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Asia—Pasific Cooperation. A Japanese Perspective

Tetsuya Endo
Ambassador Extraordinary and Plenipotentiary
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In a4 not so distant past, the Asia - Pasific
region, particularly Asia, was described by
expressions such as “Asian backwardness” and
“Asian poverty’. However, recent years have
seen a complete transformation in the
characterization of the region. The economic
growth achieved in Asia thus far has attracted
international attention, especially from Europe.

The Asia- Pacific region has four particular
features that distinguish it from other regional
entities: 1) Diversity in economic development
levels, political systems, religion, society,
culture, etc; 2) Remarkable economic growth
in contrast with the sluggish performance in
recent years of the global economy; 3)
Ambiguity in political and security structures;
and 4} A generally stable political situation
that has allowed for direct investment,
technology transfer and trade. Economic
growth, therefore, has been led by the private
sector. The achieved economic growth, in tumn
contributes to political stability, thus, a cycle of
positive influence is generated.

There have been three different historical
stages involved in the development of Asia-
Pacific regional cooperation. In the planning
stage, regional cooperative schemes were
envisaged, primarily in Japanese business,
academic, and government circles. In
second or implementation stage, concepts or
ideas developed inte concrete form. This stage
was led by the private sector as evident in the
organizations that developed, for example,
PBEC (Pacific Basin Economic Conference)
established by business representatives, and
PECC (Pacific Economic Cooperation Conference)
whose members are drawn from business,
government, and academic circles. Currently we
are in the third stage, the settlement stage,
which is marked by intensified interdependence
of economic development in Asia-Pacific. The

the
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1989 establishment of APEC reflects this
expansion of interdependence. APEC also came
about as a vis-a-vis response to the European
Union and NAFTA.

In the economic arena we have seen very
rapid development of cooperation. However,
political cooperation is still at a very
rudimentary stage. Bilateral alliances, mainly
with the U.S. continue to provide the basis for
the framework of security within the region.
But prospects for increased multilateral political
cooperation are broadening, as exemplified by
the ASEAN post-ministerial conferences and the
ASEAN regional forum.

For Japan, APEC is the core organization for
Asia - Pacific economic cooperation. It is trying
o approach cooperation in the region through a
“middle road” between the two schools of
thought driving APEC. One approach could be
referred to as the American type of approach.
It calls for a firm organizational background to
lead Asia-Pacific into a stage similar to that of
However, the second
school of thought contends that the Asia-
Pacific region is too diverse to try to develop
to such a stage of cooperation. Advocates from
the second school of thought argue that the
form of cooperation of APEC should be based
on “gradualism.” Japan is trying to find a
position between these two extreme approaches.

The Northeast Asia subregion has great
potential, but in contrast with the Asia- Pacific
region, the degree of economic cooperation is
still lagging behind. The two major reasons for
this are a deficient infrastructure and political
friction. From a political view point, the
domestic problems of Russia and the DPRK
still impede further economic cooperation in the
subregion.

the European Union

In addition, diplomatic relations
between these two countries and others in the
region remain strained. At this point, it is very

— B~




difficult to see the light at the end of the
tunne!l Russia finds itself in.  Similarly,
conditions in the DPRK, or rather the
opaqueness of the domestic political situation
presents an obstacle to further cooperation,

Russia and Japan, have yet to conclude a
peace treaty without which expanded Japanese
government assistance to Russia will be very
difficult. Japan is aware that it is imperative to

assist Russia economically so it may work itself

out of the economic chaos it is presently in.
However, the pending peace treaty and
unresolved Northern territories dispute preclude
greater assistance.
expansion of trade and economic cooperation,
for example, is possible and can be expected.
In this way, the Russo—Japanese relationship
may be augmented

Regarding North Korea, there are three
separate relationships to examine: North Korea
and the US., North Korea and Japan, and
North Korea and South Korea. As for North
Korea and Japan, negotiations for the
normalization of diplomatic relations must be
resurned before cooperation can be increased.
However, on 21 October 1994, the U.S. and
the DPRK reached an agreement on the
construction of nuclear energy facilities which
will hopefully be observed by beth parties and

However, a gradual

act as a catalyst for better relations between
fapan and North Korea, as well as South Korea
and North Korea.

The obstacles to Northeast Asian economic
cooperation are dauniing, but not necessarily
The making of APEC has
taken thirty years and we are still involved in a
process of development. Northeast Asia is also
making smooth progress in its process of
development, and 1 expect the next ten years
will see the continuation of this progress. For
this, many issues need to be addressed fio
further the cause of Northeast Asian cooperation
on a regional and subregional level For
example:

1) How to link the Northeast Asia
subregion with APEC which also involves the
issue of how to relate the U.S. to the Northeast
Asian economic sphere,

2) How to resolve the political issues
that affect economic cooperation prospects, and

3) Although APEC has come into
being spontaneously, in Northeast Asia policy
efforts need to be exerted; central governments
must initiate action. But concerted government

insurmountable.

involvement takes time. Presently, we must start
with whatever possible. What is being done
now to promote cooperation must be enhanced.
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There is an argument that bilateral approach is
the only means available for economic
cooperation in Northeast Asia (NEA) because
multilateral approach has to be preceded by
market integration which is yet to come in the
region. [ am of the opinion that although
market integration is important, it is not the
sole precondition for multilateral economic
cooperation. One can think of multilateral
cooperation for advancing market integration
itself with conscious efforts of all parties
concerned  Moreover, we need not view
bilateral and multilateral approaches as mutually
exclusive. Both approaches can complement
each other as is well illustrated in the
experience of international negotiation and
cooperation.

Skeptics on multilateral approach to regional
economic cooperation has negative views on the
proposal for establishing a Northeast Asia
Development Bank (NEADB). They argue that
the proposed bank will merely overlap in
membership and duplicate functions of the
existing development bank such as the World
Bank and ADB, while financial and managerial
resources needed for establishing and operating
such bapk are not readily available. 1 shall
review this argument in detail and come to a
conclusion that the argument is not well

founded and what is lacking at present is the
political will and leadership role to be played
in the region. 1 would like to urge Japan and
South Korea te play a more aggressive
leadership role for this worthy undertaking.

Admittedly, there are many difficulties in
multilateral approaches to economic cooperation
in Northeast Asia, and Asians are generally
weak in pursuing common interests by doing
things together, Yet, it is hasty to conclude
that market forces alone will take care of this
weakness. By means of conscious efforts of the
governments involved and through the process
of learning by doing, we can foster multilateral
approach to regional problems, Relegating the
problem to market forces contradicts in a sense
the tradition of Japan, Korea, and others in the
region in which the role of the government has
been predominant not only in economic but
also in every facet of national life. The
experience of ASEAN teils us that regional
cooperation is a tedious and thorny process but
it can evelve into a free trade area in the long
run., In the age of globalization, we are well
advised to make a start for a long journey
toward a Northeast Asian community, and the
creation of a NEADB may be a first step in
that direction.
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Final Comments on the Fifth Northeast Asia
Economic Forum in Niigata

There are three key issues for the development

of Northeast Asia. First, we need a common
development vision which can be shared among
all the affiliated countries. Second, poor
infrastructure must be strengthened. Third, some
framework is needed for circulating international
business information regarding irade and
investment. The objective of the Forum was to
attract and promote the positive involvement of
central and local governments, influencial
research institutes, international organizations
and business firms in development activities,
and discuss better ways for cooperation.

It was extremely meaningful that a common
arena for discussion was provided for worldwide
research institutes, international financial
institutions, United Nations organizations, and
Japanese
representatives, who have previously paid little
attention to the Northeast region. Especially
encouraging was the posilive interest in the
region evident in the keynote address of

government and business

Ambassador Tetsuya Endo

Following are my comments regarding the two
days of the Forum along with a brief
examination of elements missing in the Forum
that must be discussed in the future:

First of all, it was clarified that the economic
development of Northeast Asia is important
from various aspects, such as political stability
and national security as well as economic
advancement. The real value of economic
development would be even larger if spillover
effects to other regions were properly evaluated.
The total value of the development is not
estimated in current development plans like the
UNDP's programme.

Second, the lack of a shared development
vision among the countries involved is adding
to the complexity of intercountry negotiations.
As of yet, there is no clear strategy for
development that is well understood and widely
accepted.  Among the conflicting arguments or
strategies are those which stress development




based solely on multilateral cooperation and
those which call for a bifateral approach. At
the Forum, the majority of speakers agreed that
the multi and bi approaches are not inconsistent
with each other, but rather complementary.
However, in my view, the bi approach will not
be effective for establishing an international
cooperation framework  For the Tumen River
Development Project, the bi approach might
even negatively affect cooperation. For
example, if Russia continues to defer
multilateral cooperation for regional development
favoring instead a domestic priority to develop
the Viadivostok/Nakhodka area, there is a
possibility that bilateral efforts to develop the
Rajin - Sonbon area in the DPRK will acclerate
As a result, the core district of the Tumen
River Development Area will move south, and
the development of Vladivostok/Nakhodka will
lose momentum. However, such an isolation can
be avoided if a shared development vision is
adopted by the countries concerned prior to
further development. Another reason for
necessitaling a muiti approach is that a core
nucleus, involving multiple countries, is essential
for Northeast Asian regional development. As
Mr. Nam Duck - Woo emphasized in his keynote
speech, it is important that we do not rule out
the multilateral approach while embracing the
bilateral.

Another issue is how central governments
should be involved in regionally initiated
projects. In the case of the Tumen River
Development Project, some recommended the
establishment of an independent multinational

regional corporation beyond the sovereignty of

central governments. Other people argued that
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consensus among central governments is
requisite even if it takes time. These two
different aspects might converge into one if
there is a common vision. This was not
mentioned in the Forum.

Third, there were different opinions regarding
what parties ought to be responsible for the
construction of infrastructure -- there was a
general consensus that improved and enhanced
infrastructure is vital. 1 believe that government
should take full responsibility for infrastructure
in order to achieve total efficiency. The short -
term, profit - seeking mind of private enterprises
is not appropriate for infrastructure investment
which seeks long - term efficiency. However,
this doesn't mean that the investment cost must
be financed solely by government Successful
development in Southeast Asia traces back to
extensive infrastructure investment using foreign
assistance,

Finally, some practical ideas were proposed for
There is a
strong need for information on macroeconomic
policy, technology trade and
investment, and market information. As

business information exchange.
transfer,

mentioned in the Forum, it will be interesting
to follow the development of the Business
Information Support System now being applied
to the Southeast Asian markel.

Unfortunately, at this Forum we were not able
to discuss macroeconomic policies, such as the
transitional economic policies of centralized
gconomies to market economies or multilateral
cooperation in economic policy. This should be
addressed in the future.

(Makoto Nobukuni - ERINA Director of Research
Department)
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by
Kent E. Calder
Princeton University

Like the Black Sea, the Eastern Mediterranean,
and much of central Europe, Northeast Asia as
a region must sadly look to a past once much
more prosperous than its present. In 1900, as
this century began, the economic future looked
extremely bright. The Trans - Siberian Railway
was just completed, Japan was industrializing,
Korea was stirring from traditional isolation,
and the vast, open expanses of Manchuria
beckoned to the people of many nations. The
commerce across national borders was a
vigorous and promising one.

That early promise has never been fulfilled.
Across the North Pacific, from Viadivostok and
Harbin to Otara and Tsingtao, the faded
elegance of three generations past remains 1o
evoke an ephemeral interdependence that is no
longer. For all its political complexity and at
times injustice, that early, now - lost
interdependence was clearly growth - promoting
for the region as a whole.

In place of an earlier interdependent world, we
now have a Northeast Asia where political
division and turbulence hold sway. Most
striking, of course, are the divisions of the
Korean peninsula, including the almost total
isolation of its northermn half from the rest of
the world But the Russian Far East, and to an
only slightly lesser degree most of China’s
Northeast as well, also remain relegated to the
bare periphery of global economic integration.

The politically induced partition of Northeast
Asia largely took place, as is well known,
following World War I Before 1945 Korea
(from 1910), Manchuria {from 1931}, southern
Sakhalin {from 1905), and the Kuril Islands
(from 1879), were all part of the Japanese
Empire, while Japanese troops also at times
occupied Vladivostok and much of North China.
© Apart from the bitter heritage of Imperial
' Occupation, three major developments of the
first post-World War I decade froze Northeast

ECONOMIC POTENTIAL. POLITICAL CONSTRAINTS.,
AND THE FUTURE OF NORTHEAST ASIA

(B EEP51)

Asian international ecomomic relations into the
rigid divisions of the past three decades: (1)
the postwar truncation of Japan’s economic ties
with the Asian continent; (2) the triumph of
the Chinese Revolution in 1949; and (3) the
Korean War of 1350-53. By the early 1950s
¢ross - border economic ties in the North Pacific,
aside from those among the comtinental Socialist
nations, were almost non - existent; even those
deteriorated sharply with the Sino - Soviet split
of the 1960s.

To be sure, there has been some marginal
recovery from the low point of the early 1960s.
The normalization of South Korean - Japanese
relations in 1965 led to major expansion of
trade and investment those former
antagonists. Continental trade among China,
South Korea, and the Russian East, much of it
informal cross - border bartering, has grown
sharply since 1990. But the intensity of trade
across the Japan Sea {or the Fast Sea, as the
Koreans call it, illustrating the complex,
contrasting mutual perceptions that remain
within the region) is still quite limited
compared to patterns eisewhere in much of the
world.

Just how limited Northeast Asian trade remains
- particularly that integrating Japan with its near
neighbors - is illustrated in Table I. Over the
past decade Japan’s trade with North Korea
(the Democratic People’s Republic of Korea, or
DPRK) has remained totally stagmant. Trade
with the former Soviet Union (FSU), most of
it in fact representing trade with the Russian
Far East, has likewise been static. Indeed, by
1993 Japanese exports to the FSU had fallen to
less than 70 parcent of levels a decade earlier,
in the face of Russia’s difficult economic
transition.

The tortured course of Japan’s Northeast Asian
trade in recent years--not to mention the
rigidities of the 1950s, 1960s and 1970s --can

between



also be clearly seen by the sharp contrast to
dynamic Japanese trade relations with Southeast
Asia and the United states. Trade with
Vietnam, for example, grew over fourfold

during the 1983-93 decade, despite cold war
political complexities, while that with the DPRK
did not grow at all. Japanese trade with
Thailand grew by more than five times, to an

TABLE |
STATIC PATTERNS OF JAPAN/NORTHEAST ASIAN TRADE
From To (Unit—3$billion)
. NORTHEAST ASIA 1983 1993
A Japan North Korea 033 022
' Norh Korea Japan 0.13 0.25
8 Japan USSR 282 166
USSR Japan 1.46 2.98
G Japan South Korea 6.00 19.11
South Karea Japan 3.36 11.68
" NORTHEAST/SOUTH-—
’ EAST ASIA
A Japan China 491 i7.30
' China Japan 5.09 20.60
B Japan Hong Kong 5.29 2269
Hong Kong Japan 0.67 1.99
1. SOUTHEAST ASIA
A Japan Thaitand 251 12 26
‘ Thailand Japan 1.02 6.50
8 Japan Vietnam 012 064
' Vietnam Japan .04 1.07
V. REFERENCE
A Japan United Stales 42 83 105.40
United States Japan 2465 55.24
B Japan World 14693 360.90
‘ Worid Japan 126.39 240.50

Source: JETHO While Paper on International Trade,

1984 AND 1994 EDITIONS.

immense $18.8 billion figure that was by 1993
more than four times as great as that with the
entire former Soviet Union. Interestingly,
Japanese trade with Thailand and most nations
of ASEAN other than the Philippines was aiso
growing much faster than that with Japan's own
neighbor South Korea. Bitter, lingering wartime
memories and a chronic 2-1 Korean trade
deficit with Japan (similar to that incurred by
the U.S.) still conspire to inhibit Northeast
Asian integration.

The contrast in Japan's economic relations with
Northeast and Southeast Asla are even more
striking in the investment than in the trade
area, Across Asia as a whole Japan by 1993
had accumulated direct foreign investments

totalling almost $60 billion.! But less than one
sixth of this total was in Northeast Asia--
primarily South Korea ($4.6 billion) and China

($4.5 billion). Southeast Asia - especially
Indonesia ($14.5 billion}), Hong Kong {$11.5
billion), Singapore ($7.8 billion}, Thailand
($5.9 billion), and Malaysia ($.8 biltion) is
where the bulk of Japan's Asian investments are
really concentrated.

In thinking about Northeast Asian economic
relationships one cannot, of course, neglect the
deep economic and security ties of several
nations in the region with the United States,
As indicated in Table I, U.S. -Japan trade in
1093, for example, totalled over $160 billion, or
34 times Japan's trade with the former Soviet

!Actaally, $599 billion in accumulated value of approvals and notifications was recorded as of March 31, 1993, according 10
Ministry of Finance data See Keizai KOho Ceater Jupan 1994: An International Comparison, p. 54



Union, and more than four times that with all
of China. To be sure, lapan’s economic ties
with China, including a few Northeastern cities

like Dalian, have been growing very rapidiy of

late. But even so, those ties remain small
compared to the massive scale of the US..
Japan trade relationship. U.S - Japan investment
ties are also very deep, with the $170 billion
of lapanese investment in the U.S. totalling
almost three times that in all of Asia’

There is, in short, a very deep and elaborate
structure of economic interdependence among
Japan, the United States, and much of Southeast
Asia that has buiit up over the last thirty years,
while the nations of Northeast Asia have been
relatively isolated from one another. This
incvitably affects the way that many business
peogple and politicians in the long -
interdependent parts of the Pacific (that is, the
US, Japan, and Southeast Asia) evaluate new
ties, especially across the old Cold War divide,
in Northeast Asia. Most would not want to
jeopardize deep, longstanding ties for the sake
of unpredictable new ones, if that choice had to
be made. Yet hopefully it will not need to be
made. There are deep underlying economic
complementarities within Northeast Asia that
should make mutual interdependency there very
attractive, if only any broader conflicis of
political and economic interest with other
partners in the Pacific can be worked out

The potential economic complementarities of
Northeast Asia are remarkably pronounced,
considering the rather distant character of actual
existing economic ties. While most nations of
the region can offer varied factors of
production, Japan, as the largest capital exporter
and the largest provider of overseas
development assistance (ODA) in the world,
has especially large amounts of capital Japan,
Russia, and South Korea all have in varying
fields important technology to contribute.
Russia likewise has huge reserves of natural
resources, including more than one third of the
prospective natural gas supplies in the world,
while China has massive amounts of coal. The
DPRK is likewise well-endowed in non-ferrous
metals like copper, lead, and zinc. Both China

and the DPRK, in particular, have a huge
largely untapped force of highly cost-effective
workers,

There is thus considerable economic potential
for sharply expanded Northeast Asian
integration, provided that political obstacles can
be overcome. Such obstacles pose an especially
important barrier to dynamic economic ties in
Northeast Asia for two reasons. First, economic
development in the region is likely to be
unusually capital intensive. Several of the most
promising sectors such as NG, coal, and non-
ferrous metal extraction require huge amounts of
capital. Infrastructure in Northeast Asia -
railways, ports, roads, and communications ~ is
also rather poorly developed compared to
Southeast Asia or other regions, and is likely to
require huge, multi - billion dollar levels of
capital input. Population and social organization
are generally too sparse for the cottage-industry
based type of development more common
further to the south

A second, related feature of Northeast Asian
development will likely be an unusually heavy
reliance on public capital - particularly ODA
funding. Given the dynamism of growth in
Southeast Asia and Latin America, including the
relatively sophisticated level of existing
infrastructure and local commercial networks,
much private capital will naturally flow there
It will take a strong positive political rationale -
or at the very least a comprehensive political
understanding among the Northeast Asian
nations and their allies - to stimulate the high
levels of government funding that will be
required, especially from Japan, to stimulate
really substantial Northeast Asian growth and
interdependence.

The DPolitical Rationale for Northeast Asian
Interdependence

During the Cold War mutual estrangement
among China, Russia, and Japan, not to
mention the northern and southern halves of the
Korean peninsula, helped to stabilize East- West
political orientations. It helped to give
America’s political allies, Japan and South
Korea, a concrete economic incentive toward a

*Thid




pro - US. orientation, through special access to
the U.S. market. The US, in turn, was not
particularly anxious to stimulate growth in the
Socialist nations of the Asian continent, given
prevailing political antagonisms.

Although the disappearance of the Soviet
Union has not produced the profound territorial
changes in Asia that have emerged in Europe,
it has clearly muted the geopolitical conflicts of
the past. Two clear political - security dangers
remain: a deepening balance of power rivalry
among the heavily armed nations of Northeast
Asia, and the related danger of nuclear
proliferation. Expanded economic cooperation is
an urgent priority in the region, but it should
proceed in a manner sensitive to this security
context,

Balance of power rivalry, of course, is a
common feature of international relations im an
era where no hierarchical power structure exists.
Such periods tend to be notoriously unstable,
often being characterized by arms races and
wars? World War 1, for example, arose out of
a classic Furopean balance of power rivalry
among Germany, France, Russia, Austria, and
Britain.

Several of the major nation states of Northeast
Asia, particularly those without deep perceived
economic stakes in regional interdependence,
have extensively used balance of power tactics
in their regional diplomacy of recent years'
This tends to be destabilizing, and frustrates
stable interdependence, as was clearly true
during Henry Kissinger’s manipulations of the
Sino - Japanese relationship during the early
1970s. More conciliatory, long-term oriented
strategies, focusing on establishment of broader
regional economic and security frameworks, are
clearly needed.

The second chronic security problem of
Northeast Asia -- the danger of nuclear -
proliferation - is intermittently linked to a

broader economic problem that is insufficiently
recognized, namely the acute energy deficiencies
of the region. Despite huge untapped energy
reserves in Siberia, Sakhalin, and the Tarim
Basin of Sinkiang, as well as offshore, there
are no significant developed oil or gas fields
whatsoever in Japan or Korea. The Russian Far
Fast, not to mention the DPRK, is chronically
short of fuel oif, and Manchuria, as the
Taching fields decline, is also vulnerable.
Nuclear power, especially the futuristic breeder
reactor, which generates more energy than it
consumes, is extremely wel-suited to Northeast
Asia in purely economic terms, given the
region's energy deficiencies. Yet civilian
nuclear power can also lead to nuclear
protiferation. The breeder reactor is especially
dangerous in this regard, given the large
volume of plutonium that it generates, as are
graphite reactors also.

Several of the nations of the region also have
very real, aithough not necessarily determining,
incentives t¢ become nuclear powers. As many
Asian security specialists point out, such a
course is quite rational for the DPRK, given its
diplomatic isolation and economic vulnerability
South Korea, Japan, and Taiwan have ail also
considered going nuclear, for various reasons,
mostly soon after China did so in 1965. Many
analysts fear that lingering, ambiguous residual
nuclear capabilities in the region could be
highly destabilizing if they persist over the long
run.  Certainly there is a vigorous, politically
charged debate on this point in the United
States, centering on the DPRK’s capabilities and
their broader regional implications.

This brings us back to the political rationale
for interdependence and the need in tum for
political preconditions to it. Deeper economic
interdependence within the region should
promote greater prosperity, and create dis-
incentives on the part of those with weak

*8See, for exampie, Karl W. Deutsch and I. David Singer, “Multipolar Power Systems and International Stability,” World

Politics, Volume 16, No 3, (April, 1964), pp 390406

+8ee, for example, Hamy Harding {ed.) Chipa’s Foreign Relations in the 1980s. New Haven: Yale University Press, 1984;

and Bomrie §. Glaser, “China's Security Perceptions: Interests and Ambitions,” Asian Survey, March 1883, pp 252-271

These offending powers also kave occasionally tacluded the U.S

“See, for example, Andrew Mack (ed) Asian Flashpoint: Security and the Korean Peninsula. St Leonards, Australia: George

Alen and Unwin, Awustralia, 1993




economies but powerful militaries to disrupt the
prosperity of the rest of the region through
military  brinkmanship. If economic
interdependence leads to enhanced technical
capabilities or financial power that leverage
military capabilities, however, it could in tum
increase the prospects of destabilizing
proliferation of balance of power rivalry, unless
mechanisms to discourage these tendencies are
created in advance.

The recent nuclear agreement between the
DPRK and the United States has been a
controversial one in Washington, D.C. The
Republicans, who won both Houses of the U.S.
Congress, were at first especially critical. Their
opposition has been muted, however, since the
Chairman - elect of the Senate Foreign Relations
Committee’s East Asia Sub - committee, Frank
Murkowski (R - Alaska), visited Pyongyang in
December, 1994, and subsequently endorsed the
agreement. The situation remains delicate,
however, in both Pyongyang and Washington,
as evidenced in the complex, protracted
handling of the U.S. military helicopter crash
just inside the DPRK in December.
Simultaneous political transition in both capitals
makes it difficult for either side to take
controversial steps toward peace, precisely when
they are most needed.

Policies for the Future

Expanded Northeast Asian economic
cooperation, to reiterate, is a most important
objective, and builds on important potential
economic complementarities within the region.
Economic cooperation could, under the right
circumstances, have an important stabilizing
effect in one of the most prospectively volatile
regions on earth. Under the right circumstances,
it could and should, in the long run, elicit
active American support. This in turn could
greatly accelerate the prospect of large - scale,
inherently risky public and private investment
throughout the region.

Given the sharply divergent political systems
and levels of economic development within
Northeast Asia, it is probably unrealistic to
posit European Union - style comprehensive

regional integration as a goal. More attainable
is “open regionalism.” This recognizes the
power of market forces in promoting high -
intensity intra - regional trade, and at the same
time accepting a role for national governments
in the provision of public goods indispensable
for trade expansion, such as ports, airports, and
railroads.®

Many prospective approaches to Northeast
Asian integration may well be productive. From
this author’s perspective, there is particular
value - from both an economic and a political
standpoint ~ in  trans - Pacific “joint projects” on
the continent of Northeast Asia. Concretely,
these would be collaborative, private - sector
ventures between American firms on the one
hand and Japanese or South Korean counterparts
(or both). They would be undertaken in China,
the Russian Far East, or possibly (once the
viability of the recent nuclear agreement is
clear) the DPRK/North Korea. Such ventures,
concentrated in such public - interest sectors as
transportation, infrastructure, and energy, would
be supported by national governments so as to
reduce the risk element and encourage corporate
participation.

Energy is a particularly important sectoral
priority. As noted above, Northeast Asia has
unusually pronounced vulnerabilities in the
energy area. If they are not systematically
addressed, the prospects of nuclear proliferation
are clearly enhanced. Increasing Northeast
Asia’s overall energy self - sufficiency can also
reinforce the stability of Asia (and the world)
as a whole by reducing Asian reliance on
Middle Eastern energy supplies, which would
otherwise be used. The more that northeast
Asia, especially China, becomes reliant on
Middle Eastern energy supplies, the more
inclined it is to develop blue - water naval
power - projection capabilities. With China,
Japan, and Korea all using the same sea lanes
to the Persian Gulf, pronounced energy
dependence on the Gulf could well increase the
dangers of a Northeast Asian naval arms race
in coming years.

The recent U.S.-DPRK nuclear agreement
provides a prototype, in important respects, of

*On this concept see Ross Garnaut and Peter Drysdale (eds.) Asiaz Pacific Regionalism: Readings in International Economic
Relations. Pymble, New South Wales, Harper Educational Publishers, 1884, especially p. 8.




how future trans - Pacific “joint projects” in the
energy area might be constructed, although the
grant aid element is of course unusually large
due to the unusual circumstances surrounding
the agreement itself. The agreement addresses
the DPRK's energy vulnerabilities, and treals
them as a priority issue. It provides for the
US., Japan, and South Korea all to provide
some element of assistance to the DPRK.
Finally, it proposes replacing the Yongbyon
graphite reactor, as well as two others currently
under construction, with a light - water reactor
that generates less fissionable material.

Another possible prototype of a trans - Pacific
“joint project” in the energy area is the so-
called “4M" (ie., Marathon- McDermott -
Mitsui - Mistubishi) venture. This involves U.S.
and Japanese firms, and is designed to extract,
liquify, and distribute huge quantities of natural

gas, produced off the northern shore of

Sakhalin over a 30-40 year period from around
the year 2000. While fundamentally a private
undertaking, responding to market calculations
of supply and demand, the “4M" project is
being systenatically supported by the US. and
Japanese governments, through proposed large -
scale Export-Import Bank loans by both
nations. It was also being endorsed at the June,
1994 U.S. - Russian bilateral summit meetings
between US. Vice President Gore and Russian
Prime Minister Chernomyrdin,

The example of the "4 M" project suggests
that host- nation guarantees, as well as host-
nation support in clearing away regulatory
obstacles, are both likely to be pivotal in
determining the success of joint projects. In
this case, the local Sakhalin government, as
well as energy - sector bureaucrats in Moscow,
have frustrated the project, and undermined its
feasibility. Given the long time horizons and
huge scale of most prospective joint projects,
there is significant danger that many of them
will be held hostage by local authorities, unless
host central governments are more decisive in
supporting them.

Transportation is another area, apart from
energy, where trans-Pacific joint projects could
be most important, and quite realistic. During
the Cold War, civilian transportation facilities,
such as airports and railway lines, were grossly
underdeveloped, especially in many of the
former Socialist nations. Joint projects in this
field can assist both economic development and
regional integration. They can do so especiaily
by facilitating the rapid expansion of cross -
border movement among areas like the west
coast of Japan, the Russian Far East, Korea,
and the Shandong Peninsula of China. Until
five years ago or less, such areas had virtually
no contact with one another due to Cold War
restrictions.

The environment is a third area of critical
importance where joint projects could be quite
feasible, Manchuria, Korea, Shandong, and the
Russian Far East all have pressing waler and
air pollution problems that need attention. Such
tendencies will otherwise be a serious barrier to
growth, not to mention a serious threat to the
quality of life throughout Northeast Asia

Related to the concept of joint projects, the
nations of Northeast Asia must also think about
ways to improve local regulatory climates, so as
to attract multinational business. In this regard,
they could well consider the successful
examples of sub-regional economic zones such
as Guangdong - Hong Kong and SIIORI
{Singapore - Johore - Riao archipelago) in
Southeast Asia.’” Joint projects, perhaps
supported by ODA funding, could establish the
infrastructure that would make local areas
attractive, in return for local commitment tfo
establish free - economic zones, bonded
warehouse complexes, and regulatory
dispensations to allow international - standard
legal and banking services.®

A final key element in achieving stable
economic integration across old Cold War
boundaries in Northeast Asia will be promoting
new multilateral economic and political
frameworks Menbetship for all the nations of

"See ¢ Fred Bergsten and Marcus Noland, eds. Pacific Dynamism and the International Economic Systern. Washington,

[3 C: Institute for International Economics, 1993, pp. 225269

SFor further details, see Kemt E Caider The United Siates, Jupan, and the New Russia: Evolving Buses for Cooperation.

Princeton: Princeton University Program on U S ~Iapan Relations, Monograph Na 3, 1994, pp. 21—22.
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the region - including the DPRK -in APEC is an
important first step. Also important will be
multilateral structures for promoting confidence
building and arms reduction in Korea, as that
troubled land moves closer to reunification

Amidst the disruptions of transition from
socialism to different modes of economic and
political organization, a new way of
emerging in much of Northeast Asia.

life is
Exeiting
new prospects for dialogue and cooperation are
appearing. Many of these would have been
unthinkable half a decade--or even half a year~
ago. the wrbulence of the American
political scene, rather than that of Northeast
Asia, may now be the greatest short-term
constraint on triangular U.S. - Japan - Northeast
Asian cooperation to ecase the process of
tranisition.

[ronically,

For at least the next two years,
American foreign assistance, especially across
the old Cold War divides, will not be popular
on Capitol Hill in Washington  Full - scale
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realization of broadly supported US. - Japan -
Asia joint projects may not be achievable until

1997 or beyond.

But large projects, in any case, usually take
several vears to conceive and implement, as the
“4M” case so clearly shows. Gradualism
would have the additional merit, in the Korean
case, of allowing for verification that the
initially promising U.S. - DPRK nuclear
agreement is in fact implemented, before
significantly more ambitious projects go
forward. The important thing now is to begin
planning - - concretely, but with vision, and with
hope. As when the Trans-Siberian Railway was
completed in 1897 -98, we are nearing the
dawn of anew century. With careful thought,
we can make it a more prosperous and less
turbulent one for Northeast Asia than the
Twentieth Century era beset by conflict and
ideology that is now drawing to a close.
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Economic growth in the Asia-Pacific Region
has gained momentum since the end of the
Cold War. Currently, the region's GNP accounts
for over 50 percent of the worldwide total,
while its trade volume accounts for some 40
percent of total international trade. Economic
growth in Northeast Asia is particularly
noticeable in the region. Although Japan has
been plagued by a so-called bubble economy
and the appreciation of the Japanese ven, it
nonetheless retains a favorable position among
Western nations. Since 1992, China has
witnessed three consecutive years of economic
growth exceeding [2 percent. The Republic of
Korea has also exhibited a favorable trend in
economic development. The dynamic economic
rim thus has the greatest development potential
for the whole of Northeast Asia, with the rim
including the economic potential in the Japanese
Sea and the Bohai Bay. People place great
hope in the colorful economic rim which is
tinted with a strong desire for multinational
cooperation and local flavor. Such hope has led
some people to note that the Zist Century will
represent an epoch-making period in the
Northeast Asian Region, with the epoch of
Northeast Asia being the epoch of the economic
rim itself, with the focus on local governments.
There are a number of reasons to substantiate
such reasoning.

I
The strong momentum for growth in the
economic rim has won the support of various
courries and regions. In my view the main
reasons are as follows:

1. Politically speaking, it is because various
countries in Northeast Asia have divergent
ideologies, and problems such as national
unification and the return of territory continue
to exist in the region. It is thus impossible to

Economic Rim—Arrival of an Epoch for
Local Governments

by
Zhang Yunfang

Deputy Director of the Research Center for Economic, Technological and Social
Development under the State Council of the People's Republic of China

(HEEPss)
form a cooperative union of various countries
and regions such as the unions found in Europe
and various other regions No matter if the
aforementioned problems are resolved, the
mystery will remain as to whether or not it
will become a union of cooperation. However,
the economic rim has broken away from the
complicated situation of ideology. Continuing
expansion has promoted the economic prosperity
of related countries and regions in a mutually
complementary and accommodating fashion,
while economic links have promoted
reconciliation among various countries and
nationalities in the region. Therefore, the
political significance of the economic rim
should not be underestimated. This is indeed
one reason why the economic rim has been
warmly welcomed by various countries and
regions.

2. Geographically speaking, the economic
rim, which is located at the juncture of various
countries and regions and is the center of some,
offers an ideal venue for economic transactions
and development. It is not only blessed with
advantages in terms of closeness, but also has
convenient {ransportation conditions and
geographical advantages.

3. Economically speaking, there is a large
gap in the economic growth of various
countries in Northeast Asia. [t is thus difficult
to immediately determine the ideal binding
factor for cooperation between various couniries
and regions. However, this is not the case in
the economic rim, which enjoys numerous
preferential policies which offer broad prospects
for cooperation. This in fact is the fundamental
reason for the dynamic economic activities in
the economic rim.

In addition, since the end of the Cold War,
countries which introduced market economies
have further decontrolled their economic
policies. In addition, most countries which




formerly practiced planned economies have
accepled the concepts and laws of the market
economy. The principle for competition in the
market economy has become the target pursued
by all. This in turn has offered a legal
guarantee for the growth of the economic rim,
and the leading role local govemnments exercise
in terms of the power structure.

It is thus quite obvious that development in
the economic rim has conformed to the trends
of the times. Development has not only
enabled various countries and regions to obtain
economic benefits, but has also played an
irmportant role in promoting friendship, national
unity and stability

I

However, various problems must be

resofved to ensure the continued development of

the economic rim.

Firstly, the problem related to determining the
approach of the economic rim. Currently,
various countries and regions in NMNortheast Asia
are still in the preliminary stage of attaining a
true understanding of the economic rim. Hence,
the high plane of the strategic point of view
has not as yet been recognized. For the
foreseeable future, establishment of the
economic rim will simply require time In my
view, cooperation in Northeast Asia differs from
the patterns of cooperation in Europe and North
America. Cooperation in the former is in fact a
natural and loose combination. Therefore, it is
inevitable that the economic rim will emerge as
the product of the natural combination
Promoting and strengthening growth in the
economic rim will undoubtedly promote
political, economic and cultural cooperation in
the region. Simultaneously, most regions in the
economic rim have great potential which has
not as yet been fully tapped. Development in
Northeast Asia cannot depart from the
established industrial zones in the foreseeable
future. However, whether or not new
breakthroughs can be made depends on
development in the economic rim. I am of the
opinion that if the Japanese coastline can be
developed similar to the Pacific coastline, Japan
will most certainly experience an economic
revival. Therefore, it is unnecessary o worry

about industry which is devoid of content,

Secondly, in conjunction with the cognition of
the economic rim, the governments of various
countries and regions have failed to pay
adequate attention to the rim itself. They have
been busy with political and economic structural
readjustments since the end of the Cold War
and have in tum neglected the cultivation and
development of the economic rim, which
needless to say has a great bearing on said
structural readjustments. At present, local
governments are enthusiastic and have invested
heavily both financially and materially in the
eCconomic rim,
mentioning is that it is far from sufficient for
local governments to be the only entities paying
attention. Quite to the contrary, central
governments of various countries should pay
close attention to the expansion of the
economic rim and offer more preferential
policies.

Thirdly, a shortage of funds has evolved into
a universal phenomenon in efforts to develop
Fund shortages have
prevented efforts to improve infrastructure
facilities and stalled the implementation of
contracted projects. From an overall point of
view, various countries in Northeast Asia should
establish a high-level organization to discuss
development of the economic rim and adjust
funds by assuming a principled stand in
consideration of the overall interests, justice,
reasonableness and common prosperity. In other
words, it is necessary to establish a
development foundation to specifically promote
development of the economic rim.

Fourthly, the economic rim should not be
restricted to being simply a large market for
commodity transactions, but should instead be
transformed into a zone with advanced
industries.

However, a point well waorth

the economic rim.

The economic rim will remain
devoid of vitality without the establishment of a
scientific and technological industrial zone.
Currently, it seems that many people have cast
their eyes only on trade in the economic rim.
This is simply a shortsighted phenomenon
which will adversely affect the sound
development of the economic rim.

Fifthly, maintaining cultural exchanges are
extremely important. Northeast Asia is located



within the Oriental Cultural Zone and each
country has its good points in terms of culture.
At present, strengthening cultural exchanges has
become an important aspect in regard to
construction in the economic rim. The
occurrence of various unhappy events in the
economic rim testify to that fact. While cultural
exchanges cannot be attained in only one day,
their expansion remains a big problem on a
deeper level and has a great bearing on the
smooth cooperation between various countries in
the economic rim.

In short, it is quite easy to predict that growth
in the economic rim will surely bring new

O

o EE B R 5

TYT KB EOFHEEGSERORE LB FO3n
EMLTWA, TOPTHHCREFIFIE., ¥4+ 3 0
Y RERHBESEIIE SN TV D FORBITH AL $iE
mMUMﬁb@f%U.@@IMﬂkmﬁﬁﬁﬁfL&éo
2UEROERT V7L, WHOHEEL A0 TIER v,

CZOBFEMTOREOLEE S FEA R —FLTWA
A, FOELBHELTOLILLOTHS,
1. Bfosicid, Bz LA FrafF—ailah . RO
PR e E OB L T d, e —u
e EoWogizRohiant ok s, $He
EREEF LD THBEHETBEET L LGN THETH
Ao Ll #ERBEEA P4 0¥ - oLt L ENe
WO THY, BEIZL T, MAGEEHIR ORI S
HEMENLETRES R TETwa, T/, $EENsY
DEZLY, HAREREMOMBOERLMEL TV
fn&.ﬁﬁM®&mMﬁ&vﬁmean b,
WEATIE . JOOMPEERENE, SE. Skl
L\it%@tyfm?éﬁﬂuﬁﬁ&ﬁﬂ%E%mWi
fw%mf‘ﬁﬁﬂ%@ﬁm%@u&ofmﬂﬁmﬁﬁ%

H‘

EER B,
3 REEROGIE. LM77 EEBIREREE TS
oy 2 THH B, o THEEFEVOUS Fo AR

-};
DEECTHHr2 2 L EBEBTHL, Lo LiEH

vigor to the rejuvenation of Northeast Asia.
Former Japanese Prime Minister Kakuei Tanaka
advanced his now famous concept of the
“Theory of Reforming the Islands.” Shortly
thereafter, various other people coined the
expression based on the local epoch. Today,
whether or not the Japanese Islands have
entered a period of transformation, whether
development of the Japanese coastline has been
approached from the high plane of an epoch,
and whether Northeast Asia and for that matter
the Asia- Pacific Region as a whole have
appropriately welcomed in the local epoch,
provides much food for thought
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