the region were to
significant extent deprived of any source of income. As a resultetfierr became a kind of a
capital of protest movements in Russia in 2010. Finally, in August 2010 the governor of the
region Mr. Georgy Boss was not appointed to the position of a governor for a new period.
However, there is no proof that the Boos dismissalonnected to the crisis in the Kaliningrad
region, though the helplessness of the Kaliningrad regional government in fighting the crisis was
obvious. The leaders of opposition, namely Arseny Makhlov and Konstantin Doroshok faced
huge pressure (as thepenly mentioned in their interviews) and they did not join the rallies
after January 2010. As the result the protests lost vb&kimeand influence on the political life

of the region. So, in fact change of the governor was rather a change of agpofitish a
Moscow protégé to a local nominee (Mr. Nicolay Tsukanov) rather than a symbol of shifting
vectors in the political life of the region.

Conclusions on Chapter 1

Here we should make some conclusions, somehow summarizing those we have already told
through our research before

The collapse of the Soviet Union had a more tremendous impact on the Kaliningrad region than
on Russia in general. There wén facts that were of great importanéerstly, the economy of

the region was closely integratadith the economies of Latvia, Belarus and first of all Lithuania,

the contacts with which were mostly lost. The second reasthe geographical location. The
region became separated from the main territory of Russia and started to beaicdledso
endave costs usually embodied in increased transport costs: from ordinary persons to natural
resources.

The growth of the regional GRP during the period of the economic growth in Russia in 1999
2008 exceeded the growth of the country rates on the whols. i¥hexplained bythe
introduction of the Law on Special Economic Zone, which gave the region enormous customs
and tax preferences for any kind of business based on assembly of goods parts of which were
imported from abroad. Due to this fact, the assemblgoods especially in electronic industry
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became a locomotive for the regional economy and provided significantly higher growth of GRP
in comparison with Russian GDP during each and every year of the given period.

The world economic crisis was much maevere for the region than for the wholeRussia. It

is connected with the fact that due to introduction of some new laws the assembly of the majority
of goods which were produced in big quantities was not profitable any longer. This had a
tremendous emomic effect on the region dropping it down much more compared to the
economy of the whole Russia.

We can make a conclusion that being a part of the Russian Federation and being surrounded by
Russia and the EU, the region is not able to progress wighwahsparent development strategy

that will be supplemented with some guarantees especially from Russian governmental
authorities. The biggest problem of the region is that neither Russia no EU takes Kaliningrad
problem as something of highest prioritynalytics can discuss if the Kaliningrad region was
sacrificed for the sake of production in the other Russian regions or for lobbyists, but the fact is
that the government took the decision that virtually eliminated all the advantages of a Special
EconomicZone without establishing any alternative. In these conditions it is hard to imagine any
serious investments: the risks are simply too high to be left alone with enclave costs of the
region.

Our conclusion about indifferent approach to the strategyewéldpment of the Kaliningrad

region by Russian authorities was confirmed bykremlin political expert Mr. Gleb Pavlovsky

guoted in rurgrad.eu (n.d.). Commenting on the refusal to prolong the mandate of the governor
Mr. Georgy Boos by the biggest (pkoemlin) party of the Russian State Duma and Kaliningrad
State Dumd Edinaya Rossid Pav |l ovsky states: AThe case wi
society to the manager being more professional than the standard one for the region. There was a
communicate dust , where his reign ceased to exi
region is embodied in the essence that the region is a sleepy region, with high estimate of its
cl oseness to Europe, under -Kmerhlin political eRmatycleanhye a n  F
shows his disregard to the region showing positive attitude to the governor who was not able to
counteract the crisis. The results of such a policy were discussed before. So here we can make an
important conclusion that without having carefullpnsidered strategy for the region or
stimulating the region for more economic autonomy the Russian government will not be able to
change the present situation. In order to find the most effective model for the development of the
Kaliningrad region it seas necessary to analyze the theory of enclaves and examine the
examples of successful enclave development. This will be carried out in the following chapter.

Chapter 2. Theory of Enclaves

As it was mentioned in the first chapter the specialty and tblgmatic of the Kaliningrad
region is created by the geographical position: the region is separated from the mainland of
Russia and surrounded by countries of the European Union. All our negative conclusions in the

first chapter were to some extent liokeith the problems created by such conditions. Oil and
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gas imported from Russia are more expensive than in the mainland due to transportation cost and
transit through Belarus and Lithuania, the industry which was in the Kaliningrad region during

the USSRtime and somehow resurrected in a new millennium is not competitive enough for
exporting goods to the neighboring European Union, especially taking into account the fact that
Russian is not a member of the EU. Finally the inhabitants of the region caowebutside the

region without Shengen visas, even travelling to Russia by train or car requires a Shengen visa
(travelling by plae or sea is the only way to reach the mainland without a visa) somehow
violating the constitutional right for free movemembund a country without any restrictiofis.

This fact also creates an obstacle for regional tourism ori¢at&lissian customers. So, the
disadvantages for the enclave are on the surface. However, the example of the Kaliningrad
region is definitely not esugh to take a decision if the enclave is destined to have a lag to the
mainland. Therefore we will study theory of enclaves, the other examples of enclaves and their
economic development and will examine if there is a positive experience of any enclave
development which can be applied to the Kaliningrad region.

2.1. Literature Overview on Enclaves
We should mention that the problem of enclaves is not examined well and there are very few

researches on the topics of enclaves. The theme of enclaves gameegdapularity irthe 1%0s
and 60s due to the process of collapse of colonial empires. Here we should single out works of

Robinson, Raton, do6Olivier Farran, Mel ami d a
exclaves and enclaves do not represesignificant phenomenon in political geography, as there
aren ot a | ot of encl aves and their territori
article is that he was one of the first scholars, who were trying to give a clear definition to both
exx| aves and encl aves. For instance, he dete

fully surrounded by terr i t(RobiysonolO59283 Thist her
approach is not standard nowadays but in a historical perspectivedhgptabf defining the
enclave is really important. The othereinte
origin of enclaves/exclaves. He mentions that the majority of enclaves appednedvinnidle

Ages owing to mistakes in agreements onitery divisions between countri¢Robinson, 1959,

p.288) Finally, Robinson mentions economic dimension of enclaves, stating that
encl aves/ exclaves have two strategies either
(for normal integration theris a need of some kind of passage for free movement of goods and
people) or integration with surrounding countri@®obinson, 1959, p.291)rrom modern
perspective these ways of enclave development are not considered to be the only gussible
However these ways have practical implementation in real life. Concrete examples and the
possibility to be used to solve the problem of the Kaliningrad region will be analyzed later.

P. Raton studies the enclaves from a legal perspective. He gives the sami®rddt an
enclave as Robinson gave for an exclave. From modern perspective we have to mention that

% Note of the editor: In Summer 2011, the EU Commission has published a proposal for border and visa alleviations
for Kaliningrad. They will first have to be discussed with the Russian government.
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Ratondbs approach is accepted as a standard
enclaves using the following ways: annexation to a neighbaroumtry, exchange of lands,
purchase, acquisition of the territoriesire t ween by fAmot her ftom@ant r vy
part of the territorfRaton, 1958, p.186Raton was the first who directly mentioned the biggest
problem of full enclaves as trahsif passengers and goods. The biggest problem is usually a
small size of enclaves that does not enable them to beusktiient. The blockade of an enclave

by a surrounding country or countries can be really a significant problem for the economy of the
enclave. Raton distinguishes two types of solutions for such a proiohgticit and by adopting

any law or conventiofRaton, 1958, p.192he example of the first, implicit way is Campione
doltali a, a n andncalve i 8witzermnd rsepardérom Italian mainland by
mountains and the Lake Lugano. There step by step the economy began integratitig with
Swiss one. Euro and Swiss Franc are both acceptedFranc is considered to be a basic
currency. Regional authorities decided to develamigiing business industry that became a
matter of negotiations between Switzerland and Italy, and only when the compromise was
reached, the project started. Finally, t he
small that allows free movemernit people between Italy and Switzerland. That was an adequate
solution of the problem which did not demand any special integration strategies and conventions
to be applied. The example of the other type (accepting the convection) is Baarle. Baarle is an
abolutely unique region. It is located in the Netherlands. Inside this region there are 22 Belgian
enclaves of the total area of 2,34 square kilometers as well there are 7 Dutch enclaves inside
these Belgian ones and one more Dutch enclave in the neighlB®igigim. Due to this very
complicated territorial division of enclaves they are strongly interdependent and therefore need
strong regulations in the field of municipal economy, public health, etc. Additionally, this
situation has more than a long histafy800 years. Therefore, the DutBlelgium community

can be treated as homogeneous to some extent; this fact facilitates the ways of finding a common
ground for legislation. On these grounds, Vinokurov calls Baarle an ideal enclave model
(Vinokurov, 200, p.151). We s houl d mention that as 1 n t
cl oseness of the enclave to fAthe mother cCo
between the countries (due to the creation of the European Union) were strong factors facilitating
economic growth of the enclave.

The French | awyer do6éOlivier Farran al so st ui
Farran distinguishes the enclave regions giving them the same definition as Raton did and
enclave statesstates like kingdom dfesotho, which are fully surrounded by the territory of the

other state (in the example given by South Africa). Farran also gives a very interesting opinion
concerning enclaves in general. He treats them as anomaly, most probably created without any
specal purpose and connects this to easement or seniitud®ther words the right of access

and passage. So,tiefi mot her countryo would not <create
the enclave (at least air connection at it was the case between #ralReepublic of Germany

and Western Berlin after World War 1) it has no rights for this territdr (Ol i vi er Farr
p.294. The situation with former Portuguese colonies Dadra and Nagar Haveli, which received
independence in 1954 and became emclatates surrounded by India, became a proof of
Farrands statement. But I ndia refused to pr

military invasion integrated the regions with the Indian mainland in 1961.
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Siedentop was studying enclavaghe national level of Germany and Switzerland. Contrary to
Raton and Farran he concentrates on positive sides of the enclaves claiming that enclaves
represent excell ent pl atfor ms for cooperati
surrounding the encla&iedentop, 1968).

In the 190s and 80s the topic of enclaves lost its popularity. The only scholar who was dealing
with enclaves was Catudal who examined Western Berlin and other West European enclaves.
The main achievement of Catudal was elaborabbrmethodology of enclave analysis by
answeringsix criteria:

form of exclaves and enclavekfinition;

origination of exclaves;

existence of enclaveshe way how enclaves manage to survive;

the access of people to mainland;

the ways of mamtalgeermemd u rbtyr yio ;

specifics of economy of enclavéSatudal, 1979, p.53).

= =4 4 A4 48 1

This methodology is effective nowadays as well and while analyzing the Kaliningrad region we
will touch upon all of these criteria.

The second boom of enclave researches was olosgriee 190s which is mostly connected

with the collapse of USSR and appearance of new enclaves. In this connection we cannot help
mentioning the works of Nies, Whyte, Reid and such Kaliningrad scholars as: Rezhkov
Yurevsky, Klemeshev and Zverev. The w®rof Kaliningrad researchers focused mainly on
geography perspective, which contributed a lot to typology of encl@eshkovYurevsky,

1996, Zverev, 2003 and Klemeshev 200H)e data from their researches was summarized by
Vinokurov that will be examied later. The same approach was implemented by Withgte

2002, p.196who studies geographical aspects of typology of enclaves that will be analyzed
further. The other approach was taken by S. Nies who classifies enclaves on the basis of their
origin into the following ones:

natural enclaves the hardto-get regions from the main land;

pre-Westphalian enclaves;

enclaves of colonial empires;

enclaves of transnational companies (East India Company);

enclaves created because of collapse of the empirds3pagt enclaves);

enclaves of international organizations (UN zones on Cyprus, East Timor, etc);

exceptions: religious enclaves like Vatican, Western Berlin as the outcome of World War I,
Palestinian territoriegNies, 2003, pp.11314)

= =4 4 8 a8 48 -9

From our persgctive the classification based on origin is useful and can be taken into account
for the management of enclaves. However, for our research this should be used as just one
di mension from Catudal 6s typol ogy ahfdrthdef i n

European Union Foreign Affairs JourriaN°® 17 2011
www.eufaj.eu email: eufaj@libertas-institut.com TAS 35




analysis, while the main tools should be definitely the geographical and managerial aspects as
well as the freedom of access.

Also Nies introduces another interesting dimension for enclave analysese are cultural and
identity factors. Accaling to Nies, unclear perspectives of enclaves lead to loss of identity and
high immigration. Thus, it leads to the fact that the majority of population left is represented by
elderly people(Nies, 2003, p.112)This conclusion is obviously made on theim#opic of

Ni es 0s 1 WestemBerlion &nd its enclaves.

The only fully comprehensive research of enclaves was made by Kaliningrad scholar Evgeny
Vinokurov in his fundament al book AThe theor
typology o f encl aves, t he t riieadlagel e u o o imbitrhge r ¢ ocw
conceptual level, origins of enclaves, the problem of access to an enclave from the territory of
mother country, he studies concrete cases of different enclaves in histpotatal and
economic dimensions and gives his conclusions on their economic development. To a great
extent we follow the pattern of research set up by Vinokurov, except analysis of historical
perspective, where we mostly follow Nies.

Literature overiew has raised a number of important questions:

T Whet her it is possible to talk about Robi
enclave (I dare remind that he distinguishes betwebno s e i nt egrati on wit
or mainland forwhich somekind of passage for free movement of goods and pesple
needed andhtegration with surrounding countriesnd is thisapplicable for the Kaliningrad
region? If yes ten which of the strategies should be chosen?

1 Is any of the ways of elimination of eagks described by Ratoanhexation to neighboring
country, exchange of lands, purchase, acquisition of the territodessin ween by fim
countryo and deni a)suitabledomthepKalinibgradregion?he t er r i f

91 Does the Kaliningrad regioreally suffer froma blockade set up by Poland and Lithuania
(European Union) and 8o, is any ofthe solutions suggested by Raton (traditional one or
adopting any particular law or special convention) applicable?

1 Can the Kaliningrad region become a reatige between Russia and Poland with Lithuania
in accordance with Siedentopos poi nt of \
relationships between the countries throughout the almost 1000 years history of wars and
conflicts?

1 Is it possible to talkabout cultural and identity factors stated by Nies regardipgpbable
loss of identity and ageing of population in the region?

2.2 Types of Enclaves

Classifying enclaves we follow Vinokurov, who somehow disregards the standard definition of
enclave acepted byinternational Lawwhich is originated in works of Farran and Raton and
saysthat enclaves are the territories which are fully separated by one country from the mainland.
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Foll owing Vinokurov we admit t hlanits the scepe bfi mi t
research, because the significant amount of the regions with similgyofiBo and economic
characteristics would be excluded from the scope of rese@fictokurov, 2007b, p.17).
Therefore, taking into account these discrepancieseiminology it is necessary to give
definitions for the topic:

1 Enclaveis a part of territory of the state which is separated by another state. Part or parts of
state fully separated by another state are céliédnclaves

1 Sea, river or lake are alsssumed under the meaning of territory given in the definition
above. Such enclaves are call®da enclavesr Lake enclaves At present there are 3
enclaves of such type: two Malawian enclaves, which are situated in territorial water of the
Lake Niysa interritorial waters of Mozambique and the Argentine island Martin Garcia,
which is situated in territorial waters of Uruguay.

1 Mother country or mother state is a country to which the enclave belongs to. The
surrounding country/state is a state which surrods the enclave but does not possess it.

If the territory is connected with mother country by one single point it should be treated as
enclave, because neither people nor goods can be transported through thisheohutstrian
municipality Jungholz is astriking example. It is fully separated from Austriathe territory of
Germany except one point on the peak of the mountain, which corhegtsolz with other

parts of Austria. It is obvious that there is no use for this point as a transit pointhasdather
theoretical than practical importance.

1 Semienclaveis a part of the country separated by the territory of the surroundingastate
mairland but having an access to the sea. The enclaves of such type are alstoaatkdd
enclaves

1 Peneenclavesare the territories, which are not separated from mother country but from the
practical point of view they can be reached only through the territory of the surrounding
state. Usuallypeneenclavesare found in mountain®©ne of the example is tenerican city
of Point Roberts which is connected to the main part of USA only by lake which is practically
not used for transportation of people and goods. As a rule people reach USA through the
territory of Canada.

1 A territory which is separated frothe mother country by more than one country is called
exclaveor full exclave.

If the territory or population of mother country and enclave/exclave are simiaratitording

to InternationalLaw, the part of the country where the capital is situateckaed as mainland

and the other part as an enclave. These cases of similar population or territory are not common at
all, however, they exist. Thus, during the period of 12871 more than half dhe population
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of Pakistan lived inEast Bengal however,the capital of the country and power were
concentrated in the West of the countiye to that it was considered to be mother country.

1 There are also independent states, which are surrounded by another country. They are called
enclave statesThe examplef this kind is Kingdom of Lesotho, which is fully surrounded by
South Africa

1 The states which are surrounded by another country on dry land but having access to the sea
are calledsemienclave states

As Vinokurov mentions this notion is much more towersial than enclave states, because
according to this definition we can call Canada or Portugal -seciave states. Vinokurov
introduces a criterion which allows to make a clear distinction. If the land border is longer than a
coastal line the statehich corresponds to the definition given above can be calledesatdve

state. This addition excludes Canada and Portugal from the list ofesetave states but leaves
there for example the sultanate of Brualopted from Vinokurov2007b, pp.1723).

As soon as we described the terminology of enclaves we can proceedesitbation of the list
of territories determined before.

Table 4. Enclave States

Enclave Population Total Area (sg. Surrounding
state kilometers) country
Lesotho 1.865000 30.555 South Africa
SanMarino 28.500 61,2 Italy
Vatican 920 0,44 Italy

Table 5. Semenclave States

Semi Population Total Area (sq. Surrounding
enclave kilometers) country
state

Brunei 365800 5.570 Malaysia
Gambia 1.546.800 11.300 Senegal
Monaco 920 0,44 France

So as we can observe in the tables the examples of enclave aredavie states are very rare.

The situation with full enclaves, semnclaves,peneenclavesand full exclaves is totally
different. Therefore, they are represented in thelatt@nts 4. Here we will mention the most
important cases. Thus, among full enclaves we can single out enclave complexes of Baarle
(Belgian in the Netherlands) arf@bochBeharwith 106 Indian enclaves in Bangladesh and 92
Bangladeshi enclaves in Indiaut alsol t al i an encl ave in Switzerl a
enclave in Spain Llivia, the unique region of NageKarabakh, which de jure belongs to
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Azerbaijan but due to overwhelming majority of Armenian population and de facto status of an
independat state promoted by Armenia is sometimes treated by scholars as Armenian enclave in
Azerbaijan. In recent history perspective the most important example is definitely Western
Berlin.

Among contemporary senginclaves there atao very important examplesCeuta andMelilla
(Spanish enclaves in Morocco) and of course AlaBkda.in perspective of recent history the
most important examples are Macao and Hong Kong.

We would not single out any gfeneenclavesbut we should refer to some examples in the
attachment 3 clearly showing that this type of enclaves is relatively easy to handle with. It is
visible in the example ofpeneenclaves which ceased to exist after building of tunnel in
mountains, road etc.

Among full exclaves we can single otliree regions. These are: Kabindathe exclave of

Angola surrounded by Congo and the Democratic Republic of Congo, DubiiothmekCroatian

exclave surrounded by Bosriterzegovina and Montenegro and the subject of our resgarch

the Kaliningrad region. However, dhcase with the Kaliningrad region is not that obvious. Due

to the fact that Poland and Lithuania entered the European Union, the region can be treated as
semtienclave as well: surrounded by the EU and having access to the Baltic Sea.

Somescholas (Whyte, 2002, pp.19697) beliee that in political and economic dimension the
islands belonging ta particular state should be included to this classification due to problems
connected with geographic remoteness from the mainland. However, Vinokuirds put an
important difference: in terms of islands water represents only a physical barrier. Contrary to
islands, enclaves and exclaves are surrounded by the territory of another country or countries, so
there are not only physical but legal barriessaeell. The surrounding state is a part of a political

and economic challenge, which has to be mehbynother stat¢Vinokurov, 2007b. pp.5556).

The subdivision to different types of enclaves and exclaves can be used as a tool for effective
benchmarkig of the Kaliningrad region with other enclaves. However, the data which is
collected is not enough and we will also use other criteria for comparison such as distance
between an enclave and mother country, difference in political and economic regimesrbet

the mother country and the surrounding country, etc. For the moment the typology gives a clear
understanding about a size of the topic and huge differentiation even in enclaves of the same

type.

2.3 Triangle: Enclavei Mother Country i Surrounding Country
and Freedom of Access between an Enclave and Mother Country

As it was stated by Vinokurov, there can be four vectors in the triangle: relations between mother
country and the enclave, surrounding country and the enclave, mother country anaddsugrou
country in general and mother country and surrounding country within the framewanrk of
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enclave problem. It should be mentioned that the importantieeofectors is not equal. The

most important one is relations between enclave and mother cowtiich has tremendous
influence on the enclav@inokurov, 2007b, pp.780). Indeedthe mother country determines a
political and economic regime in the regiontiH& mother country is more concerned about the
sovereigntyissues then it has two choicéseither providing more autonomy and economic
freedom to compensate enclave costs, or putting political pressure and tighten the screws. On the
whole, it is clear that in most cases there is no other way for the region than totfaloather

country polig, therefore this vector should be examined more attentively.

The surrounding country does not have as much influence as the mother country on the enclave.
However, especially if we analyze full enclaves, they can be treated as an obstacle for
transporta i on bet ween fApoint A0 and Apoint Bo o
surrounding country can put some pressure on the enclave like a blockade to reach these or those
political or economic goals.

There is no doubt that the relations between matbentry and surrounding country affect the
enclave strongly. Good relationships can salveost allenclave problems providing free transit

for people and goods, on the other hand negative relations can make a kind of ghetto out of an
enclave.

From our rspective the fourth vector (relations mother countsyrrounding country within

the framework of an enclave problem) is strongly connected to the previous one. It has
significant importance when both countries claim their rights for the region, ty ett of
standard relationships between the countries and creates additional problems (but sometimes
opportunities as well) for the enclave. This vector plays an important role for Gibraltar, which
became an apple of discord between the UK and Spain.

Again we should mention that this conceptual triangle is an important tool for the analysis of the
enclave andheelaboration of the strategies of development of enclaves and exclaves.

The problem of access to the mainland and its convenience for inhaloifaan enclave arntthe

mother country depend greatly on geographical aspects but first of all on political will of both
surrounding and mot her country. We hthey e al
motherland is not able to create any kind of pgsdharthis is of disadvantadger the enclave.

It may seem that the choice of the territories for transit faomother country to an exclave is

wider (at least two countries) than in case of an enclave (one country), therefore there might be
an illusion that exclaves have a priori more advantageous geopolitical location than enclaves.
That means that if a country has tensions with one of surrounding countries it has chances to use
the territory of another one for transih practice, there are not souch differences because
usually one of the countries can be used effectively for transit. The examgleloficase is
NakhichevanAutonomous Republic, which is an exclave of Azerbaijan and has borders with
Iran, Turkey and Armenia. Howevehe Republids separated frorthe mother country only by
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Armenia and there is no other effectivaywf connection but transit throudttmenia. Taking
into accout conflict situations between twapuntries this way is not possible at the moment.
Based on this provisn we make a kind of gradatiotist of land corridos between
enclave/exclave and the main land:

1 Absence ofa corridor, mainly caused by politicaénsions between mother coyntand
surrounding countrie@NakhichevarAutonomous Republic)

1 Inflexible, ab®lutely inconvenient corridor, also usually created by lack of trust between
mother countries and surrounding countii&s Bigha corridor between Cooch Behar and
the main territory of Bangladesh, isireally inconvenients it functionsfor people of
Bangladeshandfor people of Indiaat different times areally inflexible passage restricting
the freedonof movement of people)

1 Relatively inconvenient corridor fothe same reason aan absolutely inconvenient one
(example ighe Kaliningrad region inhabitants have to waior at least a week to receige
transit visa or simplified transit documents in case tinayel bycar. If a person from the
Kaliningrad region wants to go to Lithuania for tourism for more than 3 days, then to go to
Russia and theto go back through Lithuanidge has to go to Lithuania, theomeback to
Kaliningrad to receive another transit visa (or simplified transit docusnddbowever the
system of railway transit is working sound and the only limitatiotihas it is necesary to
buy tickets at least a week befatip and have a foreign travel passport;

1 Relatively convenient transitthe example i¥Vestern Berlin after 19772 with avery strict
system though with the rules possible to obey. If the rules were obeyadtomns control
from GDR was carried out

1 Absolutely convenient transit no barriers (all enclaves in the EU, transit via Bosnia and
Herzegovina to Dubrovnik no visa is required for inhabitants of Croatia and the EU).

As a unique case we can treat tloericlor connecting Armenia and NagorKarabakh which
was created by armed force of the Armenian army.

The level of freedom and convenience for transit of goods should be treated as one of the key
factor for enclave/exclave analysis as it strongly infes economic and political stability of
the region.

2.4. Economic Development of Enclaves: Analyses of Selected Cases

Before analyzing the development of the Kaliningrad region, it is definitely worth paying
attention to the experience of other enctawe find out which of the strategies are generally
applicable for successful economic development of enclaves, and which of them can be used for
the Kaliningrad region. On the basis of the abmentioned analyses we can single out several
criteria, whichcan be used for choosing the right region for benchmarking with the Kaliningrad
region. These are similarity of the type of exclave/enclave, population, total area, level of access
from the mother country to the enclave both for people and goods (fitfeeisding country or
countries prevent free movement between the enclave and the mother country), relative distance
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from the enclave to the mother country. We i
many of enclaves geographicalllye shortest way is not applicable, and we mean only the
Arel ative distanceo that i's the shortest w a
enclaves and for example Nakhichevamonomous Republiovhere the direct shortest way to

the mother country (Azbaijan) lies through Armenia, but as soon as the borders are closed, the
only real way to reach the mainland (except taking thegpia through Iran. We should mention

that there are two additional factors, which we treat as absolute for the complairstby,. the
experience of the enclave should be at least partly successful, otherwise there is not much to
benchmark, on the basis of these criteria we eliminated for exabgueh BeharNagornoe
Karabakh OkustAmbeno. Secondly, the enclave should haxested minimum in the second

half of the twentieth century, otherwise it is becoming too difficult to use such experience

nowadays. At the table 3 there are selected regions with the data presented:

Table 6. Data on relatively successful enclaves

Region Type of | Populati| Total area Access to mother Relative distance t
encl | on (square country mother country
ave (thousa | kilometers)
nds of
people)
Kaliningrad | Exclave 946 15.100 transit visa Approximately 900
necessary, full kilometers

customs clearance
of the goods

Baarle Full enclave | 2,33 2,5 No blockade Less than 100 km
Campione | Full enclave | 3 1,7 No blockade Less than 100 km

doé |t g

Llivia Full enclave | 1,2 12,84 No blockade Less than 100 km
Western Full enclave | 2.200 480 Full blockade till Approximately 200
Berlin 1949then kilometers

limitations for
movement of
people and goods

Ceuta Semienclave| 72 19,5 The only Approximately 150
connectioni by sea kilometers
(objectively, not
because of
blockade)

Alaska Semienclave| 643,8 1.056.393 No blockade Approximately 2300

kilometers

Melilla Semienclave| 69 12,5 The only Approximately 150
connectioni by sea kilometers
(objectively, not
because of
blockade)

Gibraltar Semienclave| 28 6,5 The only way of Approximately 1800
connection is Sea kilometers
and Air
(objectively, not
because of
blockade)
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Tierra del Semienclave| 101,1 21263 Land blockade Approximately 300
Fuego before peace treaty kilometers
with Chile of 1984
HongKong | Semienclave| 6803 1102 The only way of Approximately 9600
connection is by kilometers
sea and air
(objectively,not
because of
blockade)
Macao Semienclave| 429 26 The only way of Approximately 9600
connection is by kilometers
sea and air
(objectively, not
because of
blockade
New Peneenclave| 751,3 72908 No blockade from Less than 50
Brunswick surraunding kilometers
country
Dubrovnik | Exclave 122,9 1782 No blockade from Less than 50
surrounding kilometers
country
Brunei Semeénclave | 365,8 5570 No blockade -
state

In the Table6 we can see the key characteristics of the Kaliningracbmegind other at least to
some extent successful enclaves/exclaves. At the next stage we will apply scoring models to find
out which of the regions have the closest crucial parameters with the Kaliningrad regions. We
will also evaluate the importance of thmarameters. The parameters themselves and their
similarity to the Kaliningrad region will be evaluated by the score from 1 to 5, there the most

similar and important criteria will be graded with the highest marks.

Table 7. Comparison of the Kaliningradegion with the selected enclaves/exclaves

Region | Typ | Importa | Populat | Importa | Total Importa | Acce | Importa | Relati | Importa | Tot
eof | nceof |ion nce of | area nceof |ssto | nceof | ve nce of | al
regi | criteria | (thousa | criteria | (square | criteria | moth | criteria | distan | criteria | sco
on nds of kilomet er ceto re

people) ers) count moth
ry er

count
ry

Baarle | 2 2 1 3 1 2 1 5 1 4 16

Campi | 1 1 1 3 1 2 1 5 1 4 15

one

Italia

Llivia |1 1 1 3 1 2 1 5 1 4 15

Wester | 1 1 4 12 2 4 20 2 8 45

n

Berlin

Ceuta | 3 3 2 6 1 2 2 10 3 12 33

Alaska | 3 3 5 15 2 4 1 5 3 12 39

Melilla | 3 3 2 6 1 2 2 10 3 12 33

Gibral | 3 3 1 3 1 2 2 10 3 12 30

tar

Tierra | 3 3 3 9 5 10 4 20 3 12 52
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del

Fuego

Hong | 3 3 3 9 2 4 4 20 2 8 44
Kong

Macao | 3 3 4 12 1 2 4 20 2 8 45
New 3 3 5 15 3 3 1 5 1 4 30
Bruns

wick

Dubro- | 4 4 3 12 2 2 1 5 1 4 27
vnik

Brunei | 1 1 4 12 3 6 1 5 0 0 24

The logic behind the evaluation criteria is rather obvious. As it was mentioned in the previous
chapter the most important aspects of the region problem are transit issues and long distance to
the mothercountry. Therefore, they were ranked with the highest mark. The population is also an
important aspect. The strategy which establishes a very small rate of unemployment in Gibraltar
with the population less than B00 people will not obviously work faa 1 million inhabitants

region. And finally as we mentioned before, the distinction between entdavieses desnot

have such significance from the practical point of view.

Thus, the scoring model allowed us to single out four most similar enclaves kalihingrad
region. These are Tierra del Fuego, Western Berlin, Macao andktongg Three of them do

not exist any longer though. Nevertheless, all of them stopped their lives dhly 19®s and

their examination should have great importance for celtlon of a proper strategy for
development of the region. The similarities between the regions are obvious. They have
relatively similar parameters in the columns population and territories (with some discrepancies
of course) and real difficulties (due & geographical location or political climate). However, the
solutions to the enclave problems were quite different; we will discuss each of them briefly
beginning with the least successful.

2.4.1. Economy of Western Berlin

Before World War Il Berlin was the biggest agglomeration of electronics and mechanical
engineering industry in the world but quickly lost its position after the end of the war. It was
caused by the following factors: division of the city (which led to split of industrial chains),
human losses connected with the war, reparations and enclave problems such as transportation
costs anddisadvantagesf Western companies to invest money due to enclave factor. Finally,
the blockade of Western Berlin by GDR for 10 month period in ¥38aiseda decrease of
industrial output by 45%Baehr, 2001, p.105).

The resurrection of the economy of Western Berlin was connected with the M&ahalmore
distinctly with its specially designed part for Western Berlin. Overall investments on the
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progam made up 940 millions of marks. More than 70% were oriented to industries, which gave
themaximum amount of working places. This distribution of investments was caused by the fact
that there was a strong social dimension under these investments. Westgrres and first of

all FRG" and USA realized the necessity to keep inhabitants in Western Berlin. This goal was
reached, the rate of unemployment decreased quickly and local branches of industry managed to
integrate quickly with the economy of West&ermany. According to Baehr, 75% of the goods

of electronic industry were sold on the market of Western Germany, and 15% were exported
abroad(Baehr, 2001, pp.17073).Due to the fact that the majority of investments were devoted

to big companigsthis alowed to stabilize the economy for decades. However, as it was
mentioned by Vinokurov, the stabilization was really costly for the government of FRG. The
system of economic preferences (subsidies, income tax privileges, credits with a special low
interestrate and some privileges for the people who moved to work and live in Western Berlin),
transit costs, the costs for defenserewery much developed. Despite all this measures which
cost FRG around 100 billierof Deutsche Marks foa 40 years period thkving standards and

the rate of an average salary in Western Berlin were significantly lower than on average in FRG
(Baehr, 2001, pp.21316).

On the basis of Western Berlin experience we can single out the following factors:

1 A longterm strategic progma oriented on keeping qualified labor force and population in
general in Western Berlwas a very significant investment from the mother country directed
to the region;

1 The general philosophy of the policy from the mother country to Western Berlin was bas
on compensatioof the enclave costs;

1 The mwlicy towards Western Berlin worked perfectly as an-ansiis one. However, the
target of leveling living standards in Western Berlin and average standards in FRG was not
met. Here we should mention that lpsurrounded by GDR the country which could not
be a trading partnér left a rather negative impact for potential FDI, therefore, the idea to
invest money in big companies for production for a long period can be considered as the
optimal one. However, e to transit costs ceteris paribus the production in Western Berlin
could not compete successfully with the same one in the rest of Germany. Therefore, real
adaptation of living standards in Western Berlin and average of FRG was unlikely to happen.

2.4.2 Economy of Tierra del Fuego

The region of Tierra del Fuego is rather unique. This island is separated into two parts. The
Western part of the island belongs to Chile, which together with the Strait of Magellan separates
the Eastern part of the Islandelonging to Argentina from the mother country. But the main
specifics of this arearenot only in the fact that it is separated from the main part of Argentina,

but in the fact that it is found in the very South of Latin America, ot kilometers fom
Antarctica. Taking into account that Argentina is a developing country it could be reasonable to
assume that such a special region which is really hard to manage should be a very depressed

Note of the editor: FRG = Federal Republic of German
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region. However, the reality turned out to be different. Falaime, according to Argentinean
Institute forthe Development oRegionalEconomy (n.d.), the region had second GDP per capita

in the whole Argentina after Buenos Aires which wiaiseetimes bigger than an Argentinean
average one. In 1972 the Argentineavernment introduced significant tax benefits (the land is
exempted from VAT and federal income tax) for industry, mainly oriented on assembly of home
appliances and electronics to promote development of remote regions. Here it should be
mentioned, that sce that moment the region has been remaining the most attractive for these
industries in South America. That fact is proved by recent launching of Samsung and Teltron
factories aimed at production of HDTVs and toast cell phones mainly assembled from
Argentinean components in the industrial capital of the jpectave RieGrande. Even though

the government often considers the opportunities to increase tax rates for assembly for Argentina
that was reflected by Wall Street Journal (n.d), the productiacoemponents in the main part of
Argentina for the final assembly in Tierra del Fuego compensates this disadvantage in terms of
provision of working places. Moreover it is a tool to compete with other countries of the region
as Brazil.

The low tax rate braght foreign companies into the region and their recollections boosted the
tourism industryi the land of Tierra del Fuego offers a lot of tourist attraction from national
parks, forests and waterfalls to mountains and skiing centers.

There is scarce infmation about the region especially in English. However, some conclusions
are on the surface:

There wagmplementeda longterm program (the duration for now is almost 40 years and the
program is still orgoing) for compensation of the enclave costs. Tégion was set free from

VAT and Federal income tax. That fact helped to bring transnational companies to the region
specializing on production of home appliances and electronics which are workinguttiere
present time.

The tax privileges have littleegative effect (due tdhe non-competitiveness of the mother
country productions because of higher costs due to a tax system of goods sold) to the economy of
the mother country as the majority of components for final assembly are produced in Argentina,
seondly this tax system allowed Argentina to compete successfully with another countries of the
region such as Brazil and Chil&@his economic policytogetherwith natural resources (oll
industry, forestry and tourism) made the region one of the most a#racSouth America.

2.4.3 Economy of Macao

During the last decades of the"™6entury the economy of Macao is mostly represented by
tourism industry (including gambling) and textile industry. The attempts of diversifying the
economy resulted in creati of new (though not very significant) branches such as toys
production and electronics. During this period the toumseatedaround 25% of GDP and the
gambling industry around 35% percent of GDP of Mas&ndkurov, 2007bp.277).
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So, there were th@llowing reasons for the success of Macao. First of all it established very

good relations with China. This led to significant growth in quantity of tourists arriving from
China and taking into account the fact that gambling was prohibited in China Edhg
promotion of the industry. Another aspect typical for enclave regions: free economic regime of
enclave resulted in preferences in tax law, banking and customs. Vinokurov also mentions such a
factor as introduction of Macao into GSP (General SysieRreferences, given by the EU and

USA both). This system and the regime allowed big Asian companies, mostly from China and
HongKong, to use it to receive free access to close markets of local production (the most typical
industries for Asiavas and igextile industry) Vinokurov, 2007b, p.279

The main difference of the Macaods example c
del Fuego lies in the fact that it was impossible to build the successful system based on
cooperation withthe mothefand, simply due to geographical reasons. Therefore, the Portugal
government took the only possible way of development of the region, based not on subsidies and
donations, but on building a fully independent seifficient economic regime, providing tax

and customs privileges for the region allowing it to compensate for typical enclave problems,
connected with the lack of humarsesarces and enclave costs. This regime allowed Macao to
become one of very few enclaves with the level of economic developrggar than in both

mother country and a surrounding couniwynpkurov, 2007b, p.31)1

2.4.4 Economy of HongKong

There is no doubt that Hofi§ong is the most fascinating example of enclave development.
Perhaps, the political leaders of the overwhieg majority of the enclaves, from Ceuta and
Melilla to the Kaliningrad region, sometimes declare their region to be a kind ofKamg as

the Mediterranean one or Baltic HeKgng. Vinokurov distinguishes the following factors,
promoting success ofélHongKong economy:

1 Immigration of trading elite from China when a Communist party of China took the power as
a driving force of transformation of Hofi{png from a peripheral colony to a significant
base of consumer goods industry;

Efficient colonial UKgovernment;

Incredible working abilities of people of Hoipng;

RoleofHongCong as a bridge between AWestern Wor
Role of China as a reliable supplier of products of food industry;

Significant- and for some periods the biggesgbort in he world,;

Stable political system with a very low level of corruption;

Ideal geographic location in the heart of Sebtst Asia;

Significant privileges in tax system,;

Development of international financial institutions, enabling HKogg to become a
financial center of Soutkast Asia.

= =4 4 4 48 8 5 9 -2

The correlation and interdependence of these factors led to prosperity of the region. Vinokurov
describes several indicators of prosperity sucth@average yearly income per persufr25.000
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USD (top 10 in the worldand also top 6 by purchasing power of population). H¢ogg
became the biggest container hintihe world, the 8 trading center, the 11in the world in the
field of exporting services, the"6on volume of securities market in the world and the most
popular tourist destination in SouBHast Asia by 1995Vinokurov, 2007b, pp.27277).

In terms of strategic development of the enclave we should mention the following conclusions:

1 The British administration developed the region fully independent froomtiteer country
in economic dimension.

1 Tax privileges typical for all the enclaves were introduced.

Humas resourcdactor was a key for success.

1 The growth of population to 6 million (till 1995) enabled the enclave to diversify the
economy.

1 Perfecly usng the ideal geographic location, the region managed to become a real bridge
betweertheiwe st er n wor |l do (USA and Europe) and C

=

Conclusions on Chapter 2

The analysis carried out allows us to make some important conclusions. First of akh even
surfa@ analysis of enclaves shows thae thituation there present real problem.The
overwhelming majority of enclaves have problems in setting up a successful strategy of
development of theegion It is sustained by Evgeny Vinokurov, who on the basis efahalysis

of 27 enclaves came to the conclusion thatfithemare on the same level of GDP per capita
(four of them have even slightly better figures)amiother country and 1@f enclaves show
significantly worse indicators \inokurov, 2007b, p.310 However, Vinokurov does not
examine the correlation between freedom of access betWweenclave andhe mother country

for people and goods and differences in GDP per cdpitan the quick estimation shows that
among 15 enclaves with comparable leiahoome with a mother country, the majority of them
(Baarl e, LI i vi aBiusigenduymgholzLirignd, @tc.)late dotated either very
close to the motherland or within the EU. Thus, free access is executed without any problems.
But the enclaes characterized by a problematical access to the mainland (either for political or
geographical reasons) are usually lagging behind their mother countries. The examples are:
Cooch Beharthe enclaves in Ferganéalley betweerKyrgyzstan, Takistan and @bekistan.

Mor eover, practical experience does not prov
bridges between a mother country and a surrounding country. To the contrary, more often it is an
additional source of conflict as it is the casehviitkustAmbeno,NagorneKarabakh Cabinda

and Nakhichevan Autonomous Republifo make it short, we should mentidhat special
strateges arerequired for the development of the region. Vinokurov states that among 27 of the
enclaves he examined, only 8 Wlot have any kind of a special regime compensating the enclave
costs and disadvantages and all 8 were lagging behind the mother cqtragsirov, 2007b,

pp. 310-311). The only exception which was not examimgdVinokurov is Alaska, which is
absolutey selfsufficient due to its natural resources, mostly due to oil extraction.
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So, the elaboration of a strategy for an enclave development is necessary. Vinokurov singles out
two types of strategies: compensatory and liberal. Under a compensatory sthetegythor
understands the provision of a special economic regime and close collaboration with the mother
country; on the other hand liberal approach is reflected in integration with the economy of
another country (this approach works for small enclasad)open approach to the outer world
(Vinokurov, 2007b, pp317-318). The examples described above represent both approaches. The
compensatory approach is clearly seen in the case of Western Berlinearaddel Fuegpothe

liberal approach was employed fdongKong and Macao. Now we can describe the differences
and similarities of these approaches and compare their advantages and disadvantages.

The strategies for development of all four regions have the following similar featungsterm
orientation(the regions offeredor invegors a stale development programot changed during
decadesand ax preferences, sometimes customs preferemogsxport orientation. However,
other factors were different. The compensation policy was oriented mainly oncpowgl
usually 23 particular industries received benefits from the policy. Vinokurov claims ahat
compensatory approach is not as effective as a liberal\onekrov, 2007b, p.310}ut from

our perspective it is a matter mhplementationThe free eonomic zone in Tierrdel Fuego is

very successful because of the following factors: first of all, it was used as an important tool for
competition with other countries of Latin Ameritaas a place for multinational companies to
establish production. Sexdly, the components for final assembly were made in Argentina, thus,
the project did not deprive other regions of Argentina but to the contrary, contributed to their
development, and the production was designed not only for Argentina but for the whole
continentor world. This strategy allowed the region to be proud of the second biggest GRP per
capita in the whole country. On the other hand, it is quite clear that tourism cannot be a really
significant industry due to specifics and remoteness of the kargddifficult to single out any

other factors which might help to implement a liberal approach. On one side the supreme
geographical location of Macao and Helkgng as bridges between Western and Eastern world
provided a fruitfulterrain for the liberalapproach. These lands were acting as economically
independent countries. And the strategy was promoted by mother countries which allowed
establishing tax and other financial privilegesmpared tothe region. Macao used these
advantages to build up gamidi and textile industry as well as tourism, Hdtmng with a
population more than 6 million managed to diversify the economy and became the biggest centre
of finance, port services, tourism and different fields of production in SeashAsia.

So, develping enclaves witra population exceeding0D.000 of people it is necessary to be
oriented on one of two paradigms. The region can develop a small number of industries in close
collaboration with a mother country which are enough to provide employmepeémie in a

row with high standards of living. This should be done very neatly not to hurt the economy of the
mother countryi the secalled compensatory model. The other way is to implement the liberal
modeli giving maximum economic independence to theucn t r vy . From Vinoku
view this approach is a priori more advantageous than a compensatory one, but we believe that it
is much harder to implement. It requires additional factors to be implemented, on the example of
HongKong they are manageliskills (British administration of the region), financial skills
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(business elite from China) and an ideal geographic location (it is hard to believe th#teeven
optimal managerial model would turn the port of f&mande on Tierra del Fuego, which idyon
1.000 kilometers away from Antarctica, to the biggest container hub in the world). We do admit
that this approach pmetermines more diversified economy and gives more opportunities, but
the implementation looks quite problematic.

Regardless of the e of the approach used for the development of the enclaves, there are the
conditions which should be realized for successful implementation of both approaches. These
are: tax/customs preferences compensating enclave costs, long term orientation thidtegives
investors the assuredness that the preferences will not be removed one day and export
orientation. The last dimension is obvious. The market of the enclave is too small and there is no
sense from the macroeconomic perspective to give preferences tof dhe regions of the
country (no matter if it is an enclave or not) for trading with other regions. Therefore, strong
export orientation is required.

In present chapter we singled out the strategies which can be used for the development of
enclaves andlescribed some advantages and disadvantages of their implementation. In the
following chapter we will examine the strategy of development of the Kaliningrad region in
accordance with general analyses of an enclave development carried out in this citbpiér a
present legal initiatives which would enable the region to implement the most appropriate
strategy for its development.

Chapter 3 - Analysis of strategic development of the Kaliningrad region

From the previous chapters we made sdstrategic conclusions, which should serve as a basis

for the analysis of strategic development of the Kaliningrad region. These are the following ones:

1 The Kaliningrad region mainly follows the Russian trend in terms of crucial economic
figures (GRP and@GDP, real income of population and the rate of unemployment), and this
was mainly connected witthe legal framework and not the internal factors. Thus the
economic growth of the region 192808 was connected mainly withe introduction ofthe
Special Eonomic Zone, and the decline started in last quarter of 2008 and lasting till now is
related to new provisions in customs law which de facto deprived the region of the
advantages of the Special Economic Zone.

1 Itis more difficult to develop successfully anclave in comparison with any other region of
a country. It is connected with two main factors. Firstly, there are toalsul enclave costs
connected with transportation of people and goods frmmother country to the enclave a
well ascustom cod. Secondlya small amount of population presupposesmall volume
for thelocal market which makes the development of enterprises in the region harder than in
other regions. Here the crucial factor is the difficulty of transportation from enclave to the
mother countryi both in terms of geographical and political dimensions. The conclusion is
evident:the more difficultthe accesgshemore difficult is the development of the enclave.

1 There are two types of strategies for the development of an enclave songled out:
compensatory, where mother country gives some privileges for the region, the economy of
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enclave and mother country are in close cooperation with each other, the economic policy of
the region is mainly determined by mother country (Westerlin, Tierra del Fuego).
Another strategy is a liberal one in the framework of which the region functions
economically as an independent country fully opethénuter world (HongKong, Macao).

The choice of the second model gives better outcome enafasuccessful performance but

this strategy ismore difficult to implement as it depends on various factors such as
geographical location, and so on.

So in this chapter we will explore if the region has to implement any of special strategies for
development and in case there is such a necessity we will single out, if compensatory or liberal
approach is required. We will also check if the hypothesis stated by the researchers of enclaves
(Robinson, Raton, Nies) mentioned in Chapter 2 are applicable f&athrengrad region. Then

we will analyze the strategy/strategies which are proclaimed by Russian and regional
governments andre validtill the present moment. Finally, on the basis of the analysis carried
out we will suggest the practical steps for deselopment of the region.

3.1. The selection of a strategic approach for development of the region

As it was discussed in Chapter 1, the region does suffer from its location with a distar2@9of 1
kilometers to the mother country and the transit thhoBoland or Lithuania both in economic
and political/legal dimensions (the constitutional rights of free moveminin the country are

not giver). There are two cases of successful development of similar enclave territories where

the special strategy wanot implemented Alaska and enclave state Brunei, where the

regional/national wealth is based on abundance of natwairces mainly oil and its efficient

usage (though sometimes the question upon the diversification of their economies will have to b

solved). Thusa special strategy is required. Baliouldthe compensatory or liberal approdu

required? Vinokurov states that the liberal approach on the basis ofKdémgg model is
required (Vinokurov, 2007a, 331). Actually themetwo successfubxamples of implementation

of the liberal approach on the basis of large enclaves éytipulation of 20@00 of people or

more): Macao and HoAlgong. On t he basis of the review o0

criteriawhich influenced the succe®f the regions:

1 Incredible geographic location in the heart of looming Sdtdht Asian economy but most
importanti the gates to China for the EU and USA (first of all for business) and vice versa.
The business contacts brought the awareness for tlomseghich stipulated boom of their
touristic industries first of all for Macao.

1 Very long distance to mother country (arounddD0 kilometerdrom Macao to Portugal

The political will from mother countries to give them full degree of economic indepee

1 Enormous density of population. HeKg@ng had the population of&3000 of peopldor
1.102 square kilometers (the populatiseventimes bigger than in Kaliningrad region with
the total area 15 times smalleshd Macao had 42900 peopleononly 26 square kilometers

1 Economic stability

1 Special economic regimes, tax and other privileges.

=
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1 Financial skills of the management and traders obtained due to mass immigration of
Shanghai merchants (for Ho@ng only).

The majority of the factors is satkplanatory or was examined in chapter 2. However there is

one exception: the density of population. Why the high density of enclave population facilitates
the success of liberal approach for the development? As it was mentioned before, the liberal
approactpresupposes that from the economic point of view the enclave will be functioning as an
independent state. Thus for this approacdh worth to analyze M. Pori@r point of view, which

he published in his fundament d&l nrad s e@eaars@®h fPF
that the success of internalization of any company (here we should mention that export
orientation and internalizatiofi is the only way for successful development of enclave
economies) depends on attributes of attributes, wrscha system create t h.
competitive advantage of nationo which each
different branches of its economies.

These attributes are the following: the factor conditidike sufficient provision of hu@mn
resourcesnd infrastructure, demand conditions, related and supporting industriesrapeny
strategy, structure antbmpetition Each of the corners of this diamond and the diamond as a
system influence significantly the important factors providihg success in international
markes. The resources,human resourcesskills, access to information, purposes of
entrepreneurs, mostly the pressure (which is created by demanding customers on local market,
rivalry on the market, and abundance of supportiggistries and resources, which enables easy
access to the market, thus facilitating rivalry among companies) for investments and innovations
(Porter, 1990, @7). Thus taking into account traditionally small sizes of enclaves only the high
density of popudtion can establish the diamond.

The financial sector of Hongong is a good example of the diamond. Due to economic activity
of the region the necessity afstrong fnandal sector was obvious. Almosevenmillion of
people were enough to establighstrong competitionin the sector, they had the knowledge
going back from Chinese merchants and now the Hamgg financial companies are considered

to be among the leaders thre Asian market and the Horti§ong stock exchange is in top 3 from

all the stockexchanges in Asia and Oceania in terms of market capitalization (in a row with
Shanghai and Tokyo) according to the data from AOSEF (AOSEF n.d.). Naturally the
implementation of the corners of the diampadpecially strongompetition,would be hard to
implement if the small region would not be dense in terms of population.

Except special economic zone the Kaliningrad region does not have any of the factors, which
stipulated the success of HeKgng and Macao. We already mentionduhatt following
Vinokurov, we admit to call the region as double peripfietye periphery of Russia and the EU,
thus, the location can in no way be called as ideal. The encldea tisnes close to mother
country than Macao and Hot{png, andthe mother ountry does not show any political will for
providing financial independence. There is no economic stability even on legali lekiel
acceptance of laws in the end of 2008 was totally unexpected (at ledise forerwhelming
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majority oftheconcerned pari es) whi ch had tremendous effec
speak about any superb financial skills of the citizen of the rebidrat least the region as well

as the whole country turned to market economy less than 20 years ago. Finallysityeadlen

population is in no way neao the example of Hon¢gl o n g . The AdAPorters
definitely not been built for any industrghough some of them (like assembly of home
appliances and electronics in 20PB08) had strongcompetition however allthe other
dimensions leave much to be desired, from strategic aspects to the structure of demand.

Thus, we can make a conclusion ttie acceptance od liberal approach is problematic for the
Kaliningrad region There are no evident competitive advaets enabling the region to carry out
fully independent economic policthe usage of Horgong model does not seem to be effective

for implementation in the region due to enormous differences in terms of geography, population
and economyandsome of thentike geographical location could not be changed at all.

On the basis of the conclusion above it is logical to make a conclusion that the compensatory
approach for the development of the region should beiusadhe grounds of the fact that there
were decribed onlytwo approaches for the development of the enclaves. The criticism of
Vinokurov towards the compensatory approach is justified but mostly based on the
implementation of approach in Kaliningrad region (Vinokurov, 2007b, 310).

The implementatio of such an approach will be analyzed in the following paragraph, but here
webd | i ke to go back to the problem stated
out economic development of enclaves on the basis of integration with mother country
surrounding country. The second alternative was somehow developed further by Vinokurov to a
liberal onei openness to the whole world. In previous chapter simply admitted the terminology
from Vinokurov, but here the clarification is required. The cengation cannot be called as a
strategy these are simply short/lelmgm measures oriented to compensation of objective
enclave costs. The real alternative to liberal approach is integration with mother country.
Therefore, t er mi nol ogmpelathe researches fnore dRdbinsoni doe t
Vinokurov and single out 2 types of strategies of enclave developmisgrative andliberal.

So how shouldnintegrative approache used for the development of the Kaliningrad region?

To answer this question vehould step back again to analyze the case of Tierra del Fuego. Apart
of commonexport orientatiorfor all successful enclaves (to the whole continent incluthieg
mother country), we can single out letegm compensation program on compensation of
enclave costs (tax privileges) lasting for almost 40 years, the collaboration with mother country
(the program does not ruin the same industries in mother country but to the contrary stipulates
the creation of working places in mother country in supportingsimigis. These points are easily
transferable for Russia and the Kaliningrad region. Taking into account the strategy of
modernization and innovation of Russia proclaimed byRiesident it becomes obvious that
during realization of such program (no matierf it 6s i mpl ement ed t h
breakthrough or knoviaow brought from foreign investors) the main potential for export of such
hi-tech production will be the EU and USA.
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The Kaliningrad Region whicls only 350 kilometers away from Warsaw a@d0 kilometers

from Berlin and existing sea ports can be an exceptional placement for such production. The
current situation as well as the experience of Tierra del Fuego presuppesésiowing
sequence of measures of the development of Kaliningrad regi:

1 There should be createdamg-term regime of tax privileges It will not be a compensation
for enclave costs but a serious competitive advantage for Russia fighting for decision of
production companies to use a particular country as a place forcpmdulhedurationof
thetax privilegesshould guaranteed by the law.

1 The production and overall economics shoulekgort-oriented. This export should mainly
be directed to surrounding countries atite outer worldT but not to mother country
othemwisel there is no macroeconomic sense for mother cotintoyestablish any financial
(tax or custom) preferences. Of course if any foreign investor would like to use the region
with such favorable conditions to export the goods to mainland of Russkeutdsbe
allowed and welcomed on condition that the production will be also imported to nearby
countries. There should be a legal motivation for-mather country export orientation.

1 The economy of the region shouldt destroy some industries on the téory of Russia. On
the other hand, sometimes the economy of enclave shgiukl working places to
supporting industries in the mother country.

1 The regime of tax privileges should be used for big business as whil asnall and
medium one. The main crrion for provision of such a condition should be a certain
minimum percentage of salesvhich should be expedriented.

1 As soon as due tilve geographic location of the regidinis presupposgthatthe majority of
expors will be oriented on the miet of the EU, measurers providititge same conditions in
terms of EU tariff and notariff barriersfor all the competitorshould be establishedhis
can be obtained via different stépfrom Russié 8 TO accessiono the creationof special
conditions for European companies who will be lobbyifgr their own investments in
Kaliningrad region.

The similar sequence of measures proved its effectiveness in Tierra del Fuego and as we
explained above is fully applicable to the Kaliningrad region. Thusi t 6 s t he most e
use an integrative approach with the enclave as a competitive advantage of the country on
international market In the following chapter we will analyze the current strategy of
development of Kaliningrad region meets the meuents and if the declared steps in the
strategy are implemented in reality.

3.2 Analysis of the strategic development of Kaliningrad region in 1992010

Contrary to the first chapter here we are not going to examine macroeconomic parameters and
figures but we will analyze the strategies of development of the region within the framework of
patterns for development of enclaves, which were described in chapter 2 and the strategy of
development the Kaliningrad region, which we proposedtepreviousparagraph.
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Thus, in September of 1991 (still in Soviet Union, but with Lithuania already declared its
independence, thus creating an exclave out of Kaliningrad region) Free Economic Zone (FEZ)
AJantar o was establ i shed.ppoitexpottand lateryastiréated as 0 n e
compensation for enclave costs of the region. The FEZ contained the following aspects: zone for
free trading, stimulatin of investments, tax privileges and simplified rulefs entrancefor
foreignersln practice howeer, these initiatives were not implemented. As Vinokurov states, the
accept OuCudtommstami f f o virtually eliminated all
(Vinokurov, 1997a, 165). So the zone was not really functioning until the new law ini&B96
accepted.

The law on Special Econom#one of 1996 was already described in details in the first chapter.
Here wedod | i ke to |ist again the main pref
consequences in terms of recommended enclave developatear. So, there were no custom
duties for import, the VAT was not paid for foreign trade operations, as wekase duties

But most important was the fact that the goods imported to the main part of Russia were not
subject to custom taxes in caseMlcorrespond td5% of local production (added value) in the
region for consumer electronics and 30% for other goods.

What were the outcomes of this strategy? The majority of Kaliningrad exjecidept the olil
industry) was oriented to Russia not to theer worldi on the basis of preferences which the
system gave, mainly on the basis of primitive assembly of the parts imported from abroad. Thus
the creation of similar industries the mother country was not possible. Even the 15% of added
value wereoften mentioned only on paper, there sometimes the expert conciiatedthat

remote controller PCB soldering @ 15% for 21 inch CRT TV. This was logit the
businessmen were not sure about the duration of the privileges of zone, especially taking int
account a constant pressure from mother country to eliminate the priviledesh did not give
opportunities to establish similar businesses in Russia. Therefore it was logical that investors
were trying to minimize the scope of investments, and were e nt ed on fshort
This approach turned out to be correct one, in 13 years the zone de facto lost its privileges in the
end of 2008, which was examined in details in Chapter 1.

Thus, the approach behitide Special Economic Zone was a comgatory one. There was no
timeframe set (which made calculation of ROl and NPV of investments problematic, and no one
could be sure that the zone would suddenly stop existing), the goods were ncoerpbet],

the level of localization for production was small as the industry required, often way below
than the required percentage by the law on Free Economic Zone, finally it was destroying the
competing industries in Russia, simply due to privileges of the SEZ, which made it vulnerable to
lobby from Rusia and finally led to virtual collapse of the zone. So we can make a conclusion
that the approach used was not integrative but compensatory, and despitershariccesses

was not reallyeconomically viablein long term perspective. The only way of sessful
implementation of such a zone was like a temporary project to establish some production areas
before changing the requirements. However such an approach should have been stated from the
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very beginning in a consecutive manner, which was notabe for the region.

To the honor of Russian authorities they realized the problems of the law on special economic
zone (or maybe were forced for changes by WhEQotiationy and introduced an expert group
headed bythe deputy ofPresidential Executive ffice Igor Shuvalovin 2002 The groupwas
working on the basis of the following principles:

1 The SEZ regime should correspond to standard international practice, which was not the case
for the law of 1996. Perhaps this was (de jure still is) the only pbkathere the privileges
were oriented nat customs noattax preferences.

As a result of the first principlethe transition from custom to tax preferences.

Succession of current and new mechanisms.

The administrative barriers should have been elitathas much as it would be possible.

After the years of worla new FederaLaw onthe Special EconomiZone was passed in

2006. According to the law the Kaliningrad region remaiadate customs zone. The new

law includes the following:

o VAT should not le paid for new enterprises during the period of six ybgrsompanies
investing 150 million of rubles (approximately 4,5 million of euro depending on
exchange rate) or more, with the following 50% discount for VAT for the following 6 ys.

0 Same conditionsor tax on wealth

1 To be able to receive preferences from new BEH® investors would have to:

o Invest at least 150 million of Rubles for the period of 3 years

0 The production should be done onlytire territory of the regionthe investments should
beinvested only to the region

o The investment projects cannot be dealing with oil and gas extraction, ethanol and
alcohol production, tobacco production, wholesale and retail trade, home appliances
repair and financial activity.

= =4 4 A

The law hasfixed durationof 25 years.

But one of the most important statements thataftransitional period of 10 years the old and
new version of the law are functioning in paralkehd the enterprise has the right to chose the
prefered one. However the choice of the old onesvedlowed withtwo important amendments:

the production of electronics and home appliances required 30% of localization (value added)
and the export tariffs had to be paid.

There are obvious points which correlate with strategic directions, which weripesl for the
Kaliningrad region in the previous paragraph. These are tax privileges with the guaranteed
duration of 25 years. The previous law strongly oriented the productithe ®ussian market
giving it the decisive competitive advantage. Téeoreousnessof such an approach we
discussed above. The new law is oriented to eliminate it in 2016 thus giving only tax privileges
however we should mention that de facto in most way it took only 3 years to eliminate the
Aassembl i ng par aegiorsdeedto acdeptakae fiothar lavegsr TAus the progress
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is evident. However, even before crises there were very few examples of enterprises which
decided to accept the new version of the law. So what are the reasons that sezmiunciy

more progress® law does not functionKaliningrad scholars found several explanations.
Vinokurov mentions fairly that due to limitation of 150 million of rubles the law is of interest to
big investors but not to the middle and small businesses which representetportant
component in term of the old law on Special economic zone. The criticism of Vinokurov is just
and we will provide our recommendations how the new law could &rawgentation not only to

big investors but to middle business as well (Vinokurov, 200@d4.73174).

However, the most interesting is the criticism from Gareev, Zhdanov and Fedorov, who made
calculations proving that even elimination of the taxes (VAT and tax on wealth) does not
compensate the enclave costs (Gareev, Zhdanov and Fed0@%), This is really remarkable

If we go back to the nature of enclave costs (transit, custom duties etc.) we will understand that
such a research was oriented to the paradigm of the old lexport to Russia, whiclwvas
contrary to idea behind new lawain favor ofthe outcome of the analysis.

The problem however is that the research carried out by Kaliningrad scholars has some practical
importance only for one reason: the perspectives of export are clearly vague. The work group
proposed a law whichbsolutely in concordance with the recommendations we proposed on the
basis of the theory of enclaves and benchmarking with other successful examples of enclave
development inthe previous paragraphexcept one crucial point: the provision of
competitivenss of the region for the exparito the EU market (as we mentioned before the
Kaliningrad region can be treated not only as an exclave but as the enclave of Europedn Union
so perhaps the EU is the only potentially significant importer form the Kalaudrmggion).

To understand if the export from the region hagrspective othe market ofthe EUwe should
understand ithere aresignificant barriergo export. There was a very important research carried

out by Messerlin who calculated the real figaoftheA pr ot ect i on r at eo. Unc
protection rate the sum of tariff and ntawiff barriers and anrilumping measures are meant.
Taking into accounthat the trade between Russia and the EU is basethemostfavored
nationstatus the tariffs are mostly not as important as the natamiff barriers and other indirect
measures of protection.

The data are going back from 1999 but as it was mentioned by Vinokurov, they mieeise
estimation of the situatiomvhich happened aftethe Uruguay Round of GATT/WTO, and
therefore they are still ufp-date (Vinokurov, 2007a, 186).

The most important figures are summarized in the table below:
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Table 8. Market protection of EU on different sectors of economy

Sector of economy Aggregated mdet protection (tariff barriers 1
non-tariff barriers + antdumping measures)

Meat 76%

Milk 125%

Food industry 24,%

Textile industry 22,1%

Clothes 30,6%

Leather goods 5,7%

Timber 2, 7%

Furniture 1,6%

Paper 3,8%

Ferrum and steel 9,0%

Metal prodution 4,5%

Machinery 0%

Office and computing techniques 1%

Electrical equipment 1,8%

Radio and TV electronics, home appliances| 0%

Conveying machinery 0%

Shipbuilding 1,6%

Cars 10,3%

Source (Vinkurov 2007a, Messerlin 2001)

Obviously an additionalesearch is required to receive a clear and detailed pictufeeforesent
moment. However, even these figures show evidently that for a number of sectors of economy
the privileges from SEZ will not compensate entry barriers of the EU, in case of export
orientation of the enterprises. Moreover, as Vinokurov mentions, the calculations of Messerlin
are based on are average data on tariffs and do not take into account indirect barriers, like
technical standards, subsidies and many others (Vinokurov, 2087a,) 1. Here weobd
comment the statement about average tariffs. Thus 1,6% of total barriers for shipbuilding
transform to 6,2smaximum tariff which is far times bigger than the average one.

Obviously export orientation of the Kaliningradgion to the EU would have faced additional
problems | ike gener al l ack oMhderustlRaefsitde
managerial skills to maintain companies the highly competitive European market, some
resistance from different stakdters inthe EU (for instance if the factories for LCD and PDP
production would appear in the region that would definitely be opposed by Polish authorities
[upon the efforts frombusiness to labor uniofjswhich recently became CEE capital for
production 6 LCDs and PDPs) and many others.

Onthe basis of given data we can make a conclusioratbaemingly progressive new version
of Federal Law was not giving the real edge to the region providing the possibility to compensate
the exclave costs. The exportentation of the Law does not meet the reality of the region and
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requires additional work on creating a strategy of integration of regional economy to the EU
market which should have definitely been elaborated before the acceptatieenefv Law,
espeially taking into accountour years of work of the group under Shuvalov.tie current
situation the introduction dhenewLaw in 2016 (tlen the previous version will stop existing) is

good for meeting the Standards of W{Where Russia is trying tanger) and the lobbyists from

the main part of Russia (who partly actually already succeeded to eliminate the advantages of
SEZ in 2008), but is not suitable for the region.

So, on the grounds of the analysis we carried acceptance of the law which Millly enter

into force in 2016 (as we mentioned before absolutely progressive on paper) should have been

done as an outcome of realization of the following strategy:

1 Russian authorities put a special stress on modernization and diversification of economy
Within this framework, the Kaliningrad region should have become strategic outpost for
export to the EU not only due to suitable geographic location but due to tax privileges. The
overall mission is to provide the inventors for export to EU countriegdhditions which
would make prime cost of the products lower than production in the EU, otherwise the new
version of Zone is doomed to failure.

1 Selection of priority products to export. The table 2 gives the picture of the import-87 EU
by product within last 5 years:

Table 9. Share of imports by product (%) for the E2¥

Industry/Year 2005 | 2006 | 2007 | 2008 | 2009
Totali all products 100 | 100 100 | 100 | 100
Food, drinks and tobacco 5.3 5.0 53 |52 |6.0
Raw materials 4.5 4.7 49 148 |39
Mineral fuds, lubricants and related materials 23.1 [25.1 |23.4|29.2 |24,2
Chemicals and related products 8.2 8.1 84 |79 |88
Machinery and transport equipment 321 |29.8 |29.2 |26.5 |28,5
Other manufactured goods 246 |25.2 |26.6 |24.0 |24.4
Commodities Bad transactions not classifie

elsewhere in the SITC 22 21 22 |24 |43

(Source: Eurostat)

As the Kaliningrad regionisnotch  wi t h mi ner al f u edrestwopossible q u i
opportunities: to develom production of machimg and transport equipment and other
manufacturer goodsPower generating and industrial machinery, computers, electric and
electronic parts and equipment, road vehicles and parts, ships, airplanes and railway equipment
are included to the former, thelatt r epr esent s fihet erogeneous ¢
products which range from basic semanufactured products such as leather, rubber, wood,
paper, textiles, metals, building fixtures and fittings to more Hatensive products like
clothes, hkoes and accessories, scienti fi (Eurostatst r ur
n.d.).

1 Establishing the strategy, how the successful enterprises oriented to exgwiniother

countrywould be able to readjust the production to the European Unionngtance, the
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assembly of home appliances and electronics would require significant additional
investments to be able to competetbe EU market (first of all in terms of meeting the
standards of the EU). Heréyo polar rules should be establishethe first one isthe
provision ofalong tax free period (at least 15 yeaagd no custom fees for delivery of the
equipment the second one is to toughen the requirements on value added (localization)
some products up to 50% (potentially for instance for LCDs|lidealy TFT panels should

be imported), but first of all to toughen the control on execution of the law on localization.
Onthe one hand the investor has excellent conditions to generatasagiom business in
Russia till 2016pn the other handhe investor would be forced to invest additionally to be
able to stay competitive after 2016. And such requirements on localization would have
created thousands of new working places in the region.

1 The preferences dhe Special EconomicZone should not be gin to the enterprises who
invest at least 150 million of rubles preeyear period only. These preferences should be
given as wellto medium sized exportoriented businesseswhere the minimum amount
investmentsnay be diminished up téve times.

1 Marketing for SEZ At present the legal framework on the special economic zone is
extremely volatile and is subject to direct or indirect changes on the very top level of mother
country. There should be givea guarantee on its constant functioning during the
established perioly the very top level of Russian authoriti€sgsident oPrime Minister),
which should be stated clearly and directly, and broadcasted massively. Taking into account
the extreme level of political stability (one group of peagie one political party are ruling
the country for 10 years and the change does not seem to be tliledg)guarantees can be
treated as almost the only way to establish the assurance among investors.

1 Finally reachinganagreement withthe EU providing the Kaliningrad region competitive
conditions for export to the EU.

The last statement seems to be a complete declaration, because the surrounding countries would

not like to allow a creation of the region that will be competing for investments with them.

However, taking into account negligible size of the region in comparison even with Poland,

Russia is able to a lot of steps facilitate establishing competitive conditions for Kaliningrad

export and to motivate the surrounding countries. These are:

1 Accessionof Russia to WTO

1 Exclusion of Kaliningrad region out of Russian custom zone and creating a common
custom zone with the EU.Such ideas generally lack support from Russian authorities
because of worry that such a decision might become a step in directi@refjion towards
sovereignty. That traces us back to the question stated by Raton, which we described in
previous chapter: is there any possible way for elimination of enclave (sovereignty, exchange
of lands, annexation to surrounding country etc.)?hhe follow Vinokurov who makes an
i mportant conclusion that: ASovereignty of
population. Nationality of the inhabitants of the enclave is a decisive factor for inhabitants of
enclave, which determines theiesire to stay within mother country. We can be sure due to
the identity of ethnic composition of population the Kaliningrad region will stay in Russia,
regardless of any other factors. In foreseeable fu@aeaand Melilla will belong to Spain
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regardess of significant Moroccan minority. The situation would not be changed if the
guantity of Moroccan and Spanish population becomes equal due to the privileges which
Spain is able to provide to the regions. The perspective of transfer of the authotiiy on t
enclaves from Spain to Morocco will be imminent only if Moroccan part of populations
becomes the majority in the regions (Vinokurov, 2007b, 322). The comparisoiCeuta

and Melilla is important in this aspect because regardless of the faatithesado of transfer

of authority of the regions to Morocco is more probable, the regions are excluded from
custom zone of Spain and the EU, so the same step from Russia would not create separatist
movements in the region.

1 Free visa entrancefor the people fromhte EU to Kaliningrad that would support tourism
and business contacts in general.

1 Additional preferences for investors from surrounding countries.

91 For certain period creating ideal conditions for movement of Polish and EU managers in
general for topmanagenent position (which is already supported by very attractive income
taxes). The last two statements would stimulate business community of surrounding
countries to support integration of the region to the EU.

1 Other different measures on bilateral level ,ispoovision of discounts for energy produtts
for significant investments to the economy of the region.

The measures which we offer definitely need additional elaboration. Moreover, there is no doubt
that there are some alternative/additional measuras wke listed above. However without
implementation of these measures which repremeimiplementation otheintegrative approach
which we singled out in paragraph 3He seemingly progressive new law turned out to be
strategically inappropriate.

Conclusions m chapter 3

As a result of the analysis carried out in Chapter 2 there were singled out 2 approaches for
developing enclaves: compensatory and liberal. In this chapter me amaédaser distinction
between liberafthere the enclave functions as independent state from the economical point of
view) and integrativeapproach(there enclave is used lilie mother country as competitive
advantage in fight for FDI, the collaboration between enclave and mother country should be
close). We proposewvo methods to dede if the liberal approach suits to enclavehe first one

is a comparative analysis with successful examples of such enclaves-Kémggand Macao)

and the ability of generatioof ai Por t er 6s di amondo i n the near
analysis we cam to the conclusion the liberal approach is not the best solution to the
Kaliningrad region and proposed integrative approach. The strategy of its implementation was
based on the theory of enclaves and comparison with example of Tierra del Fuego, and the
concete steps like lonterm regime guaranteeing tax privileges to not ¢algesized but also
mediumsized and small business, the regional economy should have-expattation to EU,
whereas the steps necessary to guarantegisonminative condions to Kaliningrad exporters

onthe EU market should be implemented. On the basis of these statements we analyzed the laws
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on freefpecial economic zones, which were passed during different periods of development of
the region in PosBoviet times. We foundut that the first zone (1991996) was not
functioning de facto, the second zone was functioning but was oriented in wrong direction
(virtually it functioned as a springboard to Russian market) and was not viable Hetang
perspective. TheSlaw of 2006, which will be the only functioning law in 2016 and works now

in parallel with the previous oneis seemingly progressive and virtually implies export
orientation tothe outer world not the other country, but actually as a declaratsteument
because the strategy mdal internalization to relevant foreign markets was not supporting the
law. We suggested several steps from integration of the region into custom space of the EU to
the necessity of promotional company for the region headed by the-miimster or preslent.

The possibility of implementation of some particular regions cannot be analyzed within the
scope ofthe present papeand should be examined separately. The other perspectives for
additional research as well as general outcomes will be discussed luscam¢o this paper.

Conclusion

Throughout the researctarried out in the present paper we singled thuee periods of
devel opment of the region: dededuosustal atrate
created the last definitioto describe the collapse of different industries of the region in-2008
2009. Agreeing with Vinokurov we accept the conclusion that the economy of the Kaliningrad
region followsthe Russian trend but with higher amplitude, however we sustained that such a
tencency was caused not by objective reasons (the exclave location of the region) but by the
changes in legal framework which were carried out on the grounds of the decisions taken by the
mother country and not by the region. Here we admit thak #ve on Spedal EconomicZone
hadatremendous impact on the development of the Kaliningrad regimhde facto elimination

of a significant portion of its preferences in 2008 had the effect of same importance, giving a
negative vector though. Here we make another impbdanclusion that the main consequences

of the crisis in the Kaliningrad region are not only connected with the World Economic Crises,
but mainly with new legal initiatives adopted by the mother country. Finally, the most general
outcome ofChapterOne is the fact that the difficulties in overcoming the crisis in the region and
some other specific problems are mostly connected with an exclave factor of the region.

In the second chapter we madereview d enclave theories, singleout different typesof
enclaves and exclaves. We described the rektiothe triangle Enclavé Mother Countryi
Surrounding Countrythere we put a speciaktcenton the problem of access from the mother
country to the enclave through the surrounding country and diffemuations ofthe transit
problem. That allowed tdraw aconclusionthat the problem of access from mother country to
enclave becomes crucial ftlie development of enclaves. If the distance between the mother
country and the enclave is minor and the access ys(lasthe erlaves in the European Union)

they can be mostly studied within traditional approaches to regional development. We prepared
a list of relatively successful enclaves and used these criteria of distance and easiness of transit
as crucial inselection of the regions, which can be used for benchmarking with the Kaliningrad

region. Thus, we have selected 4 regions: Western Berlin (FRG), Tierra del Fuego (Argentina),
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HongKong (UK) and Macao (Portugal). On the basis of the research of theireiesnae
singled out 2 approaches for development of enclavesgrative, where mother country
provides tax privileges to the enclave using it as a competitive advantage in fighting fan&DI
liberal approach when the enclave is functioning as an intkgpe state from economic point of
view. We distinguished the decisive factors for choosing the most suitable approach. On this
ground we believe that integrative approach is optimal for the Kaliningrad region. We sustained
this point of view with the step of implementation of such an approach such as fixed
longstanding regime of tax privileges, collaboration witNorth-West Russian region in terms

of production chains, involvement of small and medium sized business to the program of tax
privleges and neassity of creation of the strategy of internationalization to the EU
(geographicdy) that is the only potential major importer of production of the region.

In concordance with the chosen approach we examined the real strategies of development of the
Kaliningrad region. This allowed making the conclusion that the law on Special Economic Zone
from 1996, which brought sherérm prosperity to the region was not economically viable in
long-term perspective because of its orientation to the mother counimpetsatory approach

of the law lacking the real strategy necessary for integrative approach, absence of period of time
given for the zone. A new law of 2006 which seems more progressive (export orientation, fixed
long-term period of 25 years, orientatitmtax andnot customs preference$jowever, lacks a

real strategy for internationalization that makes this law someloostitutive Therefore, on the

basis of the analysis carried out in the present paper we formulageesof concrete measures
enabling intemationalization with the EU: from exclusion of the region from the customs zone of
Russia and the integration of the customs zone of the region with the customs zone of the EU till
the necessity of promotion of the region to the very top level of the mothentry. The
realization of these measures would allow the region to compdte&@i market and become
economically viable for a long term period.

The present paper is limited with the strategic analysis of enclaves with a focus on the

Kaliningrad regon, where in the end we provide recommendations for strategic development of

the region. This paper however gives additional sources for research which could not be made

within the framework of the present paper:

1 Analysis of a legal project that will allv to exclude the customs zone of the region from the
Russian one and integrate it to the EUOGS

91 Detailed analysis of EU import structurewith the special stress on CEE countries and
Germany in order to distinguish the mosbmising industries to be deloped in the
Kaliningrad region

1 Investment analysis for launching enterprises in certain indugagesn outcome of the
previous point). Determination of a payback period and NPV.

1 Detailed analysis of Tierra del Fuego experience.

Kaliningrad used tde prosperous before 2Q@®w it turns to be a capital of protest movements
in Russia, the region where opposition meetings gather the biggest amount of population
throughout the whole country, despite not a huge number of it. The biggest problem tdembnne
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with the fact that the enclave problem of the region is not realized to the full extent on the
governmental level. We have already provided an example of indifferent attitude shown by the

mother country quoting Pavlovsky in the first chapiEne famousKaliningrad politician S.
Ginsburgquotesthe words of the Deputy Minister fdRegional Development of RussiaM.
Travni kov: Anl't would not be fair 1 f the

enter Poland or Lithuania without visa and thbeotcitizens of Russia arrived to the region

wo u |l d Ginsburgyn.ji( Of course taking into accouttite rather small size of the territory of

i nh

the region and the fact that the Kaliningrad region is an enclave and the only way of land
movement for the citizenis through Poland and Lithuania, this differentiation would be fair. In

given political conditions ithe mother country would not understand tiiaenclave problem is

strategic and requires not only provision of compensatory financial conditions, but also the
strategy, certain amount of independence, at least in terms of customs policy, deeper research,

maybe organization of regular enclave conferences, to implement an efficiesetonglan
which might allow to use the region (and SEZ) as a competitivartdigihting for investors, the

perspectives of the enclave will remain vague. There is much doubt that the solution of the

problem of the region lies ithe conceptual triangle Mother countiyEnclave- Surrounding

country: Russia, Kaliningrad region and tB&. Although as we mentioned before, the most

important part of development of the enclave depends on the mother catitittiie solution
should be found withimorking groups from the whole triangle. In this regard, the ideas found
in the present papenight work as an effective framework for further negotiations.
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Appendix 1. Full enclaves(as we mentioned before the territories which are connected by one

point are included in the gropymcluding enclaves whictlo not exist any longer)

Enclave Population | Territory (square Mother country Surrounding
(thousands | kilometers) country
of people)
Artsvashen - - Armenia Azerbaijan
Azerbaijan enclaves in Armenij - 0,12 Azerbaijan Armenia
(Azatamut, Upper Askiparg
Karki and 2 nename enclaves)
Baarle 2,33 2,5 Belgium Netherlands
Netherlands Belgium
Bisingen 15 7,6 Germany Switzerland
Campione dbd 113 1,7 Italy Switzerland
Chizumulu and Likoma Islandg 8,1 18 Malawi Mozambique
Cooch Behar 55 111,7 India Bangladesh
Bangladesh India
Ormidia and Ksilotimbu - - Cyprus Great Britain
Shakhimardan, Sokh, Qalach 40 236 Uzbekistan Kyrgyzstan
and Jangail
Island Martin Garcia 0,2 2 Argentina Uruguay
Jungholz - Austria Germany
Karagach - 1 Tadzhikistan Kyrgyzgan
Llivia 1,2 12,84 Spain France
Madha - 75 Oman UAE
NagorneKarabakh 200 4.400 Armenia Azerbaijan
Nahwa 1 3 UAE Oman
San'kovaMedvezh'e Below 0,1 4,5 Russia Belarus
Sastavci 0,27 4 Bosnia and Serbia
Herzegovina
Vorukh 40 236 Uzbekistan Kyrgyzstan
Vennbahn - - Germany Belgium
Avignon and Venaissin - - Papacy France
Darhen 10 - Bhutan Tibet (China)
Chumbi and Dobta 1 - Sikkim China
Enclaves ofEastern Berlin in| - - GDR FRG
Western Berlin
Mount Scopus - 1 Israel Jordan
Pogiri Below 0,1 1,69 Lithuania Belarus
Saint Pierre and Migquelon 7 242 France Canada
Fort of Sdo Jodo Baptista d Below 1 0,01 Portugal France (Benin)
Ajuda
Schirgiswalde 3 5 Austria Saxony
12 enclaves of Western Berli 0,19 - FRG GDR
in Eastern Berlin
Verenahof 0,01 0,3 Gemany Switzerland
Western Berlin 480 2200 FRG GDR
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Appendix 2. Semienclavescoastal enclavescluding enclaves whictio not exist any longgr

SemiEnclave Population Territory  (square | Mother country Surrounding
(thousands of | kilometers) country
people)

Alaska 643,8 1.056393 USA Canada

geuta 72 19,5 Spain Morocco

Kokkina/Erenkdy 1 - Turkey Cyprus

Gibraltar 28 6,5 United Kingdom Spain

Melila and 69 12,5 Spain Morocco

Pefion de Vélez de |

Gomera,

Musandam 35 1.800 Oman UAE

OkusiAmbeno 50 17.000 East Timor Indonesia

Tierra del Fuego 101,1 21.263 Argentina Chile

Temburong 9 1.306 Brunei Malaysia

British military | 15 251 United Kingdom Cyprus

bases on Cyprus

Gwadar ? 795 Oman Pakistan

Hong-Kong 6.803 1.102 United Kingdom China

Ifni ? 1.502 Span Morocco

Kwang ChouWan 100 780 France China

Kwangtung 100 560 Japan China

Macao 429 26 Portugal China

Walvis Bay 46 1.124 South Africa Namibia

Zadar - - Italia Former Yugoslavia
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Appendix 3. Peneenclaveg(including enclaves whictio not exist any longgr

PeneEnclave Population Territory Mother Surrounding Comment
(thousands (square country country
of people) kilometers)
Kleinwalsertal 49 96 Austria Germany road access only vi
Germany
Livigno 5,3 211 Italy Switzerland In winter roadaccess
only via Switzerland
Point Roberts 1,2 10,5 USA Canada Separated from th
USA by Boundary
Bay
1 40 Canada USA Connection with the
Campobello rest of Canada is b
Island ferry only
New Brunswick | 751,3 72908 Canada USA Connection with the
rest d Canada is by
ferry only, but in
1997 the bridge wa
built
Copacabana 6 346,5 Bolivia Peru Separated fron
Bolivia by Titicaca
lake
Dubki 0,005 - Russia Estonia Access to Russi
only via lake
Os de Civis 0,1 - Spain Andorra road access only vi
Andorra
Samnaun 0,3 - Switzerland Austria New road was built
Val d'Aran 0,7 620,5 Spain France New tunnel was built
Appendix 4. Full exclaves
Full exclave Population Territory  (square | Mother country Surrounding
(thousands of | kilometers) countries
people)
Cabinda 300 7.283 Angola (since 1975 Democratic
before Portugal) Republic of Kongo,
Kongo
Dubrovnik 122,9 1.782 Croatia Montenegro,
BosnhiaHerzegovina
Kaliningrad region | 946 15.100 Russia Lithuania, Poland
Nakhchevan 200 5.500 Azerbaipn Armenia, Iran,
Autonomous Turkey
Republic
Strovilia 0,02 - Cyprus Northern Cyprus,
United Kingdom
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European Economic and Social Committee
On EUI Russia Relations An Ownlnitiative Report
Documentation

In December 2010, the European Economic and g@oCiommittee
(EESC) had adopted in Brussels an ewitiative opinionon EU-Russia
relations (Document REX/ 306) . I t s
Czech Member of the EESC since the
on ' May, 2004. He is foreignetations advisor to the president of the
Czech Chamber of Commerce (HKCR).

The EESCis a consultative EU institution composed 3#4 members

g from 27 EU Member States, meeting in nine plenary sessions per year.
There are three groups from which the meralage sent to the EESC: Employers (e.g. industry
associations), Employees/Workers (e.g. trade unions), Other Interests (e.g. Woman Associations
etc.). With the consultative role, the EESC should not be underestimated as more than 80% of its
opinions are @aken into account in legislatioithis role is not enough t
say that the EESC eatetermines legislation, but it advises due to
hi gh competence the other EU i
reflecting the French legislation tradition wherequas a fc am
participative democracy has been launched with the French Revol
from 1789.

After deciding on an owimnitiative opinion on EURussia relations, the Section for External
Relations (REX) adopted a draft opinion, which was finallypéeld on 9.12.2010 by 195 votes
to none with eight abstentions.

Here are theRecommendations

1 The EESC welcomes the Joint Statement on the Partnership for Modernisation (PfM)
adopted at the ERussia summit in Rosteer+Don (31 Mayi 1 June 2010), includg an
appeal to civil society to foster its participation in the -BUssia cooperation through
enhanced dialogue. ERussia relations have a strategic meaning for both sides and should
be based on mutual trust. Civil societies in the EU and Russia sltilchte their
cooperation and contribute to the implementation of the PfM initiative. The EESC is
prepared to contribute actively to this.
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1 Regarding the Common Spaces, the EESC supports the existing structure but calls for a
greater involvement of civéociety from both sides in presenting their views and initiatives
in various fields of activity.

1 The EESC suggests involving more relevant stakeholders in the dialogue on economic and
trade relations and that consideration be given to the establishneentadély representative
EU-Russia Business Forum.

1 The EESC supports efforts to quickly reach progress in the negotiations on simplification and
liberalisation of the visa regime.

1 More nonstate actors should be involved in HRuissian human rights contations. The
EESC is prepared to join this platform.

1 There should be more platforms where civil society organisations from the EU and Russia
could contribute to the follomp and monitoring of EtRussia relations. The ERussia
Civil Society Forum similato the Eastern Partnership CSF could become such a tool.

1 The EESC calls for an increase in peejplgpeople contacts and exchanges in the field of
education and intercultural dialogue as a tool to improve mutual understanding and
confidence.

1 The positim of the Member States visvis Russia should be more coordinated so that the
EU speaks with one voice with ambitious but at the same time realistic goals and with a
sufficient flexibility.

1 The EESC regards Russian membership of the WTO as essenlyasufayports this process
and wishes to see its completion as soon as possible.

1 The EU should revise the rules of financial support to NGOs through the European
Instrument for Democracy and Human Rights which foresees a high shardimdraming
prohibiting many of the Russian NGOs from using these grants.

1 The EESC recommends seeking opportunities for the involvement of Russia in large regional
projects that would be discussed with the Eastern Partnership (EaP) countries especially in
the field of enviroment, public health, transport and energy efficiency. Russian civil society
should be invited to attend the meetings of the different platforms of the EaP Civil Society
forum where such projects of common interest between the EU, EaP and Russia would be
discussed. Stronger engagement of civil society in the implementation of the Northern
Dimension policy, Baltic Sea Strategy, Black Sea Synergy and other relevant initiatives is
also recommended.
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1 The EESC reiterates its proposal to incorporate the estalelighoha joint civil society body
between the EU and Russia in the forthcoming agreement.

1 The EESC will establish a contact group dedicated teRiEBSsia relations and will continue
to develop its interaction with the Civic Chamber of the Russian Federf@@€RF)
proposing at the same time to enlarge the participation to other civil society organisations
that are not represented in the CCRF in the common activities.

EU-Russia relations: the state of affairs

1 EU-Russia relations have been experiencing re¢wgranddown periods over the last two
decades. The Russizeorgia military conflict in August 2008 and the Ruddlaaine gas
dispute in January 2009 had a negative effect on mutual relations. Nevertheless both sides
have been continuing in their effsrto overcome the stalemate. The main goal of this
opinion is to present the EESC recommendations how to improvRUSSia relations, and
how civil society from both the EU and the Russian Federation could contribute to this aim.

1 Talks on a new EWRussiabilateral agreement that should replace the Partnership and
Cooperation Agreement of 1994 were launched in Kh#fapsiysk in June 2008 and
formally opened in July 2008. Both sides approached the negotiation process with a different
emphasis on the natucé the new agreement. The EU wants to conclude a comprehensive
and detailed strategic agreement whereas the Russian side prefers the conclusion of a basic
framework political agreement that would be followed by detailed sectoral agreements in the
sectorof Russia's interests

1 The 12thround of negotiations between the EU and the Russian Federation that run through
the working groups mirroring the Common Spaces started in the middle of November 2010.
The present results of the negotiations are viewedhbyEuropean Commission with a
cautious optimism; however, it is still too early to predict when the talks on the new
agreement could be completed.

1 The slow progress in the ongoing talks on a new Agreement reflects the different views of
both parties onhieir mutual relations. The EU supports a complex societal, political and
economic modernisation in line with the Europesaguisand institutions. Russia, on the
other hand, wants to be treated as a sovereign global power with its own approach to
democracyhuman rights, economic and security intefés®o play this role Russia is using
all the available assets it hassupply of natural gas and oil, nuclear arms capacity, space
programmes, etc., including its position within international organisatiog.sJ&l Security
Council, Shanghai Cooperation Organisation, CIS20Getc. However, the international

% Meeting of EESC representatives with the Deputy Prime Minister of the Russian Federation, Mr Alexander
Zhukov, 29 June 2010.

% See National Security Strategy of thasRian Federation to 2020 approved by Decree No 537 of the President of
the Russian Federation on 12 May 2009.
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projection of the above ambitions is limited due to the weaknesses of the present socio
economic conditions in Rus&fa

The EU and Russia differ substafiy when it comes to possible changes in the European
security architecture. Russia wants to revise the European security architecture as was
reflected in Russia's proposal to conclude a new European Security Pact voiced by
PresidenDmitry Medvedev in Une 2008.

Deep differences remain also in the field of energy security. Russia wants to achieve special
treatment as the EU's main energy supplier of natural gas and oil, including preferential
treatment of its energy companies and their access to tmeagkét, including recognition of

its special position and interests in the energy sectors of Belarus and Elkr&nssia
withdrew from the Energy Charter Treaty (ECT) in August 2009. For its part the EU
considers ECT a basis for any further liberalisatmf its energy market, including its
openness to Russian energy companies. The recent initiative of President Medvedev on
concluding a new Global Energy Security Treaty that would replace ECT was addressed to
the member states of-£3, not to the EU exchively, even though the EU remains the key
trade partner of Russia in the field of energy.

Russia attempts to manage its interestswis the EU through developing special relations
with the traditional "big" European powers. Indeed, the EU MembeesStave their own
bilateral relations with Russia reflecting their traditions and interests but it is essential that
they work to ensure that their positions and activities should become more coordinated in
terms of formulating an overall EU policy towar@sssia. The new Lisbon Treaty enhanced

the EU Common Security and Foreign Policy as well as gave new competences to the EU
regarding energy security.

Russia and the EU are also in disagreement regarding the Eastern Partnership, which Russia
sees as anttampt to expand the EU's sphere of influence. On its side the EU views the
Eastern Partnership as a tool to share its common values and standards with its Eastern
neighbours since their implementation leads to their economic and social modernisation and
contributes to security and stability of the whole European continent.

EU-Russia cooperation has improved positively in the context of the joinRi&dia
Norway-Iceland Northern Dimension Policy. Tangible results have been achieved in
partnership projectsn the field of environment, public health, culture, transport and
infrastructure. The EESC has continuously contributed to the implementation of the policy,

30 National Security Strategy of the Russian Federation to 2020 approved by Decree no 537 of the President of the
Russian Federation on 12 May 20@ee part 2. The modern world and Russia: the state of affairs and development
trends, p. 48, and part 9. Strategic stability and equal strategic partnepsi#g31

3L Energy Strategy of Russia for the Period up to 2030 approved by the Decree aivérar@ent of the Russian
Federation Nd.715r on 13 November 2009; see part 9: Foreign energy policy,-p855
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stressing the importance of engaging civil society therein in its opinion on the Northern
Dimensbn policy®.

1 Notwithstanding the existing misunderstandings and difficulties mentioned above, a general
common understanding of the strategic importance of bilateral relationship prevails in both
the EU and Russia. The political will to upgrade bilaterhtrons has been clearly
demonstrated by the Conclusions of the-Euksia summit in Rostesn-Don (31May-

1 June 2010), including the Joint Statement on the Partnership for Modernisation ifitiative

Lessons learned from the Common Spaces
General Findings

§ The institutionalised dialogue under the umbrella of Common Sfal&sved for the most
intense dialogue the EU has ever had in the history of its external relations with any third
country. For the negotiations of the new-RUssia agreement the folling lessons of the
existing cooperation within the ERBussia Common Spaces should be leafied:

1 the Common Spaces (CS) structure is a-esfablished institutional framework to maintain
a wideranging political and sectoral dialogue between the EU amsiR, and should be
preserved,

1 in spite of several positive samples of progress achieved on sectoral issues CS has brought
rather modest outcomes in relation to the initial expectations of both sides;

1 in order to improve the dialogue and cooperationarmolitical will, mutual trust and the
ability of both sides to agree on terms and values including the mutually agreed standards is
needed.

32REX/217 "The future of the Northern Dimension policy", rapporteur Mr Habmatz, 5 June 2006 (OJ C 3009,
16.12.2006, p91i 95)

* Priority area of the Partnership for Modernisation will include: expanding opportunities for investment in key
sectors driving growth and innovation, enhancing and deepening bilateral trade and economic relations, and
promoting small and mediwsized enterprises; prasting alignment of technical regulations and standards, as well

as a high level of enforcement of intellectual property rights; improving transport; promoting a sustainable low
carbon economy and energy efficiency, as well as international negotiatidightimg climate change; enhancing
cooperation in innovation, research and development, and space; ensuring balanced development by addressing the
regional and social consequences of economic restructuring; ensuring the effective functioning of ting furdicia
strengthening the fight against corruption; promoting petfgeople links; and enhancing dialogue with civil

society to foster participation of individuals and business.

3 In May 2003 the EU and Russia agreed on a new structured format of d@mpesishin four Common Spaces:

the Common Economic Space, the Common Space of Freedom, Security and Justice, the Common Space on
External Security, and the Common Space on Research, Education and Culture. In May 2005 both sides negotiated a
package of rod maps to implement the Common Spaces. See also
http://ec.europa.eu/external_relations/russia/docs/commonspaces prog_report 2009 en.pdf

% See fiSearchingfor New Momentum in ELRussia Relations. Agenda, Tools and InstitutiorBratislava:

Research Centre of the Slovak Foreign Policy Association, 2009.
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Common Economic Space

1 The EU objective for the establishment of the Common Economic Space (CES) was the
creationof an open and integrated market between the EU and Russia. Progress towards
achieving this goal is slow and a free trade area seems to be rather distant reality. It is
essential that Russia becomes a member of the WTO and the EESC welcomes the wish of the
Russian side to accomplish its accession to the WTO as soon as possible. However, the
creation of the Customs Union with Kazakhstan and Belarus has raised questions how it will
effect its negotiations with the WTO.

1 The CES dialogue in different areasnmiltileveled and it involves many aspects of the
economic, trade, financial and industrial isShe¥he EESC recommends that the CES
dialogue should cover also employment and social policy with the involvement of the social
partners that are not yet indied in the negotiating process, taking at the same time into
consideration the limits of EU competences in these fields. Special attention should be
devoted to public health issues including sanitary and phytosanitary measures and consumer
protection.

1 TheEU-Russia Industrialists Roundtable is the institutional platform for the involvement of
the business in the CES. Besides the positive aspects of the strong support of the business
communities from both sides to the deeper economic integration, somengvaploups
established with the aim of facilitating the EURussia dialogue on regulatory and industrial
issues are still not functiorfaland recommendations and proposals are not taken into
account by politicians and state administration. Larger and systematic involvement of
relevant stakeholders in the negotiation process would contribute to the identification and
removal of "artificial" obstacles hindering the mutual trade and investment. Tools to support
such involvement need to be put in placeEB-Russia Business Forum representing the
main economic and business actors could become such a tool.

1 The key issue for all the working groups within CES should be to remove obstacles to
business and investment, to prevent protectionism, to ensurerfgietiion and to negotiate
the harmonisation of legislation and standards. The EESC calls for a higher accountability of
progress and strengthening of Russia's capacities to implement the changes to legislation and
practice. Furthermore, the Lisbon Tregtyes the EU competence in relation to investments,
in terms of both regulation and protection. Therefore, the EU should include substantial
investment provisions in the new agreement replacing and updating the PCA, including

% There are the following main working groups within CES: Transport; Industrial and Enterprise Policiat&gy
Dialogue on Industrial Products; Space; Information Society; Agriculture; Fisheries; #t@mmomic Policy;
Financial Services; Energy; Procurement; Environment; Trade Facilitation; IPR; Investmeniredideal
cooperation; Statistics; Macroeamic and Financial Issues.

37 Working Groups, including subgroups on Construction Products, Machinery and Electrical Equipment,
Conformity Assessment and Standardisation, Aerosiamapetition, and Public Health
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provisions on fair and equateatment and, in particular, credible and reliable arbitration
clauses to safeguard investate relations

EU financial tools assigned for the support of cooperation in this field should be more
connected to policies and their use must be simplifiegt@ards administrative procedures.

The implementation and evaluation phases of the process must be strengthened. In particular,
small projects trust funds should be established with simplified procedures, so that funds are
available to broader target grmiand institutions including women entrepreneurs, SMEs, the
social economy and used for small but concrete and residtsted projectS. Eventual
reduction of available funds should be compensated by highmareing on Russia's side

which should ha@ more impact on and ownership of programmes and projects.

Common Space on Freedom, Security and Justice

1 The area of freedom, security and justice is a very important one since it involves the issues

T

of democracy, respect for human rights and fundamdraldoms. Both sides have a
common interest in addressing challenges such as organised crime, terrorism, drugs and
illegal migration.

One of the main subjects of the negotiations is a visa and readmission policy. The EESC
requests that the views of ciwbciety on the facilitation of issuing visas for businesses, civil
society organisations, students, multiple visas for the inhabitants of border regions, the
reduction or abolition of visa fees, registration for foreign citizens and its simplification,
bdanced and nodiscriminatory implementation of the respective rules pertaining to work
and residence permits are taken into consideration respecting the competences of the
Member States in these matters. The EESC supports speedy simplification atiddtfmera

of the visa regime based on the implementation of mutually agreed commitments.

The EU has to continue its efforts aimed at involving otherstate actors in the EBussia
human rights consultations.

Common Space on External Security

T

The jointEU-Russia endeavours in the area of external security are limited. The EU certainly
should strive to engage Russia in joint activities aimed at maintaining security, following the
positive experience from joint missions in the Western Balkans and Chad.

The EU was invited by Russia to mediate the conflict settlement with Georgia after the
RussiaGeorgia conflict in August 2008. Russia still needs to implement all obligations

3 World trade, fair trade, fair competitipraccess to justice, data protection and privacy, durability, energy
efficiency, water supply, consumer educatiotoenmerce, food policy, group action, health, liability for defective
products and services, financial issues, telecommunications, cdetrastetc.

European Union Foreign Affairs JourriaN°® 17 2011
www.eufaj.eu email: eufaj@libertas-institut.com TAS 77




under the 12 August and 8 September 2008 Agreements. The European Union Mpnitorin
Mission (EUMM) is an indispensable factor for the stabilisation efforts in Georgia. Access of
EUMM to Abkhazia and South Ossetia remains a crucial yet unfulfilled part of its mandate.
In this regard, Russia's cooperation is of utmost importance.

1 In spite of their different views on the security in Europe and in the world both sides should
continue to maintain the bilateral security dialogue and dialogue through the existing
international institutions that should be used to debate ofR&idia relationsthe UN,
Council of Europe, the OSCE, and the NARDssia Council.

1 The EU cannot neglect the interests of its Eastern neighbours in its relations with Russia and
vice-versa and it needs to stay firm in its commitment to facilitate the Eastern partners'
transformation.

1 Unity on key issues (relations with Russia; energy policy; relations with the Eastern partners)
will strengthen the EU's position in dealing with the Russian Federation. The EU should first
of all start speaking with one voice.

1 While official contacts take place, civil society organisations, research institutes and think
tanks in the EU and Russia cooperate in a still small number of issues. Insufficient contacts
and lack of cooperation result in a stereotyped perception of interests artirgef "the
other" partner. Therefore, bilateral civil society dialogue should be a contribution to the
search for new approach to the issues of mutual concern such as international terrorism and
its roots.

Common Space on Research, Education, and Cule

1 This common space can serve as an example of the most succes$§tuk&bl cooperation
with hard science projects strongly dominating.

1 The sign of success is both sides' active engagement evidenced by the programmes and funds
provided and the bottomp approach that means letting the scientists structure their work
and choose the most suitable fofns

1 On the other hand this success contrasts with the rather limited mobility in the education
field, where some exchanges have been achieved, for inshkmoagh Tempus and Erasmus
Mundus Programmes. There is also difficulty in getting further information on the
functioning of working groups. More attention should be given to the youth movement and
intercultural exchanges. Civil society should become nrorelved also in the negotiations

3 There are the following working groups in the areas of health, food, agriculture and biotechnology,
nanotechnologies and new materials, energy, aeronautics and environment, nuclear fission and nuclear fusion,
information and communicationdienologies and seven groups were established in the field of space cooperation.

European Union Foreign Affairs JourriaN°® 17 2011
www.eufaj.eu email: eufaj@libertas-institut.com TAS 78




and followrup of the agreements in this common space in order to monitor the effects of
research projects on the knowledggesed society.

The state of civil society in Russia

T

The available information about the situatiof Russian civil society and about the social
and civil dialogué’ indicates that it does not correspond yet fully to the European standards,
nevertheless its position and influence has partially improved since our last evaluation of EU
Russia relatiors.

The Civic Chamber of the Russian Federation (C¢R#Stablished in 2006 has become the
official body representing the civil society in Russia. The Chamber was established by the
decree of the President who nominates one third of its members. The Clasipeanaged

to become an instrument of expression of views of the civil society on important issues at the
national and regional level where local chambers have been established in many regions. The
Chamber presents its recommendations, comments on tfielatjiglation and does the
analysis of the sectors and situation in regions. The positions of the Chamber are sometimes
very open and critical towards governmental polf€ies

According to the Report on the situation of civil society in the Russian Rexterathe year

2009 published by the CCRF, the number of foofit nongovernmental organisations
(NNGOs) registered in Russia reached 670 thousand legal entities. Between 2004 and 2009,
their total number dropped by 17%. The CCRF recommends chartgingaissification of
NNGOs and using the UN method that does not regard the institutions established by the
state authorities as NGOs.

By the field of their activities, the largest number of NGOs are involved in social affairs
(54%), followed by sciencend education (44%), defence of rights (42%), charity (39%),
tourism and sports (32%), culture (30%), information (27%), health (22%), environment
(12%), municipality (9%), religion (9%), economy (6%), housing (5%) and others (5%).

The CCRF has establisheelations with foreign partner organisations including the EESC
(Memorandum of Understanding in 2008) and became a member of the AICESIS and hosted

“0 The Report on the situation of the civil society in the RF published by the CCRF in 2009
http://www.oprf.ru/documents/11%1258, briefing paper of DG Relex for the European Parliament from February

2009.

“l REX/181 EURussia relations, 13.7.2005, rapporteur Mr Filip Hairotz (OJ C 294, 25/11/2005 p. 8B7).
“2 Note of the editor: a sort of Russian counterpart to theCEBE8hough the latter does not iinclude thecatied
third sector or representatives of religious or education institutiBath held already seminars together (June

2011).

3 See the web site of the Civic Chamber of the Russian Federation, includifigt tbedocuments (opinions,

monitoring reports, interventions, etc.http://www.oprf.ru For major achievements in terms of successful
interventions visxvis state authorities on federal and regional level see themeolu fi We di d i
http://www.oprf.ru/ru/press/984/

44 See footnote no 13.
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its Board meeting in December 2009. EESCRF relations have since then been
strengthened via the organisat of joint workshops on topic of common interest and the
adoption of joint conclusions as a result of these work$Rops

1 The Russian leadership is becoming aware that without the involvement of civil society it
would not be possible to realise the stgategoal of the modernisation of Russia. During the
last year, several amendments to the existing legislation have been adopted in order to
improve the state of civil society, including the easing of restrictions on the activities of
NGOs funded from abraola

1 In spite of the gradual growing of the understanding of the role of organised civil society for
the modernisation of the Russian political system there is still a long way to go.

1 The social dialogue between social partners on the national levelpiakesin the Russian
tripartite committee for the regulation of the social and labour relations. The general
agreements are negotiated between theRAHBsian trade unions and the employers'
association with the participation of the government. The dole@agreements are usually
concluded in the enterprises where there are trade union representatives; nevertheless
sometimes the disputes lead to strikes. Russia has ratified most of the ILO conventions but it
is essential that these conventions are fidgpected.

1 The employers are represented by the Russian Union of Industrialists and Entrepreneurs
(RSPP) as an independent rgovernmental organisation. The Union represents over
120regional alliances and industry associations of key industries octrmy and plays
an active role as the social partner in the Russian tripartite committee. It can initiate new bill
drafts and makes continuous efforts to improve the existing legislation related to the
economy and entrepreneurship. The Union cooperateselgl with BusinessEurope and
supports the improvement of the business relations between Russia and the EU and its
Member States.

1 Alongside the RSPP there are other organisations representing entrepreneurs and employers
such as the Chamber of Commercal dndustry of the Russian FederaffynRussian
Managers Association, Opora Rossii (SMEs Association) and others. They are represented in
the CCRF.

1 The trade unions are represented by two trade union organisations: the Federation of
Independent Trade Ums of Russia (FNPR) and the Confederation of Labour of Russia

% Information about the Joint Workshops and the text of the joint conclusions can be found at:
http://www.eesc.europa.eu/?i=portal.en.evemdactivitieseurussiajune-2010
“5The Chamber of Commercedindustry of the Russian Federation is member of Eurochambers.
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(KTR). Both are members of the International Trade Union Confederation (ITUC) and its
regional structure for Europiethe ParEuropean Regional Council (PERC)

1 The EESC is concerned about deshs facing the trade unions in Russia which have
intensified in recent years. The free trade unions consider the absence of respect of the basic
worker rights for the association, collective bargaining and strike as the most acute problem.
There are obvias cases of uncovered pressure on trade unions and their members and their
leaders to hinder their legal activities and cases of discrimination. There is an absence of
effective legal protection of workers from the government administration responsiltte for
enforcement of the law in the industrial relations.

1 There is a large variety of nagovernmental organisations. Their field of interest is indicated
in the point 4.4. The organisations for protection of human rights opposed to the
governmeri® face dfferent kind of obstructions, pressures and threats. The grassroots' NGOs
representing consumers, environmentalists, social economy, yodftfaete. mostly funding
problems. Besides the civil society organisations working on the federal level there are
thousands of NGOs active on the regional and local level, some of which face boycott or an
unfriendly attitude from the local authorities.

EESC proposals for the improvement of ELRussia relations
General suggestions

1 Establishment of mutual trust betwelRnssia and the EU is strongly needetthis is a task,
first of all for political leaders but also for civil societies on both sides, which must play a
major supporting role in this process. Without trust, further progress in thRuUSkla
negotiations ofthe new treaty and the development of dialogue within Common Spaces
structure is hardly possible.

1 On the EU side, a common approach agreed among Member States, greater clarity of goals,
realistic ambitions and more flexibility could help in progressiniip \EiU-Russia relations in
broad terms and specifically in the building of the four Common Spaces.

*" The President of the FNRPis the currently elected President of famopean Regional Council (PERC).
According to its statutes the General Secretary of the European Trade Union Confederation (ETUC) serves as the
General Secretary of the PERC.

8 Some of the most prominent are @enfor the Development of Democracy and Human Rights, Human Rights
Institute Russia, Youth Human Rights Movement, Public Verdict, Glasnost Protection Foundation, Golos
Association in Protection of Voters' Rights, Human Rights Watch (Russian chapter),ridethaman rights
group), SOVA etc.

*9 Such as Freedom of Choice, Interregional Organisation of Automobilists, Greenpeace Russia, Bellona
(Environmental protection), Institute for Collective Action, Movement Against lllegal Migration, Pamyat
(preservationof historical monuments and recording of history), Russian Orthodox Church, RG¢sahen
Friendship Society, SOVA Analyticdhformation Centre, Union of the Committees of Soldiers' Mothers, World
Wildlife Fund (Russian chapter).
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1 The EURussia relationship needs a new political momentum that would allow both sides to
revive their cooperation and to regain a sense of strategic paimefsie agenda of the
Partnership for Modernisation (PfM) as agreed at the Rostov on Don Summitioe 2010
should be considered by the EU side as a futuented package of cooperation proposals.
They should give a new momentum to{RuUssia relatios based on lessons learned from the
Common Spaces and at the same time complement the Eastern Partnership offer already
made to six East European countries.

1 The EESC welcomes the fact that the Partnership for Modernisation agenda includes not only
techndogical and economic aspects but also the promotion of péopleople contacts and
the enhancing of dialogue with civil society to foster the participation of individuals and
business. We are convinced that the modernisation of Russian society camacbidved
without special stress on issues like human rights, democracy, the fight against corruption,
the rule of law, freedom of media, social dialogue, increasing the role of civil society in the
preparation, implementation and follayp of the necessargforms.

1 In order to make EU assistance to the activities of Russian NGOs more accessible and
operative, the EESC recommends that consideration be given to a possible reduction of the
existing 20 percent ebnancing requirement for Russian NGOs if theish to apply for
support within the European Initiative for Democracy and Human Rights grant scheme. The
requested cdinancing for EIDHR grants significantly limits the scope of Russian NGOs that
might benefit from EU support.

1 Russia's concerns regardithe Eastern Partnership initiative should not mean that the EU
cannot propose and seek cooperation and partnership with Russia in the concrete regions and
regional projects under condition of the equal and constructive participation of their common
neighbours. In this respect the recommendations from the EESC opinions on the Northern
Dimensiori’, the Baltic Sea Stratetly the Black Sea Synerdy the Eastern Partnership
and the Danube Strategy should be taken into consideration. It is important thatléhe g
agreed by the European Union with the Eastern partners and Russia are as compatible as
possible. The sectoral dialogues with the Russian Federation and the action plans agreed with
the Eastern partners should essentially lead in the same directfoyghl they are most
likely to differ in scope and ambition.

1 The EU, the Russian Federation and their common neighbours should develop overarching
projects in areas such as energy policy, infrastructure development, border management,

0 REX/217 The future othe Northern Dimension, 12.7.2006; rapporteur Mr Filip Halrotz (OJ C 309,
16.12.2006, p. 9195)

*L REX/262 Baltic Sea region: the role of organised civil society in improving regional cooperation and identifying a
regional strategy, 13.5.2009; rappant Ms MarjaLiisa Peltola(OJ C 277, 17.11.2009, pi 48)

2 REX/245 Setting up civil society organisations networks in the Black Sea region, 9.7.2008; rapporteurs Mr Mihai
Manoliu and Vesselin Mitov (OJ C 27, 3.2.2009,144 151)

3 REX/271 Involvementot i vi | society in the Eastern Partnership,
17.11.2009, p30i 36)
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environmental issueand approximation of standards that would help to transcend the
dividing lines that may eventually result from the implementation of the Eastern Partnership.

Civil society should be involved in identifying the projects of interest for the EU, the Eastern
Partnership countries and Russia, and Russian civil society organisations should be invited to
the respective working groups of the Eastern Partnership Civil Society Forum whenever they
will be discussing the issues relevant for the whole region. TheasiU-Russia Civil
Society Forum could become a tool for involving Russia's civil society organisations in the
development of ELRussia relations.

The role for EESC

EESC and the Russian independent civil society organisations should be invited to
partidpate in the ELRussia human rights consultations that have been taking place since
2005.

In order to strengthen interaction between European and Russian civil society the following
steps should be taken:

To establish a new contact group within the EBREEX section that would be dealing with
the EURussian relations.

To propose the establishment of a joint civil society body between the EESC and the Russian
civil society as one of the points of the future-RUssia Agreement. Its main goal should be
a cuvil society contribution to the development of HRuissia cooperation.

The interaction with the Civic Chamber of the Russian Federation and steps taken towards an
enhanced dialogue should be continued and developed so that it becomes permanent and
regular. At the same time the EESC should ask the Russian side to invite to the joint
activities representatives of other civil society organisations which are currently not
represented in the CCRF.

The EESC should, as well, continue to contribute to the existintacts between European
and Russian civil society in the context of the Northern Dimension Policy, the Baltic Sea
Strategy, the Black Sea Synergy and other relevant regional initiatives.

Brussels, 9 Decemb&010

The President of the European Econoamd Social Committee
Staffan Nilsson
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TheU. S. and Russi a: Wher e
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By Rehanna JonesBoutaleb

The author is in her final year as an M.A. History student at the
University of St. Andrews in the U.K. She spent sun2@gt as
an intern at the Institute for Policy Studies (Washington D.C.,
USA), where she contributed teoreign Policy in FocusShe
plans to specialize in Russian history and polititkis article

appeared also ifroreign Policy in Focugvww.fpif.org.

When President Barack Obama took office in January 2009;Rlissian relations were strained

and delicate. Arms control agreements had all but disintegrated and acrimonious conflict had
largely displaced cooperation. Indeed sevetaeovers, includingMikhail Gorbachey even

went so far as to proclaim the emergence of a new Cold War.

Although this assessment magve been an overstatement, tensions between the two former
superpowers were certainly running high, p a
During Bushés first term, for instance, the
Russimaédsr 9,0 compl etely disregarding George
NATO would refrain from expanding eastward beyond a reunited Germany. With the U.S.
decision to withdraw unilaterally from the AfBallistic Missile (ABM) treaty in June 2002,
coqperation further deteriorated. The ABM treaty was commonly regarded as the foundation of
Russiads nuclear security. As bot h Vktaalli mi r
theKremlinf el t Adeceived and betrayed. o

When President Obama stepped into the fold, however, Washington seemed finally prepared to
acknowledge the gravity of its waning partnership with Russia. In 2009, Obama announced that
Aresettingod r el atforagn golicygridrity. Moscow was a
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As noted in a report by the/orld Politics Review the clearest improvement in U-Bussian
relations thus far has be®ne of tone. Rhetoric between Moscow and Washington is far more
conciliatory. Presidents Medvedev and Obama meet with one another frequently and seem to
relish the opportunity to present themselves as twenkeled statesmen young leaders who
bothepr esent change for their countries. When
stressed its success and cited their personal friendship as evidence. Im&maev with the
Financial Timesin June of this year, Medvedev took care to avow that-RuSsian relations

have improved tremendously, owing to the efforts of Obama and his administration. He noted

that it was easy to work withtDa ma, and added t h a¢lectibréofiRarackne w
Obama as U. S. president as | do. o0 During a
channelRossiya24 on July 7th, Russian Foreign Minister Sergei Lavrov funineclaimedthat

the United States had become fna more reliabl

Improvements, however, have not simply been in tone. Thus far, Obama and Medvedev have
approved a new START treaty on nui@lisarmament and tentatively agreed to cooperate on a
ballistic missile shield, one of the major sources of friction between the two powers during the
Bush era. Foll owing Minister Lavrovds vVvisit
announced thahbama strongly supported Russiads bid
(WTO). In a rare move for a ndmead of state, Lavrov met with President Obama, taking up a
wide range of issues from adoption rights to Libya and Syria. The result veaxang signed

with Secretary of State Hillary Clinton, providing guarantees and safeguards on adoption,
including the provision that only agencies approved by Moscow would be permitted to arrange
adoptions in Russia. This deal follows the outcry that ensued after a woman from Tennessee
Areturnedo her-olasdroop & fight baclety Russia gyeninself. During the same
visit, Clinton and Lavrov also recommitted the United States and &Rkussihe disposal of
weaponggrade plutonium and signed an agreement to streamline visa regulations.

Neverthel ess, Obamads reset has been | imite
expansion remain vexing, and politicians on both sides haviebatl closer ties. There is still
time, however, for the Obama administration to hit the reset button with conviction.

Who Is Betraying Whom?

One of the major factors restricting progress in 4R8ssian relations is the strength of political
oppositionin Washington and Moscow. In Washington, numerous Republican lawmakers in
Congress have critiqued the administrationos
over Russiab6s track r ecor d heanngohnu ntahne rai dgnhit nsids
reset policy, for instance, lleana Rioshtinen (RFL), head of the House Foreign Affairs
Committee, announced that -drdRapmeaane edergg edkieng
administration must end its string of concessions to the regime in Moscow, which have not

resulted in increased c o-bghtmendasifudher vowied ttblotk. S. ¢
Russiads entry into the WTO . Amddem neescddwariiorse nt s
who repeatedly assail Ob a ma 6 s1939MaziSdvietPagto me t i m
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As historian Stephen FCohen argues in an article ihhe Nation in the absence of a
Acount er iRasbkid lobhygor gosigmificant U-Russian economic relationship buffer
the reset, 0 Obamabés policies toward Russia a

In Moscow, proponents of the reset have faced equally stringent criticism. Drawing on
traditional Col d War tropes, many erfatheaind ODb
Russian affairs. Even President Medvedev has been labheledn e rofytlie state for his amity

toward Washington. His decision in March to refrain from vetoingNAT® ai r att acks
for instance, has beewiewed notably by Russiads for mer a
Chamov, as a <cruci alterestsh tndeeda gpan Amerioah baBking fori a n
Medvedevds candidacy in the 2012 presidenti .
u. S. i nterference in Russiab6s internal aff ai
words, donottranalt e i nt o broad support within Russi a

President Barack Obama and Rien President Dmitry Medvedev
The flags have already the same colours. Picture via Flickr.

Al t hough Medvedev has not qui tomha8 hoedcaureeg @end 0 F
a level platform. In fact, one of the major glitches of the reset is that it proceeds on a selective
basis. Although the United States gained support from the Kremlin on Iran and the war in
Afghanistan (Russia provided intelligenciel,aarms to the Northern Alliance, and ovkght
rights for coalition forces), Obama has not
policies: NATO expansion to the East and |
proximity. This lack ofbalance has not only worked to inflame resentment toward the reset, but
has also under mined Medyv epheanted ubut ltd ryi, t Yi.SoE\
this reset?o
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Lavrov himself also seems to acknowledge that several key issues, including the projected
deployment of a NATO missile defense shield in Europe, continue to plagudRusSian
relations. In July, NATO r egllesl csdcterdmsIR dedense a 0 s
network in Europe that would have allowed a particular country or group of countries to hold
responsibility for each specific missile defense sector. The Russian proposal is now off the
agenda of RussiaNATO negotiations. Although Russia fagaa joint system of missile defense

with full-scale interoperability, NATO insists on two independent systems that could exchange
information. NATO has further refused to provide any legally binding guarantees that its missile
defense systems will not lorected against Russia.

Moscow, by contrast, maintains that such a guarantee is the only way to prevent a new arms
race. Indeed, Lavrov has publicly remarked that a compromise on this issue, which now seems

very unlikely, w o-Rusgildn | i srwa It acthi otnhse iav e[rU.tSa a
respect, Obama has hitherto undermined his
shortrange tactical nuclear weapons. As Medvedewyased if the missile defense conflict is

not resolved on an absolutely wequal basi s,
expected.

What Is To Be Done?

To resolve, or at least reduce, this conflict the Obama administration should work with the
Kremlin to forge a new model for missile defense cooperation. An initial, and critical, step in this
process could be to provide Moscow with legal guarantees that a European missile defense
system will not be aimed against Russia. Such a move is likely to prevent Misecowaking
retaliatory measures, such as developing its nuclear capabilities. Medvedev has prstatesly

that Russia will expand its nuclear striketgndial and withdraw from the new START
disarmament agreement if a U.S. or NATO missile defense shield threatens its security.
Speaking in May at aewsconferenceMedvedev made his position toward this issue strikingly

apparent: it i s clear t hat the missile de
capabilities of certain statesélandiNorth&oreal a n d
do not have nuclear potential comparable with Russia and are unlikely to achieve it in the
coming yearséSo, it is directed against us. o

Since the collapse of the Soviet Union, the United States has also insisted that Russia cannot,
underany circumstances, form a strong sphere of influence in former Soviet territories. This is
another fundamental dispute underlying the deterioration ofRUSsian relations. As stated by
Cohen, ARéwe must [ now] ask whatetMasmpauw | d cctsee
Kremlin | eadershipétheir e s-Angercan nalitary dasemandd i
government in those neighboring countries. In a word, that they not become members of NATO.

Il s that unreasonabl e? 0 Geooumgtirai easr es upcahr ta so f U K
security nei ghborhood. As i n Bushos er a,
improvement in U.SRussian relations is the twelyee a r expansion of NA

borders.
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In an effort to resolve thisgeod i t i c al conflict, Washington s
promisei that Western forces not be stationed in any new NATO countries east of Germany. In
return, Moscow could reaffirm its recognition of the sovereignty of former Soviet republics.
Sucha compromise would not only reduce Russi
progr ams i n Eastern Europe but al so confir
i mpi nging upon NATOO6s guarantee of <collectiywv

To open upa real partnership, the United States and Russia should further seize and build on
opportunities for economic cooperation. Although major American companies, including Cisco,
Chevron, and General Electritave signed significant deals in Russia, tradeiavestment ties

are far from optimal. Asiotedby Vi ce Presi dent Joe Biden At
borders with Canada and Mexico every few days exceeds the annualofabur trade with
Russia.o In 2010, Russia was only the 37th
bilateral trade amounted to merep23.5billion, go pr oxi mat el y 3.8 perce
external trade. Establishing firmer economic ties could serve as a means of facilitating greater
cooperation on security and nuclear fronts. To improve economic ties, a critical step would be
the removal of the #hJacksofVanik amendment, a Col/ar era law that bound trade relations

with Russia to emigration rights for religious minorities.

As President Obama hatarified however, the success of future bilateral trade is dependent on
Russi ads ability +to moderni ze I ts eSemel o my
Magnitsky, the 37yearold tax lawyer who exposed the largest recorded tax fraud in Russian
history but was imprisoned and beaten to death for his honesty, serves as a critical reminder of
the commercial corruptioh h a t pl agues Russia today. Al t ho
case, as well as those of human rights activists who have also lost their lives attempting to
expose injustices, are tricky to pursue in the United States, there are steps that can Bs taken.
the reset of bil ater al relations proceeds,
human rights violations and continue to enforcevibablacklistof Russian officials involved in
Magnit skyods t oarguedbyeBeraGadin ([2tMDg, tachair & the U.S. Helsinki
Commi ssi on, Washington must first make <cl eal
relations and increased trade, and they are

As Obama continues t o t aiens with Russia@shismaja foignu | o
policy achievement, 2012 may yet be marked by more concrete transformations in the U.S.
Russian relationship. The challenge now is to avoid Cold War mentalities and not allow bilateral
relations to be trapped in aldmg pattern.
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An EconomicAnalysisof Terrorismi
A Complex Social and Political Phenomenon

By Sergei E.Metelev**

Modernterrorismis today a very amplex multidimensionahndextremelynegativesocial
phenomenonvhich has spreatieyond thenationalbordersof individual states and has become a
threatto the security othe entire world communityAt the same timéhe views orthe nature

of terrorismdiffer. Theproponent®f the objectivistapproactseethe root causes ¢&rrorism
inthe actual conditionthat give rise tots manifestatiorin society- dramatic differencem
theposition ofvarious socialstrataand ethnigyroups cultural and religious discrimina
tion, political persecutiorand weltmarkedeconomic differentiationf the populationetc.

Representatives dfie subjectivistapproactbelievethat terrorismis caused byhe perse

nal motivesof people(extremistsandfanatic§ trying to influencethe legitimate authority,
andthat recognitionof and search for objectiveason®nly serves tgustify thecriminal act

ionsof terrorists

Amongthe supporters dhe first approach there are maepresentatives of the scientific
community andthe oppositepproachs oftenadopted by the expertiike government offici
alsand law enforcement agenciesc.

In addition totheseappr@acheghere exists another approachth@ causes derrorismwithin
whichwe have to consideboth objective and subjective determinaoitsterrorismas the
two sidesof one coin In this casethe preWesternandantiEasterntendency is subjectively
considered a refutedas it is believed that it ignores thmagined state terrorism practiced
bythe U.S. andts allies On the other handhé views orterrorismas thefienemy attempts
to destabilizehe Westand Western democracy arnd underminaVesten valuesand interests
are criticized as well

Currently,terrorismis increasinglyseenas aresult of the interactionf a complex set of factors
historical political, ideologicalcultural religious,psychological and economidhat is why
socid sciencesncluding economics start to study iEconomicanalysissan important
instrument for theidentification of the causes oferrorism but also fordeveloping of

** The author is Doctor of Economics, Candidate of Law, and Professor in Omsk/Russian Federation where he is
Director of Omsk Institute (branclyf Russian State University of Trade and Economics (RSUTE§ expert on
terrorism as a task for state security institutions and citizens writes here from a Russian point of view.
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effectivemethodgo suppresg. Thisscientific fieldhas beermctivelydevelopd only after the
events of September 11, 20@t.presenbnecan highlight several alternative approaches which
focusonthe analysis ofhe subjectivanotives ofthe decisiormaking changesn demandor
terrorist activities anthe consequent suppdf activites the impact of internation&lompetition
cultural andnstitutional factors.

Nowadayghe concepbf rational behavior o criminal when he makesdecisionsand chooses
his actionson the basis ddrisingbenefits andlisadvantagesnjoyswidespread popularity ithe
economicanalysis. This concept continues theditionsof microeconomitheories of neoclassi
cal schooland is groundedn the principle oindividualism.Oneof thefounders othe theoryof
human capitaaind a supporter ahe economiemperialism conceptG.S.Becker argueshat
theeconomicapproachs unique inits mightandability to integratediverseforms ofhuman
activities, providinga coherenand unifiedschemdor understandingf humanbehaviorand
being compehensive Basingonthe ideas of I. Bentham hepoints outthatthe economic
approachlassumes maximizing behaviora moreexplicit form anda wider rangehan other
approaches sothatwe aretalking abouimaximization of thautility or wealth functionby
whomsoever afamily, acompanytradeunionor governmentG.S.Beckernotesthatfi t h e
ideaof thewide applicability ofthe economi@pproachs supported bythe vast scientific
literatureof the last twentyears in which theeconomicapproachs used forthe analysisone
might say,nfinitely varied set ofssuesincludingthe development ofanguage (Marschak,
1965),church attendana@\zzi and Ehrenberd, 975, political activity (Buchanan andullok,
1962 Stigler,1979, the legalsystem(Rosner,1973 Becker and Landed974), extinction of
animals(Smith, 1975, suicide(Hamermestand Soss]974), altruismandsocialinteractions
(Becker,1974 1976 Hirshleifer,1977) as wellasmarriageanddivorce (Schultz1974 Landes
and Michael 1977) [2].

We formulateon this basi® modelof rationalbehaviorof an offenderaccording to which
anoffenderlike any persorseeks tanost effectivelyuse availablédumanandphysical capital
[1]*>. The decision to becor® criminal,in principle,does not differfrom thedecisionto
becomea bricklayeror a carpenteror, say,an economistAn individual considersall costs and
benefitsof each alternative andakeson that basigis decision"[8].

To interpretat er r or i st 6 ghe bheiteaoimetlods ofantrtdrrorist activitiesthe
standardnodel ofeconomic theory of crime can be uskdallows to analyzé he terr or
decisionmaking proceswith regardto potentiaimaterial andnoral gains antbsses

R = W-pD,
whereR - the terrors t netbenefitfromthe crime p -the probability that the terroristill

becaughtandpunished W -value ofthe benefitdrom committedcrime D -value of the
lossegesultingfromt he terrori.std6s puni shment

®See the endnotes under fAReferencesd
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In accordance witlthe concepof rational behavior potentiaterroristwill try to commitan
offence if he has gositivenet benefitor W>pD. If the netbenefittakes a negative value, then
the terroriswill have noreasongo commit acrime. We should take intoonsideration that
choasing thet e r r careengrdévéntshim from gettingsome materiahnd moral benefits from
legalactivities,and,consequently, makeke corresponding valud missed opportunities.
In this regardthe netbenefitof terroristactivity appearsasthe diferencebetweerthe total
profit fromillegal activities(Willeg) and the valuef missedopportunitiefrom legalactivities
(Wleg),i.e. W = Willeg-WIleg. Fora potentiaterroristcommitting crimemakes no sensethe
totalgains fromillegal activities are less thahe amount ofossedn connectiorwith the
possible punishment fdnis crimeandmissed profit from legal activitiesi.e.if Willeg<pD +
Wileg. The task othe state and societyto createinstrumentsllowing toeffectively influence
thevariablesthat determine thehoice ofterroristcareer

The eonomicconcepio f t he t err or i sdodssottakeaimta aconoant theb e h a
interactionof a largegroup ofsociopolitical, cultural anchistorical factors in the proper way.
Therebre someadvocates dfhe neoclassicahicroeconomi@pproachoffer ananalysis ofa
complexcombination ofactors determining the developmaeftterroristactivitieson thebasis
of the market supply and demand concéjar examplein The Political Ecanomy of Hatred
E. Glaesereviewed thdormationof incentives and disincentivésr potentialterrorists.
According to this approach the proposélpotentialterroristsis conditioned by theegree of
bitter politicalstruggle Terrorismis promoted bycivil warsand political conflictavhich
increase th@umber ofpeopletrainedto use violence The demandor terroristactivitiesis
determined by the extenf contactoft hi s  c aitimenst withyféreignergourists,military
andcivilian expert$ or with anyminorities(e.g.the Jewy againstwhichterror can be drawras
well as by theesource®f powerful groupshatbenefitfrom kindling of hatred[7].

In contrasto theseapproacheshich have developedn the basi®f microeconomidheories
of the neoclassicachoo| the supporters othe economic andulturaltheories such asG.

Myrdal, J. ScottandT. Shultz emphasize thanportanceof conflict betweentraditional values
andmodernization processes.

Deepsociceconomic, spiritual anchoraltransformationsn the modermworld are quite
controversial Theyleadto institutionalandmoraldeformationsthe mood ofnsecurity anxiety
andqualms about théuturecreating éreeding groundor crimeandterrorism The terr or i
personally makesaparticular socieculturalenvironment

Todaymanyregions ofthe worldexperiencenincreasedaonfrontationbetween various ethnic
groups andulturallayersleadingto an escalated aggresshehavior anonaly, to the neglect
of the lawsand the assimilation of criminakills andexperienceof different countriesand
peoplesby the fringes of societyAt the same timéhe environmenbf religiousfanaticism
andnational narrowmindednesgdisregardof moderncivilization andculture contenpt for
dissenersandnon-conformists is being formed
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The representatives tfis approactpay attentiorto the important role oultural valuesf
peopletotheir views onjustly organized economide, andoften expresgudgmentonthe
directimpactof such factorsas lifequality andincome differences on terrorisievel. In this
caseferrorism isseen ag protestigainstsocial injustie generated by povertyrhe solutionof
the resultingproblemss oftenseenn gradual economichangesbasedon the improvement
of the qualityof human andocialcapitalandinstitutions.

The proponents dhe necinstitutionaldirectionoffer a differentapproach to the analysi$
national processeax terrorism developmenointingout theimportance otheeconomicand
legal environment improvement. As notedthyde Sotq in economically depressed countries
the institutions ardargely notan irstrumentof social developmenbutprincipalobstacle tot.
"Theydo notallowto realze theentrepreneuriahbilitiesof the majority of the population
Entrepreneuriatesource®f the countrycanbe exhibiteconly whenpermitted bythe dominant
ingtitutions. Just lookat thePeruviansvho are doometb povertyandstagnation intheir
country, butwho have achieved successaithner countriesvheretheir activities arg@rotected
by the relevaninstitutions"[6].

In a nationaleconomywith poorly developedmarketdemocratic institutions anmdbminationof
administrativebureaucratienethods otontrolthere arehigh transactioncosts, which inhibit
economic activity andontribute to a dramatic growtf the shadovsectorandinefficient useof
resoures Butin theseconditionsthere appearsn illusion thatthe cause oéconomicsystem
defectss theflaws of nationalcultureand thenaturallazinesof the populationThis gives rise
to a vicious circle The growth ofillegal activity leadsto a dimnished legal sectpincreasedax
pressureandcapital drainBecause of thahe shadovbusiness becomesoreprofitable while
largecompanies are trying tabtain financialbenefitsandprivilegesthat restrict competition,
asit is more difficult fa them tohidetheiractivities This, inturn,leadsto adeterioratiorof the
economic situatiomnd rising unemployment'The crisis othe concept o&uthority its
credibility, its authorityandlegitimacyin achaoticallychangingsociety the existhglinks
between organizectimeand therepresentativesf political powerin somemajor cities... the
impotenceof the law- these are just fewof theindirectincentiveghat allowto transformatent
dissatisfactiorwith life into an operviolence"[5].

In 1990E. de Sotobecamean economicadviser toPresidenf. Fujimori. The latter following

hisrecommendations, strok®werblowsonleft wingterroristsinvolved with drug traffickers,
and at the same timstrengthened thgroperty rightof peasants and urbamntrepreneuref

Peru[6, 9]. As a result if in the 19809 eruresembledChechnyaof 1990(guerrilla-terrorist
organi z at iParncbnir@dddliargeareag othe country, afterFujimori'sreformsthe

level of terrorismin thecourtry has significantly decreased.

After the Second WorldVar the generakendency towardsnjust dstribution of world
resources incomeand wealthhas not beereliminated, and the level ofignorance between
countriegthe coreand thethe peripherypf world economy continues to growproducingtrouble
spots Thereforeinstead of'the endof history' according td-ukuyamameaninghhe victory
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of liberalvaluesof Westerrcivilization, there emergedhe "clash otivilizations' epoch
according tdS. Huntington,and modernerrorismbecameoneof theforms of the "poor Soutid
a nd rich Noh" struggle.The widespread of Islamiterrorismis largelyexplained by the
factthat theMuslim civilizationin contrast to th€onfucian Hindu, Buddhistor Christian
doesnot have economically and politicallpowerfulcountriesor leaders, and this contributes
to the active use derroristmethodsn its confrontation withVestern countries.

The legabasis[note of the editor: in Russiapf counterterroismis the Constitution othe

Russian Federatiothe generally recognized principlasd norms ointernationalaw,

international treatiesf the Russian Federatipthe Lawfi @ Suppression of Terrorism 6ther

lawsand regulationsMore and morattertionis being paid to thbuildingof an effective
mechanism opublic control over financial transactiomghich can be usei finance terrorist
activities For thesgurposesthe Federal LawOn Countering the Legalizatiofiaundering) of
Proceed$rom Crimeand Terrorism Financirigwas adoptedTerrorism financings a typeof

financialcrimewith devastatingeffects hidderehindseeminglyordinaryfinancial transactions,
but which can eventuallgestabilize societyit is important toeliminate theshortcomingsof a

legalandfinancial systenwhich areused fomoneylaunderingand thesupport ofterrorism
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