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Abstract— Russia’s “new Eastern policy” was inaugurated in
2012, when the APEC Summit was held in Vladivostok. Since
then the policy had retained its original intention of reorienting
Russia’s economy towards East Asia, drawing it away in relative
terms from Russia’s traditional economic partners in Europe. To
some extent Russia was even successful in achieving the policy’s
goal. However, the crisis caused by economic sanctions and the
fall of oil prices in 2014 had caused a reformulation of both the

way of increasing economic cooperation with East Asian
economies. Judging solely by Russia’'s foreign trade
performance of the last 8 years, the policy would appear to
have been largely successful in achieving the stated goal
(TABLE I.)

TABLE 1. GEOGRAPHY OFRUSSIA’S FOREIGN TRADE % OF TOTAL

role of East Asia in Russia’s foreign economic relations and the TRADE

practical approaches Russia employs to achieve the “new Eastern Country groups 2008 2016
policy’s” goal. This goal was effectively merged with that of | EU 52,0 431
developing the Russian Far East, which became seen as RussialsAPEC 20,4 30,0
platform for integration with East Asia. The approaches to the | CIS 14,5 12,1
development of the Far East have also been affected by the Other countries 131 14,8

shortage of public funds for meaningful development programs
which necessitated a shift to a “creative institutional approach”
to regional development. This paper explores these themes and
their implications for the Russian Far East and Russia’s East

However, these changes in the geographic constitution of
Russia’s trade were, at least in some part, due to a significant
reduction of the country’s total trade since 2014. This

Asian policy. ! 4 |
reduction was due to a dual effect of economic sanctions
Keywords — Far East, Asian-Pacific region, institutions of imposed on Russia in 2014 and the subsequent fall of oil

prices. Of these two causes, the latter certainly had the more
profound effect on Russia’s trade with the rest of the world,
but in any case — the sharp decline of foreign demand for

The most popular topic of discussion today having to ddRussia’s main export item — crude oil, prompted the surfacing
with Russia’s Eastern regions is the so-called “new Easterdf doubts in Russia regarding the prospects of further trade
policy”. This policy is not entirely new, of course — it has aand investment cooperation with European countries. These
history of some depth, which is explored in [10]. The firstdoubts were further exacerbated by the massive outflows of
mention of this policy can be traced back to the crisis of 1998apital from the Russian economy which at the time were
1999. However, the first resulting significant public believed to have been precipitated mostly by economic
investment (primarily in export infrastructure) arrived in thesanctions. For the moment, the solution to both Russia’s
Far East only in 2006 after Vladivostok was selected as a hofstreign trade and foreign investment woes was believed to lie
city for the APEC Summit. in East Asia.

The primary component of the current iteration of the This sudden rise of East Asia’s perceived importance for
“Eastern policy” is “the turn to the East’, which is usually Russia’s global economic prospects gave new impetus to the
understood as the goal of reducing Russia’s traditiondfEastern policy”. If before 2014 East Asia was seen as
reliance on Europe as its primary foreign economic partner biynportant mostly as part of (rather vague) plans for the

development, foreign economic relations, economic integration
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development of the Russian Far East, then after 2014, East The second problem has to do with the concept of “weak
Asia became seen as being important for the development e€onomy” in the Far East. It is believed that the region’s weak
the entire national economy. To recall, the connection betweestconomy is the chief reason for the region’s demographic
East Asian cooperation and Far Eastern development took enoubles and its inability to serve as Russia’s “window to
an official flair just two years prior - in 2012, when PresidentAsia”. However, in the recent 8 years (as illustrated in Fig. 1)
Putin proclaimed the development of the Russian Far East ashee Far Eastern economy had lagged behind the Russian
national priority of Russia going into the 21st century. average only in investment. All other major macroeconomic

The facts of the matter, however, soon became apparer:1n'd'cat0rs were well above or roughly at the national average

th ontv of Russia’ lati d the bulk of it vels. While the lagging investment can be explained with the
€ majority ol Russias popuiation and the bulk ol IISy.aqiic cuts in public investment in the region after the APEC
economy situated in the West, the Russian heartland

separated from East Asia by several thousand kilometers f%\J/mmlt in Vladivostok (which required massive infrastructure

: . estment in excess of 10 bin USD) was concluded in 2012.
space and a serious infrastructural gap. Therefore, the strategy
of reliance on East Asia as a partner in foreign trade angly 1. change in main macroenomic indicators of Russia and the Far East in
investment for the nation at large had naturally morphed intt 2016 (2009 = 100%), %
the goal of developing the Far East as a “national platform”
for Russia’'s economic cooperation with East Asia. In other Even comparing household incomes (by the logic implicit
words, if before 2014 East Asian cooperation was seen asima the “weak economy” thesis — the chief factor of
tool for the development of a major Russian region — the Fayutmigration from the Far East) in the Far East to the Russian
East, then after 2014 the development of the Far East becameerage, we see a situation which is hardly worse than the
a tool for promoting East Asian cooperation. national average, especially in the recent years (Fig. 2).

In practice, achieving the goal of Far Eastern development
in its reformulated form required finding solutions to the same
two fundamental problems. The first of which is the Far East's,
lack of population and continuing outmigration. Indeed, in the,
25 years since the collapse of the Soviet Union the Far Ea
had lost almost 2 million people (TABLE II.). =

250

220

TABLE 1. POPULATION OF RUSSIAN FEDERAL DISTRICTYWITHOUT
REPUBLIC OFCRIMEA AND THE CITY OF SEVASTOPOL), MLN PEOPLE 190
Territory 1991 2016 Growth (+) / 160
decline (-) 130
Central federal district 38,1 39,1 +1,0
Northwestern federal district 15,2 13,8 -1,4 1 l
Volga federal district 31,9 29,7 2,2 7o LN O N L .
Southern federal district 13,6 14,0 +0,4 ¢ 88 8 5 85 ¢ 88§88 8888 &8 &858 & & 8
North-Caucasian federal district 6,6 9,7 +3,1 )
Ural federal district 12,7 12,3 -0,4 = Far East =Russia
Siberian federal district 21,1 19,3 -1,8
Far Eastern federal district 8,0 6,2 -1,8 . - : _ o o
Russian Federal — total 1472 1441 31 Fig. 2. Real household income index (1995 = 100%), %

It is needed to note, of course, that the positive dynamic in

At the same time, as TABLE II. shows, only three federaPictures 1 and 2 is due in large part to Yakutia and Sakhalin

districts in Russia had gained population between 1991 an#ith their large export sectors. However, even when

2016. Siberia had lost nearly the same proportion of its 199accounting for that factor the overall picture in the Far East is
population as the Far East, and the Volga district fared eveiill optimistic.

worse. The general structure and dynamics of foreign trade in the

However, population loss is not even the real problem fofFar East are also close to the national average. The trends in
the Far East’s economic interaction with East Asia. The truéhe region’s foreign trade in the recent years mostly coincided
problem lies in the fact that no one can tell what size ofvith those of Russia’s total trade. The main difference had

popu|ation the Far East requires to serve as Russia@en the late start of the C_I'iSiS in the Far East where the drop
“interface” to East Asia. The entire population of Russial external trade occurred in 2015 versus 2014 for the rest of
(including Crimea) is 146 million people. There are over 10dRUssia (Fig. 3).

million people living just south of the Russian-Chinese border.

Using that proportion as a metric, we can conclude that

Russia’s entire population would have to be relocated to the

Far East to achieve a “demographic parity” with China. That

conclusion is clearly absurd but it does not preclude the goal

of increasing the Far East’s population from being included in

every relevant government program.
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36000 reveals the main obstacle for any plans to use the Far Eastern
development as a platform for Russia’s integration in East
Asia. That obstacle is the lack of trust of foreign investment
towards the proclaimed goals and projects of economic
development of the Far East. This lack of trust had limited
foreign investment in the Far East to date to several medium
sized projects in the automotive and oil processing industries,
and infrastructure. The bulk of foreign investment is still
targeted at the offshore oil and gas projects on Sakhalin.
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Moving on from foreign economic relations of the Far
East, we proceed to the next important factor of economic
wellbeing of regions in Russia as anywhere else: the state and
regional budgets. Budget expenditures are especially
important as a component of demand where the private sectors
of the economy is relatively underdeveloped, which is still the
case in Russia as a whole and most of its regions.

5000

2010 2011 2012 2013 2014 2015 Jan-Jun 2016

mexport mimport

Fig. 3. Foreign trade of the Russian Far East, min USD
In this area, we note an interesting transformation which

As far as geography of the region's foreign trade ishad occurred between 2008 and 2016. A surplus of 133.2 bin

concerned, the only viable trade partners of the Russian Falibles of the consolidated budget of all Far Eastern subjects of
East are situated in the Asian Pacific regiddearly 80% of  Federation in 2008 had turned into a deficit of 244 bin rubes in
the Far East's trade is with North-East Asian and ASEAN2015. The source of this deficit is presented in TABLE IV. .
countries. That settles the matter of integration with East Asia;he total income collected in the Far Eastern district in 2008
as far the Far East itself is concerned. exceeded 245 bin rubles, with 212 bin rubles (87%) retained

The region’s trade with CIS countries, on the other hand?Y the Far Eastern regions and an additional 292 bin rubles
had all but seized since 2015. To a great degree, this was o‘f%m'ng in form of transfers from the federal budget. The

to the high share of Ukraine in total trade of the Far East witfiituation had changed drastically in 2015: over 700 bin rubles

CIS countries. The crisis in bilateral Russian-UkrainianVere collected in the Far Eastern district with 470 bin rubles

relations resulted in significantly increased political and(67%) retain in the distript and 300 bin rubles transfe_rred from
financial risks for Russian companies in trading with Ukrainethe federal budget. Put into relative terms, the total income of

For the Far Eastern businesses these increased risks, cou consolidated Far Eastern budget as share of income

- " - . ollected in the Far Eastern district in 2008 amounted to
m;g éré’:lg(l)trlﬁg?zlilryggigr:]ﬁgrs(t)?itgfbtlrea.\nsportatlon, meant that tradgllmost 206%, the same number for 2015 was only 110%. In

other words, while the Far Eastern budget’s income today still

The Far East’'s main foreign trade market can be furthegxceeds the region’s own fiscal resources, but only barely as
narrowed down to North-East Asia (NEA), meaning almostompared to 2008. The source of the past fiscal prosperity was
exclusively the “Big Three” countries of that subregion:of course the oil and gas export rent incomes, collected in full
China, Japan, and Republic of Korea. The shares of thedg the federal budget. The loss of this rent had resulted for the
countries in the Far East’'s trade had been remarkably stalffar East (along with other Russian regions) in a serious budget

over the past few years (TABLE llI.). crisis.
TABLE III. THE FAR EAST'S TRADE WITHNEA COUNTRIES % TABLE IV. INCOME OF THE CONSOLIDATED BUDGET OF THEAR
EASTERN FEDERAL DISTRICTBLN RUBLES
2010 2015
China 26,6 24,5 2008 2015
Republic of Korea 23,8 24.4 (1) Collected in thel 245.6 703.9
Japan 26,4 27.8 federal district
(2) Retained in the federal 212.2 473.7
_district

AnOther. area of e.C(,)nomi.C Coop_era'gion .is exchange “(3) Received as federal 292.6 300.9
capital. In light of Russia’s national priorities discussed aboy&,ansfers
this area of the Far East’'s cooperation with East Asia is in fagb@al  income of thel 504.8 774.6
more important than foreign trade. Foreign investment in theistricts  consolidated
Far East is highly uneven across its constituent regiongudget (2+3)
Practically all (over 90%) foreign investment is concentrated
in the Sakhalin oblast, more precisely — in the oil and gas
projects S|tuate(_j on the Sakh?‘"” shelf. Investigating th y itself lacks the financial, capital, or human resources to be a
patterns of foreign investment in the rest of the Far Easfiang jn" for Russia in its economic interactions with East
N ) ) ) ) ~Asia. This was obviously also the conclusion drawn by

And foreign economic cooperation with Asian economic planners in regard to the Far East: the region isn't
Paific nations has been the norm for the Far East historicalljarge enough economically and needs to be “developed”. And
what changed was only the level and degree of cooperation.

The conclusion from the above analysis is that the Far East
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since any accelerated economic development requires (at thlagued with inevitable technical problems having to do with
minimum) financial resources and the oil rent had nearlyand registration and zoning which required serious efforts on
evaporated the only viable solution was to find “creative’the part of the relevant federal agencies to resolve.

ways to develop the region with nearly no additional
resources. Three such “creative” recipes have been propos%d
to date: the

More generally, the “Far Eastern hectare” program, just as
“free port” one, appears to be inspired by history. The free

allotment of land in the Far East had already occurred almost
1. Territories of accelerated social-economic150 years ago, at the dawn of the region’s colonization by

development (TORS) Russid. However, the region had changed fundamentally

2. The free port Vladivostok. since that historically remote time. The structure and scale of

3. The “Far Eastern hectare”. the region’s economy are completely different today from
These “recipes” were codified in respective federal lawdvhat they were a century and a half ago. Personal motivations
and supported by four newly established organizations: of people living there or moving to or from the region are

) completely different. The country that the Far East is part of is

1. Foundation for the development of the Far East. 3jso no longer a predominantly agricultural one. The Far East
2. Human capital development agency in the Farsince the first years of its colonization had been turned into an
East. i industrial and heavily urbanized macroregion. That leaves

3. Far Eastern agency for the attraction ofjittie hope for the success of the “hectare” program, at least in

investment and export support. - what concerns the goal of attracting massive migration or
4. Far East Development Corporation. investment to the region.

All of these institutions (including the federal and resulting _ , ) )
regional legislation) share the same basic goal of promoting What the Russian government's economic planners think
investment in the Far East. of the efficacy of this new institutional system for the

] ] o ] . development of the Far East can be gleaned from economic

The chief of the above listed institutional recipes isprojections contained in the new generation of strategic
certainly the TORs. This institution is well known both abroadyjanning documents, which are being prepared by
and in Russia itself under the general moniker of “specigjoyernments of the Far Eastern subjects of Federation [11, 12,
economic zones”. The first thing potential investors were told3 14, 15, 16]. These projections are best characterized as
about the TOR incarnation of special economic zones is thagautiously optimistic’ and suggest that the government is

they will provide for better business conditions then thosgather conflicted in its assessment of its own development
available in Singapore. However, of the long list of businesgrogram for the Far East.

considerations important for investors, which includes but is ) )
not limited to cost and quality of labor, market demand and On the one hand, the total cumulative growth of population
access infrastructure, political risks, etc, only lower taxes werd@ the Far Eastern federal district is expected to reach a mere
offered in TORs. 3.7% by 2025, with an average annual growth rate of 0.4%
o _ On the other hand, fairly optimistic average annual GRP

The second recipe is the free port of Viadivostok. Theyrowth rates are projected for the same period. They
authors of this institutional innovation were I|ke|y InSpIred bys|gn|f|cant|y differ across regionS, Varying from the h|gh of
the historic existence of a free port regime in Vladivostok (0B 59 in Amurskaya oblast to the low of 2.2% in Kamchatskyi
rather — in all Far Eastern sea ports) in the Tsarist Russia. kpaj but yield the regional average of 4%% his GRP
practice, “free port Vladivostqk” is to date more of a slogan O%\({)W’(h, however, is based on high projections of private
a general memorandum of intentions rather than a concrefgyestment (for a total of 9.5 trin rubles in 2016-2025) and
mechan!sm for the attraction of investment and promotion of|ash with projected population growth: GRP projections
economic growth. likely assume unrealistic values of investment multipliers. At

The third recipe — the Far Eastern hectare - is aimeﬁ‘e_ same time, public investment between 2016-2025 is
primarily at changing the migration trend in the Far East an@rojected to amount to a total of only 420 bin rubles across all
attracting population to the region. This institution offers aFar Eastern subjects of Federation. That 4.2% of public
hectare of land in the Far East to every resident of Russia frédvestment as a share of total against the backdrop of
of any charges. The “free as in beer” principle was broken, delatively high GRP growth and near zero population growth
course, when it collided with the multitude of lower level reflects the general outlook of Russia’s economic planners
regulations that impose various fees and charges related fvards the Far East's development, both in and of itself and
land use. The law stipulates that persons receiving the lartf @ platform for Russia’s integration in East Asia: hope for
must start using it in some fashion within the first 3 years of
receiving it. As of March 1, 2017 a total of 67,000 3 We'd like to suggest that practical application of
applications have been filed by people wishing to receive theiiistorical precedents should ideally follow a study of those
“hectares”, and around 10% of these applications had begjtecedents. Studies of the history of settliement of the Far East
approved. The “Far Eastern hectare” program had beeg presented in [[2], [3], [4], [5]].

* These numbers are based on the “Complex plans of
sccial-economic development” of the Far Eastern subjects of
Federation.

® lbid.

2 A number of authors deal with these institutional
innovations, either generally [[4], [7], [8], [9]] or with
particular institutions: TORs [[6]], free port Vladivostok [O].
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the current institutional paradigm to work but don’t bet tool5]
much on it.

All of the above leads us to the following conclusions.[6]

Firstly, there are no “silver bullets” in regional development —
both the historical evidence and the current state of affairs in
the Far East’'s economy suggest that the overall efficiency dfl
the current development paradigm of “creative institutionalism
without money” is likely to be low. Secondly, the Russian8
government economic planners are mostly aware of that, evéA
if they avoid admitting it directly. Thirdly, the Far East is not
very special — the region has no problems that other Russig)
regions wouldn't have. The problems are the same as
everywhere else: lack of investment, outdated economic
structure, technological gaps with foreign competitors in manyi0l
industrial markets, underdeveloped financial sector, etc. In
other words, the Far East by itself and for itself is doing fine
At least it is doing as fine as other Russian macroregions aPell
doing. It is developing at a natural pace and any attempts to
speed up that pace will require more than just institutional
“creativity” — they’ll require public finances. However, that is
the one thing that is currently in short supply.

(1
(2

(3]

(4]

[12]
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