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(Summary])

Political Assets and Economic Value of Northeast Asia

by Makoto NOBUKUNI

B O e e e s e e e S e S R S e L P S P e v

Northeast Asia presents us with a jwofold challenge
First, it tests owr ability 1o overcome the economic,
political and  psychological cold—war barriers obstructing
the construction of a legitimae society with a relisble
structure in & region historically plagued by instability and
mistrust  Second, it chatlenges us to develop a model
which addresses the disparitics in economic  development
among  within Northeast Asian developing countries At
stake are not only political assets and econcmic benefits
for Northeast Asia, but @ paradigm of peace for other
regions of the world I effective, the paradigm  would
halve the 1992 werld defense expenditure of § 717 bhillion
in ten years and quadruple the QDA 10 § 234 billion, even
if & half of the saved budger is reserved for domestic use

The Northeast Asian countries have been released {rom
the constraints of the cold war security system The
concept of national sovereignty has considerably lost
legitimacy. In place of national sovereigaty, a variety of
interdependent  systems of citizenry bodies, coatributing 1o
regional stability, are emerging Essential to these sysiems
is the international cooperation of small and medium - sized
enterprises (SMEs)

Due to vestiges of the cold war structure, Northepst
Asia remains economically under—developed Although this

region has long atracted attention for its enormous

development potential, this potential cannot be reslized unti]
the technology and natural resources of Far East Russka,
labor force of China, and capital and sechnology of South
Korea and Jupan are organized into integrated business
enterprises. This requires cooperation not only among
businesses but also between the governmeats of the
concerned countries for the purpose of strengthening
econemic overhead capitad

The agenda for development of this region shouid
include: concrete  action programs undertaken by
international organizations to facilitate political stability; the
creation of a long-term development strategy embraced by
all the countries concerned; and the participmion of
businesses in the construction of international interdependent
systems through trade and investment. Sirategic objectives
in the initiai stage of the development are the
establishment of development nuclei within the countries
bordering the Tumen river, panticipation of international
fimancing institutes facilitating smooth international financial
wransactions and foreign direct investment, and the provision
of technology support and diffusion syslems for SMEs
Also, a permanent international research institute should be
cstablished 1o integrate the currently scattered research

activities in Northeast Asian countries
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POTENTIALS AND PROSPECTS FOR DEVELOPMENT AROUND THE SEA OF JAPAN
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WITH SPRECIAL EMPHASIS ON THE TUMEN RIVER PROJECT

Tee Ki—Suk, Brian I Sommers, and Lee James Gibson

TUMEN RIVER PROJECT AS HEGIONAL
DEVELOPMENT

The Tumen River Project exemplifies regional

planning and development adapted to post—cold
war Asia. It has as its goal to advance the
development of a region that encompasses
countries which were, until recently, enemies in
the cold war. [t alse brings in as partners
countries which still do not have normal relations
with one another and who have on—going
territorial disputes. The project also ceordinates the
on—going efforts of those countries involved 1o
increagse trade, and to improve economic

conditions in the region

Only a rough comparison can be drawn between
the Tumen River Project and other regional
development and trade programs such as the
European Community and the North American
Free Trade Agreement. Unlike the EC or NAFTA,
the Tumen River Project brings together countries
with vastly different levels of economic
development, different economic and political
systems as well as countries whose primary
trading partners are oulside the region. However,
the advantages of free trade cooperative efforts in
development that are felt in the EC or NAFTA
countries are the ultimate goals of Tumen river

development

Another significant difference between the Tumen
Project and other international development and
trade programs is in the strong complementarity of
the economies of the partner countries. While this
will create some problems, it also creates an

environment of strong growth potential and

fes (HIXEE P13 o

economic  cooperation In addition, the
development of such a project from the ground up
may also promote stronger regional ties by
providing ail of the partners with a stake in its

SHCCEHS.

PROJECT CONTEXT
The Tumen River Project is designed to open the
region to free trade, development, and
improvements in the relationships between the
countries involved. Geographicaily and politically
the region includes three northeastern provinces in
China, the Sonbong region of the DPRK, the
Primorskiy Kray in Russin, and Mongolia. In an
economic sense, South Korea and Japan are also
partners in the project and part of the region. The
Tumen region has a long political history of
antagonism and conflicts which will have an
effect on the pastner countries and their responses
to the project These conflicts lic just below the
surface of relations between ithe Tumen partner
countries and are important considerations in the

politics of development throughout Asia

Each of the partner countries in the Tumen River
Project brings in different resources that may be
exploited as well as problems that need to be
overcome. Russia, China, North Korea, and
Mongolia are rich in natural resources but suffer
from chronic shortages of capital and/or
technology for the exploitation of those resources,
This shortage of capital also affects the
infrastructure of these four countries, which is
inadequate for current uses and future growth
Russia and North Korea have a strong heavy

industry and military hardware production, but are

__8m

3 Precis prepared by ERINA from the original fuli text presented at the Symposium on Perspectives and Stralegies of

Northeast Asian Development, October, 1884, Niigata,




quickly losing markets for those products
Cooperation with other project countries thus
provides Russia and North Korea with an
opportunity o reteol their industries for consumer

goods production,

The Tumen River Project also includes South
Korea and Japan which have abundant capital,
modern infrastructure, and strengths in high
technology production, but lack natural resources
and labor Japan and South Korea would also
benefit from the Tumen Project in that it would
provide the impetus for development along the

Sea of Japan.

MODELS OF DEVELOPMENT
Different models of development have emerged
reflecting the relative aspirations of the partner
countries. The various development models
proposed call for different levels of political
control with repercussions on the ability of the
project to access outside funding sources. The

proposed models have been classified as follows |

1) Allow Russia, China, and North Korea to
push forward with their own individual
development projects Once enacted, the efforts of
the three could be combined to form a

cooperative economic development zone.

2) A coordinating body will be set up 1o direct
development projects in the region. The individual
projects will remain in the jurisdiction of local

governments.

3) All development and economic development
zones will be combined and placed under the
controi of an international governing body made
up of representatives from the partner countries.
This body would be charged with carrying out
specifications of the plan (This is the model
favored by the United Nations Development
Programme — UNDP)

Although the plan of action favored by the UNDP
has been approved as the basis for developmem
planning, currently, the countries have embarked
on individual programs of deveiopment along the
lines of the first model. Unfortunately, this model
does not necessarily promote regional development
and may actually expand economic disparities. It
also encourages duplication of activities and
national interests In some cases, the prevailing
economic and political situations in the countries
involved may also limit their abilities to generate

outside interest and capital for such projects

TUMEN DEVELOPMENT PLAN : PROPQOSALS
The development activities of the partner countries
and their proposals for the Tumen River Project
reflect the needs of the partner countries. In order
to more fully assess the intent and ultimate goals
of the participants in the project, their approaches
and preoposals  for Tumen river Project

development need to be addressed

China

China wants to develop its three northern
provinces, Therefore, Chinese proposals for
development are almed at improving China's
export capabilities both to Japan via the Tumen
river (including dredging the Tumen river) and to
Russia and PFurope via expanded rail systems
Chinese plans also call for the creation of
international free trade zones within the Tumen
development area, and for Japanese and South

Korean financing of the projects.

North Korea

North Korea is interested in steering growth and
investment to the Senbong—Rajin area. The
placement of the project's transport hubs in Morth
Korea would direct port and transportation
improvement into North Korea and channel growth
in manufacturing and trade. The result of this
would be national economic gains through direct

foreign economic and scientific assistance




Russia

Russia is more interested in the transition of s
heavy industry to consumer oriented production.
Russinn development emphasis is on the inclusion
of already established development and free trade
zones within the geographic scope ol the Tumen
Project and in the creation of an environment
conducive to outside investment. Russia already
has o system of ports and railroads which could
serve the needs of the project. Any changes in
the transportation network could leave the entire
Primorskiy region and the port of Vladivostok

isolated from project development

Mongolia

Mongolia’s interest in the project is in its potential
for improving transportation access for Mongolian
products and in creating new development zones
in order to open avenues for foreign investment
capital. Mongolia is interested in opening new, of
improving the existing transport networks,
connecting the country to its major trading
partners. Mongolia's shift to a market economy

needs foreign investment to spur growth.

Japan and South Korea

lapan's interest in the project is for increased
access to Furopean markeis, South Korea's interest
is in fostering stronger ties with North Korea,
expanding its markets, and accessing overland
transportation to Europe Although both countries
are interested in the project, they are less
interested than the other parlner countries in how

the goals of the project are implemented.

REGIONAL GOALS
There are some goals for the Tumen project that
reflect the combined interests of the partner

countries and the UNDP.

~QOpen up the flow of natural resources and high
technology between the partner countries.
—Promote infrastructure development

—Improve the transportation of goods to Europe.

—Expand markets for the products of the partner
couniries.

—Improve economic conditions in the region.
—Foster stronger economic and political ties
between the partner countries

—Develop in a manner that is sensitive to the

region's enviromment.

As indicated, however, each of the partners in the
project has its own political and development
agendas in the region. The final form of the
Tumen River Development Plan may ultimately
refiect those individual development agendas more

than do these regional goals.

THE UNITED NATIONS DEVELOPMENT
PROGRAMME PLAN

The UNDP favors a model that places the
development of the region under the control of a
multi—national body which would include ali of
the Tumen River Development Project partner
nations. This plan promotes regional development
and avoids problems of duplication and
competition. The UNDP supported plan also
creates 4 strong regional bloc that would be better
able to coordinate and impiement development
projects. Furthermore, such an economic bloc
could more easily generate outside invesiment
capital by insulating potential investors from some
of the risks involved in doing business within the
partner countries. Direct sponsosship of the UNDP,
as well as international supporters, provides
investment sources and means of politicai
mediation which would not be possible in
independent development programmes UNDP
support also brings technical support and expertise

from United Nations sources.

One of the first steps in the Tumen River
Development Project is the creation of an
international holding company. This company will
consist of public and private sector representatives
from all of the partner countries and will

coordinate investment. In addition, the joint




management company would be responsible for

building and coordinating infrastruciure projects

At the heart of the Tumen Project is the
formation of economic and free trade zones. The
Tumen Project will include three diflerent
economic zones (TREZ, NEARDA, and TREDA)
varying in size and economic {unction in Tumen

development.

Even with some pre—development and exclusion
of some parts of the project, Tumen developmemnt
faces an enormous financial challenge A
conservative estimate of project costs is $30
billion. Much of the financing for development
wiil have to come from the Tumen Project's
financial partners, Tapan and South Korea.
However, these sources will not be suofficient, and
some iype of public— private partnership
investment supported by major world lending

organizations will be necessary.

While there has been a great deal of progress
made on the specifics of the Tumen River
Development Plan, some elements are still under
consideration and are not likely to be
implenmented. One such element is the dredging of
the Tumen river which would cost about $186
billion. A proposal that is more likely to be put
into action is the construction of a Northeast Asia

Railway.

Other elements of the Tumen River Development
Project are already being jointly put into action
even if the plan itself is not. A prime example is
the improvement of telecommunications in the
region. While this type of actlivity would be
included in Tumen development, the existing
needs and market forces are enough to make such

joint projects viable.

ON—GOING DEVELOPMENT PROJECTS
The Tumen River Development Project is one of

many development projects in the region. These

projects are driven by local political concerns
taking charge of their own economic fates. This
independent development may also be driven by
market forces which are creating an economic

environment that is conducive to regional growth.

Russia

In the late 1980s, [ree economic zones were
established in eastern Russia to promole
development activities in the region. However, due
to political upheavals and critical shortage of
capital, growth in the region has been slow.
Consequently, the Russians have been involved in
cooperative or joint projects centered mostly on
resource exploitation. These projects utilize outside
sources of capital and technology. Any payments
for such assistance is taken out of project profits

or is paid for in raw materials. Many of these

joint projects have involved capital and

technological assistance

China

In Northeast China there are many projects that
are designed to fuel regional development and
foster stronger social, economic, and political ties
with China's neighbors. For the most part these
projects are centered on Hunchun, a city with
increasing economic ties to the Russian Far East
Recently, Hunchun has been made a special
economic zone and an open city, providing special
tax incentives for development. Much of this
development has been targeted for South Korean
and Russian interests. Hunchun projects are
designed to improve its capacity for trade and
economic growth with or without Tumen

development.

North Korea

In recent years, North Korean officials have
sought to increase the export capacities of their
seaports in Sonbong, Rajin, and Chungjin through
improvements in port facilities, transportation, and
telecommunications. Current efforts at development

in North Korea are also geared to increasing




foreign investnment. Thus, a free economic and
trade zone was established in the port cities of
Rajin and Sonbong. This zone includes tax
incentives, duty reductions, and the streamlining of
trade and investment laws aimed at attracting

foreign investment.

PROJECT BENEFITS FOR INDIVIDUAL
PARTNERS

FEven if approached from the perspective of

regional goals, the Tumen River Development
Project stands to benefit each of the partner
countries. Chins has the most to gain from the
Tumen Project. It will provide for growth in the
region, point the way for development projects
throughout Northern China, and may open avenues
for cooperative projects between partner countries
and political entities outside the region. China
stands to gain from infrastructure improvements,
access to external markets, and increased

employment opportunities.

Russin will benefit form the growth of resource

development activities, improvements in

transportation, and the modernization of

telecommunications. The strengthening of economic
ties will also aid in the conversion of Russia's
heavy indusiry to more consumer—oriented

production.

The project will allow Mongolia to more rapidly
develop its natural resources It will also provide
Mongolia's agricultural products transportation
access to seaports and markets, and may have a

positive effect on foreign investment in Mongolia.

For South Korea and Japan, the project will
provide access to labor, natural resources, and
agricultural exports In addition, it wiil open
markets for their products and provide and
overland route for exports to Europe. The Tumen
project also will generate economic growth along
the Sea of Japan, away from the traditional cores

of Seoul and Tokyo. Por South Korea, the project

may improve relations with North Korea,

POTENTIAL PITFALLS
Despite the benefits and the prospects for success,
there s still a chance that the project could fall

apart should one of the primary players pull out

Russia

Russia currentiy has a monopoly on overland
transport routes to Europe via Viadivostok port
and the Trans— Siberian railroad. For the Russians,
the benefits of far eastern development need to be
weighed against the loss of control over land
transport. The poteatial for political upheaval also
could put the Tumen River Development Project

in jeopardy.

China

China has an economic advantage in its current
business dealings with its neighbors and partners
becanse of its economic situation. China would
lose some of that advantage with the
implementation of the Tumen project. There s
also a great deal of internal competition within
China for development resources; the Tumen
project could lose out to other development

projects along the Pacific Coast.

North Korea

North Korean participation could be affected by
the degree of foreign influence that is felt within
its borders. The active participation of South
Korez also poses potential problems from the
North Korean perspective. Political events such as
the death of Kim II Sung and North Korea's
stance on nuclear inspections also threaten the

implementation of the program.

South Korea and Japan

South Korea and Japan will be expected lo
provide much of the capital required for the
projects. With the uncertain political climates and
the financial risks involved, it is possible that one
“bankers”

of these for the project may back




out.

Other problems include how the Tumen Project
will be funded, how to bring together such
diverse economies, and political issues stemming
form historical conflict. Political concerns may be
more important to the partner countries than any

potential economic benefits.

ARGUMENTS AGAINST THE TUMEN
PROJECT

The Tumen River Project may be debated on a

variety of points. From an economic point of

view there are questions over whether existing
port facilities are adequate for futwre growth and
whether new development is poing to be
significantly better than making improvements in
the existing infrastructure. Similarly, Tumen's
viability can be debated with reference to specific

elements of the project.
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Another point for debate is the projects worth in
relation to the overail development of the partner
countries, The question is whether it is worth
taking development funds out of other projects to
fund Tumen. An extension of ihe debate over the
importanice of Tumen is whether regional growth
is inevitable {due to market forces) even without
implementation of the project. If development is
inevitable, there is no need to channel all of the

development resources into the region

PROSPECTS FOR SUCCESS

The final point in the debate over Tumen is
whether it is even possible given the extent of
political, economic, and financial challenges
involved. The Tumen River Development Project
is new and untrie and entails great risks
However, it also holds great economic promise,
political benefits, and may create stronger social
and economic bonds between the countries of
Northeast Asia.
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