Expanding to regions: the SEZ “Alabuga”

Russia's economy has suffered heavily in the global economic crisis due to its high dependence on oil and gas prices, which make up by far its biggest foreign exports. "As the crisis continues to spread to the real economy around the world, initial expectations that Russia and other countries will recover fast are no longer likely," the World Bank said. It called on Russian Government to move forward from the crisis by improving its economic diversification and accelerating the process of transferring Russian economy from raw materials based to industrial.  
Special economic zones can be a very efficient instrument in achieving these objectives. The Russian Government decided to establish Special Economic Zones (SEZ) in Russia in 2005. And now it can be clearly seen how important and useful that decision was. Not only do SEZs help to boost the economies in some particular regions but also become a very effective instrument in attracting foreign direct investments, attracting new technologies, developing social and industrial infrastructure, and, what is particularly important during the crisis, creating new jobs.
Using the example of the SEZ “Alabuga”, this article details how, despite the crisis, the Government continues to actively finance and develop special economic zones and why SEZs are so attractive to foreign investors. 
The Republic of Tatarstan as a place for location of the industrial zone

The SEZ “Alabuga” occupies a territory of 20 sq. kilometers which makes it the largest industrial zone in the Russian Federation. After a competition among 73 different regions it was decided to create one of two industrial SEZ in the Republic of Tatarstan.

Choosing the Republic of Tatarstan as the location for the SEZ was well-founded. Tatarstan is one of the most economically developed and politically stable regions in Russia. It is located in the heart of a massive industrial area, where oil extraction, crude refining, petro chemistry, machinery manufacturing and aircraft production are well-developed.  Many foreigners are surprised to learn that the biggest truck factory in Russia, KamAZ, was built near the SEZ over 40 years ago together with Fiat Company.  The nearby cities of Elabuga, with a population of over 70 thousand people and Naberezhnye Chelni, with a population of over half a million people, offer fine dining, modern shopping malls, and top-quality housing for foreign management.  The nearby airport at Nizhnekamsk offers many flights per day to Moscow and other hub airports, making the Alabuga SEZ an easy base for doing business.  

In 2006 the construction of the SEZ began and on the 20th of November, 2007 the SEZ “Alabuga” grand opening was held. On the 28th of May, 2008, The Russian Prime-Minister Vladimir Putin visited the SEZ. He noted: "The Special Economic Zone was created and started working in 2.5 years with all the previously achieved agreements being realized here in reality".

Why SEZ “Alabuga”?

The SEZ “Alabuga” aims to provide the most favorable conditions for investment projects implementation for both Russian and foreign companies. In terms of logistics, the SEZ “Alabuga” is very well located as it is in one of the most densely populated regions of Russia: 49 % of the Russian population and 8 out of 13 million-population cities are located within 1000 km. of the SEZ “Alabuga”. There is a connection to the federal railway network as well as to the federal M7 highway, and, as mentioned above, a good airport is only 40 minutes by car. Most major Russian car makers, such as KamAZ, Avtovaz, UAZ, PAZ, GAZ, IZH and etc. are located within 1000 km. of the zone. In addition, the SEZ is located near the biggest Russian plastics and rubber producers such as Kazanorgsintez and Nizhnekamsneftekhim.

SEZ “Alabuga” is situated in the Kama industrial area, which has a population of approximately 1 million people. Skilled and unskilled labor can be readily sourced from the area cities of Elabuga, Naberezhnye Chelny, Nizhnekamsk, and Mendeleevsk. These are traditional industrial cities with an existing educational infrastructure of specialized higher and middle educational institutions that prepare qualified staff, including specialists in chemical and mechanical engineering. 

Over the past 3 years, 20 sq. km territory of the SEZ has continued to develop industrial, customs and other business support infrastructure, aimed at establishing the best possible conditions for resident-companies in the SEZ.  In 2008 the modern, 4-star, Alabuga City Hotel was finished, providing world-class accommodations and executive apartments with a 10-minute commute to the SEZ.

 The territory of the SEZ is divided into modules.  The complete range of infrastructure and utilities are connected to each of these modules, including paved roads, electricity, heating, gas, water, high performance communication lines. The network of paved roads has already reached a total length of over 30 km. A national railroad track crosses the territory of the SEZ and serves resident factories through a number of spurs. The total investment in the common infrastructure of the zone was 8.1 bln. Rubles during 2006-2008.

The construction of a modern customs terminal and supporting infrastructure was finished in 2007 and allows residents to clear shipments directly on the SEZ territory. The terminal includes an administrative business centre, road and railway entry checkpoints, bays and sheltered spaces for vehicle and container inspection, a railway spur and terminal, a large container storage area, and parking. The customs terminal itself covers an area of 60 ha and is equipped with high-technology equipment that helps to cut customs clearance time to the minimum. . 

A “free customs zone regime” at the SEZ officially started in April 2008. This regime allows importing modern high-technology equipment from abroad to the territory of the SEZ without paying import duty or VAT. This regime makes the SEZ a very attractive place for industrial investment.  
Apart from generous customs benefits, the residents of the SEZ are also provided with attractive tax reductions.  The tax on profits is 15,5% for residents of the SEZ, a reduction of 4,5% over the rate applied to businesses operating outside the SEZ in Russia. In addition, there are no property, land or transport taxes for the SEZ residents.

Offices of 16 state regulatory bodies are located in the Administrative-Business Centre of the SEZ "Alabuga" under a "One Stop Shop" system. Investors can resolve most administrative questions without leaving the SEZ. The list of the represented institutions in the One Stop Shop was developed after surveying the residents’ top needs. This is the first such system created in Russia.

Residents of the SEZ “Alabuga”

As of today, there are 9 residents registered in the SEZ “Alabuga”. The total investment by the first 9 residents will be more than 674 mln. U.S. dollars and will create 5300 jobs. The residents so far have represented three key sectors: automobile and automotive components production, polymer processing and the production of construction materials.

While most residents’ production facilities are still under construction, two factories on the SEZ territory are already in operation today with products already being supplied to the market. The Joint venture of leading Russian automaker “SOLLERS” and “Isuzu” of Japan- “SOLLERS-ISUZU” produces Isuzu commercial trucks of the “N”, “F”, “C/E” series. The main SOLLERS investment is a large, full-cycle automotive factory which currently produces the FIAT “Ducato” light commercial vehicle under license from Fiat of Italy.  This factory, “SOLLERS-Elabuga” plans to produce 75000 vehicles per year by 2011.  The total investment in both projects exceeds 330 mln. U.S. dollars.

At the beginning of April, 2009 the “Polymatiz” factory is scheduled to start production. The factory will manufacture unwoven fabric and other polymeric products. While unwoven fabrics are produced by nearly 40 factories in Russia, most competitors use recycled raw materials, which lowers the quality of the final product. “Polymatiz” will be the fifth factory in Russia, producing from virgin polypropylene raw material. The factory is installing fourth-generation, high-technology production equipment, and will employ 68 workers. The output of the factory is projected to be 25 tons per day, with plans to install 3 more manufacturing lines in the future. The total investment by this resident exceeds 50 mln. U.S. dollars. 

The international company “Air Liquide” is now a registered resident of the SEZ and is the world leader in production of technical and medical gases. According to its business plan, the total investment for the Alabuga SEZ project is 35 mln. euro. The production capacity of the factory will be 210 tones of liquid oxygen and liquid nitrogen per day. The opening of this factory is planned in October 2009.

In addition, 2009 will see the opening of the “Preiss-Daimler Tatneft - Alabuga Fiberglass” factory in the SEZ for production of fiberglass and fiberglass based products, as well as opening of the “Engineering Equipment Factory”, which will produce thermo compressors and elements of climatic systems.  The “Septal” factory will open in 2010 to produce equipment and parts for small and local sewerage systems. 

The international company “Rockwool” is also planning to start production in 2010 and manufacture insulation from stone wool. Investment in the first production line will be 125 mln. euro. That is the largest investment in the company’s history. This operation will become the largest “Rockwool” factory in Europe and position Rockwool to benefit as the Russian construction boom returns. 

So far, the automotive, petrochemical and construction clusters are priority in the development of the SEZ “Alabuga”. However, fields of activity open to potential residents of the SEZ are virtually unlimited.  The SEZ welcomes interest from firms in a variety of sectors, including food processing and chemicals, factory equipment, pharmaceuticals, agro-industry, and woodworking. Thus, the latest resident of the SEZ “Alabuga” “Akulchev-Alabuga” company, with a total investment volume of 11 mln. euro is a food processor producing bakery and confectionary products. The company is a recognized leader in its product line in Russia. .

Conclusion

Today the “Alabuga” SEZ is the most thoroughly-prepared industrial investment site in Russia. By 2012 the number of companies-residents on the territory SEZ “Alabuga” will reach from 35 to 40, overall amount of working places will reach 16 thousands, and total volume of investment will exceed 2 billion U.S. dollars.

Renat Khalimov

The SEZ “Alabuga”

Comments:

“The global economic crisis raises the question of whether now is the right time to invest in production at the Alabuga SEZ.  The staff of the SEZ believe that the answer is a resounding YES! SEZ staff experts note that the crisis has in fact opened up some opportunities for business in Russia, providing a number of reasons why it may be especially attractive to invest now.

First of all, there has been a significant fall in prices for construction materials (CM) and building and installation works (BIW) in Russia. Research conducted by the Capital Group between October, 2008 and January 2009, shows that for the first time in the last 5 years the cost of construction materials has decreased by 10–15%, or, according to Austria’s Strabag, by 20–30% for certain products. The companies note that a buyer’s market has now emerged. Buildng contractors will now agree to start work with a delay of payment up to five-months, which was impossible before the crisis.  According to Capital Group, the BIW costs are expected to drop by approximately 20% by July 2009. Strabag estimates that the figure will actually be a drop of 50%.

Secondly, the problem of finding qualified personnel, which became especially difficult in Russia in recent years, is rapidly disappearing.  Now investors can recruit from a growing pool of skilled and experienced local labor with significantly reduced wage expectations.  Obtaining staff with English or other foreign languages has also become much cheaper.  Companies investing now can take advantage of the opportunity to hire excellent local employees. 

Thirdly, as in the rest of the world, Russia’s economy will again be booming by the time today’s investments come on line.  Past Russian and international experience shows that investors can expect to benefit from “delayed” or “pent-up” demand that will require immediate satisfaction after the general economic situation has stabilized. That means that by starting construction now, investors will be better positioned to benefit from the next positive business cycle in Russia. With its local oil wealth, Tartarstan is certain to be a leading region for the coming recovery.
Under today’s challenging economic conditions, business must access all possible available resources and benefits to extend the reach of limited capital budgets.  In this environment the Alabuga SEZ makes more sense than ever.  The SEZ can assist its residents in developing maximizing the reach of support for the investment.  In particular, the SEZ staff is able to assist residents with all aspects of cooperation and good relations with local, republican, and national authorities to make use of all the possible resources in order to reduce the total cost and effort of the project.  A smooth investment process can mean significant savings in legal and other supporting costs. ”
Mr. Igor Nosov
Head of the Special economic zone “Alabuga”
 “When I first came, I got stuck in customs with my personal import and only some quick phone calls and advice from my colleagues at the zone resolved the problem and saved me from some expensive mistakes.   Another big relief to me is that my family is happy about the move from Moscow.  The town is charming and convenient, with a 1000-year history and a restored old-town.  People are friendly and extremely interested to meet foreigners.  Street crime is practically unknown.  We found a very nice apartment in the center, but we also could have chosen one of the luxury apartments at the Yelabuga City Hotel.     My children attend local school number 4, which has an exchange program with a partner school in Germany, and they have classes at the local music school.   Surprisingly there are world-class sports facilities in Yelabuga including swimming, tennis, and skating, so we all have our activities.   My work here is rewarding, helping to bring more foreign companies to the SOLLERS-Elabuga Supplier Park to create more local jobs and content.”  

Mr. Carl Watt
Localization Department

SOLLERS Elabuga

When Rockwool were looking for a location to build their next factory in Russia we had an extensive and very demanding list of desired requirements. The Alabuga SEZ the only one that “ticked all the boxes”.

Rockwool have been operating factories in Russia for more than ten years and have learnt that the single most important thing to have in place is not the physical infrastructure or a nice tax incentive, but rather it is supportive and business orientated Authorities.

I can only say that so far the Tatarstan Government and the SEZ administration have been highly professional and have delivered everything they have promised. 

Nick Vince

Gerneral Director Rockwool Russia
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