
If on larger scale, its unattractive environment for business, tourists and 
ultimately citizens, and on a regional scale it lags behind in small business 
competitiveness, Moscow cannot claim to be at the level of a global city.
! e fast deindustrialization after the 1990s has generated a number of left-over 
and derelict tracts of land scattered along the city, which, in combination with 
lottery privatization of assets gave opportunity for “insiders” to get access to 
large plots of valuable land while reducing considerably industrial output level.

If one takes the analogy of special economic zones in Russia, introduced to 
promote regional development and integration into international markets, it is 
possible through a speci" c tax regime, administrative support and ready-made 
infrastructure to ensure entrepreneurs and investors " nd the right environment 
to run their businesses. As a catalyst for the redevelopment of former industrial 
sites (many of which fail to take advantage of their potentials and extraordinary 
location), Moscow could very well apply such an approach. Market speculators 
are waiting for the next boom in property prices, but in the meantime, the 
city can still use tools to capture land value gains: introducing a land value 
tax, decreasing other taxes and ensuring a proper bureaucracy accelerator. An 
environment as such would promote the proper redevelopment of land plots, as 
leaseholders or landowners would be discouraged from keeping a distinctive lot 
vacant or underdeveloped and subsequent increase in activity would promote 
economic development at a local and regional scale, instead of bringing in the 
collective imaginary of western post-industrial sites as loft apartments and art 
space.

By reassessing the economic status of underdeveloped areas in Moscow, 
this research intends to demonstrate that such a taxation regime cuts down 
inequalities compared to the existing scheme, or business as usual scenario, as 
it would grant the city government more funds to promote public investment. 
Moscow could capture land values gains which are most often capitalized by 
leaseholders and speculators while promoting competitiveness of the city on a 
larger scale.

>

Russia, land of active 
powerstations next 
to abandoned car 
factories next to 
residential areas
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Dear Mr. Gorbachev,

! e movement of the Soviet Union to a market economy will greatly enhance 
the prosperity of your citizens. But there is a danger that you will adopt features 
of our economies that keep us from being as prosperous as we might be. In 
particular, there is a danger that you may follow us in allowing most of the rent 
of land to be collected privately.

It is important that the rent of land be retained as a source of government 
revenue. While the governments of developed nations with market economies 
collect some of the rent of land in taxes, they do not collect nearly as much 
as they could, and they therefore make unnecessarily great use of taxes that 
impede their economies–taxes on such things as incomes, sales and the value of 
capital...

! e rental value of land arises from three sources. ! e " rst is the inherent 
natural productivity of land, combined with the fact that land is limited. ! e 
second source of land value is the growth of communities; the third is the 
provision of public services. All citizens have equal claims on the component 
of land value that arises from nature. ! e component of land value that arises 
from community growth and provision of services is the most sensible source of 
revenue for " nancing public services that raise the rental value of surrounding 
land. ! ese services include roads, urban transit networks, parks, and public 
utility networks for such services as electricity, telephones, water and sewers.

A public revenue system should strive to collect as much of the rent of land 
as possible, allocating the part of rent derived from nature to all citizens 
equally, and the part derived from public services to the governmental units 
that provide those services. When governments collect the increase in land 
value that results from the provision of services, they are able to o# er services 
at prices that represent the marginal social cost of these services, promoting 
e$  cient use of the services and enhancing the rental value of the land where the 
services are available. Government agencies that use land should be charged the 
same rentals as others for the land they use, or services will not be adequately 
" nanced and agencies will not have adequate incentive or guidance for 
economizing on their use of land.

Some economists might be tempted to suggest that the rent can be collected 
publicly simply by selling land outright at auction. ! ere are a number of 
reasons why this is not a good idea.

First, there is so much land to be turned over to private management that 
any e# ort to dispose of all of it in a short period would result in an extreme 
depression in prices o# ered.

Second, some persons who could make excellent use of land would be unable 
to raise money for the purchase price. Collecting rent annually provides access 
to land for persons with limited access to credit.

! ird, subsequent resale of land would enable speculators to make large pro" ts 
unrelated to any productive services they o# er, resulting in needless inequity 
and dissatisfaction.

Fourth, concern about future political conditions would tend to depress o# ers. 
Collecting rent annually permits the citizens of future years to capture the 
bene" ts of good future public policies.

Fifth, because investors tend to be averse to risk, general uncertainty about the 
future will tend to depress o# ers. ! is risk aversion is sidestepped by allowing 
future rental payments to be determined by future conditions.

Finally, the future rent of land can more justly be claimed by future generations 
than by today’s citizens. Requiring annual payments from the users of land 
allows each year’s population to claim that year’s rent. While the proceeds of 
sales could be invested for the bene" t of future generations, not collecting 
the money in advance guarantees the heritage of the future against political 
excesses. 
(Tideman, N. 1991)

this letter was signed by:
Nicolaus Tideman, Professor of Economics, Virginia Polytechnic Institute and 
State University.
William Vickrey, President for 1992, American Economic Association.
Mason Ga# ney, Professor of Economics, University of California, Riverside.
Lowell Harriss, Professor Emeritus of Economics, Columbia University.
Jacques ! isse, Professor of Economics, Center for Operations Research and 
Econometrics, Universite Catholique de Louvain, Belgium.
Charles Goetz, Joseph M. Hart" eld Professor of Law, University of Virginia 
School of Law.
Gene Wunderlich, Senior Agricultural Economist, Economic Research Service, 
U.S. Department of Agriculture.
Daniel R. Fusfeld, Professor Emeritus of Economics, University of Michigan.
Carl Kaysen, Professor of Economics, Massachusetts Institute of Technology.
Elizabeth Clayton, Professor of Economics, University of Missouri at St. Louis.
Robert Dorfman, Professor Emeritus of Political Economy, Harvard University.
Tibor Scitovsky, Emeritus Eberle Professor of Economics, Stanford University.
Richard Goode, Washington, D.C.
Susan Rose-Ackerman, Eli Professor of Law and Political Economy, Yale Law 
School.
James Tobin, Sterling Professor Emeritus of Economics, Yale University.
Richard Musgrave, Professor Emeritus of Political Economy, Harvard 
University.
Franco Modigliani, Professor Emeritus of Economics, Massachusetts Institute 
of Technology.
Warren J. Samuels, Professor of Economics, Michigan State University.
Guy Orcutt, Professor Emeritus of Economics, Yale University.
Eugene Smolensky, Dean of the School of Public Policy, University of 
California, Berkeley.
Ted Gwartney, Real Estate Appraiser and Assessor, Anaheim, California.
Oliver Oldman, Learned Hand Professor of Law, Harvard University.
Zvi Griliches, Professor of Economics, Harvard University.
William Baumol, Professor of Economics, Princeton University.
Gustav Ranis, Frank Altschul Professor of International Economics, Yale 
University.
John Helliwell, Professor of Economics, University of British Columbia.
Giulio Pontecorvo, Professor of Economics and Banking, Graduate School of 
Business, Columbia University.
Robert Solow, Institute Professor of Economics, Massachusetts Institute of 
Technology.
Alfred Kahn, Ithaca, New York.
Harvey Levin, Augustus B Weller Professor of Economics, Hofstra University.
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Contrary as it might seem, this open letter was not drafted by socialists, but by 
a group of distinct professionals: economics professors who found themselves 
at the opposite side of the political spectrum, market economists, and even 
libertarians who supported the ideas of Henry George.

Yeltsin’s “shock therapy”, supported by World Bank and IMF, has stripped o#  
the opportunity to follow the land value and to keep natural resource wealth in 
government hands.

Michael Hudson is extremely critical on how the “good performance” of the 
oligarchs re% ects Russia’s crippled ability to tax this wealth, which is a legacy of 
the pre-privatization of public domain, has been stripped away in a simple asset 
grab (Hudson, M. 2004).

What if such a model would be applied today? ! is project aims to describe 
whether this is practical, as well as to examine the consequences of such a 
strategy. First, it is important to examine the urban environment in the context 
of theories about land economics, and secondly to develop a projection on the 
e# ects on urban land (as proposed by Tideman) in a scenario where such a 
scheme is possible.

Over 70 years of soviet planning, urban growth principles have produced 
di# erent spatial and e$  ciency outcomes. As land was nationalized and 
administratively allocated for either people or business, it left a profound 
and negative impact on the internal organization of cities.  ! is primarily 
manifested as follows:

(1) it became administratively simpler to respond to land demand pressure 
by developing at the periphery, than to redevelop well-located areas with 
obsolete land use. ! e e# ect of this was an immediate increase in density in the 
periphery; 

“.. .THE ABSENCE OF LAND 
PRICES REMOVED ANY 
INCENTIVES TO REDEVELOP 
BUILT-UP AREAS.. .”

A POLICY WHERE LAND HAD NO PRICE

>
Moscow area expansion
(Makhrova and 
Molodikova, 2007)
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(2) the absence of land prices removed any 
incentives to redevelop built-up areas, therefore, 
land was almost never recycled.  ! e result of 
this was enclaves comprised mostly of dead 
land with a low level of economic activity and 
negative environmental impact - of which the vast 
warehousing areas required by industry was a large 
part.; 

(3) fragmented urban fabric by a dense railway 
network mostly used for freight transport reduced 
usability of adjacent lands while leaving exterior 
land more expensive to service. 
(Bertaud and Renaud 1995).

According to market economics, the most 
important factor determining quantity and 
location of land consumed are land price 
di# erentials, but in an environment where these 
drivers are absent, consumption of land space 
per job or resident is not considered, only its 
productive capacity is considered.



Rapid privatization was a primary objective of the Yeltsin government that 
initiated a large-scale program in 1991 to privatize both state industrial 
enterprises and housing. Many enterprises were privatized, although not 
restructured, and they remained under the control of their Soviet-era managers 
(Malme 2001). ! e process of privatization is without a doubt the main 
determinant of the current distribution of ownership in Russia. During the 
Perestroika era, especially between 1989 and 1991, control of the branch 
ministries over the enterprises ceased and gave rise to incidents of spontaneous 
privatization. Speci" cally, in 1989, employees were given the opportunity to 
lease the assets of state enterprises with the right of a later buyout. From the 
end of 1992 until mid-1994 a mass privatization program was in force and 
virtually all small enterprises and approximately 15.000 out of 24.000 medium 
and large enterprises were transferred into private ownership (Sprenger 2011). 
In% uenced by interests of enterprise insiders and the industrial lobby, this 
program gave a major emphasis to a rapid privatization.

Sprenger (2011), concludes that the choice of a privatization option by 
company employees (insiders) was a# ected by their desire to insurance against 
unemployment, especially in " rms in " nancial distress. Additionally, the ability 
of workers to agree to the decision to sell their shares to outsiders increased 
worker ownership. Finally, the prediction that better outside opportunities 
(alternative employment, outside wages) lead to less insider ownership is 
supported in the evolution of managerial ownership between 1994 and 1999.
Moreover, in result of this fast pace in privatization, a rapid growth of small 
businesses occurred mainly due to the e# ect of ‘‘informal’’ economic relations 
on the micro-level, given the fragile political framework for regulation of the 
market economy and its’ institutions (Rudolph, 2005).

One key issue in the privatization process is the fact that land which 
unarguably can be considered as one of the major assets of industrial 
enterprises, was not taken into account to calculate the nominal value of 
shares. By this, the centralized economy approach to land as publicly owned 
and without value was transferred as well, without a price to the hands of 
new turned shareholders. Still today, the sense of land ownership and not just 
building or structures is one of the foremost issues that privatization policies 
have failed to tackle with increasing lack of responsibility of all stakeholders, 
which ultimately re% ects in the way properties are being used or left idle and 
consequently on public space idiosyncrasies.

With the transition to market economy, Bertaud (2010) considers one solution 
could have been to ask companies to pay the market price for the land they 
occupy and in the case where they wouldn’t be able to a# ord, they should 
declare bankruptcy. Instead, companies were given a subsidy on the cost of land 
occupied which brings them to internalize their costs and prolong their status, 
while new infrastructure is developed elsewhere, leaving existing infrastructure 
highly underused.

To boost real estate market development, a 1995 presidential decree authorized 
legal entities and individuals that had permission to build on a parcel to register 
ownership of the land. Contrary to the expected result, many chose not to 
purchase the land, all in all nothing would change as long as rents and land 
taxes remained minimal, the ownership wouldn’t make a di# erence. Moreover 
municipalities; Moscow included, did not promote the sale of assets opting 
for recurring cash-% ows (Malme, 2001). Only in 2001, after the approval of 
Land Code, has Russia de" ned e# ectively details on private and public land 
ownership rights. It has opened land ownership to individuals or legal entities 
opening a new stage for the real estate market de" ning rights for acquisition of 
government, federal or municipal owned land Markovich (2001). Pyle (2011) 
advocates that until 2002 the existence of real estate- as o$  ces in the enterprise 
plot would promote privatization of land as a foreseen stream of rental 
revenues, while if there were any social infrastructure, as housing or medical 
facilities, privatization would be less likely to have taken place.

Already in 2007, a new legislative framework “Major Amendments to Land 
Privatization Legislation” promoted purchase of plots at prices that, particularly 
for Moscow, would not exceed 20% of cadastral value. Nevertheless, under 
Luzhkov administration formal and informal barriers limited land ownership 
rights leaving new owners to burdensome registrations, while continuing to be 
onerous for the Moscow government. As lease rates were established at local 
administration level when compared with taxation rates (that were mostly at 
federal level), there was no incentive for local administration to make land 
privatization procedures simple and fast, while it was possible to increase 
revenues from land leasing.

! e process of land privatization in Moscow has undergone many changes. For 
example, the companies that managed to get title to land in Moscow before 
2010 were the exceptions, due to the fact that the city’s former government 
expressed unwillingness to give up the right to land. But these exceptions 
became the rule with a new mayor and massive rearrangements in the Moscow 
government. For example, many institutions have changed their leaders in 
Moscow and the Department of Land Resources, which plays a central role in 
the process of land privatization in Moscow, is no exception (Lidings, 2012)
According to calculations based on data from Department of Land Resources of 
Moscow for this year there are still 617 land plots forecasted for auction, while 
only 349 have available data. ! e average area of each plot equals 7500 m2. On 
the other hand, for auctions already realized during 2012, the city government 
was able to collect more. Government gained 44% of o# er value from 70,25 
MRub in 2 auctions of 9 land plots on an average of 1235 m2. (DLR. 2012)

“.. .PRIVATIZATION IS 
UNLIKELY TO BECOME LESS 
ATTRACTIVE, AS MARKET 
VALUE OF PRIVATIZED LAND IS 
MANY TIMES GREATER THAN 
THE COST.. .”
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< Mowcos’s industrial land use considered for decrease and extintion in use (according to master plan of Moscow).

Rapid deindustrialization, together with an increasing shift to a service 
economy, left Moscow with a vast amount of land underused. Although 
this fact is well known by Muscovites, there are not many (if any) e# ective 
policies to address it. ! is problem is, however, representative of a process 
that other cities have also faced in a post-industrial era, so therefore solutions 
to incentivizing the development of such land do have precedents. Given 
Moscow’s problematic dimension and policies indecision, addressing this issue 
demands urgency.

In socialist Moscow, industry and science have converged, and this merger 
materialized in a series of research institutes and technical facilities in areas of 
rocket science, mechanical and electrical engineering, metallurgic, tractor and 
aviation industry, among many others. 

After 1991, industrial production staggered into recession and manufacturing 
production decreased more than 30% in only two years. ! roughout the 
1990s, almost half of those employed by the city were engaged in industrial 
production, by 2002 it shrunk to only quarter. While 40% of Russia’s scienti" c 
organizations and 90% of companies of the Central Federal Region were 
located in Moscow, jobs decreased by more than 3 times (Becker, 2006). 
After overcoming the sorrows of market economy transition, it appears that 
industrial infrastructure is su# ering from a perpetual hangover. Adding to it is 
the fact that General Plan aims for a massive reduction of industrial land use by 
2025.

Industrial land cannot be understood solely by its manufacturing function; in 
fact, it cannot be understood at all as any category in particular. ! ere is not 
a unique type of industry that stands out, rather an amalgamation of trade, 
manufacturing, warehousing and services functions that require an integrated 
approach. Instead of proposing a radical change and a shift to a totally new 
function, the proposed task is to allow this area to survive and be more resilient 
to the changes in time.

According to Moscow land use balance from 2011, industrial land use accounts 
for about 17-20% of Moscow land (see table), including heavy industry, 
transportation, scienti" c and technical use, in a total of 20-22 thousand 
hectares. Today there are over 1300 large and medium enterprises and more 
than 1000 research institutions of science and scienti" c services, with over 80% 
of it being concentrated in the industrial zones (CRE 2012).

For the purpose of this project the denomination of underdeveloped areas is 
applied to industrial land use that is identi" ed in General Plan for compression, 
decrease and partial stabilization. ! ese quali" ers applied by General Plan in no 
case distinguish from each other, once apparently there seems to exist a lack of 
logic in such categorization, as to the existing territories as well as strategic and 
coherent approach as a whole. A detailed description of the area and matrix of 
qualities is presented next.

! e " rst approach to address this topic has been done in 2004 with a “Target 
Program for industrial redevelopment in the city of Moscow for the period 
2004-2006” to withdraw all industrial areas from the centre district. Later, 

the Master Plan of Moscow Urban Development 
until 2025 stated the same purpose. Alternatively, 
Master Plan of Moscow city 2025 projects for that 
year a reduction of the industrial and production 
areas from 15.6 thousand ha to 7.5 thousand ha 
while reducing partially, production territories and 
introducing social-business functions and science-
consuming production. Despite the number of 
programs and discrepancies in " gures as well as 
disparate policies, industrial areas are still under 
intervention, as such, in  December 2011, the 
Committee on Architecture and Urban Planning 
held a tender for the redesign of seven areas, with a 
budget of more than 160 million rubles.

Although politically the issue has been failing to 
engage in a whole redevelopment of these locations 
and actions to tackle the topic are repeatedly 
endless, the market is answering naturally, with 
examples of companies that diversify their activity 
just to take opportunity from the real estate 
market. ! rough liquidation of industrial facilities 
followed by expansion of businesses functions 
and o$  ces premises, or through addition of other 
activities as trade and logistics, industrial zones 
have diversi" ed from the original concept.

Already in 2004, just in central Moscow, there 
were around 350 production facilities obsolete and 
absolutely unpro" table. ! eses were being leased 
out for o$  ces and warehouses (Maternovsky, 
2004). ! e Glavstroy Corporation, owned by Oleg 
Deripaska, is reviving a project to build its own 
industrial zones. ! e corporation’s management 
decided to relocate the production areas of its 
Moscow facilities outside the Moscow Ring 
Road, and to build 1.5 million square meters 
of residential and commercial property on this 
territory (BASEL, 2011). At the same time 
“Your " nancial trustee” group has purchased a 
controlling position in the “Automotive Plant 
no. 6” and relocated activity to the east of the 
city (CRE, 2012). In a not extended analysis 
of past transformations, approximately 9 out 
of 10 transformations occur after liquidation 
of the former industry, meaning that jobs are 
lost and social value creation is reduced, once 
redevelopment is for elite housing.

In respect to land tenure, soviet law created 
two speci" c rights to land – lifetime hereditary 
possession and permanent use –, which are 
basically equivalent except that the " rst is granted 
for private and the latter for commercial use. By 
this, most privatized companies held their lands in 
the form of permanent use, this did not allow them 
to dispose of land through sale to third parties. As 
these contracts were for an unlimited period, no 
due date was speci" ed, in case government would 
want to dispossess a permanent user, it would 
face a legal obligation to compensate the owner 
at market values. Had this way occurred, owners 
would have moved their activities elsewhere, 
otherwise companies who hold land under 
permanent use rights are required to pay a tax, as 
landowners do at the same rate as de" ned by land 
cadastral value (Pyle, 2011).

INDUSTRIAL LAND USE

“.. .THERE WERE AROUND 
350 PRODUCTION FACILITIES 
OBSOLETE AND ABSOLUTELY 
UNPROFITABLE WHICH WERE 
BEING LEASED OUT FOR 
OFFICES AND WAREHOUSES.. . .”
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Urban design may be a tool for shaping the city and to support its 
development, but design can also apply to regulations and policies. In a market 
economy, municipalities can in% uence urban development by de" ning a proper 
environment in terms of land use, a system of consistency and coherence of 
regulations, taxation and investments in infrastructure. In the long term, this 
policy design leads the market to respond to incentives and/or disincentives and 
therefore shape the urban space in accordance with the given conjuncture.

For the purpose of this project, the discussion of past transformations of 
industrial sites to pretentious estates at the power of realtors and speculators 
is not addressed, although as mentioned a recurrent fallacy when projecting 
scenarios for future redevelopment. ! e pro" tability of the projects activated 
by public sector has to be measured not only from the economical point of 
view but also social and environmental, whereas not always all externalities are 
addressed, particularly if the longer term perspective is not considered.

Although the redevelopment may be di$  cult and expensive, it has to be 
addressed, considering the pain of having public infrastructure that is 
underutilized. Broken urban fabric with consequences in social and economic 
terms, while it is important to note, the need to not exclude the need to build 
more primary infrastructure to allow residential and commercial development.
It is known, as in the past, an important catalyst of change for the Moscow 
Ring Road into a main regional trade area has been the special program 
“Gubernskoe Koltso” (Regional Ring) developed by the government of the 
Moscow Oblast. Its aim was to increase budget revenues and job growth by 
luring shopping center investors to the region. ! is policy has made it much 
easier and cheaper to develop large retail projects in the Moscow Oblast. As a 
result, in 2007 only three of the Moscow Ring Road malls were situated within 
Moscow’s city boundaries, the remaining 17 falling within the jurisdiction of 
the Moscow Oblast (Makhrova and Molodikova, 2007). With this, the rivalry 
between the city and the regional authorities has heated up.

On the other hand, the real estate industry has improved mostly by bringing 
new development outside of the city, always requiring further expansion of 
essential infrastructure. At this point, as the incremental cost of infrastructure 
at the periphery may very well be rising, one solution taken by developers 
is to invest in that same essential infrastructure in order to capitalize their 
investments. As an example,  result, the particular case , where Crocus Group 
has invested, in what is considered the " rst private involvement in Moscow 
metro network atMyakinino metro station, outside of Moscow northwest 
border, in the expectation of bigger returns. Aras Agalarov, president of the 
group on the moment of opening new metro station explains: “We decided to 
make station: we invest 600 000 roubles and we receive a guaranteed in% ow 
of visitors to our concert hall more than 6 000 seats and to fairgrounds”. He 
adds, “! ere should be a " nancial centre, City, as they say abroad, we have 
already created overall infrastructure for it. One should understand that the 
City should be started not with o$  ces but with infrastructure development. To 
make it easier for people to park their cars, to get to the area and to have a place 
to hold negotiations and meetings” (Crocus, 2009).

Bertaud (2003) advocates that an increasing demand for car ownership 
and consequent decline of public transport system is encouraged by the 
disconnection between location of infrastructure and demand for it. Given 
that former industrial sites are highly served by the metro and train, and some 
by bus and tram, the fact that these areas are underdeveloped leaves the system 
underused, not capitalizing the investments. According to the Moscow City 
Transportation Department (MN 2012) this mismatch live-work translates in 
about three hours spent to get to and from work by average Muscovite. ! is is 
the re% ection of a fragmented labor and residential market that further helps 
to weaken the city’s economy. In an interview with Aleksander Vysokovsky, 
Director of the Graduate School of Urban Studies and Planning, from High 
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Jing Ling which was 
considered in 2009 
the 2nd most popular 
brand in Berlin was 
produced by Baltic 
Tobacco Company is 
one of the examples. 
(SPIEGEL, 2009)
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Private land ownership rights can be transferred 
through land auction or direct purchase. In the 
latter, comparing administrative procedures 
time between the city of Moscow and a Special 
Economic Zone, in Moscow it takes more than 5 
times more time, from the moment of preparation 
of documents to land plot registry to the transfer 
of rights to the purchaser (LINDINGS, 2012). 
For example, in Dubna, Moscow Region, where 
a Special Economic Zone for research and 
development is located it takes 53 days from the 
application to Special Economic Zone Council to 
signature of agreement and emission of Resident 
certi" cate (SEZ, 2012). If only such a procedure 
would exist in Moscow underdeveloped land, 
private ownership of land would be promoted 
while businesses could consider land as an asset for 
possible business " nancing.

Economic development and ultimately urban development functions through 
a series of incentives and disincentives; usually special economic zones are 
designed not only as object of economic activity but also politically and in 
geographical sense, so that businesses residents can develop their activity in an 
environment where certain incentives are put in practice. In Russia, the " rst 
steps in developing special zones were already taken in Soviet times at the end 
of the 1980s. In the 1990s, some 10-20 special zones operated in Russia. ! ese 
zones received a lot of criticism, since they were accused of having become 
legalized places for illegal business.

Kaliningrad, for example has been a special economic zone since 1991, 
but there has not been an economic boom, instead, a smuggling economy 
has developed, with residents selling cut-rate cigarettes and other goods in 
comparatively well-o#  Poland and Lithuania. Jing Ling which was considered 
in 2009 the 2nd most popular brand in Berlin was produced by Baltic Tobacco 
Company is one of the examples. (SPIEGEL, 2009) Russia’s early laws 
establishing special economic zones, however, did not produce self-sustaining 
results due to a lack of appropriate legal and physical infrastructures, as well as 
political and economic instability. In addition, concerns over corruption and 
the imbalance of power between local and central authorities contributed to 
their failures. (Povarchuk, 2004). Only in 2005 was new regulation created 
to cope with stagnated economy and promote economic diversi" cation, 
thus developing manufacturing, tourism and gambling, logistics and 
innovation zones. Incentives in these zones are very often translated in tax-
breaks, administrative support and ready-made infrastructure. ! e question 
arising now is how to design policy instruments that e# ectively activate 
underdeveloped land in Moscow not just from the land use point of view but 
at the same time increasing the competitiveness of the city.

In the particular case of Moscow’s underdeveloped land or megasite as de" ned 
earlier, it can be designed as a special zone, a zone with a set of incentives 
that could be the incubator for actual companies to prosper, and with added 
investments to the area translating in a generation of new small and medium 
enterprises to develop and a more compact city as if centripetal forces would 
act over Moscow borders contrary to actual forces. Further on, di# erent 
policies are identi" ed in order to grant entrepreneurs the possibility to prosper 
in the long term while granting to the public sector enough funds to maintain 
its services and promote public investment.

As earlier demonstrated, the actual market value of the land that is actually 
not being captured by the local government is per se enough to justify such an 
action. Moreover the future returns on investment on infrastructure or change 
of permitted land use in such locations is also recognizable by the simulation 
presented.

In answering to what di# erence does it bring to these areas, and what value can 
a special economic zone add to it, the following points are worth mentioning:

1. Land use
Moscow city master plan projects a reduction in land use for production and at 
the same time an increase in social and business functions. Although increasing 
costs with environmental compliance as well as transportation in particular 
cargo, existing manufacturing facilities represent a burden to Moscow. With a 
proper incentive structure, manufacturing units would be encouraged to move 
or improve their processes and greatly reduce the areas for warehousing. On 
the other hand, the procedures to change the use of land represent an e# ort 
that experienced entrepreneurs prefer to avoid thus in% uencing them to move 
elsewhere. If only such a bureaucracy could be simpli" ed in a similar way as in 
special economic zones, operations could be organized to particular areas of the 
city depending on their activities and therefore create opportunity to generate 
synergies between them.

2. Land privatization and registration
! e aim of Moscow Land Resources department is to manage and dispose in 
due course land owned by the City of Moscow, including those located outside 

Moscow strategic plan for transport infrastructure 
development aims to increase public transport 
volumes while decreasing home to work commuter 
time. With a budget of more than RUB 1,7 Bil-
lion, more than 20% of city’s budget, the program 
is expected to deliver new transportation infra-
structure and improve existing one. At the same 
time, railway ring has a total investment of RUB 
440 Billion, major part of which is for commercial 
property construction. ! us, land value will be 
maximized. On the contrary, monorail is subjected 
to divestiture (LENTA, 2012), while it remains an 
example of underused infrastructure. Given the 
fact that number of passengers transported can be 
increased, which is only possible by increasing the 
need to locate in adjacent areas, this infrastructure 
may as well be maximized. 

In a boost to certain activities, Russian authorities 
have reduced pro" t taxes for companies in educa-
tional and healthcare sectors. Into force since the 
end of 2011, particular services have now oppor-
tunity to be more§ competitive by having oppor-
tunity to have lower prices and subsequent quality 
improve. Although it is considered a short term 
solution, Tatyana Komissarova from the Higher 
Schools of Economics, sees the main burden not 
on pro" t tax, but on salary related tax, as a com-
pany with highly quali" ed employees, salary costs 
can amount to 50 per cent of total expenses (RT, 
2011).
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the city limits of Moscow, as well as land within the territory of Moscow City, 
where State ownership is not demarcated. For the aim to succeed privatization 
of land and auctioning must be promoted and simpli" ed. If on the other hand 
land is kept under public ownership, and through primary lease at “free lunch” 
prices primary leaseholders are given the opportunity to capture land value 
increases. In this scenario the Moscow city budget will struggle to raise enough 
revenues to promote redevelopment, while encouraging land speculation by 
those primary leaseholders.

! e authorities ability to manipulate rental rates leaves enterprises vulnerable 
to predation. Many surveyed companies report pressure from o$  cials, 
threatening their lease rights could be unilaterally and abruptly terminated 
(Khakhalin, 2009). While companies cannot a# ord to buy their land, it is thus 
not terribly di$  cult to understand why they might not regard leasing as a more 
attractive option than perpetual use. If only special conditions were maintained 
for the purchase of land plots at discounted prices with a simpli" ed procedure, 
private land ownership would be promoted, granting new landowners the right 
to optimize the use of their assets.

2. Infrastructure
! e metro is said to be running over capacity, while only 40% of its length 
is overloaded (MOS, 2012b). IN addition, the Monorail is to close down 
(MOSCOW NEWS, 2012c), being one of the examples of underused 
infrastructure, proven to be a not pro" table public investment for 8 years since 
the opening. ! e fact is that if existing infrastructure is not properly used it 
won’t help to capitalize the value from land on the locations which are being 
served. As transportation investments tend to increase nearby land values, 
primary leaseholders and ultimately landowners are given a “free lunch”; their 
returns are increased at the cost of public investment.
Inner city connection with universities and research institutes make for the 
best location to promotion of R&D initiatives as the availability of well 
trained personnel, together with the possibility to exchange with international 
environments gives opportunity to open up new concepts as a space for 
innovation and creativity.

3. Competitiveness
Moscow is recognized as not competitive for small and medium enterprises on 
a National level. According to one study, the city lags behind Moscow Region. 
In the ranking of the 40 Regions by the Small and Medium Enterprises 
Development environment index Moscow is ranked 17th place while Moscow 
Region is in 1st place (OPORA, 2011). ! is disparity between these two 
federal forces makes it easier for SME type businesses to have access to major 
facilities (including workforce and " nancing) from Moscow, without really 
supporting the high operating costs of the city itself. In such an environment 
where business does not have any incentive to locate in the city, the results of 
a survey by city government to 2000 business owners are not surprising; 37% 
considers administrative barriers to be the cornerstone of businesses reluctance, 
followed by excessive tax burden (30%) and expensive lease of premises (17%) 
(MG, 2012c). One other aspect that is damaging SMEs concerns the fact that 
according to the Russian tax system, companies are required to have value 
added tax, social security tax, and property tax even if they are unpro" table. 
Hence, SMEs are left with no time to generate pro" ts from their activity from 
the year 0. Meanwhile, existing small businesses in Moscow struggle to survive 
in a " erce environment in a megacity that does not design policies for, where 
continuing current economic policies ultimately businesses might as well be 
big.

4. Existing activities
Recurring function changes are not accompanied by large-scale reconstruction 
of specialized facilities or the reorganization of the industrial areas together 
with policies to promote jobs. Approval by the government of the low rental 
rates for land for business and science industry led to the formation of 
industrial sublease market cases.
As businesses have to cope with existing high rental rates, tax burden on their 
pro" ts, on wages as well as sales, it leaves them with very little opportunity 
to develop. Often, if not always, these taxes have a reverse e# ect, acting like a 
disincentive. High taxes on employment (social security taxes), reduce salaries 
and promote informal methods of remuneration. High taxes on pro" ts, 

Company Mosselmash was created after 
transformation of a state enterprise in 1992. Since 
1940 leader providing all enterprises in the sector 
of machinery for agriculture; no more of a leader, 
today’s main activities include manufacture and 
sale of machine-building purposes and providing 
services for renting out their own non-residential 
real estate, apart from the implementation of 
the transport of cargo handling. According to 
company’s " nancial statements from previous year, 
the company is leasing the plot, most probably 
to Moscow city government originating 84% of 
revenues in non-residential estate renting which 
represent 87% of pro" ts, meaning that the main 
business is no longer machinery but real estate. 
! is performance repeats itself year after year.

Almost as twisting the status quo, innovation zones 
such as Zelenograd (special economic zone lo-
cated in the north of Moscow) are granted by law, 
particular tax discounts on salary related taxes that 
promote innovative jobs creation. ! is incentive 
promotes not only the creation of job positions on 
certain " elds, but also translates in higher salaries 

Currently, residents pay for 77 percent of the total 
cost of communal living services in Moscow, while 
the city covers the rest. At the expense of city 
budget, Muscovites consume more energy emitting 
on average more 30% carbon dioxide than average 
European. (WSWS, 2011)

Land, Ltd.


	1
	10
	11
	2
	3
	4
	5
	6
	7
	8
	9



