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Monitoring regional differencesin Northwest Russia’

Riitta Kosonen and Tuuli Juurikkala, Helsinki

Russi an regionsneighbour Finland from thenorthernmost
tip of the country all theway to the Baltics. Finland’sAc-
tion Plan for Cooperation with Neighbouring Areasaims
at building sustai nable groundsfor cross-border economic
cooperation, supporting also administrative reforms
undertaken in Russia after the collapse of communism.
Within thisframework, financed by the Finnish Ministry
for Foreign Affairs, a joint Finnish-Russian project on
economic monitoring of Northwest Russiawas undertaken
in December 2000. The regions monitored include the
Murmansk region, the Karelian Republic, the Leningrad
region, St Petersburg, the Kaliningrad and the Novgorod
regions. Theaim of the project isto provide regular, com-
prehens veand comparabl einformation on production and
demand indicators, foreign relations, and on public sector
and social developments in the regions. The bi-annual
publication isthefirst of itskind at thisdetailed leve.

Regular and comparable economic monitoring

Theregional reports are produced as a twinning project.
Every report is a responsibility of one Finnish and one
Russian partner. Thus the reports represent the result of
collaboration between the Ingtitutes of Sciences of the
Russian Academy of Sciencesin theregion of Murmansk
and the Republic of Karelia and various other scientific
ingtitutionsin the Leningrad, Novgorod and Kaliningrad
region and the City of St. Petersburg with the Center for
Marketsin Transtion at theHd sinki School of Economics
who also coordinates the project.

Theanalysisisbased on official statistical information on
the Russian Federation and the six regions available. The
team isaware of the major shortcomings of the statistical
information available. These are, among others, thelack of
or deficient information on gross regional product, and
employment, and distorted information on foreign trade
duetotransit tradeor practicesaimed at avoiding customs
duties. An additional problem is created by the diversity
of formats among the regions, according to which
informationispublished. Furthermore, not even theofficial
statistical sources are consistent or provide similar
information for all the regions. Statistics are also revised
rel atively often, when better information becomesavailable.
The share of the shadow economy may not be estimated
correctly in the statistics. Active enterprises may not be
included in businessregisters and statisticswhereassome
registered ones have seized to exist in practice.

The list of deficiencies is admittedly long. However, the
official Satisticsaretheonly sourceavailablein ardatively
systematic and similar format for all theregions. It can be
assumed that the above-mentioned distortions affect them
moreor lessequally. Thereforethey can beused asrdatively
reliable indicators for development trends over time. In

addition to the statistical information, surveys and other
research-based data have been used in the reports. The
ultimategoal isto reach what isbehindthefigures, tofind
causes and conseguences beyond the gtatistics. In the
relatively small regional economies, singlebusinessdeals
or political and administrative strategies may cause
significant fluctuations in statistics not necessarily
explained by any underlying economic trends. The
cooperativestructure of theresearch team involved isthus
well suited to givethereader both thelocal flavour and the
objective comparability needed to truly understand the
regional deve opment.

Structural changes in northwest
Russian regions

Until the economicreformsbegan, the Northwest Russian
regional economieswererun by federal-level planning. A
vas structura changeoccurredin the 1990s, asthe collapse
of the communist system cut the supplier and customer
contacts of the enterprises and markets were opened for
competition. In St Petersburg, for example, the previously
strong defence-oriented industries of machine building and
electronics, lost their production shares to consumer-
oriented food and beverages. Thetextileindustry hasalso
collapsed in the city. In the Leningrad region, machine
buildingistill onitsfeet but hasexperienced high volatility
in production volumes partly dueto the rapidly changing
number of activeenterprises. After 1999, new investments
in theindustry have positively affected its future outl ook.
Chemical, wood-working and food industries have
replaced machinebuilding asthemain industrial sectorsin
theNovgorod region. (seee.g. Zimine & Bradshaw 1999;
Zimine & Bradshaw 2002; Solanko & Tekoniemi 1999;
Sutherland et al. 2000).

Thedrastic structural changeslead the Northwest regions
to a deeper crisis than the average in Russiain the mid
1990s. The traditionally strong industries in the district
werenot competitive and thelack of investment hindered
fast-track restructuring of any substantial scale. Thereco-
very, however, has started. Industrial growth rates have
mostly followed the all-Russian trends, with rapid positive
development especially after the 1998 economic crisis,
although slowing down somewhat in 2001. In 2002, the
industrial growth in the Northwest federal district was
16.4%, which was considerably morethan theaveragein
Russia, 3.7%. The preparations for the city’s 300 year
celebration in 2003 resulted in an investment boom in St
Petersburg. This was best shown in renovations of the
historical buildings as well as street construction and
maintenance. Over 15% of the 300- year investment came
from thefederal budget. In Kardlia, public fundshavealso
had amajor roleininvestment financeasthegrowth figures
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there originate mostly from road contruction projects, and
the investment by the October Railwaysin the quality of
rails connecting nortwest regions such as Komi and
Arkangd to Finland. In the Leningrad region, investment
boom hasbeen experienced alsointheindustrial sector. In
sum, the Northwest Russian economy is still developing
to alarge extent on the basis of structuresinherited from
its Soviet past. Nevertheless, the participation of the
regionsin theglobal economy and, for instance, thestrong
domestic demand since the 1998 ruble devaluation
increasingly direct thetrendsin the economic activity.
Asin Russiaasawhaole, the share of servicesin thegross
regional product has increased in the Northwest regions
aswell. In St Petersburg they account for almost 60% of
the Gross Regional Product. New enterprises are
establishedin retail trade, catering, information and other
services. Measured by employment growth, services play
an increasingly important role- retail trade, catering and
transport especially so. Risng purchasing power and chan-
ging consumer tastes are expected to pace up this trend
even more. Servicesector attractsal so foreign investment.
In Kaliningrad, for instance, close to 40 percent of the
foreign investmentsin 2002 weremadein tradeand catering.
Retail trade growth follows the income development. In
Novgorod, retail trade reached thepre-crisislevels of 1998
in the beginning of 2002. Informal economy persistsin
trade. This shows in a Kaliningrad statistics paradox as
consumption exceeds the official figures of population
incomes. In the region, the shadow economy consists
partly of criminal elements such as tax evasion or even
armsand drugstrade, prostitution, and smuggling.
Transport sector revival isconcentrated around internati-
onal and inter-regional trade in raw materials. Karelian
transport routes connect the Murmansk natural resources
tothe production sitesin the European partsof Russia, on
one hand, and north-western timber to its western
European buyers on the other. Leningrad region sees
through the trafficinto and from St Petersburg and isalso
the location of important oil terminals. The Russian
Federation isnot willing torely asmuch on the Baltic ports
as used to be the case during the Soviet times. The so-
called Baltic Pipeline System wasinvented to increasethe
country’s independence in this respect. Until now it has
resultedin, for example, the devel opment of the Primorsk
terminal to redirect the shipmentsto the Gulf of Finland. In
St Petersburg, the bad state of infrastructure preventsits
useto thefull potential . During thedecadeor so of economic
reforms, repair investments have flown more into the
historical centreof thecity, leaving, for example, theports
underdeveloped. The coordination between different
means of transportation leavesalsoroom for improvement
(seeDudarev & Suni 2002).

Rising and falling industrial clusters

The backbone of the Northwest Russian industrial
production is made of the export-oriented, raw material-
intensive energy, metal and wood-processing industries;

and thefood industry and information technol ogy, growing
fast sincethe 1998 roubledevaluation (Dudarev et a 2002).
St Petersburg is the key telecommunications centre in
Northwest Russia. The Russian data transmission
networks combining the country with Western Europealso
go through the city. Other industrial clusters have
devel oped around textiles, shipbuilding, optics, transport
and tourism. Of these industries, important in the Soviet
times, the optical industry is facing perhaps the most
serious difficulties currently. Shipbuilding is concentrated
inthe Severnaya and Baltii sk yards (Ekspert 2002b). With
main industries reaching high levels of growth and
population incomes rising rapidly, construction is also
boomingin thecity.

Food and beverages hasbecomethemost important industry
branchin St Petersburg, Leningrad and Kaliningrad regions.
Theindustry also includes tobacco production, striving in
the vicinity of St Petersburg. In the city, the share of food
production is approximatey 35% of the total industrial
production. In Novgorod and Kareia the food industry
occupies the second place after fertilizer production
(Novgorod) and pulp and paper (Karelia). Thedevaluation
of theroublein 1998 caused adragtic upturnin theindustry
asthe increasing prices of imported products redirected
demand towards domestic production. Russian consumers
have also started to favour local brands more.

St Petersburg isanational centre of food production with
several success storiessuch as Baltic BeveragesHolding's
Baltika brewery and Unilever’stea packaging plant. (see
also Dudarev & Suni 2002). Thefivelargest companiesin
the industry in St Petersburg are all in beer or tobacco
business (Ekspert 2002a). The industry serves a
considerably wider geographical areathan thecity itself.
St Petersburg is an excellent location for the food
production, which relies heavily on imported inputs. In
the Leningrad region, Philip Morris Izhora tobacco and
Craft FoodsLomonosov coffee packaging arethe two major
plantsin theindustry. Thefast-growing food industry has
alsopaced up theregion’sagricultural production, for which
thecity with itsfivemillion or soinhabitantsisnaturally a
lucrativemarket.

Foreign investment has often targeted food industry in
Novgorod and Kaliningrad aswell. In thefuture, therole
of the Novgorod region is likely to become stronger in
subcontracting for the St Petersburg food, tobacco and
beer producers. The Kardian food industry relieson small
and medium sizeenterprises. I nterestingly, investment from
Moscow has brought viability to meat production in
Karelia. Murmansk fishing industry is living through
difficult times, despitetheinflow of foreign investment it
received.

The energy cluster of the Northwest federal district
comprises of raw-material production (oil, gas, coal),
production of electricity and heat, and energy technol ogy.
Socialist Leningrad provided for approximately 70% of
Soviet Union energy technology needs (Dudarev & Suni
2002). Energy sector has good growth prospects in the
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Northwest, asthe district and the nearby regions arerich
with raw materials. St Petersburg power industry is
expanding a ong increasing exports.

Metallurgy in Northwest Russia relies on the deposits of
ferrous and non-ferrous metalsin the district. Before the
collapse of the Soviet Union, the main customer for its
products was the domestic machine building. From the
early 1990's, thediminished demand of thedefense-related
industries at home has been more or |ess compensated by
re-orientation towards the global markets. Metallurgy is
theleading industry intheMurmansk region. Thelow leve
of diversification leavesthe regional economy constantly
vulnerable to the world market price devel oppments (see
also Rautio 2000). Ferrous metallurgy in Karelia has
experienced positive growth due to domestic strategic
alliancesand resulting improvementsin the management
of the Kostamuksha Metal s Plant, and the Vartsila Plant.

Russia has the largest unexploited forest reserves in the
world, which interests top forest industry players aso
internationally. Compared to the average Russian, the
industry is in good shape in the Northwest, although
branch-specific machine building falls behind modern
standards. Forests are owned by the Russian Federation
and regional authorities issue the harvesting permitsin
practice. Up to date, the domestic pulp, paper and wood-
working industries have not suffered from raw-material
shortages. In fact, ashare of the annual harvesting quotas
areleft unutilized, asitisdifficult tofind qualified workers,
and these reserves are to agreat extent located in econo-
mically unfavorable areas without proper roads to reach
them.

Of all parts of Russia, the Northwest has the most
experiencein forest-related exports. Theindustry asawhole
and pulp and paper especially form the backbone of the
Karelian economy (see e.g. Autio 2002). Outworn
machinery and the underdevel oped road network hinder
the development of the sector, as does the fear of losing
jobs in the number one industry by employment in the
region (see eg. Kotilainen 2001). In the long run the
competitiveness of the Karelian forest industry in thein-
ternational market is bound to weaken, were it not
modernized rapidly. Most of theexportsaregill in theform
of timber, saw timber and other |ow-val ue added products.
Astwo major plants were modernizing in 2002, and the
Segezhaoperations, which wererecently transferred from
Swedi sh back to Russian hands, gained hold of aregional
harvesting organization, prospects seem good for the
situation to gradually change for the better. In the Soviet
Union, raw-materia swerebrought to Kareliafrom asfar as
Siberia. Theroleof theforest industryison theriseasoin
the Leningrad region where five new plants were being
built in the beginning of 2003.

TheNorthwest economic growth [eansthus on thegrowth
of the servi ce sector, together with theindustries described
above. The devel opment of these clustersthen feedsin its
turn the growth of adjacent sectors, which again has a

cumulative effect on consumption, living standards and
new production (see Dudarev et al 2002). Clusters become
local knowledge centers, inwhich producersand customers
develop strong ties. For example, Lenenergo and the
Northwest Shipping Company work closdly with each other
(Dudarev & Suni 2002). Central to the clusters are the
unofficial relations, built on trust. This tradition is also
partialyinherited from thetimes of socialism (see Dudarev
& Suni 2002; Kosonen 2001; 2002). Someof thedusters
aretightly controlled by the so-called oligarks - owners of
varying financial-industrial groups. In St Petersburg, for
instance, they are engaged in the power and food
industries, in banking, andin machine building (Filippov
17.4.2009).

Development in 2002 and beyond: Regional
disparities widening

In general, Northwest Russian regional economies seem
to be getting gradually on their feet after the collapse of
the Soviet system. However, the GDP per capita in, for
ingtance, St Petersburg, isgill just atenth of that in Finland
(Dudarev & Suni 2002). In addition, the development is
not equal acrosstheregionsasthe resource-rich northern
regions, Murmansk and Kardlia, first saw a deeper reces-
sion, and, after that, still constantly fall behind their
southern neighbors by several economic and social
indicators(seea so Juurikkala2002, Sutherland et a 2000;
Tykkyldinen & Jussila1998; Zimine& Bradshaw 2002).

In 2002, indugtrial production grew faster in the Leningrad
region (35.6%) and St Petersburg (31.4%) than anywhere
elsein Russia The Novgorod and Kaliningrad regions
also fared well with growth figures around 7- 8%. These
positiveresultstook theNorthwest federal district growth
levels asawholewell above the Russian average: 16.4%
comparedto 3.7%.3

The Novgorod economy is in a relatively good shape,
leaning on the devel opment of thefertilizer, food and wood-
working industries, and also agriculture. The federal
government decided to cut transfersto the region despite
local resistance. Kaliningrad growth has accel erated after
alaw on the Special Economic Zone was put in forcein
1996. Growth figures have, however, fluctuated conside-
rably during the years of economicrevival. Light industry
and machine building were the fastest growing branches
in 2002, as, for example, TV sets, vacuum cleanersand cars
areassembledin theregion for the domestic markets.

In contrast with the other four monitored regions, the
northernmost two fell clearly behind both the average
growth ratesin thefederal district andinthewholeRussa
in2002. In Kardia, positivegrowth was sustained but at a
meager level of 2.2%. Inthe Murmansk region, industrial
production decreased by 3.5%. These two regions are
heavily dependent on theworld market devel opmentsfor
their main products- pulp, paper and timber for Kardlia,
metals for Murmansk. Especially Murmansk economic
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indicatorshavegiven littlereason to celebratefor yearsin
a row. Due to the low level of diversification, the
vulnerability of the metal industry to the world market
pricesisdirectly reflected in other spheres of the economy,
such as transports, and the development of theregion in
genera. In Karelia, the main challenge is the urgent
modernization of the forest industry. A major obstaclein
the processis the public fear of losing jobs.

After three years of positiveinvestment development and
subsequent industrial growth, investment decreased by
6.6% in the Northwest federal district in 2002, whereasin
Russiaasawholeinvestment growth was positive, at 2.6%.
Indudtrial investment was down whilethe preparations of
the city of St Petersburg for its 300-year festivities
continued strongly, as did large-scale transport
infragtructureprojectsin Karelia. Theinvestment growth
in Kaliningrad was also dueto public funding. The other
three regions witnessed declines.

Inall of theNorthwest regions, internal fundsof enterprises
are a major source of investment financing. In St
Petersburg, internal funds accounted for lessthan 40% of
thetotal investment in 2002, whereas they accounted for
around 55% in Karelia, and for over 60% in the other four
regions. Thus one reason for the drop in investment was
evidently the decline in the profitability of enterprises,
resulting from higher producer than consumer price
inflation, and fromtrendsin theworld market pricesfor the
products of the export-oriented industries. Certain
investment-related federal tax incentives were also
abolished. After therouble deval uation foll owing the 1998
financial crises, some level of saturation for domestic
consumer-market oriented industrial investment has
perhaps also been expected.

Nevertheless, there have been increasing concerns
throughout the Northwest federal district regarding the
diminished attractiveness of investment. St Petersburg has
concerns over losing investment to the surrounding
Leningrad region, duetothebetter plotsandinfrastructure
available for greenfield investment. Interestingly, at the
same time in the province, Novgorod is seen as winning
investment, and especially foreign investment, in termsof
competition between thetwo. Both have special programs
to attract foreign investors. The Kaliningrad Special
Economic Zone has been relatively successful in this
respect, too.

Inlinewith thegeneral investment decline, thetotal foreign
investment activity in the Northwest federal district
declined considerably in 2002. St Petersburg lost its
previous humber two position in Russia, and is now
positioned fourth after Moscow, the Omsk and the
Sverdlovsk regionsin attracting foreign investment. The
majority of foreign capital invested in the city was once
again in the form of commodity and other credits to the
industry, especially food. Themajor countriesof origin of
the foreign investment were the Netherlands, the United
States, Luxemburg and Switzerland. Inthe Leningrad region,
theexhaustion of theforeign investment stream, adecline

of over 50% from 2001, was even more seriousthan that in
the total investment (close to 40%). In reative terms,
however, theregionisstill in thetop classin the Northwest
federd district regarding investment attracti veness, as35%
of thetotal foreign direct investments (FDI) in thedistrict
went to the region, and 25% to the city of St Petersburg.

Theother four regions (Murmansk, Karelia, Novgorod and
Kaliningrad) have attracted only a small volume of
investment comparedtothe St Petersburg area. Thepattern
has remained the samefor several years.

The food industry also dominated foreign investment
inflowsin Novgorod, with forest industry in second place.
Majority of investment was in other forms than direct
investment in equity. Danish, German and Finnish
companies have been active in the region. It is also
worthwhileto note that thelargest industrial enterprisein
Novgorod, AKRON, accounting for approximately one
fourth of the total industrial production in the region,
bought production facilities in China in 2002. AKROn
transferring parts of its current Novgorod operations
abroad would pose amajor threat to theregional economy.

In Kaliningrad, foreign investment almost doubled in 2002,
though was still fairly low due to the modest level of 2001
tostart with. Traditionally, tradeand catering havereceived
thelion’s share of Kaliningrad'sforeign investment (see
asoKivikari et al 1998). In 2002, 50% suddenly went tothe
oil and gassector. Over half of theinvestments camefrom
Cyprus, in theform of loans, and in thelast quarter of the
year. All these facts point at a single deal, most likely a
loan to one of Lukoail’s subsidiaries. Thetoll-free Special
Economic Zone has attracted especially German, Polish
and Lithuanian companiesto start production of food and
furniture, and TV set aswell ascar assembling.

In 2002, foreign investment in Kareliawas back to its 2000
levels, approximately half of the figure for 2001. This
devel oppment was expl ai ned by theleasing of an expensive
fishing shipfrom Cyprusin 2001. In Murmansk, theopposite
wastrue, as foreign investment almost doubled in 2002.
The growth was accounted for by various kinds of loans.
About 60% of the funds came into the fishing industry,
and Norway was the number one country of origin.

The foreign investment in Karelia comes mostly from
Cyprus, the United States, Germany, Finland, Estoniaand
Belize. Main targets arefood, pulp and paper, and wood-
processing. Special investment incentives in Leningrad,
Novgorod and Kaliningrad regions have no counterpart
in Karelia. Quitethe contrary, theinvestment climate has
been relatively bad (see a'so Hirvensalo & Lausala 2001,
Eskelinen et al 1997). Foreign investors have suffered from
the regional bureaucracy, there have been attempts to
control the boards of foreign companies, and, for example,
the use of foreign employees has been a potential target
for restrictions.

Allinall, theforeign investment trendsin thedistrict are
subject to large single projects and thus to constant
fluctuations. For the sake of comparison, when the
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Northwest federal district of Russia received a total of
approximatdy USD 333 million worth of FDI in 2002, the
Baltic States (Estonia, Latviaand Lithuania) receved net
FDI inflowsof USD 185, 389 and 715 million respectively,
during the same period.4 Geographical proximity seems
not to have been amajor decision factor in the Northwest
Russian foreign investment. Moreover, amajor part of the
investments to the district is made from well-known
offshore locations, indicating repatriation of what were
originally Russian funds to the economy. Offshore
investment isrisingin Russiain general, partly duetothe
worldwide economic slowdown, which has reduced the
investment profitability of other countries.

Thesocial devd opment inthesx regionsispolarized asSt
Petersburg and its surroundingsfarebetter than theothers
also in this respect. Disposable incomes have risen and
strong domestic demand has been a major driver in the
Russian economy in general in the recent past. Inflation
has moderated, and retail trade has experienced growth
around 10% for several years. Murmansk and Kaliningrad
have not been ableto keep pacewith the Russian average.
Regional wage differences are a result of varying public
sector and minimum wages, as well as pensions, among
other things. Theregion-specificindustrial structuresalso
affect theincome devel opment, asfor example St Petersburg
has become a centre of such high-paying activities as
banking and finance. Also, someindustries such asfood,
again concentrated around St Petersburg, have devel oped
more positively than others — such as metallurgy in
Murmansk — thus enabling pay rises. A special feature of
the Kaliningrad economy is that the household expen-
diturestypically exceed the official figuresfor household
income, which reflects the relative size of the unofficial
economy in theregion. It may thusbemisleading to draw
the conclusion from the statistics that the Murmansk and
Kaliningrad consumers would experience similar
difficulties, although retail trade growth rates seem even
lower in Kaliningrad than in Murmansk.

In St Petersburg, the share of other productsthan food is
over 50% of the household expenditures, whereas in, for
instance, Murmansk, the situation is vice versa. Despite
therdative success of St Petersburgin raising thegenera
living standards of its inhabitants, it is still important to
remember that the development is polarized not only
between but also within regionsand cities.

Inall sx monitored regions, natural popul ation growth has
remained negative. The situation has been especially
difficult in the Murmansk region, which also faces high
and continuous net emigration. Half of the workforcein
the Northwest federal district isin thecity of St Petersburg
(Dudarev & Suni 2002). At around 4% in 2002, the
unemployment in the city has decreased constantly since
1998, and was less than in the surrounding regions, and
only half of theaveragein Russia. Commuter traffic from
theLeningrad region isconsiderableand involvesal fid ds
of the economy. Although more people move in than out
from & Petersburg, thecity still suffersfrom brain drain as

Moscow has attracted the well-educated, highly qualified
part of theworkforceaready sincethe mid 1990' s(Dudarev
& Suni 2002). The rapid development of the ICT sector
and also the city’s position as number 40 in the world by
academic publications bal ance the pi cture somewhat. An
emphasison education hastraditionally been the strength
of the city’slabour market. In the 1990's, however, it did
not prove sufficiently flexible a resource for the city to
keep pacewith, for exampl e, Moscow' sdeve opment levels.

In the Leningrad region, unemployment hasbeen relatively
stable, indicating that the industry manages to expand
production with the current number of employees. In
addition, layoffsare still rareparticularly in theenterprises
with government ownership. The extent of the shadow
economy and the abundance of cultivated private plotsin
the region help the people somewhat in their everyday
needs. The structure of the employment is a source of
concern asthe unemployment level among the peoplewith
secondary or higher education is higher than among the
peoplewithout formal education.

The northern regions of Karelia and Murmansk arein a
less favourable position than the other regions also by
unemployment. Thedivideisalsovisiblein theregional
budgets. In St Petersburg and the Leningrad region,
revenues exceeded expendituresin 2002, whereastheother
four regionsran deficits. The 2001 tax reform redirected
revenues to the federal government coffers. Also the
diminished corporate profitsand the lower profit tax rate
have been to blame for the declining regional budget
revenues.

In conclusion, the differences in the Northwest regions
devel opment are clear and continuegrowing. The problem-
ridden region of Murmansk has put high hopes on presi-
dent Putin’srecently established federa digrictsin suppor-
ting the peripheries. Up to date, these hopes seem overly
optimistic as concrete measures are yet to be seen.

Inter-regional relations in Northwest Russia

In the Soviet Union, regions were an integral part of the
division of labour set in Moscow. For example the light
industry in the Leningrad region mostly received its
production targetsand inputsfrom the Leningrad city. The
collapse of the system broke the established economic
ties and forced the regions to reorganize their role both
inter-regionally and internationally. The situation came
close to a catastrophe and for example in the Novgorod
region, industrial output sunk by 46% beforethenew rules
of the game had been adopted. In the region, mainly
chemical and wood-working industries remained viable
from theindustrial structure of the past Soviet times.

As aresult of the forced reorganization of relations, all
regions became more open towards other Russian regions
and theinternational marketsaswell, and especially sofor
the regions most dependent on exports. In 1989, 10% of
theindustrial production in the Republic of Kareliawent
to exports. Ten years after, the samefigurewas ashigh as
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65%. In the Murmansk region, theimportance of foreign
trade has al so become ever clearer. For example reindeer
meat isa most completdy exported, mainly to Sweden, and
doesnot reach thelocal consumers. (Didyk 17 April 2003).
The fishing industry also targets Norway more than the
domestic market. The problemsin theraw material exports
are mostly due to the world market price fluctuations,
epecially for nickd.

Themain export destinati ons of Murmansk are Norway for
fish, and the Netherlandsfor non-ferrous metal s and apatit
concentrate. Finlandisthemajor sourceof imports, but its
shareof thetotal foreign trade of theregion hasdiminished
recently. Finland isthe most important trading partner of
the Republic of Kardlia, accounting for 33% of theregion’s
exports, consisting mostly of timber, pulp and paper, and
43% of imports, mostly machinery.

Finland is an important target country for Novgorod as
well, followed by Germany and China. Theexport business
of the region to China concentrates in fertilizers and
machinery and equipment for nuclear power production.
The Special Economic Zone in the Kaliningrad regions
has paced up both exports(ail, fertilizers, timber, pulp, ships,
boats, vodka) and imports (food, car parts, wooden
products, petrol, amber, and different consumer goods).The
by far most open region of the Northwest district is the
city of St Petersburg. The products of the city are also
more advanced technol ogically —for exampl e ships—than
those of theraw-material exporting neighbours. Food and
machinery are the main import categories. The most
important trading partnersare Germany, Finland, the Uni-
ted States and the Netherlands. The business traditions
already from the Soviet times with China and India have
also continued to date.

The inter-regional economic relations of the Northwest
regionswith each other are perhapssurprisingly not very
well devel oped. Thisiscaused partly by thedifficult general
situation theenterprisesfound themselvesin, in thetimes
of seriousrestructuring, the heavy bureaucracy hindering
relation building, and the low standards of the transport
infrastructure in the district. In addition, the regions
compete to someextent for the same export markets. The
existing internal links are then found both in trade and
ownership. Themain market for Kaliningrad vodka, paper,
food products, furniture and carsis Moscow, from where
ail, dectricity and metal sare bought in exchange. Novgorod
isintensively involved in St Petersburg tobacco and beer
industry sub-contracting. Kardian pul p and paper industry
acquires cheap timber from Arkhangel and Vologda.
Karelian stoneis sold toM oscow and St Petersburg, which,
intheir turn, sell imported consumer goodsto the region.
Importshaveindeed grown fastin the Leningrad region. The
privatization of production in the 1990°'s transferred
ownership both within the Northwest and to other regions
of Russa TheKaostamukshaplant in Karelia, for example,
isowned by Severstal of Vologda, part of Karelian wood-
processing is controlled by investors from Arkhangel sk,

fish industry in Petrozavodsk by investors from Murmansk,
shipyard and radio - from St Petersburg, and so on. Moscow
ownersareinvolved in a uminium production, congtruction
industry, meat processing, railways, banking; Bash-
kortostan banking, and Tshelyabinsk metal processing
(Vartdlaplant). Also the Segezha paper mill 1&ft behind by
Swedish investors is nowadays in Russian hands. It
remainsto be seen what the effect of the establishment of
the Northwest federal district by president Putin will have
on theinternal relationsin this geographic area. Up to
date, initiatives have been made to combine Novgorod
and Pskov with each other, and in a similar manner to
integrate St Petersburg and the Leningrad region, asalso
Arkhangel sk and Nenets autonomous area.

Challenges
of further research on the Northwest

TheRuss an economy isgrowing. In 2002, GDPgrowthin
Russia was around 4%. In the last couple of years, the
growth ratesin especially industry have been considerably
higher in the Northwest federal district than in Russiaon
average. According to arecent business barometer in the
district by the Finnish Central Chamber of Commerce,
managers have positive expectationsregarding both their
own activities and thegeneral economic development. The
current growth rates and optimism do not, however, suffice
to guarantee either future positive development of the
Northwest regionsin general, or catching Moscow levels
of prosperity, in particular. The apparent needs for
structural changes and investment create opportunities
for Finnish partners as well. The potential is further
strengthened by the complementary natureof the Finnish
and Northwest Russian industrial clusters. The backbone
of the economy is built around the same industries, but
the concentration differsasthe Finnish companiesmainly
produce final goods for the international markets. Asis
clear from the above description of the economic structures
and development in six regionsof Northwest Russia, it is
necessary to review the regions and their importance to
theFinnish economy in aglobal context. Tradewith Finland
has been important to these regions, but in especially
investment, other players have been more active in the
field. The focus of Russia's foreign trade is currently
shifting moreand moreto the Baltic Seaand the Northwest.
New terminals are being built and planned both in the
vicinity of St Petersburg and Murmansk. Theimportance
of these areas neighbouring Finland is growing for the
entire European Union.

In developing further the cross-border cooperation and
utilizing the economic potential in Northwest Russia,
systematic and comparable economic monitoring of the
rather heterogeneous regions has found its place as a
reliable sourcefor actorsat all levels. Thetruelong-term
benefits of monitoring may, however, be evaluated only
after some time, as following the trends is essentiadly a
continuoustask. It isalsoapparent that in order todevelop



50 Forum

Berliner Ogteuropalnfo

deep knowl edge of the phenomenaunderlying and driving
the development trends in Northwest Russia, or in the
Russian regionsin general, rigorousresearch and analysis
of, for example, the enterprise sector, is needed beyond
the concept of monitoring. Infilling thisgap, both qualita-
tiveand empirical research at the micro level may prove
useful tools.

Riitta Kosonen isresearcher at the Center for Marketsin
Trangtion at the Helsinki School of Economicsin Finland.

Tuuli Juurikkala also works as a researcher at the
Department of Economicsand Center for Marketsin Tran-
sition at the Helsinki School of Economics in Finland.
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