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ABSTRACT

There are fourteen types of special economic areas currently operating in Rus-
sia, with different federal ministries actively lobbying and then supervising
the establishment of this or that type. We compare operational frameworks in
different types of such areas, placing an emphasis on the areas of priority so-
cio-economic development, which are now being established in closed towns,
monotowns and the Far East. Unfortunately, Russia’s special economic areas
are often criticized for their inefficacy due to the lack of systemic approach on
the federal level and the conflict of interests between the key stakeholders (res-
idents, municipalities, local companies, and local communities). Goals of re-
gional development do not correlate with the national priorities and strategic
goals. Another problem is inconsistent managerial decision-making both on
the part of regional authorities and management of large enterprises. No clear,
justified criteria are established to evaluate the areas’ progress and no threshold
values are specified. Although there is a significant concentration of special ar-
eas within certain regions, there is no integral, coordinated program or plan of
action. Thus, synergetic interaction between the stakeholders is impossible. The
existing procedure of establishing special areas takes into account neither the
level of development of their host regions nor the quality of their development
potential. These problems can be addressed through a regional industrial poli-
cy designed on the basis of the industrial-synergetic approach. Such approach
makes it possible not only to focus on institutions of development and institu-
tional transformations but also to take into account phase transformations and
structural transformations in the system of areas of priority socio-economic
development. The resulting organizational mechanism will be able to adjust to
external uncertainties and, together with the system-forming factors, will en-
hance socio-economic development both on the regional and national level.
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AHHOTAIINA

B Hacrosiuee Bpems B Poccun feiictByeT 14 TUIIOB TeppUTOpPUIL C 0COOBIM pe-
JKMIMOM BeJleHNA IPeNIPUHMMATENbCKON feATenbHocTi. PopMupoBaHue TOM
VIV HOTE GOPMBI TepPUTOPUATIBHOTO Pa3BUTHS aKTUBHO I0OOMPYIOT U 3aTeM
KypUPYIOT pasHble ¢efiepabHble MUHICTepcTBA. CPaBHUTEIbHBII aHA/IN3 BBI-
SIBWJI CXOXKECTb OCHOBHBIX T'OCYIapPCTBEHHBIX TpedepeHIny pe3nieHTaM paHee
CO3/JaHHBIX TEPPUTOPHIL C OCOOBIMY YCTTOBUSIMY XO35I/ICTBOBAHMSI M HIOKas3asl
KJIOYEBbIE OT/INYMA PEXMMa TEPPUTOPUIL OIIEPEXKAIOLIETO COLMATbHO-3KOHO-
MIYECKOTO pasBUTHU:A, CO3JlaBaeMbIX B MOHOIPOQMIbHBIX MYHUIIMIIATbHBIX
06pa3oBaHMsIX. PesynbTaTel CPAaBHUTENBHOTO ¥ PETPOCIIEKTUBHOTO aHAIN30-
BIO3BO/IWIN COPMY/IMPOBATD BeRyliue MpobaeMbl, KOTOpbIE eXKaT B OCHOBE
MaJtoit 3 PeKTUBHOCTI ITUX TEPPUTOPUIL — ITO OTCYTCTBYE CUCTEMHOTO IIOf-
XOfla K CO3/IaHMI0 TEPPUTOPUIL 1 KOHQIVMKT MHTEPECOB CTEIKXONAEPOB (pes3n-
JIEHTDI, IefICTBYIOMINE TIPeAIIPUATIA/a0OPUTeHBl, MYHUIUIIATIATETDI, XIUTeIN
teppuropun). Ha OTCyTCTBME CHCTEMHOrO IOAXOJa YKasbIBAIOT CIEAYIOIIVe
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MIPU3HAKNL: LE/IM TEPPUTOPUIL HE B3aMMOYBSA3aHbI C IJTABHBIMM HaLlVIOHA/IbHbI-
MU IPUOPUTETAMMU U CTPATETMYECKUMH 3ajadaMI PA3BUTUA CTPAHbI; pa3pos-
HEHHOCTD YIIPaB/IAMIIVX BO3IEICTBII CO CTOPOHBI PYKOBOJICTBA TEPPUTOPUIL
U KPYIHbIX IPeJIPUATUI; HET IOHMMaHMA, 4TO MOApa3yMeBaeTcs IIOf, olepe-
JKAIOIMM Pa3BUTIEM; He 3alaHbl U He 000CHOBAHBI KPUTEPUI OLIEPEKAIOLIETO
PasBUTMA U UX IOPOTOBbIE 3HAYEHNSA; KOHIIEHTPALIMA Pas/INIHbIX MHCTPYMEH-
TOB PasBUTHA TEPPUTOPMIL B OFHOI MECTHOCTU Oe3 paspaboTKI COITTACOBAH-
HOJI IIPOTPaMMBbI JEVICTBUII HE BK/IIOYaeT MEXaHU3M CMHEPTeTNIeCKOrO B3au-
MOJIeJICTBYIS ¥ He OPMEHTHPOBAHO Ha ITOJTy4YeHe CuHepreTndeckux s dexros;
IefICTBYIOIIMII pOpMAT CO3IAHN 0COOBIX TEPPUTOPUIL, He YIUTHIBAET YPOBEHDb
U Ka4yecTBO MOTEHIIMa/Ia PasBUTHA JAaHHBIX TeppuTopuil. PellleHne BbIABIEH-
HBIX IIPOO/IeM IIpefaraeTcs peannu3oBaTh B paMKax TeppUTOPUAIbHON IIPO-
MBIIIICHHOJ HMOIMTUKMY, Pa3pabOTaHHOI HAa OCHOBE MHCTUTYLMOHATbHO-CU-
HEPreTM4ecKoro mnopxopa. VIHCTUTYLMOHANbHO-CHHEPreTMIeCKUII  ITOJXO]
IIO3BOJIAET HE TONIbKO AKLEHTMPOBATh BHIMAaHME Ha NHCTUTYTaX PASBUTUA U
MHCTUTYLVIOHA/IIBHBIX NPeoOpa3oBaHysAX, HO ¥ YYUTBIBATh (asoBble, CTPYK-
TypHble TpaHchopmarym B cucteMe TOCOP, npoekTupoBarh OpraHU3alyioH-
HO-9KOHOMMYECKMII ME€XaHM3M, YYUThIBAIOUIMII CTENIEHb HEOIPEETeHHOCTH
BHEIIHeJI Cpefbl, cucTeMoobpasyomniye u cucteModopmupyonpe GakTopsl,
4TO B KOMIUIEKCEe IIPUAACT HEOOXOAMMOe YCKOPEHMe COLYaTbHO-9KOHOMIYe-
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CKOMY pPa3BUTHIO KaK TEPPUTOPUIN, TaK U PETVIOHA, 11 CTPAaHbI B LI€/IOM.

Introduction

The first attempts to create special zones of
economic development were made in Russia in
the early 1990s, when the country was transition-
ing to a market economy. Free economic zones
were established to attract foreign investment
and promote Russian products on international
markets by offering potential residents tax and
business incentives. In 2018, in Russia, there were
14 types of SEZs used for regional development,
including so-called areas of priority socio-eco-
nomic development, industrial parks, and tech-
noparks [1].

Among economists and the government some
doubts have arisen, however, concerning the ef-
ficiency of these projects. The most recent type
of special zones is the area of priority socio-eco-
nomic development, mostly located in the Far
East, monotowns and closed towns. These areas
differ in terms of the regulatory incentives offered
to their residents and the degree of state partici-
pation in the project. A more in-depth research
is required into the mechanisms of establishing
and managing these areas in order to answer such
questions as: is there a need for other new types of
special areas? What is the optimal approach to es-
tablishing such areas? How different should they
be from the already existing types of areas?

Conceptual framework

Russian studies of special zones seek to sys-
tematize the experience of their establishment,
management and performance assessment. As a

R-ECONOMY 4

rule, such areas are created to help a struggling
economy and to boost the socio-economic deve-
lopment of a specific region. Some studies focus
on certain types of zones and their characteristics.

A separate group of studies deal with con-
ceptual questions underpinning the creation of
special zones. Such studies also tend to question
the very need to create special conditions for
business development [2-6]. E. M. Buchvald and
O. N. Valentik emphasize the fact that “the strate-
gy of creating specific ‘growth points’ in the coun-
try’s economy leads to greater fragmentation of its
economic, business and investment space and its
integral competitive environment, the latter being
an essential feature of market economy. This also
disrupts the country’s integral social space. Inhab-
itants of different regions start to be divided into
‘first-class’ people or those who get to work at spe-
cial zones and other similar areas (sufficient in-
come, better career prospects) and ‘second-class’
ones, who are left outside of these areas (low in-
come, grim career prospects)” [7].

A number of studies point out the fact that,
despite their alleged differences, all types of spe-
cial zones share basic parameters [8-10]. For in-
stance, E. M. Tsygankov contends that regulations
of the Free Port of Vladivostok are virtually the
same as those of areas of priority socio-economic
development, especially concerning tax exemp-
tions. In fact, the concept of such areas is not new
but is a mere continuation of an earlier concept
of territorial development zones, with the latter
stemming from an even earlier concept of special
economic areas. Thus, instead of improving the
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already existing form of zones, the government
has created at least four similar ones [11]. Other
studies [12] demonstrate the fundamental differ-
ences in the ways regional economies function in
this or that type of zones.

Some studies [13-16] draw comparisons be-
tween Russian and international models and dis-
cuss the reasons for the success of the latter. For
instance, the experience of Singapore and the
thirty years of China’s experience (which allowed
the country to achieve a high level of post-indus-
trial development) showed that the success of spe-
cial zones is determined by the two factors: firstly,
the building of production facilities and social in-
frastructure was funded by the government and
some funds were provided through public-private
partnerships. Secondly, the system of incentives
included economic ones such as suspension of
customs duties and taxes, guarantees of cost re-
covery and repatriation of profits to international
investors [17]. Areas of priority socio-economic
development are a comparatively new instrument,
although it has been partially based on Russia’s
previous experience of free economic zones and
partially adopted from China’s experience. Chi-
na set up special economic zones in its southern
provinces and thus managed to attract consider-
able investment and ensure technology transfer
from foreign companies [18]. A number of studies
show the low efficiency of Russian special zones
and describe the problems the government faces
when selecting strategic priorities for the coun-
try’s socio-economic development [19-22].

V. V. Pechatkin points out the following stra-
tegic planning problems of regional development:
the lack of commonly accepted methodological
approaches to priority setting; prevalence of ex-
pert evaluations, which can be very subjective, in
priority setting; and the lack of an adequate sys-
tem for monitoring regions’ competitive sustain-
ability [23].

In the medium- and long-term, there is a
discrepancy between the actual results of state
projects and their expected outcomes. Due to de-
lays in decision-making, which means that these
decisions do not take into account the natural
changes in internal and external environment of
the region, in two- or three years’ time projects
change dramatically (in some cases they are even
cancelled altogether) and the threshold values
become unattainable. As a result, strategic plan-
ning of regional development loses some of its
value and has considerable practical limitations.
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Among other things, this is due to the fact that
when traditional approaches are applied, strate-
gic documents do not take into account the fac-
tors that in certain conditions may become cru-
cial, that is, factors associated with non-linear,
unbalanced development.

In order to identify strengths and weaknesses
of strategic planning, we are going to conduct a
retrospective analysis of Russian special zones of
economic development. Comparison of the key
parameters of the systems referred to as “areas of
priority socio-economic development” with pre-
viously created types can bring to light the possi-
ble risks that may lead to a failure to achieve the
goals and the general inefficiency of such projects.

Restrospective analysis of Russia’s
special zones of economic development

In contemporary Russia, since 1990, new
types of zones have been created on a regular ba-
sis. Figure 1 shows this process as a spiral, indica-
ting the dates when these types were created,
supervisory bodies, and the corresponding num-
ber of zones (Figure 1). Each spiral turn indicates
a new stage in the system of territorial develop-
ment and presents this development as a network
of zones operating in the country.

In the 28-year period, there have appeared
10 types of zones and 579 zones (as of December
2018). Different federal ministries actively lobby
and then supervise the establishment of this or
that type. The leader in this respect is the Min-
istry of Economic Development of the Russian
Federation, which has high expectations for their
success. Such types as zones of territorial deve-
lopment did not catch on; the majority of zones
were deemed ineffective, and control over them
was delegated to regional authorities; the majority
of free economic zones were closed due to their
inefliciency.

S. N. Leonov supposes that it was the strug-
gle between federal ministries for budget funds
that determined such extreme diversity of zones
and explains the corresponding state policy by the
government’s inflated expectations of quick re-
turns. He also points out that instead of conduc-
ting a thorough analysis of the reasons for the ap-
parent success or failure of these projects, federal
authorities chose to imitate frenzied activity by
establishing more and more new zones. Each time
they expected that the new instruments for sup-
porting residents of these zones would be more
successful than before [24].
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Figure 1. Development of special zones in Russia (1990-2016)

The first eleven free economic zones were
opened in 1990-1992. This process was contra-
dictory and ambiguous: on the one hand, the ex-
perience of creating free economic zones in large
territories (e.g. “Yantar” in Kaliningrad region,
“Nakhodka” in Primorye) was mostly negative.
On the other hand, by 1996, the country already
had 18 free economic zones. The main challenge
inherent in implementing these projects was the
lack of a coherent legislative framework, which
hampered the progress: the draft of the corre-
sponding federal law was rejected twice by the
President and the already existing laws failed to
provide the answers to all the questions of how
these zones were to be established and managed,
which led to the lack of systemic approach (the in-
stitutional conditions were not described). Thus,
regions had to compete for federal subsidies as
on the federal level there was no well-established
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mechanism of providing subsidies, guarantees
and other incentives to free economic zones [25].

Since 2005, all free economic zones were
closed except for two — in Magadan and Kalin-
ingrad. In 2014, another free economic zone was
created in the federal city of Sevastopol, Crimea.
Since then, the government has embarked on de-
veloping a new type of zones modelled after the
major Chinese zones in Shanghai and Shenzhen.
Their Russian counterparts relied on the same
principles as free economic zones: tax exemptions
and preferential treatment, direct investment from
the federal budget and so on. The Federal Law
of 22.07.2005 Ne 116-®3 “On Special Economic
Zones in the Russian Federation” set the follow-
ing goals: to manufacture new types of products,
develop knowledge-intensive sectors of economy
and manufacturing industries, infrastructure,
tourism and recreation.
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As of 1 January 2018, there were 25 special
economic zones with 650 residents in Russia (9
of them specialize on industrial production, tour-
ism and recreation; 6, on innovative technologies;
and 1 port). According to the official data, resi-
dents’ volume of investment is about 850 billion
roubles, out of which over 306 billion (36% of the
total planned investment) was provided by 102
companies with foreign capital from 34 countries.
In the twelve-year period, about 290 billion rou-
bles were invested into launching the residents’
production — 446.0 million roubles were spent on
each resident. Over 28 thousand jobs were created
and residents paid customs duties and taxes worth
of over 85 billion roubles to budgets of all levels'.
An audit conducted by the Accounts Chamber in
2016 found evidence for these areas being inefhi-
cient in many respects.

— Between 2006 and 2015, the Russian gov-
ernment invested 186 billion roubles (122 billion
allocated from the federal budget and 64 billion
from regional budgets) into creating 33 special
economic zones. The returns in the form of tax
and customs payments were 40 billion, that is, the
state got 1 rouble for every 4.65 roubles spent on
such projects.

— Only 60.1% of the 214 thousand ha allocat-
ed were actually put to use.

— Out of the 758 objects of infrastructure it
was planned to build, only 526 were put into op-
eration.

— The government had to sponsor certain
zones from the federal budget even though origi-
nally it had been planned that they would be fund-
ed on the regional level. At the same time, some
were funded by regional budgets even though they
had nothing to do with special economic zones.

- As of 1 January 2015, residents’ revenues
accounted for only 0.2% of the GRP in the twenty
regions that hosted the zones.

- 18,177 jobs were created, which made up
72% of the target figure.

— Creation of one job cost the budget 10.2
million roubles®.

! Annual Report of the Public Joint-Stock Company “Special
Economic Zones” of 2017. Retrieved from http://www.russez.
ru/disclosure information/oao_oez/godovie otcheti/ [Ac-
cessed September 14, 2018].

2 Performance Audit Report of the Public Company “Special
Economic Zones” and the Legal Entities Established for Manage-
ment of Special Economic Zones in Russian Regions, in particular,
the Company’s Efficiency in the Use of Public Funds, Public Assets
and Other Resources. Retrieved from http://www.ach.gov.ru/ac-
tivities/bulleten/875/26840/ [Accessed September 14, 2018].
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The ten-year history of special economic
zones in Russia has shown that they have failed
to become an effective instrument to support
and enhance the growth of national economy.
The way they were created and managed reveals
a formal, irresponsible attitude, the lack of ad-
ministrative discipline and the lack of account-
ability. As a result, no one was held responsible
for the failure of these projects and no real eco-
nomic effect was achieved.

Another kind of zones is “naukograd” or “sci-
ence city”. In 1999, a number of cities and towns
with a high R&D potential were granted this sta-
tus. Over a third of them were located in Moscow
region (31 “science cities”, including Zelenograd,
which is an administrative district of Moscow).
In Central Russia, there are 8 science cities, in the
Urals, nine, and in Western Siberia, seven. More-
over, there are four academic towns’ (in Russian,
“akademgorodok”) of the Siberian and Far East-
ern Branches of the Russian Academy of Sciences.
The status of “science city” is granted for a period
of five years and can be continued by the decree
of the federal government. “Science cities” mainly
specialize on the following:

— aerospace construction and space research
(Zhukovsky, Korolev, Yubileyny, Zvezdny gorodok,
Krasnoznamensk, Mirny, Znamensk, Dubna);

— electronic and radio engineering (Zelenog-
rad, Khimki, Pravdinsk);

- automation, mechanical and instrumen-
tation engineering (Reutov, Zarechny, Obninsk,
Pereslavl-Zalessky, Raduzhny-9, Trekhgorny);

— chemistry, chemical physics and creation of
new materials (Biysk, Dzerzhinsk, Pereslavl-Za-
lessky);

- nuclear engineering (Sarov, Zarechny, Oz-
ersk, Snezhinsk, Trekhgorny, Lesnoy, Novouralsk,
Seversk, Zheleznogorsk, Zelenogorsk);

- power engineering (Chernogolovka,
Troitsk, and so on);

— biology and bio-technologies (Puschino,
Protvino, settlement Borok in Yaroslavl region,
two settlements Koltsovo and Krasnoobsk in No-
vosibirsk region).

Subsidies for “science cities” include funding
allocated for R&D; innovation projects aimed at
creation and development of hi-tech production,
especially those in the national priority spheres;
maintenance and development of the cities’ infra-
structure.

Since 1990, in Russia, technoparks or industri-
al parks started to be used as “engines of growth”
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As a rule, they occupied former factory sites. In
2015, the first industrial park “KIP ‘Master” was
created, which occupied 37 thousand sq.m., the
former site of the factory “Remdisel”, a subsidi-
ary of “Kamaz” corporation. As of mid-2018, the
park’s total area is 1,364.65 thousand sq.m., it has
260 registered residents and they have created
over 5 thousand jobs’. In 2012-2018, 176 indus-
trial parks were launched in Russia (see Table 1).
There are industrial parks in Novosibirsk, Tomsk,
Moscow, St. Petersburg, Nizhny Novgorod, in
Moscow region and other parts of the country.
The growth leaders are those located in Central
and Volga federal districts, primarily Moscow re-
gion and Tatarstan. 10% of the residents are for-
eign companies from 27 countries (over 80 from
Germany; over 40 from the USA; and over 20
from Japan)*.

Table 1
Key performance indicators

Ne Year 2012 | 2018 | Growth
1 |Number of industrial parks 64| 176] 2.8 times
2 Number of host regions 27 51| 1.9 times
3 |Industrial parks’ area, ha 14 31544 900| 3.1 times
4 |Number of residents, ths 0.9 2.7| 3.0 times
5 |Number of jobs created, ths | 45.0| 160.9| 3.6 times

Source: Indicators of industrial parks performance in
2012 (based on the data provided by the web-site of the Gov-
ernment of Russia and the Ministry of Industry) (See: Gen-
eral Aspects of Industrial Policy: Key Decisions and Facts for
the Six-Year Period). Retrieved from http://government.ru/
info/32124/ [Accessed 2018, 14 September], Statistical Sum-
mary of the Geo-Information System’s Data on Industrial
Parks. Retrieved from https://www.gisip.ru/stats sum/pdf/ru/
[Accessed December 27, 2018].

Unlike technopolises and technoparks, in-
dustrial parks usually lack R&D infrastructure or
similar facilities. Economically, industrial parks
rely on lease of equipment and manufacturing
facilities, tax incentives, reduced rental costs, and
public-private partnership.

According to the Association of Clusters and
Technoparks in the Sphere of High Technolo-
gies, in Russia there are 192 organizations that
can be described as technoparks, 125 of them
are located in 44 Russian regions and meet all
the existing criteria and requirements. At the
end of 2016, the overall revenue of the residents
of 125 technoparks was 203.5 billion roubles; the

* About the company. Retrieved from http://www.kipmas-
ter.ru/about-company/ [Accessed 2018, 14 September].

* Compiled by the author by using the data from “General
Aspects of Industrial Policy: Key Decisions and Facts for the Six-
Year Period”. Retrieved from http://government.ru/info/32124/
[Accessed September 14, 2018].
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total amount of import-substituting production,
27 billion roubles; the number of patents granted,
900; the total amount of a resident’s R&D expen-
ditures per one employee in 2016, 2.2 million rou-
bles; the average level of a resident’s R&D expen-
ditures, 147.1 thousand roubles [26].

Investment into the infrastructure of these
technoparks brought some controversial results.
The study of planned expenditures of Russian
regions in 2013-2014 as indicated in the Plan of
Establishment of Investment Objects and Objects
of Infrastructure has shown that on average a Rus-
sian region spends over 1 billion roubles on in-
dustrial parks and similar, let alone the indirect
expenses for the development of the related en-
gineering infrastructure. However, as the study
of the National Financial Research Institute has
revealed, the occupancy rates in the majority of
industrial parks do not exceed 50%, which means
that the returns received by the management
companies are insufficient [5].

In 2012, the Russian government approved
the establishment of 25 regional innovation clus-
ters and provided funding from the federal budget
for the programs which involve the following:

- funding activities of organizations specializ-
ing on methodological, organizational, analytical
and informational support for the development of
regional clusters;

— professional retraining and advanced train-
ing (including abroad) for the staft of the organi-
zations listed as program participants;

— consulting these organizations about de-
signing innovation investment projects;

— conducting exhibitions, fairs and similar
events and participation of these organizations
in such events (forums, conferences, seminars,
round tables) in Russia and abroad;

— development of innovation, education,
transport, energy, engineering and social infra-
structure.

Since 2011, areas of territorial development
started to be opened in Russia with the aim of
ensuring more balanced socio-economic deve-
lopment of the regions and attracting investment
to their economy. The Decree of the Russian
Government of 16.12.2016 Ne 1415 “On the Ap-
proved List of Regions of the Russian Federation
for Creating Zones of Territorial Development”
includes twenty regions for creation of such
areas. At the moment, in the majority of these
regions, most of these projects are still at an
early stage of development.
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In 2015, port areas of Vladivostok, Petropav-
lovsk-Kamchatsky, Vanino, Korsakov, and Pevek
were integrated into the Free Port of Vladivostok,
which offers special tax, customs, investment and
other regulations (“porto franco”). The aim of the
free port is to implement infrastructural projects
for building and reconstruction of port terminals;
warehouse complexes and other transport and
logistics facilities. Russian companies, including
those with foreign capital, are eligible to become
residents of this zone. In order to become a resident
of the Free Port of Vladivostok, a company has to
meet certain requirements: it has to be registered
on the territory of this zone, have a new investment
project or a new kind of specialization if it an an al-
ready existing company, offer a minimum of 5 mil-
lion roubles as an investment for the period no
longer than three years since the date when it was
included into the registry of the port’s residents.

In 2016, the Accounts Chamber® has deemed
excessive and inefficient special economic zones
and other similar types (innovation clusters, in-
dustrial parks, agricultural and industrial parks,
technoparks, high technology parks created by the
Ministry of Communications and Mass Media,
tourism parks, zones of territorial development,
areas of priority socio-economic development,
regional special economic zones, and so on). Such
instruments cannot be applied nationwide as a
universal solution to all problems because this
way they lose their economic significance for their
residents. The more zones of territorial develop-
ment of various kinds are created, the more evi-
dent becomes the lack of systemic approach and
rational goal-setting in this sphere [27].

Comparative analysis of operating
frameworks of areas of priority so-
cio-economic development and other
types of zones

In Russia, areas of priority socio-econo-
mic development have been established since
2015, first in the Far East and then in struggling
monotowns. Since 2017, it has become possible
to create such areas in any monotown. At the be-
ginning of October 2018, the federal government
ordered to establish 18 areas in the Far East and
63 in monotowns and closed towns. Areas of

* In ten years, special economic zones have failed to become
an effective instrument for the support of Russian economy. Ses-
sion of the Accounts Chamber of the Russian Federation on
the Results of the Audit of Special Economic Zones in 2016.
Retrieved from http:// http://www.ach.gov.ru/activities/con-
trol/26369/ [Accessed September 14, 2018].
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priority development are intended to turn these
territories into drivers of economic growth and
are modelled after Chinese special economic
zones, used to revive depressed regions [28].

We analyzes operating frameworks of areas of
priority socio-economic development created in
monotowns to find out if they differ significantly
from those of other special economic zones (see
Table 2). Far Eastern areas share many features
with special economic zones: they are organized
and funded by the government, managed by state
companies, and the building of infrastructure is
also funded from the federal budget. Their resi-
dents enjoy tax exemptions, reduced rent and
insurance costs, relaxed regulations of land use,
state and municipal control, access to the neces-
sary infrastructure, and customs incentives.

It should be noted that resident companies
in all types of zones are obliged to register on
the territory of the city/town where the zone was
created. The minimal volume of investment for
potential residents of special industrial zones is
120 million roubles, for residents of port zones -
120-400 million roubles. The minimal volume of
capital investment for residents of areas of priori-
ty socio-economic development is set for each re-
gion individually.

Resident application procedures in all types
of zones are similar: registration, submission of an
investment plan, conclusion of an agreement or
a reasoned refusal, preferential tax treatment. Far
Eastern areas differ from special economic zones
in a number of aspects: they have a wider range of
authorized types of activities and can be created
by uniting territories of several cities or towns.

Areas in monotowns can be set up and ope-
rate within the boundaries of the already existing
towns, unlike those in the Far East and the majori-
ty of special economic zones. Areas in monotowns
do not have managing companies and there is no
direct infrastructure investment from the budget.
Residents’ investment projects are required to cre-
ate a certain number of permanent jobs.

If we look attentively at the concept of spe-
cial economic zones, we can notice that there is a
serious discrepancy between the goals of the in-
terested parties. For example, there exists a clash
of interests between resident companies and lo-
cal companies. On the market where everybody
competes with everyone else one should not ex-
pect local manufacturers to be overexcited about
the appearance of a new rival. On the other hand,
companies that entered the market before resident
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companies already have warehouses, marketing
infrastructure and so on, and they have already
dealt with such problems as power supply and
waste disposal. A new resident needs to tackle all
of these problems and, as a result, their products
are more expensive.

There are other clashes of interests, for exam-
ple, between the management of resident compa-
nies and the prospective workers or local inhabi-
tants; between regions, towns or cities that have
acquired a special status; between special zones
competing for residents and workforce; between
newly established zones and the already existing
ones, and so on.

The currently existing models of areas of pri-
ority socio-economic development aim to create
“paradise” for investors by offering them tax ex-

emptions and other kinds of preferential treat-
ment and do not take into account the specific
characteristics of each region. There is a common
misconception that investment and creation of
jobs will automatically guarantee modernization
and economic growth [29].

Table 3 illustrates the key goals pursued by
different stakeholders involved in creating and
managing special economic zones in Russia. Let
us compare them with the main national objec-
tives and strategic goals described in the existing
official documents®. For the period until 2024, the
government of Russia has set the goals:

¢ Decree of the President of the Russian Federation of
07.05.2018 No. 204 “On National Objectives and Strategic Goals
in the Development of the Russian Federation for the Period Until
2024”. Retrieved from http://www.kremlin.ru/acts/bank/43027
[Accessed June 20, 2018].

Table 2
Operating framework of priority development areas and other zones
Ne|  Conditions Special economic | Areas of priority |Free Port| Areasof | Areas of priority socio-economic
zones socio-economic | of Vladi- | territorial development in monotowns
development in | vostok | develop-
the Far East and ment
closed towns
1 |Period, years 49 70 12 10
2 |Area A separate terri- | Within one or several cities/ towns in | Within a city/town
tory is allocated  |one region
within a city/town
3 |Managing Required Not required
company
Tax regime Free tax zone No tax exemptions
5 |Infrastructure Provided Not provided
investment from
the federal budget
6 |Investment type |greenfield and brownfield brownfield

32

7 |Limitations

Mineral extraction
is not allowed,
except for the ex-
traction of mineral
water and other
resources used for
medical treatment;
It is not allowed to
manufacture and
process excisable
goods (except for
cars and motor-
bikes)

It is allowed to
engage in any types
of entrepreneurial

Each area of
priority socio-
economic

development activities that are
has itsown list  |legal in the Russian
of authorized Federation
economic

activities.

Each area of priority development has
its own list of authorized ‘foreign eco-
nomic activities.

Residents are not allowed to sign con-
tracts with town-forming enterprises
and (or) to acquire revenues from selling
products of town-forming enterprises if
this revenue exceeds 50% of their total
revenue from the investment project;

It is not allowed to manufacture ex-
cisable commodities (except for cars
and motorbikes) and to engage in such
activities as extraction of crude oil and
natural gas, providing services in the
sphere of oil and gas extraction, oil re-
fining, wholesale and retail trade, pipe-
line transportation, timber logging, real
estate operations, and in other types of
economic activity which involve 20%
or more of the average staff number of
all organizations in the monotown

8 |Use of foreign
labour

General regime

General
regime

Facilitated visa regime

Foreign workers should not account for
more than 25% of the total workforce
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Table 3

Key goals of the government and stakeholders in special economic zones

Levels Strategic goals

Stakeholders’ goals

Federal level

ment, state corporations
logical development

Ensuring Russia’s entrance into the top five |Special zones should become “growth points” and
President, federal govern- |of the largest world economy, digitalization | “drivers of accelerated growth” by offering tax ex-
of economy, and enhancement of techno-

emptions and other kinds of preferential treatment
to resident companies.

Regional level

Sustainable development of the region

Obtaining maximum incentives and funding from

Municipal authorities,
local inhabitants,
small businesses, mi-
cro-enterprises

Regional government, the federal budget
large regional companies
Municipal level High living standards High wage levels.

Developing/maintaining businesses.

Jobs with good working conditions.

Good environmental conditions/environmental
sustainability/ecological enhancement.

Good social infrastructure and housing

— enhance the country’s technological devel-
opment, increase the number of organizations en-
gaged in technological innovation to 50%;

— ensure implementation of digital technolo-
gies in economy and social sphere;

— ensure that Russia should become one of the
five largest world economies, the economic growth
rates exceed the global level while maintaining
macroeconomic stability, in particular maintai-
ning inflation on the level of no more than 4%;

— create in the key branches of economy, pri-
marily in manufacturing industry and in agricul-
ture, a highly productive, export-oriented sector
based on modern technologies and provided with
highly qualified staff.

Interestingly enough, residents of special
economic zones do not have to meet any require-
ments concerning the level of the technologies
they apply. The analysis of areas of priority so-
cio-economic development in monotowns and
the Far East shows” that the types of production
their residents open belong to the second or third
technological modes. Therefore, it becomes ob-
vious that the purpose of special zones does not
correlate with the general strategic goals of na-
tional development.

There is a gap (discrepancy) between the gen-
eral strategy of regional development and narrow-
er goals of development institutions, which means
that a more comprehensive system of regional
institutions is necessary. Special economic zones
are not just instruments of state policy, rather they

7 See: Register of Residents of Priority Development Ar-
eas. Retrieved from http://erdc.ru/upload/reestr-tor.pdf [Ac-
cessed December 1, 2018]; Register of Residents of Areas of
Priority Socio-Economic Development, in Russian Monotowns.
Retrieved from http://economy.gov.ru/minec/activity/sec-

tions/econReg/monitoringmonocity/2016160505 [Accessed
December 1, 2018].
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should be seen as a part of the general strategy
aimed at transforming national economy [30]. As
for resident companies, they primarily seek to gain
maximum funding from the state and maximum
tax exemptions and other kinds of preferential
treatment. The lack of cohesive business strategies
combined with the desire for more preferences
and funds results in a failure of resident compa-
nies to retain their status. In monotowns alone,
five companies did not live up to their resident
status. Some residents change their specialization
sphere: for instance, “Kama Crystal Technology”
in its application for the status of a resident of the
priority development area “Naberezhnye Chelny”
as of July 2017 indicated its intention to implement
an investment project for growing artificial sap-
phires (included in the List of Foreign Economic
Activities under the code “23.99.5 Production of
synthetic corundum”). The production cost of sap-
phires is quite high, but their sale prices are low,
which, in addition to the company’s debt burden,
made it alter the project’s specialization and start
manufacturing aluminium oxide instead. The
company management explained this decision by
pointing out that aluminium oxide is cheaper to
produce and no less in demand than crystals [31].

However, if welook at the legal documents reg-
ulating creation and operation of special economic
areas, we won't find any mention of the goals asso-
ciated with high-tech manufacturing or industrial
automation. On the contrary, one of the indicators
used to evaluate the performance of such zones is
the number of jobs created. The wage level in Rus-
sian companies is 2.5 euro per hour, which means
that cheap labour is one of the main competitive
advantages of special areas for attracting foreign
residents (in Denmark, the average hourly pay is
25 euro and in Sweden, 14.9 euro [32]). In Russian
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regions, local inhabitants and potential workers
for resident enterprises are mostly interested in
the level of pay. While residents are offered some
serious incentives in terms of the contributions
paid to social security funds, the state does not set
any requirements concerning the minimum wage
level, which creates a vicious circle: the low wage
level results in a low level of purchasing power of
the national market, which, in its turn, affects the
production output of those residents that specia-
lize on consumer products and services.

Other problems are associated with interac-
tions between business, state and academia such
as the lack of protection of the participants’ rights;
the lack of unified forms of business partnership
and legal framework; misuse of resources; low lev-
el of management; low quality of outcomes; failed
deadlines; and so on [33]. Therefore, it is import-
ant to take a closer look at the purpose of different
special areas if they are established in the same re-
gion and at their operation frameworks in order
to make them able to cooperate with each other,
local authorities and other stakeholders involved
in regional development. It is also important to
assess the efficiency of their management — each
type of zone has its own management structures
and there is likelihood that the managers engage
in wasteful spending of state funds and added val-
ue created by the manufacturers.

Another problem faced by areas of priority so-
cio-economic development is that there is a lack of
coordinated decision-making, which means that
the programs and institutions meant to ensure
their development often contradict each other. In
other words, there is a lack of systemic approach
in strategic planning on the national, regional and
local levels, which is detrimental for the efficiency
of decision and policy-making and often leads to
failure. Thus, we are facing a paradoxical situation
here: tax exemptions are offered to direct competi-
tors of domestic manufacturers. Moreover, federal
and regional funds are spent on creating produc-
tion infrastructure to attract these competitors
to special economic areas. The idea that foreign
companies that are offered preferential treatment
would contribute to the competitiveness of local
manufacturers doesn't stand up to scrutiny since
foreign companies are enjoying substantial sup-
port on the part of their state authorities in pro-
moting their production abroad [34].

In the current economic conditions there is a
fierce competition for potential investors, which,
on the one hand, makes city administrations and

R-ECONOMY 4

regional authorities more open for investors and,
on the other hand, leads to some serious errors
in judgement. For instance, “Naberezhnye Chel-
ny” area has 21 investment projects, out of which
seven are those of the enterprises which expanded
their production by registering new legal entities
to acquire the resident status. It cannot be argued
that in difficult economic conditions tax exemp-
tions enable some companies to complete the
investment phase in their development, launch
production and create jobs, but the truth of the
matter is that the creation of these jobs has already
been planned and they would have been created
anyway, even without additional incentives on the
part of the state. It means that owners of the busi-
nesses which were granted these tax exemptions
were the winners while the budget was the loser
as it lost money in the form of tax contributions.
While the authorities are striving to find resi-
dents for the zones they are in charge of and zones
are competing for investment, the government
loses sight of other, equally important issues such
as the environmental impact of prospective resi-
dent enterprises and the public concerns about the
harmful effects of new production. We believe that
one of the main reasons for this situation is that
there is a lack of carefully planned and balanced
industrial policy that would formalize the strategic
goals and mechanisms for optimal development of
the region’s industrial potential and would take into
account the current trends on national and region-
al levels [35; 36]. Another essential question that
needs to be addressed is the following: how and at
what price can we achieve the technological break-
through and accelerate growth? The answer to this
question should determine the concept of indus-
trial regional development. International scholars
approach industrial policy as a mechanism for
realizing the region’s competitive advantages [37]
and for the improvement of the industrial structure
of economy [38; 39]. In the context of the fourth
industrial revolution, it is impossible to enhance
regional development without creating suitable in-
frastructure for technological innovation [40].

Conclusion

Our retrospective and comparative analysis
has shown that the main problem behind the in-
efficiency of special economic areas is the discrep-
ancy between the key national objectives and stra-
tegic goals and the goals pursued by these areas.
Moreover, the management of such areas seeks to
stimulate competition at all costs. The state offering
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preferential treatment to newly arrived companies
accompanied by the call to increase competitive-
ness has an off-putting effect on the already existing
local enterprises, which have been providing jobs
for the region for a long time and paid taxes and
now have to compete with foreign companies that
are offered considerable tax exemptions. Such lack
of coordination between the management of areas
of priority socio-economic development and large
enterprises leads to inefficient use of state funds,
which are often invested into competing projects.

There is no clear understanding of what ex-
actly ‘priority development is. Furthermore, there
are no criteria or threshold values that would be
clearly specified and based on thorough previous
research. In fact, there is no knowing whether
‘priority development’ has been actually achieved
or not. Moreover, there is no coordinated choice
of instruments for regional development applied
within one region and no coordinated plan of ac-
tion. Such situation makes the mutual synergistic
effect impossible.

When territories are granted the status of spe-
cial economic areas, their development potential
is all but ignored. In the conditions of constantly
changing internal and external environment, the
industrial policy of areas of priority socio-eco-
nomic development, which relies on the institu-
tional-synergetic approach, is aimed not only at
adaptation to radical systemic changes but also at
initiating the necessary changes.

In order to stimulate regional development
it is essential to provide an adequate institution-
al foundation for this process, which is seen as a
complex of socio-economic institutions, relations
and instruments. Our analysis of the combined

effect produced by the factors of socio-econom-
ic regional development demonstrates that tradi-
tional methods are no longer applicable as they
are orientated towards managing systems either
in conditions of total uncertainty (situational ap-
proach) or in conditions when a system can be
maintained in a stationary mode (cybernetic ap-
proach). The distinguishing characteristic of the
institutional-synergetic approach is that it models
qualitative changes within the system by creating
positive synergetic effects.

Development of an area as an open system
can take the form of gradual transition from one
phase to another, or go in leaps, or undergo crises
caused by intrasystem transformations. Thus, the
system is never in a state of equilibrium but there
is always a multiplicity of stationary conditions.
The instability of the system in this case is regard-
ed as a potential source of growth and the basis for
creating synergetic effects. An important element
of the institutional-synergetic approach is the
concept of self-organization, which is understood
as the system’s self-development and self-regula-
tion according to the trajectory that the system
should be “aware” of.

The aim of a regional industrial policy is to fo-
cus on fundamental questions associated with ar-
eas of priority socio-economic development: first
and foremost, the need to coordinate policies and
actions of all the stakeholders (government, busi-
ness, academia, and the public) in order to ensure
the region’s economic and social growth. Indus-
trial policy should be unique for each region, it
should take into account its resources, its leaders’
ambitions and the level of interaction between the
key stakeholders.
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